Ny

DEVELOPMENTAL DISABILITIES PROJECT
ON RESIDENTIAL SERVICES
AND COMMUNITY ADJUSTMENT

5 Project Report No. 9

" The Cost of Public and
Community Residential Care
for Mentally Retarded
People in the
United States

viod 00111 4 0 197340 1e21 111935 1600055 16 1 0 0 0 C 0 0 0 0 0 0 0 0 O
0 00D 0 000 0111221514961 0155551 151115511111115552 40150545111111115155
01 11 1 0 5 J311555111511555111115551115551655555151 11151111115551111631 0 0 O
5000 021 0 0 0t 1 £21 0510 0 9000500000000 G 0 00500000000 0 0 0050050011
71 5 3 87110 1 140417971231 0 22110 [V Go 0 00 0 0 00
0 0J 063+1701-+3¢€ 0 00 0 0 195 0 2 0 0 3381110125 1 40 010 0 2
G 0 0 0O 009 O 0 0
0 0 0

0
0 0 0
0 J 0
00 dJ2 400
2 1
3 1

[]

cooo
cooo

0
0 0 0
0 1] 0
0 0 1]

oo o

0
0
15

0
g0 0
15

cooooC
oo oo
cooc oo
[ e Y e R o I o B 0}

0
it
0
3

oo o
Vo ooo
o oOoOoo
wooo

0
0
d
0
0 15
0

0
)
0
0
0

Voo, o

12 0100 1
75 0150 50 75150 4 0 0o 0 1 0 0o 0 0O 3 9 4 14 1
2550 J7528 0 0 0 0 0 0 021 12422813 36122020243
189 £ol - 1 178123178 0 702687 0 66725 245899 1015311 241186
36101 12925¢8 913408 L8uc? 57584 214¢€ 0 0 0 0
2146 524435 1L3398¢ 32 37151525 0 890100 1112625 249631 35253
14 01 3 2 0 01%2140 11435 02 0 go0 0 O 6 00
0 0 G 00 03317 15 6215 0 0555515 0110000011015551155 150112111111115555
25 0 0 0 01555515551155551555555515555165155116551 1115555551555515551131 0 0
0 ¢ 0213 50 1111 597 1 0510 0 000500000000 0 O 00111150111 3 0 0700000000
GU0S05d0 0 u5 0 006211387 06222120 0 0 a0 0 00 0 0 00
00 00121€01212 0 00 0 0 11316 0 1 0 0 8442125225 3 00 6 00 290
0 g 00 O 0 0 00 o0 000 O g o
0 00 00 0
0 080 0 012
0 13 0 6 ¢ 9
109 12 S 1091111

g
J
0
5 0
3 0
1 7

0
0
0
0

Uiv oo
o
oo o

i}
0 0
0 0
0 2

nNo oo o
oo oo
ovoo o
oocoCc o
o O owo
QOO oo
oo oo
w oo
ooo
o oo
nNOoO Co o

0
0
0
1
4

oo o
-0 OO0

0 98 5% 1

o
N
o



The Developmental Disabilities Project on Residential Services and Community
Adjustment is conducting a nationwide study of mentally retarded persons in
residential programs. Information is being collected on (a) the administrative
and general characteristics of residential programs for mentally retarded
individuals, (b) the behavioral and physical characteristics of mentally
retarded people in residential programs, (c) factors related to admission of
former residents of state residential facilities to community residential
settings, and (d) community adjustment.

The Project is supported by a grant (54-P-71173/5-04) from the Administration
on Developmental Disabilities, Office of Human Development Services, Department
of Health and Human Services. Contractors undertaking such projects under
government sponsorship are encouraged to express freely their professional
judgment in the conduct of the project. Points of view or opinions stated do
not, therefore, necessarily represent the official position of the Administra-
tion on Developmental Disabilities.
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ABSTRACT

Government financing of the long term residential care of mentally
retarded people has been a matter of public policy for over 100 years.
In the last decade the institutional population has declined while the
number of smaller, community based facilities has increased dramatically.
The direction and magnitude of this deinstitutionalization movement may
be determined in the future by the current levels of expenditures, the
projected costs, the efficacy of existing funding mechanisms, and
identification of critical factors that affect variations in cost.

An extensive review of the literature revealed that few comprehen-
sive cost studies in the area of residential services for mentally
retarded people have been completed on a national or state level. The
purpose of the present study was threefold. The first objective was to
provide a descriptive profile of the national patterns of revenue,
expenses, and capital investments of public and community residential
facilities during 1977-1978. The second objective of the study was to
provide an analysis of costs by 14 separate locational, organizational,
and residential variables. The third objective was the use of cost
function analysis to test statistical relationships between and among
several independent variables and the dependent variable, per diem cost,
using multiple regression techniques.

This study was conducted in collaboration with the Survey Research

Center of the University of Michigan. Cost data were collected from



ii

a national probability sample of 75 public residential facilities and
161 community residential facilities selected by the Sampling Section
of the Survey Research Center. A three page self report guestionnaire
designed to assess both revenues and expenses was completed by the
most appropriate financial officer of the facility.

The population estimates of total revenue reported by all residen-
tial facilities was $3.11 billion with government sources accounting
for almost the entire amount. The total expenses of public facilities
was $2.735 billion and $518 million for community facilities. The
single largest expense reported by most facilities was personnel
expenses. Capital investments totaled over $5.3 billion for land and
buildings of all public and community residential facilities. Estimates
of total revenue, expenses, and capital investments were presented
separately for public residential facilities and community residential
facilities, as well as separately by census regions and by size cate-
gories.

Results from several of the hypotheses tested, indicated public
residential facility per diems were significantly different when tested
for census region differences and varying levels of staff resident
ratios. The intensity of staffing and services provided by community
residential facilities significantly affected per diems. Family owner-
ship and the proportion of severely/profoundly mentally retarded resi-
dents served also significantly affected per diems. Cost function
analyses were performed separately for public and community facilities.

A comprehensive discussion of results was presented including a

brief discussion of the difficulty of conducting cost effectiveness
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analysis between public and community residential facilities. Several
public policy implications were presented in terms of (a) constitutional
guarantees and level of funding, (b) programming requirements and the
application of cost functions, and (¢) reimbursement patterns, fiscal

disincentives, and the future development of community alternatives.
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I. INTRODUCTION

Government financing of the long term residential care of mentally
retarded people has been a matter of public policy for over 100 years.
Historically, mentally retarded people have been treated by diverse
government actions and reactions ranging from sheer rejection and
isolation in large, public facilities to the modern practice of
physically and socially integrating them within local community
settings. This latter approach of shifting care from public
institutions to smaller, community-based homes and facilities is
~ commonly known as deinstitutionalization, though, as will be discussed
later, the term is properly defined much more broadly.

The impetus for significant improvements in the care and treatment
of mentally retarded people has come from both the general advancement
in national wealth and the changing attitude in society toward
dependent people (Mott, 1976). The culminating effect of changing
attitudes has been the dramatic expansion of the number of community
residential facilities (Bruininks, Hauber, & Kudla, 1979) depicted in
Figure 1 and the rapid decline in the number of mentally retarded
residents in public institutions (Lakin, 1979) illustrated in Figure 2.
Lakin (1979) provided an historical review of demographic trends of
public institutions from 1840 to 1978. According to Lakin, the 1880

census counted 2,429 residents in institutions. Steady increases were
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reported from 1880 up to 1967 when the institutional population reached
a peak of 194,650. From 1968 to the present, the institutional
population has declined.

The direction and magnitude of deinstitutionalization as a public
policy may be determined in the future by the current levels of expen-~
ditures, the projected costs, the efficacy of existing funding
mechanisms, and identification of critical factors that affect cost
variation. The purpose of the present study is to describe the level
of expenditures for a national probability sample of publicly and
privately operated residential programs for mentally retarded people
and to identify the critical factors that affected cost variation during
1977-1978.

Within the United States, there are at least five groups concerned
with the public policy of deinstitutionalization. Each group including
a) legislators, b) executives of government, c¢) judges, d) interest
groups, and e) government workers plays an important role in determining
the method, priority, and extent of funding residential service.

During policy development, interest groups may disproportionately act
and interact to influence the final outcome. As Dror (1968) explained:

Public policy is a very complex, dynamic process whose

various components make different contributions to it.

It decides major guidelines for action directed at the

future, mainly by government organs. These guidelines

(policies) formally aim at achieving what is in the

public interest by the best possible means. (p. 12)

The political tension generated by the interaction of these five groups

may either agitate or settle the final outcome of laws, regulations,

and interpretations.



Presently, the public policy of deinstitutionalization is not
clearly articulated, coordinated, or funded. The definitions of
residential care alternatives are often arbitrarily distinguished into
two major categories: community residential facilities and public
residential facilities. Scheerenberger (1978a) offered the following
definition of public residential facility: "A state sponsored and
administered facility which offers comprehensive programming on a 24-
hour, 7 days-a-week basis" (p. 2). In a similar manner, Bruininks,
Hauber, and Kudla (13979) defined community residential facility as:

any community based living quarter(s) which provide

24-hour, 7 days-a-week responsibility for room, board,

and supervision of mentally retarded persons as of

June 30, 1977 with the exception of (a) single family

homes providing services to a relative; (b) nursing

homes, boarding homes, and foster homes that are not

formally state licensed or contracted as mental

retardation services providers; and (c) independent

living (apartment) programs which have no staff

residing in the same facility. (p. 11)

Due to its fragmentary nature and short life, an evaluation of the
merits of deinstitutionalization seems less appropriate than analysis
of its components. Dror (1968) proposed several methods of analyzing
public policy such as historical analysis of details of a single policy:
identification of emerging problems and trends extrapolated to meet
future needs; the use of a case study approach that focuses on a
substantive area within the policy; identification of key people
responsible for policy development in a specific area; or comparison
of public policies from the combined perspective of economics and

political science. An historical analysis of significant events of

deinstitutionalization seems feasible in revealing several elements of
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this major social movement. This approach to policy analysis focuses
upon what Dror refers to as the key people responsible for the develop-
ment and management of public policy. Unlike the several reviews to
date on this same topic, this review will be presented in historical
terms and through an analysis of the five major participating groups in
public policy including: a) legislative contributions, b) executive
contributions, c) judicial contributions, d) interest group contri-

butions, and e) government workers contributions.

Historical Analysis of Deinstitutionalization as a Public Policy

In reviewing the major milestones of deinstitutionalization,
Dybwad (1972) and Lippman and Goldberg (1973) categorized each of the
last three decades by a predominant force. Thus, the 1950s were noted
as years of legislative action, the 1960s were marked bv executive
directives, and the 1970s represented an era of litigation and judicial
decisions.

The definition for the movement of large numbers of mentally
retarded people from public residential facilities to community based
alternatives was debated lo;g after the process was underway. Several
writers during the 1970s displayed astonishing diversity in defining
the phenomenon known as deinstitutionalization.

One of the earliest explanations of the term was offered by Francis
X. Lynch, Director of the Division of Developmental Disabilities,

Department of Health, Education, and Welfare. In a memo dated



June 11, 1974, Lynch stated:
Deinstitutionalization is a federally coined term used
to characterize one of the Mental Retardation goals
expressed by President Nixon in November 1971 (of
reducing by one-third the census of state institutions
for mentally retarded people).
A recent definition of deinstitutionalization is similar in scope.
Bradley (1978) stated, "Deinstitutionalization is the means of removing
persons from institutional programs and placing them elsewhere" (p. ix).
Other writers have elaborated upon this explanation. Among them
was Horejsi (1975) who defined deinstitutionalization as both a goal
and a process. The goal was based on President Nixon's recommendation
that at least one-third of those residents in public residential
facilities for mentally retarded people could live in community
residential facilities. The process component of Horejsi's definition
was delineation of four interrelated activities, the first three of
which were set forth by the National Association of Superintendents of
Public Residential Facilities for the Mentally Retarded (1974):
1. prevent admission of people to public residential
facilities by finding and developing alternative
community residential facilities;
2. return to community residential facilities all
public residential facility residents who have been
prepared through programs of habilitation and
training to function in appropriate local settings;
3. establish and maintain responsive residential
environments which protect human and civil rights
and which contribute to expeditious return of the
individual to normal community living whenever possible:;
4. promote public acceptance of retarded persons as

neighbors, employees, and citizens possessing their
human and civil rights. (p. 5)
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Horejsi cautioned that deinstitutionalization should not be construed to
mean institutional reform (modification or improvement of attitudes,
philosophy, policies, utilization of resources, and financing to assist
mentally retarded individuals), nor should it be confused with decen-
tralization (breaking up large public residential facilities into
smaller, more manageable units).

Bachrach (1976) expanded the definition of deinstitutionalization
to three components stating that it was a process, fact, and philosophy.
She argued that the process of deinstitutionalization was the
"eschewal, shunning, or avoidance of traditional institutional settings
. . . and the concurrent expansion of community based facilities" (p. 1).
Deinstitutionalization as a fact refers to the nationwide statistical
evidence that use of state hospitals has decreased while community
residential facility alternatives have expanded. Finally, the
philosophical basis of deinstitutionalization reflects the ideology of
the times. Bachrach cited both "the strong civil libertarian emphasis
on the rights of mental patients . . . with the emphasis for ameliora-
tion (moving away from) the individual and toward modification of the
environment" (pp. 5-6).

The discourse on definition of deinstitutionalization is primarily
limited to researchers and government officials charged with inter-
pretation of laws and executive orders. In contrast with this limited
scope of activity, the chronological events leading to the public
policy of deinstitutionalization involve at least five basic contrib-

uting parties. Table 1.1 presents a chronological summary of events
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from mid-19th century with identification of the contributing source
provided in several columns labeled legislative, executive, judicial,
interest groups, and government workers.

The legislative contributions refer to action by the U.S. Congress.
Central to the commitment of the government to aid dependent people has
been the annual expenditure of public funds for institutions and other
residential alternatives. Appropriation of funds is a legislative
prerogative that has shifted from primarily a state responsibility to
a shared venture with the federal government, particularly during the
1970s.

Executive contributions refer to Presidential initiatives in
issuing Executive orders, appointing commissions to study the needs of
mentally retarded people, and presenting legislative recommendations
to Congress.

Judges can and do make public policy by extracting applicable
principles from previous case law, principles from the U.S. Constitution
and federal law, and often interpreting these principles in the context
of core social values. This approach is unique from the other methods
of formulating public policy since judges are charged with the responsi-
bility of insuring laws are uniform, impartial, and devoid of prejudice.
The core social values that judges call upon such as equal justice,
right to treatment, protection from harm, and the right to reside in
the least restrictive environment have particular significance for
deinstitutionalization. Table 1.1 presents several landmark decisions

that assert the constitutional rights of mentally retarded people.
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Table 1.1

Historical Events Comprising Public Policies toward Residential Services and Deinstitutionalization
in the United States

Year Event Agency/Individual L Z Reference

1850~ Era marked by the belief that mentally Edouard Segquin, Sloan & Stevens, 1976,

1875 retarded people were capable of learning President, American p. S: wolfensberger,
and could be cured by special training. Association of 1976, p. 69.

Medical Officers of
American Institutions

1875~ Considerable evidence that mentally Frederick Xuhlmann, Sloan & Stevens, 1%76,

1900 retarded people could not be cured by President, American p. 171.
special training. The concept of the Association of
state school changed to the idea that it Medical Officers of
was an asylum for incurables. Some pupils American Institutions
known as the "untrainables"” were regarded
as people who would remain in institutions
and never return to the community.

1893 Fernald proposed a financial basis for Walter E. Fernald Wolfensberger, 137¢,
building more institutions. “"This special p. 62.
care [given by institutions) is now
recognized as not only charitable, but
economical and conservative. Each
hundred dollars invested now saves a
thousand in the next generation.”

1900~ State schools abandoned criginal Frederick Kuhlmann, Sloan & Stevens, 197¢,

1925 objectives and became state institutions President, American p. 172.
for permanent commitment of mentally Association on Mental
retarded persons. Industrial training Deficiency
programs expanded. Era marked by intro-
duction of intelligence testing movement.

1916 The annual cost per resident hovered W. S. Cornell, wWolfensberger, 197¢,
between $150-200 during the late 1800s National Conference p. 66.
leading Cornell to observe, “Until we get of Charities and
the per capita cost of the 'high grade Corrections
feebleminded' down less than $100 per year,
there will be objection to their
segregation on the grounds of expense.”

1925- Almost every state supported at least one Frederick Kuhlmann, Sloan & Stevens, 197¢,

1950 institution. The number of residents President, American p. 172.
wncreased from 25,000 to 50,000 during Association on Mental
this period. The colony plan was intro- Deficiency
duced as well as the idea of parole and
extra institutional care.

1946 National Mental Health Act established U.S. Congress X General Accounting
the National Institute of Mental Health Office, 1977, p. 204.
and provided grants for community mental
health services.

1950 The National Association for Retarded Board of Directors, National Associat.on
Citizens was founded. One of the primary National Association for Retarded Citizens,
missions was, "to prosote the general for Retarded Citizens 1976, p. 3.
welfare of the mentally retarded of all
ages everywhere: at home, in the community,
in institutions, and in public, private,
and religious schools.”

1950 Midcentury objectives were established by Executive Council, Sloan & Stevens, 1976,

the American Association on Mental
Deficiency which called for:

1) provision of adequate and suitable
facilities and provisions for the care and
training of the mentally deficient;

2) ity pl t and supervision of
suitable institutional and special class
trained children as long as they can and
do adjust to comm Wiy life.

L=Legislators; E=Executives; JeJudges; Is=Interest GIroups: G=Government Workers

American Association
on Mental Deficiency

p. 205.
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Table 1.1 (continued-2)

in the United States

Historical Events Coaprising Public Policies toward Residential Services and Deinstitutionalization

Year

Event

Agency/Individual

Reference

1950~
1954

1954

1955

19%6

1961

1962

1963

The National Association for Retarded
Citizens conducted a mass communication
campaign educating the public about
mentally retarded pecple. This led to
the first Presidential Proclamation on
the issue by Dwight D. Eisenhower.

Two trends were identified by the
President, American Association on Mental
Deficiency: (a) the increased emphasis
on education and training of mentally
retarded residents and (b) the increased
proportion of severely retarded residents
in state schools. He cautionad against
both trends citing that "medicine, not
education will find the final answers.”
He also advised that money for research
should have priority over spending funds
on severely retarded residents.

American Association on Mental Deficiency
President, Gale H. Walker, criticized the
status of residential care provided to
mentally retarded people. He cited the
types of names used for institutions;

the need to build home=-like settings: and
the barren, unattractive interiors. There
were critical shortages of bed space and
personnel at that time. The care of the
mentally retarded person has been
primarily politically expedient rather
than what is professionally possible. He
also noted that the National Association
for Retarded Citizens was influencing
policy more than the American Association
on Mental Deficiency.

The President of the Amsrican Association
on Mental Deficiency noted that in several
states "there is evidence of political

National Association
for Retarded Citizens
and President Dwight
D. Eisenhower

Arthur T. Hopwood,
President, American
Association on Mental
Deficiency

Gale H. Walker,
President, American
Association on Mental
Deficiency

Arthur E. Westwell,
President, American
Association on Mental

interference in institutions, especially in Deficiency

areas of staffin~, operation, and admission."”

E. L. Johnstone, President, Amsrican
Association on Mental Deficiency advocated
that institutions should have three divi-
sions--research, training, and permanent
care for adults who would make industrial
contributions to the institution and state
that protected and trained them. The same
1dea had been presentsd by the President's
father in a similar address in 1928.

Report of President's Panel on Mental
Retardation entitled A proposed program
for national action to combat mental
retardation concluded that state institu-
tions should upgrade the quality of
services and local communities were
encouraged to work with federal and state
agencies to provide comprehensive,
community-based facilities and services.

The President's Pirst Separate Special
Message to Congress on Mentally Ill and
Mentally Retarded called for a national
program to combat both conditions.

L=Legislators; EsExecutives; J=Judges;

Edward L. Johnstone,
President, American
Association on
Mental Deficiency

President John F.
Kennedy

President John F.
Kennedy

I=Interest Groups; Gm=Governmant Workers

Lippsann, 1976, p. 98.

Sloan & Stevens, 1976,
p. 216.

Sloan & Stevens, 1976,
p. 219.

Sloan & Stevens, 1976,
p. 228.

Sloan & Stevens, 1976,

p. 241.

General Accounting
Office, 1977, p. 255.

General Accounting
Office, 1977, p. 206.
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Table 1.1 (continued-3)

Mistorical Events Comprising Public Policies toward Residential Services and Deinstitutionalization

in the United States

Year

Event Agency/Individual

Raference

1963

1965

1965

1965

1965

1966

1967

1969

1970

1970

1970

Mental Retardation Pacilities and Community U.S. Congress
Mental Health Center Construction Act of

1963 authorized funds for construction of

community based mental health centers and

facilities for the mentally retarded

(PL 88-164).

American Association on Mental Deficiency William Sloan,
President Sloan warned against the President,

problems of overgeneralization, American Association
particularly, that large institutions on Mental Deficiency
were inherantly bad. "It might be true,

but it was not certain,” stated Sloan.

Senator Robert F. Kennedy toured Willow-
brook State School and his shocked reaction
gained mass media coverage. "We have a
situation that borders on a snake pit...
the children live in filth."

U.S. Congress

Social Security Amendments of 1965 enactad U.S. Congress
both the Medicare and Medicaid progra s.

Federal Assistance to State Operated and
Supported Schools for the Handicapped
authorized federal grants to states for
educating handicapped persons in state
schools.

U.S. Congress

Vocational Rehabilitation Act Amendments

of 1965 authorized construction of community
residences for mentally retarded persons
receiving vocational rehabilitation services
in sheltered workshops (PL 89-333).

U.S. Congress

Executive Order 11280 established the President Lyndon B.
President’'s Committse on Mental Retardation Johnson

Mantal Retardation Amendments of 1967
authorized staffing grants for community
facilities for mentally retarded pecple
for a Sl-month period (PL 90-170).

U.S. Congress

Anerican Association on Mantal Deficiency Richard Koch,
President Xoch boldly proclaimed that the President, American
large, isolated medical facility for the Association on
mentally retarded was a mistake. He also Mental Deficiency
arqgued that services for mentally ill and

mentally retarded residents should be

separated.

Developmental Disabilities Services and
Facilities Construction Amendments of 1970
provided formula grants to states for
comprehensive planning. The House Cosmittee
urged improved institutions and development
of alternative community based residential
facilities and day care programs (PL 91-517).

U.S. Congress

Report of the President’'s Task Porce on the President Richard
Mentally Handicapped placed emphasis on M. Nixon
community based care and expanded coverage

of mentally disabled persons under Medicare

and Medicaid.

Housing and Urban Developmant Act required U.S. Congress
HUD to encourage devslopment of residential

settings to accosmodats special needs of

handicapped persons (PL 91-152).

Le=Legislators; E=Executives; J=Judges; I=Interest Groups; G=Government Workers

General
Office,

Sloan &
p- 248.

Accounting
1977, p. 207.

Stevens, 1976,

Shearer, 1976, p. 114.

General
Office,

General
Office,

General
Office,

General
Office,

General
Office,

Sloan &

p. 270.

General
Office,

General
Office,

General
Office,

Accountaing
1977, p. 207.

Accounting
1977, p. 209.

Accounting
1977, p. 210.

Accounting
1977, p. 210.

Accounting
1977, p. 210.

Stevens, 1976,

Accounting
1977, p. 211.

Accounting
1977, p. 211.

Accounting
1977, p. 211.
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Table 1.1 (continued-4)

in the United States

Historical Events Comprising Public Policies toward Residential Services and Deinstitutionalization

Year

Event

Agency/Individual

L E J

1

G

Raference

1971

1970s

1971

1971

1972

1972

1973

1973

1974

1974

1974

1974

Presidential Statement on Mental Retar-
dation established a national goal of
returning one-third of 200,000 mentally
retarded pecple in public institutions to
residential placements in the cosmunity.
The Justice Department was directed to
initiate action to strengthen full legal
rights for mentally retarded people.

Advances in beshavioral technology and its
application to teaching mentally retarded
people aided in advancement of training
of independent living skills necessary
for placement in community settings.

Amendmants to Social Security Act

President Richard
M. Nixon

University researchers
such as B. F. Skinner

U.S. Congress

authorized residential care in "Intermediate

Care Facilities"™ under Medicaid (PL 92-223).

Pennsylvania Association for Retarded
Citizens v. Commonwealth of Pennsylvania
was a landmark decision affirming the
handicapped child's right to education at
public expense and his right to certain
procedural or due process safeguards.

Amendments to Social Security Act estab-
lished Supplemental Security Incoms
program to federalize and standardize state
assistance programs for the aged, blind,
and disabled (PL 92-603).

Wyatt v. Stickney ruled that mentally ill
and mentally retarded pecple have a
constitutional right to treatment in the
least restrictive setting necessary.

The nor=alization principle was defined as
1t applies to residential services. The
National Association for Retarded Citizens
promulgated this principle widely.

Rehabilitation Act of 1973 gave priority
for vocational rehabilitation services

to the most severely disabled first.
Section 504 of this act prohibits discrimi-
nation against handicapped people.

Rehabilitation Act Amendments of 1974
authorized a White House Conference on
Handicapped Individuals and established the
policy that all levels of government should
work to snable handicapped individuals to
live independently and with dignity.

Housing and Community Development Act of
1974 changed the program definition of HUD
to include developmentally disabled people
(PL 93-3813).

Welsch v. Likens in Minnesota affirmed
that mentally retarded pecple have a
constitutional right to treatment and in
the least restrictive alternative.

U.S. v. Sclomon was the first class action
suit initiated by the U.S. Department of
Justice on behalf of mentally retarded
people in institutions to receive
treatment.

U.S. District Court

U.S. Congress

U.S. District Court

wolf

Wolfensberger

U.S5. Congress

U.S. Congress

U.S. Congress

District Court

u.s.

U.S. District Court

L=Legislators; E=Executives; JsJudges; IsInterest Groups:; Gs=Government Workers

General Accounting
Office, 1977, p. 212.

Horejsi, 1975, p. 7.

General Accounting
Office, 1977, p. 212.

Braddock, 1977, p. 14.

General Accounting
Office, 1977, p. 213.

General Accountang
office, 1977, p. 213:
Gilhool, 1976, p. 169.

wWolfensberger, 1972;
Horejsi, 1975, p. 8.

General
Office,

Accounting
1977, p. 21a.

General
Office,

Accounting
1977, p. 21S.

General
Office,

Accounting
1977, p. 21€.

General
Office,

Accountaing
1977, p. 216.

General
Office,

Accounting
1977, p. 216.
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Table 1.1 (continued-5)

Historical Events Comprising Public Policies toward Residential Services and Deinstitutionalization

in the United States

Year

Event

on: Individual

1974

1974

1974

1975

1975

1975

1975

1975

1976

1976

L £ J I G

Reference

David Rosen,
President, Amsrican
Association on
Mental Deficiency

President Rosen, Amarican Association on
Mental Deficiency, noted the number of
increased discharges from institutions to
community facilities. He advocated limits
on new admisgions to institutions and
creative planning for future living
alternatives. "The setting that may seem
appropriate today, may be too restrictive
tomorrow. "

Executive Order 11776 reaffirmed the President Richard
national goal of returning one-third of M. Nixon

the mentally retarded residents in

institutions to community settings.

Presidential Statement on Mental Retar- President Richard
dation pledged the federal government's M. Nixon
initiative in finding suitable housing

for retarded adults but urged local levels

to provide the real help.

Social Services Amendment of 1974
(Title XX) becama the social services
program established to help dependent
people (a) achieve or maintain self
sufficiency, (b) prevent or reduce
inappropriate institutional care, and
(c) secure institutional care only when
appropriate.

U.S. Congress

Developmentally Disabled Assistance and U.S. Congress
Bill of Rights Act required states to pre-
pare plans outlining commsunity alternatives

to institutionalization (PL 94-103).

Education for All Handicapped Children Act
of 1975 (PL 94~142) authorized handicapped
children to receive a free appropriate
public education to meet individual needs
in the least restrictive environment.

U.S. Congress

New York State Association for Retarded U.S. District Court
Citizens v. Carey ordered that residents
of Willowbrook had a constitutional right
to treatment in the least restrictive
setting. It also ordered reduction of the
Willowbrook population and concurrent
development of cosmunity placements.
Horacek v. Exon ordered reduction of U.S. District Court
Nebraska's institutions and established

three year goals to accomplish the

reduction.

General Accounting Office issued a report
based on 18 sonths of investigation
designed to assess the impact of federal
programs on deinstitutionalization. The
report noted that deinstitutionalization
programs were often too piecemeal and
fragmented to ensure service delivery in
the least restrictive setting.

General Accounting
Office

O‘Connor v. Donaldson established grounds
for commitment either as (a) danger to self
or others, or (b) incapable of surviving
safely in the community with family or
friends. Also guaranteed reqgular review of
necessity for resident institutionalization.
This case recognized the full constitutional
rights of handicapped citizens

U.S. District Court

L=Legislators; E=Executives; J=Judges; IsInterest Groups; Ge=Government Workers

Sloan & Stevens,
p. 28S.

1976,

General Accounting
Office, 1977, p. 216.

General Accounting
Office, 1977, p. 217.

General Mccounting
Office, 1977, p. 217;
Mott, 1976, p. 49.

General Accounting

Office, 1977, p. 218.

General Accounting
Offace, 1977, p. 219.

General Accounting
Office, 1977, p. 219.

General Accounting

Office, 1977, p. 221.

Braddock,
PP. 16-18.

1977,

Bradley, 1978, p. 140.
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Table 1.1 (continued-6)

Historical Events Comprising Public Policies toward Residential Services and Deinstitutionalization

in the United Statss

Reference

Year Event Agency/Individual L E J
1977 Medicaid Intermediate Care Facility- U.S. Department of
Mentally Retarded regulations were Health, Education,

promulgated in 1974 and becams operational and Welfare
in March 1977. The result of thease

regulations according to Bradley, "In order

to maintain Medicaid support for their

institutional systems, states are being

forced to accelerate the movement of clients

out of institutions in order to concentrate

limited state financial resources on the

improvement of physical facilities and staff

ratios for those residents who remain.”

1977 Halderman and the United States v. Penn-~ U.S. District Court
hurst State School and Hospital held that
residents of Pennhurst have a right under
the due process clause of the l4th Amend-
ment to habilitation in the least
restrictive setting. The court also held
that mentally retarded people should not be
segregated in an ilatitution that does not
meet minimially adequate standards. In
March 1978, the court ordered that suitable
community living arrangements must be pro-
vided as well as individual habilitation
plans. In effect, Pennhurst was ordered to
close.

1978 Florida passed the Retardation and Pre- Florida State X
vention Act placing priority on community Legislature
based programs: “...unnecessarily placing
clients in large, state institutions, are
unreasonably costly, are ineffective in
bringing the individual client to his or
her maximum potential, and are in fact
debilitating to a great majority of
clients.”

1978 A new definition of developmental U.S. Congress X
disability eliminated the delineation of
handicapping conditions--mental
retardation, cersbral palsy, epilepsy, and
autism and replaced the categorical
approach with a broader definition.

N
1979 National mail survey of community and University of
public residential facilities was under- Minnesota
taken by the Developmental Disabilities
Project on Residential Services and
Community Adjustment in 1977. Results
published in 1979 noted a dramatic increase
in community residential facilities (see
Figure 1).

Bradley, 1978,
pp. 6-7.

President’'s Committee
on Mental Retardat:ion,
1978, p. l6.

National Center for
Law & the Handicapped,
1978, p. 13.

National Center for
Law & the Handicapped,
1979, p. 3.

Developmental
Disabilities Project,
1979, p. 2.

L=Legislators; E=Executives; J=Judges; I=Intersst Groups; G=Government Workers
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Interest groups representing both professional and consumer
functions of residential care in the United States often precipitate
and cause government action. Two groups, the American Association on
Mental Deficiency (AAMD) and the National Association for Retarded
Citizens (NARC), represent the day to day leadership of groups most
concerned with residential care for mentally retarded people. The
recapitulation of historical events from 1850-1950 from the viewpoint
of the American Association on Mental Deficiency sets an appropriate
backdrop for a closer review of events during the last three decades.

Government workers are responsible for the implementation of
public policy through interpretation and promulgation of regulations
related to public law. Several departments in the United States share
responsibility for any public policy, and in the case of residential
care for mentally retarded people there are at least "135 federal
programs administered by 1l major departments and agencies" responsible
for aspects of deinstitutionalization (General Accounting Office, 1977,

p. 184).

Outcomes of Deinstitutionalization: Cost as a Critical Problem

Blatt, Bogden, Biklen and Taylor (1976) suggested that if the
public policy of deinstitutionalization was not reconceptualized, the
movement would fail as a result of inertia or backlash. Bradley (1978)
asserted that deinstitutionalization as a public policy has reached
adolescent maturity restrained from further development by "lack of a

‘systematic or integrated approach to the improvement of programs for
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developmentally disabled persons" (p. 7). Braddock (1977) similarly
charged that federal actions to date should only be considered as ad
hoc outputs not public policy:

The federal stance toward deinstitutionalization is

inchoate, evolving piecemeal, and the actions we

highlight lack necessary coherence to be described

accurately as a federal "policy" in this area.

(pp. 10-11)

Dozens of unintended outcomes have emerged during recent years to
indicate growing discomfort with the policy of deinstitutionalization.

Bradley (1978) enumerated the following list:

-Parents have expressed some insecurity about the
stability of community services.

-State and local governments have complained about the
need to use several funding sources in a piecemeal
fashion all of which have "requirements" or require
categorical funding.

-State institution employees have become angry about
job insecurity and loss of work issuing propaganda
that proclaims institutions are better able to provide
care and stability to residents than private,
proprietary agencies.
-Accountability fluctuates when several, smaller
facilities outnumber the monitoring capability of
state agencies.
-In some states, the role of the private sector is
avoided and private, proprietary facilities are
prohibited. (p. 9)
One of the most prominent obstacles in development of community
residential alternatives has been funding (Popp, 1978, p. 37).
Although several landmark judicial decisions have ordered massive

changes in the delivery of services to mentally retarded residents,

litigation does not insure appropriate services will be available.
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Legislators have not always appropriated funding to match the intent
or requirements of judicial orders.

Bachrach (1976) observed, "the deinstituticnalization movement
seems to be encountering fiscal problems" (p. 14). Concerns about the
financial plight of deinstitutionalization are plagued by inadequate
data related to the costs of residential care (Kirk & Therrien, 1975).
Economic considerations have paramount importance to the public policy
of deinstitutionalization but have received little attention by researchers
(Bruininks, Thurlow, Thurman, & Fiorelli, 1980; O'Connor, 1976). As a
result of this neglect, the President's Committee on Mental Retardation
(1976) found it impossible to gather comparable state information on
the costs of services to mentally retarded people:

Amazingly little nationwide data is available from which

program trends can be extrapolated and implications drawn.

. . . And yet, everyday decisions on the allocation of

public resources are made by national and state policy-

makers based on little more than rudimentary assumptions

about what is happening in the field. (p. 1)

Opinions about costs of residential services abound, while rigorous
studies remain difficult to design, implement, and evaluate. 1In
addition to methodological problems, Intagliata, Willer, and Cooley
(1979) noted that this paucity may be due to reticence of researchers
who fear discussion of costs would replace the issue of human rights
in determining the breadth of residential alternatives. O'Connor (1976)
did not publish cost data collected on 611 community residential
facilities because of mixed methodological and humanitarian concerns:

Regardless of the outcome of this type of comparison,

humanitarian concerns and civil rights advocacy may
override economic consideration. Even if a full range
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of community services costs more, human consideration

is likely to continue to be a motivational force and

its effective implementation will require a knowledge

of costs to allow proper allocation and utilization of

funds at all levels both public and private. (p. 34)

The dilemma of moral and economic considerations not only touches
upon researchers but also manifests itself with the other major partici-
pants of public policy. Legislators, executives, judges, interest
groups, and government workers have all faced and debated the delicate
balance of costs and moral benefits. In an era of fiscal neoconservatism,
the allocation of scarce resources will depend upon sound planning and
management approaches. Cost was identified as an important tool for
"program planning, management, financing, and evaluation" in 1977 by
the General Accounting Office (p. 6). Noting that the state of the art
in determining costs of residential alternatives had not been adequately
developed at that time, the report recommended:

In view of federal legislation and court decisions,

however, the most important question appears to be

how to most cost effectively serve mentally disabled

persons in the least restrictive environment appropriate
to their needs. (p. 6)

Statement of the Problem

During the last decade, significant changes have occurred in the
approach and delivery of residential services to mentally retarded
people. As an alternative to institutionalization, community residential
services have expanded rapidly. The trend of substantial decreases in
resident population of state institutions accompanied by rapid increases

in community residential placements has been documented by several
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recent surveys (Bruininks, Hauber, & Kudla, 1979; Scheerenberger, 1978a,

1979).

The continued shift of emphasis toward community residential

alternatives will depend upon comprehensive, accurate financial infor-

mation regarding the relative costs of care in public and community

residential facilities. The importance of this study cannot be over-

emphasized. Knowledge of expenditures is the first step in under-

standing the progress toward implementation of deinstitutionalization

as a public policy. As Caiden (1978) aptly summarized, "Expenditures

represent the difference between lip service and hard fact" (p. 4).

Up to the present time, there are at least three major issues that

remain unknown about costs of residential services.

1.

There is no national descriptive information about the costs
of community and public residential care (PCMR, 1976; Caiden,
1978).

There has been no comprehensive study of single factors that
are associated with the cost of residential care. The studies
completed thus far tend to focus only on one or two variables
rather than an extensive analysis of locational, organizational,
and resident dimensions.

Cost function models in education and health care areas have
not been adapted for use in cost studies of residential
facilities for mentally retarded people. Little attention has
been paid to the relationships that may exist among and

between a large set of predictors, such as locational,
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organizational, and resident variables, and the cost of
residential care for mentally retarded people.

These three gaps of information serve as the basis of this study.
The purpose of the present investigation is to approach the topic of
costs from a public policy perspective. Government officials require
cost information for evaluation of past efforts toward deinstitution-
alization and for future planning of expanded residential alternatives.
The first objective of this study is to provide a descriptive profile
of the national patterns of revenue and expenditures of community and
public residential facilities during 1977-1978. Evaluation of the
efforts of deinstitutionalization depends upon an accurate picture of
current revenue and expenditures. No national study has ever been
previously completed which provides the detailed profile of costs that
the current study affords.

The distribution and location of residential services are
controlled in part by state rules, regulations, and zoning laws. There
are several areas open to regulation which may or may not affect costs.
These administrative matters can be examined in light of growing con-
cern for projecting future costs and planning for future expansion of
community residential alternatives. The second objective of this study
is to provide an analysis of costs by locational, organizational, and
resident variables. The selection of the factors is guided by
philosophical, regulatory, and research concerns regarding the size,
staffing patterns, and location of residential facilities. Government
officials can regulate and manage residential facilities by directly

manipulating each of these selected factors.
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The second objective of this study will be to test hypotheses

about the relationship of selected locational, organizational, and

resident factors with cost.

Locational Factors

1.

Ho,: There

residential
(Northeast,
Ho,: There

residential

is

These hypotheses include:

no difference in the per diem rates of

services located in the four census regions

North Central, West, and South).

is

no difference in the per diem rates of

services located in metropolitan and

nonmetropolitan areas.

Organizational Factors

3.

Ho3: There

is

of residential

Ho,: There

is

of residential

care staff.

Hog There

is

of residential

Hog: There
residential
patterns.

Ho,: There
residential

Hog: There

is

no relationship between per diem rates
services and size (number of residents).
no relationship between per diem rates

services and the turnover rates of direct

no relationship between per diem rates
services and the staff-resident ratio.

no relationship between per diem rates of
!

services and the index of service/staffing

is

no difference in the per diem rates of

services and the occupancy rate.

is

no difference in per diem rates of com-

munity residential facilities by type of legal ownership.
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9. Hogz There is no difference in per diem rates of com-

munity residential facilities by membership in a system.

(A system is a group of residential facilities owned and

operated by one parent

organization.)

10. Hoygt There is no difference in the per diem rates of

residential services and the number of years in operation.

Resident Factors

11. Hoqp: There is no difference in the per diem rates of

residential services and the age of residents served.

12. H°12: There is no difference in the per diem rates of

residential services and the level of mental retardation

of residents served.

13. Hoy 5t There is no difference in the per diem rates of

residential services and the proportion of severely/pro-

foundly mentally retarded residents served.

The third and final objective of this study will be development of

an explanation of cost relationships

using a cost function approach.

A cost function is the testing of statistical relationships between

N

inputs or independent variables and cost or the dependent variable

using multiple regression techniques.
selected from three major categories
organizational factors, and resident
objective of this study will be used
in the multiple regression analysis.

will be run for public and community

The input factors will be
including locational factors,
factors. Results from the second
in making decisions for inclusion

Separate cost function analyses

residential facilities.



IIl. REVIEW OF LITERATURE

Few comprehensive cost studies have been completed at a national
or state level. Of those states which have issued reports, the scope
of these studies is often restricted. Although underdeveloped, the
existing literature does provide insight into the design requirements
of future cost analysis studies. To provide a cohesive structure for
the review of literature, three major categories have been selected:
a) cost studies related to public residential facilities, b) cost
studies of community residential facilities, and c¢) cost comparison
studies of community and public residential facilities. The fourth
section of this chapter will focus on cost functions of human services

as a model for a third level of analysis in this study.

Public Residential Facility Cost Studies

Providing care for mentally retarded people in institutions is
expensive and will become even more costly in the future. Baumeister
(1970) estimated that "more money is spent on the five percent of the
mentally retarded people who are institutionalized than upon the 95
percent who are not" (p. 22).

Lakin (1979) summarized the average annual per capita expenditures
for public residential facilities serving mentally retarded people

between 1915 and 1978. Table 2.1 presents these annual per capita

25
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Table 2.1

Annual Per Capita Costs for Residents of Public Institutions
for the Mentally Retarded

1915-19782

Year Cost Cost (1967=$1.00) Yeaxr Cost Cost (1967=$1.00)
1915 182.52 600.39 1952 1112.50 1399.52
1922 309.81 606.28 1953 1186.83 1481.16
1927 304.02 584.65 1954 1204.07 1495.45
1928 300.67 586.10 1955 1285.50 1603.02
1929 281.10 547.95 1956 1394.34 1713.23
1930 265.05 530.10 1957 1507.13 1787.46
1931 287.85 631.25 1958  1596.47 1843.92
1932 262.57 641.98 1959 1746.92 2000.22
1933 238.24 641.02 1960 1867.70 2104.90
1934 236.87 590.70 1961 1916.12 2138.39
1935 252.22 613.67 1962 2033.96 2245.49
1936 259.06 624.24 1963  2130.38 2324.24
1937 278.59 647.88 1964  2208.19 2376.01
1938 283.43 671.64 1965 2361.08 2498.02
1939 238.05 692.43 1366  2619.81 2695.78
1940 291.13 693.17 1967  2965.33 2695.33
1941 287.98 653.02 1968 3471.99 3332.04
1942 315.29 646.09 1969 3995.58 3638.96
1943 347.48 670.81 1970 4634.85 3985.25
1944 365.20 692.98 1971 - -
1945 386.11 716.35 1972 - --
1946 433.79 741.52 1973 - -
1947 527.91 789.10 1974  9937.50 6728.17
1948 631.38 875.92 1975 -— -
1949 697.72 977.51 1976 13052.30 7655.31
1950 745.60 1034.15 1977 - -
1951 807.11 1037.14 1978 18286.65 9377.77

arakin, 1979, p. 97.
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costs in both actual and real dollars (1967), while Figure 3 depicts
graphically the steady increase in costs.

Considerable variability in state expenditures for operation of
institutions was reported by Baumeister (1970). For example, in 1966
five states spent less than $4.00 per day compared with over $10.00 per
day spent by five other states. Moreover, per capita expenditures were
found to be dependent upon the size of the institution and the type of
patient served. Southern states generally expended the least amount of
money per patient. Baumeister also noted that small institutions had
higher per capita costs than larger facilities.

Conley (1973) provided an economist's viewpoint on the aggregate
costs of public residential facilities. Faced with two serious
problems of data collection, Conley relied upon personal estimation.
First, the number of mentally retarded people served by residential
programs was not available and had to be estimated. Second, there was
no meaningful coordination of large amounts of statistical cost Jata.
In particular, Conley found that several statistical surveys gathered
information but yielded no comprehensive, comparable national figures.

By necessity, Conley assumed the following: a) the average cost
of care for mentally retarded people was the same as for mentally ill
people when a facility served both types of residents; b) inpatient
care in residential treatment centers was twice as costly as outpatient
care; c) the average maintenance costs increased in private mental
hospitals and residential treatment centers at the same rate as public

mental hospitals; d) the number of mentally retarded persons in
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private mental hospitals and residential treatment centers in 1970 was
assumed to be equal to the number in 1969; and e) in order to make
estimates of capital costs of existing private facilities, data from
new construction under the Mental Retardation Construction Program were
used. The average capital investment per patient was slightly over
$9,000 but a lower figure of $7,500 was used for private residential
facilities because they tended to be located in areas accessible to
generic services (hospitals, laundries, and repair shops) and partly
because they tended to use less expensive construction methods. Conley
applied an average cost of $15,000 per bed to estimate the capital
value of public institutions.

Conley estimated that the average yearly maintenance expenditures
for residents in public institutions totaled $3,472 in 1968 and $4,635
in 1970. These figures were derived from direct accounting of expen-
ditures. The annual figure increased approximately 33% by adding in
the rental value of land, buildings, equipment; the value of unpaid
resident work; and the value of volunteer labor. These adjusted annual
maintenance expenditures for 1968 and 1970 totaled $4,546 and $5,865,
respectively. Conley attributed the increase in per capita expenditures
to the inclusion of capital costs which are usually excluded from cost
studies and reports of public residential facilities.

Scheerenberger has conducted mail surveys of public residential
facilities under the auspices of the National Association of Superin-
tendents of Public Residential Facilities in 1974, 1976, 1977, and

1979. Financial data were collected on both the long and short form
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questionnaires. The items on the long form included: total operating
cost (personnel, other, depreciation), total new construction or major
remodeling, and per diem. The short form asked for total operating
cost (personnel, other) and per diem.

According to the trends reported by Scheerenberger (1978a) over
one-half billion dollars was spent in maintaining public residential
facilities in 1970. During 1976-1977 this figure had risen to almost
$2.4 billion (p. 21). During the study conducted in 1979, 174 facilities
completed the long form questionnaire and 104 facilities used the short
form which determined only per diem. Scheerenberger (1979) estimated
the total operational budgets were $3,033,907,945 excluding capital
construction and renovation costs. The mean per diem was $60.10 for
fiscal year 1978-1979 compared with the mean per diem of $44.23 for
fiscal year 1976-1977 and $10.91 for fiscal year 1969-1970. During
the past decade the per diem rate accelerated 451% in public residential
facilities.

During the 1977-1978 fiscal year, Krantz, Bruininks, and Clumpner
(1978) gathered per diem information for public residential facilities
by surveying state government officials. The range of per diems varied
from a low of $22.00 (est.) to a high of $116.05. The Southern states
continued to provide lower per capita expenditures than other geographic
regions. The national average per day per person cost was reported as
$50.10 (p. 25).

Internationally, there have been two studies completed on the

costs of institutions for mentally retarded people in Scotland and
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Israel. Primrose (1972) assessed the differential costs of institu-
tional care for different groups of residents in a 1,325 bed facility
in Scotland. The purpose of the study was to illustrate the variation
in cost which exists behind an "average per diem" figure. After
classifying the patients by age and level of independence, per week
cost-of-care figures were calculated for each group. The lowest cost
was reported for adult males who worked off the grounds and lived in
hostel arrangements on campus. The highest per week cost occurred for
patients in the Admissions and Assessment Hospital Unit. The next most
expensive cost of care was provided to people in the geriatric unit.
The author concluded:

Before valid comparisons of cost can be made, like must

be compared with like; crude averages have little meaning

unless dgtails of what is included are known. (p. 626)

Don and Amir (1969) investigated the differences in cost between
Israeli facilities operated by the government compared with large
private facilities. Ten residential institutions constituted the sample
(4 government operated, 2 public, and 4 private facilities). The cost
of maintenance varied from $89.43 to $99.14 per month with higher costs
paid in institutions providing care to more severely retarded residents.
Government institutions tended to have higher staff-resident ratios,
higher wage rates, but lower food costs. Expenditures on maintenance
and repair varied with internal standards of care and budget flexibility
rather than the physical condition of buildings or the space to resident
ratio. No significant differences were found in expenditures due to
heterogeneity of resident characteristics (sex, age, level of

retardation).
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The size of institutions did vary with costs, but in a curvilinear
fashion. 1In government institutions, the average cost diminished up to
70-80 beds, then increased upward to 200 beds, then declined after 200
beds. Partial control for differences in characteristics of the popu-
lation occurred in the selection of facilities by matching levels of
resident functioning.

Ownership of facilities was also found to influence expenditures
among the three types of facilities. Costs tended to be higher in
government operated facilities because of "bureaucratic procedures and
decision-making, regulations by the Civil Service Commission, strength
of the union, and discouragement of thrift" (p. 38). While costs varied
by the type of ownership, the level and quality of services did not.
Don and Amir (1969) reported after careful personal observation that
"the provision of services increased with the size of institutions,
but the difference in quality of services tended to be small" (p. 39).
A summary of the public residential facility cost studies appears

in Table 2.2.

Community Residential Facility Cost Studies

Few significant studies have been undertaken in the area of com-
munity residential facility costs. Heal, Sigelman, and Switzky (1978)
offered a detailed review of cost findings and reported that because
of the poor quality of data O'Connor (1976) eliminated cost analyses

from her reports.



Table 2.2

Lummary of Public Residential Facility Cost Studies

Publication

€e

Study
Researcher (s) Date Scope Mcthodoloyy Employed Statistical Analysis Period Mesults Limitations
Don & Amir 1969 Israel- Onsite interviews and Average monthly costs per 1964-65 Monthly cost ranged Lescriptive
4 government, revaiew of financial patient were calculated for from $89.43 - $99.14 totals only;
2 public and statements major categories such as with higher costs analysis by
2 pravate personnel, programming, food, paid 1n anstitutions. ownership &
residential clothing, etc. Totals were sixe only.
facilities presented by type of ownership.
Baumeister 1970 uU.S.-publac Analysais of cost data Descriptive statistics such 1930-65 Year per capita exp. Descriptive
residential collected by U.S. as annual per capita expendi- by S-yr. 19130 $ 265 totals only.
facilitaes Census Bureau ture reported by yecar. intervals 1915 252
from 1930-1965 1940 291
1945 386
1950 746
1955 1,093
1960 1,660
1965 2,375
Primrose 1972 Scotland- Onsite audit of cost Average weekly costs were 1970 Lowest cost for adult Descriptive
1 public records for one-week calculated for direct care, males who worked off- totals only;
residential period ward costs, general costs, campus. Highest costs analysis by
facility and program costs. Figures per week for patients type of
are presented by type of in Admissions and resident.
resident (e.g., “Toddlers,” Assessment Units.
“Active Boys," “Geriatrics®)
Conley 1973 U.S.-public Analysis of Department of Calculation of direct and 1968, $875 million public Descriptive
institutions Health, Education, and indirect costs of public 1970 institution total; estimates
Welfare data and U.S. institutions. Totals $1.1 ballion public for 1968 &
Census Bureau reports presented. institution total. 1970.
Schesrenberger 1978 U.5.-266 public Mail survey of all Total expenditures reported; FY *76- $2.4+ billion total; Descriptive
residential facilities; 223 reported proportions reported for ‘n $44.2) per diem. totals only.
facilities financial information. personnel, capital, and
general operating costs.
Krantz, 1978 U.S.-236 public Mail survey of state Average cost per diem reported FY °'77- $50.10 U.S. mean per Descriptive
Bruininks, & residential mental retardation by state and weighted propor- ‘78 diem. per dieas
Clumpner facilities coordinators tionate to number of people only.
represented.
Scheerenberger 1979 U.5.-278 public Mail survey of all Total expenditures reports; FY *78- $3.0+ billion total; Descriptive
residential facilities; 174 long per diems and proportion for ‘19 $60.10 per diem totals only.
facilities forms and 104 short form personnel, capital, & general

questionnaires completed. operating costs.
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Several methodological problems hampered collection of cost infor-
mation in the O'Connor study. First, no comprehensive system of
accounting had been developed in group homes so that comparable fiscal
information could be gathered. O'Connor attempted to gather cost data
through a personal interview format. This approach failed because
local accounting systems were not sophisticated enough to handle the
questions; the interviewers and respondents were not accounting-oriented;
and the interviewee was not often the most informed respondent about
the financial aspects of the facility. To accommodate for these on-
site problems, estimates were accepted during the interview and in
other cases, local budget records were submitted and analyzed after the
completed interview to assist in providing complete data on the
protocols.

As previously mentioned, O'Connor made no statements about the
costs of community residential care because of incomplete data. 1In
replacement for the results, several excellent recommendations were
presented to urge improved accounting procedures at the local level as
well as the publication of an accounting manual (Sipe, 1976).

In 1973, Baker, Seltzer, and Seltzer collected annual budget
figures from 196 community residences. The average annual budget for
community facilities in 1973 was $56,000 or $4,680 per resident (1977,
p. 205). 1In reporting the results, Baker et al. presented annual per
capita expenditures by prototypic models or types of residential
programs. The models were defined by size, type of resident served, or

specialized services. Small group homes serving 6-10 residents reported
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a per capita budget of $5,690 which was almost twice as expensive as a
large group home (21-40 residents) with an annual expenditure of
$3,380. During that same year, the per diem in public residential
facilities was $24.43 or $8,917 per year per resident (Baker et al.,
1977).

Heal et al. (1978) cautioned that comparisons of per diem figures
between public and community residential facilities proposed by Baker
et al. (1977) were dangerous. Public residential facilities do not
include capital costs of land and buildings in the per diem figures.
The cost of rent, on the other hand, was included in the cost estimates
provided by community residential facility administrators. Program
and service costs, however, were included in the public residential
facility per diem, but were excluded from the community residential
facility per diem.

Disparity in public and community residential facility data emerges
from two other sources: a) differences in the characteristics of the
population served, and b) the effect of population decline within
public residential facilities on fixed costs. In recent national
surveys of community and p;blic residential facilities (Bruininks,
Hauber, & Kudla, 1980; Scheerenberger, 1978a), the population served
in public residential facilities was primarily residents with severe or
profound levels of mental retardation (75%). This figure contrasts
with 32% of the population in community residential facilities with the
same classification. The degree of dependence of residents signifi-

cantly contributes to the differences of cost. The second problem
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relates to the rapid decline in number of residents in public residential
facilities. This flux of numbers causes an acceleration of fixed costs
that cannot be reduced quickly. Certain fixed costs such as adminis-
trative overhead and maintenance of buildings cannot fluctuate with
changes in resident attendance. Thus, as the population declines, the
volume of resident days decreases which drives up unit costs.

Peat, Marwick, Mitchell & Co. (1976) was commissioned by the
Illinois Developmental Disabilities Advisory Council to estimate the
cost of designing and operating ten various residential service arrange-
ments. The costs included start-up financing, operating expenses, and
the capital financial requirements for establishing normalized
residential service facilities.

One of the most important assumptions of this report was that com-
munity residential facilities typically underpay professional and para-
professional staff. If competitive rates of pay similar to public
residential facilities were paid by community residential facilities,
the average daily cost was estimated to be in the range of $26.08 to
$41.98. This per diem range included capital costs and was comparable
to the range of per diems in public residential facilities at the time
of the report in 1976.

Peat, Marwick, Mitchell & Co. also found that there was a
generally predictable relationship in human service organizations
between personnel and other direct operating costs. The relationship
varied depending upon the size of facilities and composition of

services, but generally, over a long time period with a large number
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of providers, the salary mix of staff personnel in eéch arrangement
tended toward the overall mean salary for each position. If salaries
showed wide variability, it was a result of educational qualifications,
experience, or the supply and demand of the local labor market for
qualified personnel.

On a smaller scale, the Department of Mental Health in Indiana
(1975) produced a progress report on ten community residential
facilities at the request of the Indiana Legislative Council. Lower
costs were associated with units offering the least services and the
highest functioning residents. Differences within apartment units
depended on resident characteristics such as functioning level and
independent living skills. Differences within larger group homes were
affected by rent or mortgage payments with lower rates reflecting
gratis or donated buildings and furnishings. Those facilities which
served younger, severely handicapped children experienced higher
costs. Personnel expenses consumed the largest share of the budgets
ranging in proportion from 32% to 73% of total operating costs. The
average cost of personnel for all ten agencies totaled 53.2% of the
budgets.

Heal and Daniels (1978) completed a cost effectiveness analysis of
three community alternatives (natural homes, supervised apartments, and
group homes) in three counties in northern Wisconsin. Personal inter-
views were conducted with a representative sample of 29 developmentally
disabled individuals and their residential supervisors to collect data

about the individuals and the facility. The major purpose of the study
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was to identify and measure six major dimensions: a) competence,

b) social adjustment, ¢) normalized life style, d) satisfaction, and
e) economy. There were two sources of costs, those borne by the
individual resident and those paid by society. Apartments were found
to have the lowest society cost, the highest individual contribution,
and the highest approximation to a normalized life style. On the other
hand, the group homes were more expensive for society and were less
normalized than apartments. Natural homes were found to be at inter-
mediate levels between these two types of residences. Table 2.3

presents the results of this study.

Table 2.3

Means, Standard Deviations, and Number of Cases
for Three Residential Alternatives?2

Individual Cost Society Cost Total Cost
X SD X SD X
Group Home $1,564.25 399.65 $5,361.00 112.53 $6,925.25
(n = 16) :
Natural Home 1,423,22 1,417.45 4,576.33 1,751.94 5,999.55
(n = 9)
Apartment 3,645.00 1,617.92 1,833.75 1,174.05 5,478.75
(n = 4)

8Heal and Daniels, 1978, p. 3a.

As noted earlier in this section, O'Connor was unable to publish
cost data from the interview study of 105 facilities conducted in 1973.
Based on that experience, O'Connor and Morris (1978) designed a study

with specific emphasis on a specially designed accounting system that
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would record accurate cost information for a 12-18 month period. The
second purpose of the study was to analyze costs with facility and
resident characteristics (facility location, administrative structure,
size of facility, and age of residents).

Of the 200 community residential facilities in HEW Regions IX and
X, 50 facilities volunteered to participate. No selection was made
although certain strata were identified such as profit/nonprofit owner-
ship, size, age of residents, and location. A four-month pilot study
was conducted with eight facilities to test the accounting system.
Following minor changes in the forms, four workshops were conducted
throughout those regions to give training to 50 facility administrators.
Follow-up workshops were conducted two months later. The final sample
size was 29 facilities located in four states: Washington (n=8),
Oregon (n=10), California (n=8), and Arizona (n=3). Of the 29
facilities, 9 were proprietary, and 20 were nonprofit organizations.
The average size was 24 residents, and the average age of the residents
was 25 years.

The results were reported as average monthly expenses per resident
by type of operating costs. Relationships were analyzed by correlation,
one-way analysis of variance tests and stepwise multiple regressions.
Table 2.4 presents the mean costs per month per resident by type of
operating cost and capital cost. The per diem was $12.80 per person
for operating costs and $2.27 per person for capital costs.

Ten variables were selected and one-way analyses of variances were

completed with four dependent variables--staff costs, total operating
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Table 2.4

Summary of Generic Operating Costs and Capital Costs
by Resident per Month?2

Type of Cost Mean SD
staff $262 $195
Food 47 13
Utilities 19 11
Insurance 4 4
Repair and Maintenance 10 7
Taxes, Licenses, Fees 4 4
Supplies 13 11
Vehicles 14 11
Miscellaneous 11 15
Total Operating Costs $384 $226
Total Capital Costs $ 68 $ 46

40'Connor and Morris, 1978, p. 28.

costs, capital costs, and total costs. According to O'Connor and

Morris:

Five variables were significantly related to all four
costs including state, region, degree of programming,
staff to resident ratio, and age of residents. A sixth
variable, profit orientation was related to all but the
capital costs. Two variables, type of dwelling and
size of facility, were significantly related only to
capital costs. (p. 44)

The only variables that were not related to costs of CRFs were facility
isolation and resident IQ.

The final level of analysis was a stepwise multiple regression to
ascertain the predictive combinations of variables. Results indicated:

There were probably three underlying factors in the
data. The first factor which was related to both
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operating costs and total costs, was a combination of

staff to resident ratio, degree of programming, and

age of residents. The second factor which was related

to all three costs, was the type of dwelling. The

third factor appears to be the state in which the

facility was located. (p. 58)

In discussing the results, O0'Connor and Morris cited staff to
resident ratio as a major factor contributing to personnel costs and
in turn, expenses consuming the majority of community residential
facility budgets. The level of programming is related to both staff
to resident ratio and personnel expenses. Nonprofit facilities tended
to have higher staff to resident ratios and levels of programming.
Size was related to capital costs with the larger facilities reporting
higher capital costs.

Gross (1978) analyzed existing cost data from community residential
studies in Massachusetts and Virginia using five different cost
reporting methods. This study was the first attempt to describe and
categorize cost reporting techniques applicable to social welfare
literature.

Cost reports can vary in response to three basic questions:

1. Cost to whom?
a) resident
b) families
c) service agency
d) federal government
e) society
2. What is the object of the cost study?
a) individual

b) agency
c) government level
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3. What is the method of determining costs?

a) Reimbursable cost reporting coined by Gross to mean
determination of the level of cost sharing by a specific government
unit. After total cost is determined for the program under study, all
other contributions are subtracted from this amount leaving the
reimbursement level of the specific government unit. Mayeda and Wai
(1975) attempted to report the share of financial participation as money
flowed from the federal government down. This method has not been
fully developed.

b) Average per person cost reporting, according to Gross,
is widely accepted because readers can readily grasp the meaning of the
measure. The problem with this approach is the inherent weakness in
averaging across all individuals. The objective of this type of
analysis is to determine the total costs of a program to the government
and the total number of people served.

c) Functional cost reporting is an accepted term in the
literature that means an internal method that separates costs into
direct program costs (variable costs) and support service costs (fixed
costs). Beatrice (1974) divided residential costs of Massachusetts
into these two categories in order to project the effect of rapid
deinstitutionalization (volume change) on cost over time.

d) Unit cost reporting is also found in the literature
and means calculation of the cost for one unit of service by dividing
the total costs for a service by the total number of service units.

The difficulties of this approach have been thoroughly expounded by
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Bowers and Bowers (1976) and include:

(a) lack of service objectives, (b) poor service definitions,

(c) no common language of services, (d) poor unit defini-

tions, (e) lack of data, (f) no public pricing of services,

(g) the unique nature and composition of human services,

(h) lack of project continuity in experimental efforts,

(1) the apprehension of workers that units of service will

be linked to worker efficiency, (j) lack of system designers

who understand the whole of the unit of service system,

(k) a lack of support systems in place, and (1) a lack of

information use by management. (pp. 11-28)

e) Needs approach of cost reporting is a recent develop-
ment which has no theories and no studies to support its use. The
method begins with a diagnostic procedure of individual resident needs
followed by a prescription of services to meet those needs including
timeline and the appropriate number of units of service. Costs are
then calculated for the prescription according to the type of provider.
Anderson, Greenberg, Patten, and Fine (1976) have selected 200 elderly
residents in nursing homes and matched them with 200 elderly people who
live in their own homes. No results have been yet reported.

After reviewing the contradictory results of four cost studies on
residential services (Rathbone-McCuan et al., 1975; Jones & Jones, 1976;
Mayeda & Wai, 1975; Beatrice, 1974), Gross argued that the inconclusive
findings may be a result of differences in cost reporting methods. By
applying the five cost reporting methods to two sets of data from the
Commonwealth of Virginia alternative living environments for the
elderly and the Commonwealth of Massachusetts alternative living

environments for the mentally retarded, Gross found that outcome varied

with type of approach used.
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Of the five methods, Gross (1978) found:
There is no one way to calculate costs for such analysis
. . without full knowledge of the methodological and

behavioral implications of each cost reporting approach,

they are all potentially susceptible to misuse. (p. 38)

The deinstitutionalization movement does not singularly affect
people who are mentally retarded. Persons who are chemically dependent,
mentally ill, or juvenile delinquents have also been served in a wide
array of community residential alternatives. Faced with a similar gap
in the lack of centralized planning and development of community options,
little is known about operating costs, characteristics, and effective-
ness of halfway houses of psychosocially disabled persons. The National
Institute of Mental Health recently sponsored a study to determine the
costs associated with the provision of community based residential care.
The purpose of this study was to examine the differences in costs as
they relate to characteristics of disability groups, the type of
facilities, and the types of services provided by the facilities.

One of the first problems encountered by investigators Piasecki,
Pittinger, and Rutman (1977) was the absence of a meaningful classifi-
cation framework:

Designations such as boarding home, board and care

facility, group home, hostel, or domiciliary care

facility tend to be used somewhat interchangeably

by different authorities to describe essentially

the same type of residential service. The same

problems can be observed with respect to varying

descriptive terms for halfway house type programs,

e.g., halfway house, sheltered living home, transi-

tional home, rehabilitation house, as well as for
various apartment-dwelling types of programs. (p. 2)
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Given this kaleidoscope of overlapping descriptions, a typology was
formed using size, type of staff, and scope of services. A second
broader framework comprised of three sets of variables for statistical
analysis was also designed. The factors were environment (geographical
location), organizational attributes (staffing patterns and services),
and client group characteristics (age and level of disability).

Per diem costs varied substantially according to the locale of the
residence. Facilities in urban downtown areas reported average daily
costs for 1973 at $11.20 while facilities in rural areas reported costs
of over $18.00 per day. Facility costs also varied widely by
geographic region. Nursing home costs were lowest in the South ($13.51)
and highest in the Northeast ($21.43).

Organizational variables, particularly the total expenditure for
staff salaries, was an important determinant of total per diem cost for
residential services. In halfway houses, about 50% of the average
facility budget was expended on salaries. The presence of full-time
professional staff was also an important factor in determining the
overall costs of the program. Facilities which made extensive use of
volunteers and paraprofessionals were significantly less expensive than
those employing full-time psychologists and psychiatrists.

The rank ordering of per diems by type of ownership revealed that
proprietary operations cost less than $9.00 daily, nonprofit organi-
zations operated at a cost of slightly over $9.00, while government
facilities were most expensive with per diem rates over $12.00.

Generally, facilities operated by governmental units tended to report
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the highest cost per day, the lowest number of residents per unit, and
the lowest occupancy rate.

Facilities offering basic domiciliary services were found to be
less expensive than those offering educational, vocational, or
counseling services with the former costing $9.97 and the latter
averaging $11.36.

A brief synopsis of the community residential facility studies is
presented in Table 2.5. The National Institute of Mental Health study
completed by Piasecki, Pittinger, and Rutman (1977) was excluded
because the residents were not mentally retarded. The study by Gross
(1978) was excluded because the purpose of the research was

methodological in nature.

Comparison Cost Studies of Public and Community Residential Facilities

One of the most carefully designed studies of comparison between
community and public facilities was conducted by Mayeda and Wai
(1975). The model they employed aggregated costs over six direct
variables and one indirect cost variable including: a) room and board,
b) attendant services, c¢) special programs, d) special professional
services, e) educational programs, f) support services, and
g) general and administrative costs. By analyzing budgets of state
hospitals and regional centers in California, Florida, and Washington
for a six-month period in 1974 and 1975, Mayeda and Wai were able to
trace and record the total costs for services provided to 4,284 com-

munity and institutional residents.
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e 2.5

Summary of Community Residential Facility Cost Studies

Publication

study
Researcher (s) Date Scope Methodology Employed Statistical Analysis Period Results Limitations
0'Connor 1976 U.S.-Sampling Interviews were conducted None 1973 None No report
frame of ),412 of facility administrators because of
community incomplete
facilities; 105 data
selected for
interviews
Baker, Seltzer, 1977 U.S.-Sampling Mail survey of 196 Per diems presented by type 1973 Average annual budget was
& Seltzer frame of 381 facilities; in-depth of facility. Researchers $4,680 per resident in
community interview in 15 facilities defined the “types.*® 1974. ($12.82 per diea)
facilities located in Northeastern U.S.
Indiana 1975 Indiana-10 Analysis of cost reports Costs broken down by major 1975 Lowest costs associated Provides
Department of community submitted to Indiana categories such as personnel, with least services and per diem
Mental Health facilities Department of Mental food, capital expenditures. highest functioning for small
Health Ranges of per diems given by residents. Average per {n=10)
type of facility. diem was $15.40. sample of
homes .
Peat, Marvick, 1976 Illinois- Analysis of cost reports Estimation of per day costs 1976 Estimated per diems
Nitchell, & Co. estimation of from other states and site presented by level of occupancy ranged from $26.08 -
fiscal require- visits to Minnesota, Capital costs estimated for $41.98.
ments to develop MNebraska, Pennsylvania, & renting, buying and building.
normalized Michigan. Pro forma expenses presented
residential for each type of facility.
services.
Heal & Daniels 1978 Wisconsin-29 Personal interviews with Estimates of individual resi- 1977 Apartments (§5,478.75)
individuals in 29 developmentally dent contributions to cost of were the most cost
3 settings disabled individuals and care (labor and money) and effective alternative
(natural home, their residential society's contribution to cost when compared with group
group home, apt.) supervisors. of residential service for homes ($6,925.25) and
sample of 29 residents. natural homes ($5,999.55).
O‘Connor & Morris 1978 Region IX and X- Pacilities were trained Results reported by operating 1975 Average total operating

29 facilities in
Washington Oregon,
California, and
Arizona

and asked to subamit
standard monthly report of
expenses and revenues for
1 year. Sjte visits by
research staff to collect
resident, building, and
personal data.

costs, capital costs, relation-
ships of facility and resident
characteristics to cost, and
revenues. Use of multiple
regression to determine
relationships.

program costs were $384.00
@ month per person ($12.80
per diem). Average capital
cost per person per month
was $68.00 ($2.27 per diem).
Three combinations of
variables contributed to
cost differences: (1)
staffing/programming/age of
residents, (2) type of
dwelling, and (3) state.

LY
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In addition to the collection of cost data, a performance measure
of resident adaptive behavior was taken with one of three scales: the
Adaptive Behavior Scale, the Washington Assessment and Training Scale,
and the Florida Client Assessment Instrument. Mayeda and Wai planned
to link individual progress with expenditures as a means of approxi-
mating cost-benefit relationships. The last objective of this study
was to study the "input/output funding flow structure in two
community-based systems" (p. 2).

The cost data of the Inland Counties Regional Center in California
were analyzed in combination with the input/output studies and the
assessment data of individual clients. Although this Center is
responsible for purchase or provision of services to developmentally
disabled clients, there was "an expenditure bias toward children living
at home with natural parents" and evidence to indicate that "many
clients were not being provided with certain professional services"

(p. 4). The first conclusion of this study was:

?he cost of services to developmentally disabled persons

in state hospitals do not differ significantly from the

adjusted true costs of services in community settings

provided both groups are provided with a full array of

needed services. (p. 4)

During the six-month period of this study, the mean cost of serv-
ices to residents in state hospitals was $6,247 compared with $638 for
clients in the community. When the additional costs of educational
programs, special professional services, and generic services were

added, the true cost of services in community settings approached the

costs of care in state hospitals. The original difference between the



49

two settings ($6,247 and $638) was explained as a function of utiliza-
tion patterns since none of the 463 clients served through the Inland
Counties Regional Center received dental, psychological, speech,
audiology, occupational therapy, physical therapy, or any other special
professional services during that six-month study period. The authors
concluded:

The service utilization patterns in community settings

are lower than utilization patterns of services in state

hospitals due partially to the weaknesses of the coordi-

nating interface in community settings and differences

in repayment criteria and policies. (p. 5)

It should be mentioned that not all clients needed these pro-
fessional services, while in some instances those who did need services
received them in community residential or day programs rather than the
Inland Counties Regional Center. Mayeda and Wai redefined the differ-
ence between state hospitals and community programs as a difference in
organizational administrative structures. A state hospital was a
unified service system administered by a single person or unit and was
demand dominated whereas community programs were multiply administered
and supply dominated.

Developmentally disabled individuals who lived at home with their
parents cost society less than placement in group homes and signifi-
cantly less than placement in state hospitals. The Inland Counties
Regional Center reported providing liberal services to parents to help
maintain children in homes. This finding led to the third conclusion
by Mayeda and Wai:

The major actual cost savings for services to develop-
mentally disabled persons who actively require nurturance
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and assistance are rooted in the natural home environment.

The cost of liberal home support and special professional

services to those living at home will not deplete these

savings. (p. 8)

Jones and Jones (1976) collected budget information on 13 com-
munity residential facilities in Massachusetts as part of a larger
study of community placement of discharged residents. Cost savings
did accrue when residents were placed in the community, particularly
to the state since the financial burden was shifted to federal, local,
and private sources of funding.

Cost data were collected on a small sample of 24 residents which
was considered representative of the larger population. Between
January 1, 1972 and June 30, 1973 individual records were kept in terms
of Supplemental Security Income, costs to the Massachusetts Department
of Mental Health, in-kind services provided, and resources coming from
private agencies for the sample. A comparison was made with institu-
tional costs if the sample residents had not been released. Jones and

Jones found:

The average cost in the institution is $7,464 versus

$6,112 in community residences. However, when the costs

of rehabilitative programs and federal input are added,

the difference narrows markedly. (p. 87)

Jones and Jones also examined some of the same issues addressed by
Mayeda and Wai. They questioned whether cost comparison of services
provided in state hospitals and community settings could be made with-
out controlling for the needs of residents and the actual services

delivered to residents. In terms of differences in service utilization

patterns between unified systems such as state hospitals and coordinated



51

systems such as community programs, Jones and Jones proposed that other
factors beside administrative variables should be examined. Utilization
may be in response to need, awareness of need, availability of subsidi-
zation, and any combination of these factors. Based upon observation
and personal judgment, the authors concluded:

The institution, as a treatment site for the develop-

mentally disabled, does not come out as very desirable

on either a cost or an effectiveness criterion and

certainly not on an effectiveness to cost ratio. (p. 18)

In the Commonwealth of Virginia, Murphy and Datel (1976) undertook
a cost-benefit analysis to project costs and benefits over a ten-year
period for 52 clients transferred from institutions to community
settings. Clients were stratified by housing, employability, and
source of income. Costs were entered for community support services,
client maintenance, service integration, deinstitutionalization, and
lost economic productivity. Benefit elements included savings of
institutional costs and increased economic productivity. The ratios of
benefits to costs for all but one strata ranged from 1.52 to 11.86.
The only stratum for which costs exceeded benefits were those clients
who needed intensive care, were not employable, and received at least
half of their income from public sources. In this stratum, the average
net cost per client for the 1l0-year period was $395.93. The average
net benefits per client ranged from $2,500 over 10 years for residents
in nursing homes to $29,000 over 10 years for clients who are employable
full-time. The authors noted that savings in deinstitutionalization
benefit state sources. On the societal cost side, federal sources

carry much of the load in maintaining deinstitutionalized residents.
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Most recently, Intagliata, Willer, and Cooley (1979) completed a
cost comparison study of institutional and community based alternatives
for mentally retarded people in New York. The purpose of this study
was to analyze and compare costs for residential care separate from
professional services in both public and community settings. The sample
consisted of a public residential facility (1,400 residents); a
hospital based rehabilitation unit for children; a county Association
for Retarded Citizens agency providing residential services, school
services, and sheltered workshop services; and a Board of Cooperative
Education Services Center providing special education services.

Several problems were encountered with the quality of cost data.
First, there were no consistent standard units of service defined or
applied in the cost records of the sample. Second, budgets were pre-
pared according to conventional line items rather than functional lines
using services as cost centers. Last, there was little or no cross
referencing of cost data with resident characteristics. For example,
76% of the public residential facility population was severely retarded,
but the facility could not determine how many of those residents
received a particular service such as physical therapy and at what cost.
This last limitation was projected by the authors to have even greater
importance in the future since "subpopulation analyses will become
increasingly relevant as the population of individuals being released
from institutions becomes more diverse" (p. 12).

Given these limitations, Intagliata et al. (1979) found that the

annual per capitacosts of natural family ($2,108) and family care
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($3,130) settings were significantly less expensive than the institution
($14,630). However, the annual per capita cost of residential care
provided by group homes ($9,255-$11,000) was significantly greater than
that of other community settings examined, and in fact, depending upon
resident level of disability, approached the cost level of the public
residential facilities.

In response to a need for nationwide data on capital outlays for
public and community residential facilities, the President's Committee
on Mental Retardation commissioned the National Association of State
Mental Retardation Program Directors, Inc. (NASMRPD) to conduct a
state-by-state survey in 1978-1979. The major purpose of this study
was to determine:

to what extent are the states, the traditional providers

of residential services to mentally retarded citizens,

using capital construction dollars to reconstruct and

expand existing public institutions, as opposed to

enhancing the development of community residential pro-

grams. In other words, are we seeing the recent trend

toward community based residential facilities undermined

by widespread efforts to rebuild existing institutions.

(p. 2)

The staff at NASMRPD completed the survey in three phases between
December, 1978 and July, 1979. The first phase consisted of phone
interviews to each state to determine the best respondent who could
handle questions related to capital budgeting. Copies of state capital
budget plans were solicited from all states and received from 39
respondents. In February, 1979, the second phase of the study began

with analysis of budget materials sent by states. This analysis led

to the drafting of a pilot interview form. The questionnaire was
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finalized and sent in advance of the phone interview. During the third
phase, phone interviews were conducted between March and July, 1979.
Verification of answers occurred by mail follow up.

Because of varying definitions, approaches to budgeting, and time
frames employed by individual states, comparisons of capital improve-
ment projects on a state-by-state basis were very difficult to complete.
At a national level, capital outlays were reported for fiscal year 1977-
1978, fiscal year 1978-1979, and fiscal year 1979-1980. The actual and
projected state appropriations for capital projects totaled $1 billion
for this three-year period. Five states (California, Michigan, New
Jersey, New York, Ohio) accounted for 52% of the total outlays during
that period.

The predominant type of project funded was construction or
renovation projects on the grounds of state-operated residential
facilities which accounted for 82.7% of the appropriations. In 33 of
50 states, the entire capital improvement budget was earmarked for
state institution renovation projects. The primary reason cited by
respondents for capital improvements in state institutions was the need
to comply with federal Intermediate Care Facility/Mental Retardation
(ICF-MR) standards. Failure to comply with ICF-MR standards would cost
$758.8 million in federal money, according to 35 state respondents.

No states reported plans to build new public residential facilities
or to increase total bed capacity of public residential facilities.
States did plan, however, to construct community day program buildings

(8) and community residential facilities (13).
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The per capita outlays for public residential facility renovations
(based on relative number of residents in PRFs) ranged from a high of
$24,205 in Washington to a low of $404 in Rhode Island. The national
median was $5,460.
A summary of the comparative cost studies of community and public

residential facilities is presented in Table 2.6.

Cost Functions of Human Services

The application of statistical techniques to cost data in order to
estimate economic'relationships and to test various hypotheses about
such relationships was defined by Johnston (1960) as statistical cost
analysis. Pure relationships in statistical cost analysis are rarely
assumed. This approach recognizes that cost fluctuations may be a
function of the size of the organization, the labor intensity of the
operation, and the general level of wages. The statistical testing of
economic hypotheses was characterized as both complex and hazardous by
Johnston (1960) since:

The economic system grinds out its complex convolutions;

the myriads of actors--consumers, firms, regulatory agencies,

and government units--act and interact; a more or less

imperfect collection of statistical agencies records, with

varying degrees of error and omissions, partial, quantitative

measures of this evolutionary economic process; and the poor
econometrician comes along in the wake of the monster,

gathering what data he can in an attempt to "test" various

hypotheses about aspects of economic activity. (p. 2)

The paucity of published statistical cost analysis studies in the

area of residential facilities for mentally retarded residents may,

thus, be attributed to the lack of systematic data collection approaches,



Table 2.6

Summary of Community and Public Kesiduntial Facility Cost Studics

Scope

Methodology Employed

Study

Statistical Analysis Period

Results

Limitations

Researcher (s) Date
Mayeda & Wai 197%
Jones & Jones 1976
Murphy & Datel 1976
Intagliata, 1979
Willer, & Cooley

National Associ- 1980

tion of State
Mental Retardation
Program Directors

J states-1 public
residential
facility in
Washington, 2
public facilities
in Plorida and
community
facilities in
California &
Florida.

Massachusetts-13
of 16 community
facilities parti-
cipated. Costs
based on 24
discharged
residents.

virginia-52
residents who
were discharged
from institutions

New York-1 public
residential
facility, 1
hospital rehab
unit, 1 special
school center,

1 ARC system

U.S.-state by

state survey of
capital outlays
for PRFs & CRFs

Expenditure data for
4,284 residents were
collected in five
major categories for
a six-month period.

Detailed budgets were
analyzed; information
was obtained from
parent/houseparent
interviews and Dept.
of Mental Health
reports.

Projected costs &
benefits for the
sample of residents
were estimated. Seven
adjustments were made.

Budget documents were
obtained & analyzed.
Foster home costs
were obtained from
state billings.

Phone interviews with
state government
officials. Analysis
of state capital
budgets & plans.

Totals & means were pre- 1974-75
sented for the breakdown

of costs at each

location. Chi-square

tests and analysis of

variance computed for

California data.

Means & ranges reported 1972-73
for breakdown of

facility costs & sources

of revenue; individual

resident profiles are

given including sources

of support. Cost differ-

ences reported by place

of residence (community

or public).

Average & total cost-
benefit ratios were
presented for total
sample.

Projection
based on
1973-74

data

Average cost per resident 1977-78
per year presented for

each type of facility.

Day program costs

reported separately.

Analysis by state totals 1978-7Y
National totals given

for 3-year period

FY*'77-'78, FY*'78-'79, ¢

FY '79-'80

Mean cost of services
to residents in state
hospitals was $6,247
compared with $638
for community
facilities. Differ-
ence was explained in
terms of utilization
patterns.

Average cost in
institution = $§7,464
Average cost 1in
community = $6,112

$20,800 per capita
savings over l0-year
period by placing
residents in
community.

Institution = §$14,630
annual per capita.
Group home = §9,255-
$11,000 annual per
capita.

Family care = $3,130
annual per capita

In-depth analysis of costs by
demographics of residents
(age, sex, handicap) and
utilization of services. No
analysis by organizational
factors.

Small sample prohibited cost
analysis by resident
characteristics and facility
characteristics. Excluded
organizational factors that
influence cost variation.

Small sample size; projections
based on limited study period.
No identification of critical
factors that affect cost.

No analysis by resident
characteristics or
organizational factors.

Natural family = §2,108

annual per capita

Total state appropri-
ations for capital
projects totaled

$1 billion for 3-yr
period. National
median outlay was
$5,460 per person for
public residential
facility renovations.

99
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failure to identify and measure organizational factors concurrently with
the expenditure data, widely different accounting practices, and failure
to select statistical techniques that test both linear and curvilinear
relationships. O'Connor and Morris (1978) are the only researchers who
have attempted a cost function analysis of residential facilities for
mentally retarded people.

Cost function analysis studies have been reported in education,
nursing homes, and hospitals. Turning away from the studies of
residential services for mentally retarded people to these other areas
of human services, a brief overview will be given of the issues,
methodological concerns, and results of cost function analysis.

According to Knapp (1978) a statistical cost function is the:

empirical representation of the relationship between

the cost of production and the level of output, usually

obtained from a multiple regression of total or average

cost (cost per unit of output) upon output and other

significant influences such as the mix of output and

idiosyncracies of particular producing units. (p. 31)

In the case of residential care, one would like to know how the
costs of care vary with the size of the home, the dependency of
residents, and the changes in resident well-being and behavior. Size
and resident characteristics are considered inputs or the independent
variables. In contrast with industry, which can quantify raw material
inputs such as tons of metal needed for manufacturing, human services
identify and measure inputs with less precision, often using proxies

to substitute for real inputs. The dependent variable is cost per

unit of output.
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Educational Production Function Studies

Cohn (1979) identified several factors (proxies) that have been
used as inputs in cost production studies of schools. The three broad
categories are 1) student characteristics, 2) school related factors
that can or cannot be manipulated by administrators, and 3) community
influences. Student characteristics, according to Cohn are the "innate
endowment variables of individuals." These variables are usually
omitted in studies because of the lack of a reliable measure. School
factors include a) building characteristics and condition of physical
plant, b) quantity and quality of equipment, «c¢) support facilities
such as library, d) size of school, e) curriculum, £) class size,
g) extra curricular offerings, h) teacher experience and training,

i) teaching load, 3j) teacher salaries, k) administrative character-
istics, and 1) auxiliary staff. The community influences include

a) parent socioeconomic status, b) community attitudes, «c) average
income, d) degree of urbanization, and e) peer influence.

The initial studies in education began at a micro-level of
analysis usually at the district level. One measure of output was
correlated with several identified factors. Mollenkopf and Melville
(1956) found a positive correlation between library and supply expen-
ditures and student achievement scores. Other single factors that had
some degree of positive correlation were student/teacher ratio, class
size, and number of special support personnel. In 1962 Thomas used
regression techniques to identify three variables that were related to

student performance: starting salaries, teacher experience, and number
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of books in the library. Coleman (1966) published a landmark study
identifying several "nonschool factors" that affected achievement in
addition to the single school factor, teachers' verbal ability.
Because of the controversial nature of its findings, the statistical
analysis of the data has been criticized. Of particular importance
for this study was the selection and entering of variables in the
regression equation.

Cohn noted that stepwise multiple regression assumes independence
of variables. If multicollinearity is present, then the first variables
entered will be most potent. Coleman entered nonschool factors first
and those variables had the greatest importance.

Of the several variables that have been studied in schools, Heim
(1972) reviewed the literature and found five variables that were con-
sistently studied: 1) teacher degree status, 2) teacher experience,
3) interaction of inputs and outputs, 4) class size, and 5) avail-

ability of special support staff.

Education Cost Function Studies

The results of education production function studies may be applied
pragmatically to the issue of estimating optimal school unit size in
order to maximize outputs and minimize cost. Although both the
theoretical and empirical foundations of such work need greater
refinement, policy makers have relied upon cost function outcomes in
making decisions about school consolidation. The impetus to minimize

school costs through reallocation of resources is most keenly
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experienced during difficult economic periods. As Cohn and Morgan

(1978) explained:

As long as the economy was growing at a relatively rapid
pace, along with growing K-12 enrollments, funds for the
operation of public schools were relatively plentiful.

In an age of plenty, coupled with growth, administrators

are frequently more interested in expansion and develop-
ment than in relallocation of resources to reduce costs.
That era is no longer here, replaced by stagnation--even
reduction--in enrollments, along with increased competition
from higher education and other public services for the tax-
payers' dollar. It seems that now should be an especially
opportune time to concentrate on the allocation-of-resources
topic, since it appears that improved resource allocation
may be the only option which administrators may employ to
improve the educational outputs. (p. 89)

Abundant literature on school economy of scale shows a U-shaped
relationship between size and per pupil expenditures. In other words,
high per pupil costs are usually associated with both small and large
school units with minimal costs for those schools in betweén. The
optimal school size has varied from state to state as shown in
Table 2.7.

Table 2.7

Summary of Selected Education Cost Function Studies

Researcher Year Sample size?
Riew 1966 Wisconsin High Schools 1,675
Cohn 1968 Iowa High Schools 1,500
Osburn 1970 Missouri High Schools 2,244
Sabulao & Hickrod 1975 Illinois Unit Districts (K-12) 2,432

Illinois High Schools 874

Illinois Elementary Schools 336

@pverage daily attendance



61l

An underlying assumption of past cost function studies was that a
‘school district, school, or school building was a proper unit of
observation for determining scale effects regardless of the mix of
programs offered. The study conducted by Sabulao and Hickrod (1975)
investigated the differential ef?ects of three types of school units,
and they concluded that greater economies of scale existed for unit
districts that operated K-12 grades in contrast with districts
operating K-8 grades or 9-12 grades only.

In addition to size, Cohn and Hu (1973) examined the mix of pro-
grams within Michigan schools and they found the annual costs of
vocational programs was $100 greater than nonvocational programs.
Further analysis of program costs indicated wide variation in enroll-
ment, student teacher ratios, and teacher salaries within a school unit.
They concluded:

School consolidation may not serve to reduce per pupil

costs unless enrollments increase in programs for which

scale economies apply. Reallocation of students among

programs within a given school may achieve greater

economies than would be obtained from consolidation of

two or more schools. (p. 312) '

It appears that savings accrue to organizations whose administrators
can analyze, combine, and reorganize services which are subject to
economy of scale within a school or district. This application of
cost function analysis to resource allocation in districts and class-
rooms has been examined by Thomas (1980), Michelson (1972), and Cohn
and Morgan (1978).

The definition of quality educational services remains elusive

to several researchers in the area of cost function analysis. Cohn
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(1975) noted that a comprehensive index of school output remains
inadequate particularly the measurement of the quality of services.
There has been little attempt to measure the unintended consequences

to student achievement after school size increases. Alkin and Benson
(1968) found no increase in math and reading achievement results
associated with increased size after the socioeconomic status of
students and expenditure per pupil had been allowed to operate.
Kiesling (1968) examined size, output, and results from several achieve-
ment tests. When the socioeconomic background of students and the
expenditure per pupil were allowed to operate, the shape of the function
was linear and negative. Larger schools were associated with lower
achievement test scores. James and Levin (1970) cautioned against
further conclusions about scale and outputs given the inadequate

information on the shape of the function.

Hospital Cost Function Literature

In no human services area has there been greater productivity in
cost function analysis than hospitals. The introduction of Medicare
in the United States in 1966, has had "tremendous impact on total
expenditures, allocation of new resources to the health sector, and
cdused acceleration of prices of health services, especially health
care" (Friedman, 1973, p. 234). Of crucial concern to health care
researchers is the relationship of public policy on supply, demand,
and pricing of‘health care services. Cost studies have examined such

questions as the optimum size of hospitals (economy of scale) for
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building new facilities as well as examining efficient use of existing
hospital resources.

One of the first considerations in designing hospital cost studies
is the definition of hospital output. Although a hospital has numerous
outputs, most researchefs use simple dependent measures such as patient
days or average daily census as an output measure. Table 2.8 briefly
summarizes some recent hospital cost function studies.

A secondary issue addressed by researchers in several different
approaches is the definition of case mix. As shown in Table 2.8,
researchers have:

1) assumed that case mix is reasonably constant within a single
hospital over a short time period (Lave & Lave, 1970; Carr &
Feldstein, 1967; Ingbar & Taylor, 1968);

2) stratified hospitals into groups on the basis of facilities
available to provide care. Grouping occurs on the basis of
number and type of facilities (Berry, 1967a, 1970; Francisco,
1970; Kuenne, 1972; Berry & Carr, 1973);

3) estimated cost relationships for each of several hospital
departments assuming the case mix within a department is
homogeneous (Carr & Feldstein, 1967; Francisco, 1970; M.
Feldstein, 1968; Ingbar & Taylor, 1968; Kuenne, 1972);

4) developed a composite output measure by using a set of derived
weights for various services. The total output of each
hospital is a weighted sum of individual services (Cohen,

1970);



Table 2.8

Summary of Hospital Cost Function Studies

Interval Sample

Study Year Observation Type of Hospital Size Output Measure Definition of Case Mix

Berry & Carr 1973 1966 Short-term, general-all 2700 Average daily census Stratified hospitals into groups on the
hospitals (AHA Annual basis of numbers and types of facilities.
National Survey)

Berry & Carr 1973 1966 Short-term, general- 6674 Average dafly census Stratified hospitals into groups on the
governmental (AHA Annual basis of numbers and types of facilities.
National Survey)

Berry & Carr 1973 1966 Short-term, general- 1772¢» Average daily census Stratified hospitals into groups on the

voluntary (AHA) basis of numbers and types of facilities.

Berry & Carr 1973 1966 Short-term, gencral- 154¢* Average daily census Stratified hospitals into groups on the

proprietary (AHA) basis of numbers and types of facilities.

Kuenne 1972 1964-1970 General hospitals in New 25 Admissions

Jersey with 4000-7000
annual admiasions Stratified hospitals into groups on the
basis of numbers and types of facilities.

Kuenne 1972 1964-1970 General hospitals in New 24 Admissions Also assumed case mix within a department

Jersey with 7000-13,000 is homogeneous.
annual admissions.

Lave, Lave, & 1972 Second half General hospital-s, 65 Utilization (actual bed days/ Cluster analysis of diagnostic categories

Silverman of 1968 Western Pennsylvania available bed days) for purposive aggregation of services.

Evans & Walker 1972 1967 General hospitals, 90 Average occupancy rate Factor analyzed diagnostic categories

British Columbia (100 X total patient days/ into homogeneous output variables.
365/total available beds)

Evans 197 1967 General hospitals, 185 Average occupancy rate Factor analyzed diagnostic categories

Ontario into homogeneous output variables.

Lave & Lave 1970 14 semi-annual General Western 74 Utilization (recorded patient Assumed case mix is reasonably constant
observations Pennsylvania days/available patient days) within a single hospital over a short
during 1961-67 time period.

Lave & Lave 1970 7 annualA General Eastern and 109 Utilization (utilization as % of Assumed case mix is reasonably constant
obsgrvatlons Western Pennsylvania mean utilization for the hospital within a single hospital over a short
during 1961-67 during seven-year interval) time period.

Cohen 1970 1965 Short-term, general, 46 Service units (a cost-weighted

members of UHF of New York

average of hospital services)

** Exact sample size not qaven; listed samp:le size estimated from authors® reqression analysis,

Note:

School of Public

This table was provided by Dr. Roger Feldman, University of Minnesota,
Health, 197),

and appears

Output measured as a set of weights for
various services.

in an unpublished manuscript by staff members of BHSR ¢ E in the

vo



Table 2.8 (continued-2)

Summary of Hospital Cost Function Studics

Interval Sample
Study Year Observation Type of Hospatal Size OQutput Measure Definition of Case Mix
Francisco 1970 1966 Short-term, general 4710 Total patient days Stratified hospitals into groups on the
basis of numbers and types of facilities.
Assumed case mix within a department is
homogeneous.
Feldstein 1968 Fiscal Year Acute, nonteaching in 177 Total annual cases adjusted for Assumed case mix within a department is
1960-61 England and Wales case-mix variation among homogeneous and used vectors for case
hospitals ®mix proportions.
Ingbar & Taylor 1968 Annual Short-term, voluntary 72 Available bed davs Assumed case mix is reasonably constant
observations in Massacbusetts within a single hospital over a short
1958-59 period of time and case mix within a
1962-63 department is homogeneous.
Berry 1967 1963 Short-term, general (AHA) 763 Patient days Stratified hospitals into groups on the
Berry 1967 1963 Short-term, general (AHA) 763 Average daily census basis of numbers and types of facilities.
Addendua
Carr & Feldstein 1967 1961} Short-term, general (AHA) 3147 Average daily census and patient Assumed case mix is reasonably constant

days

within a single hospital over a short
time period and case mix within a
department is homogeneous.

Note: This table was provided by Dr. Roger Peldman, University of Minnesota, and appears in an unpublished manuscript by staff members of BHSR & E in the
School of Public Health, 1973.

S9
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5) included direct measures of case mix within the cost function
by use of vectors for case mix proportions (M. Feldstein,
1968); used factor analysis to group diagnostic categories into
homogeneous output variables (Evans, 1971; Evans & Walker,
1972) and used cluster analysis of diagnostic categories for
purposive aggregation of services (Lave, Lave, & Silverman,
1972).

Despite the multiple approaches outlined above, there appears to
be no satisfactory measure of hospital output according to Lave and
Lave (1970). To address this concern, Lave, Lave, and Silverman (1972)
designed a study to develop cost functions which would take explicit
account of the multiproduct nature of hospital output without incurring
multicollinearity problems (M. Feldstein, 1968; Evans & Walker, 1972;
Evans, 1971). This particular effort seems most relevant to the
present study in terms of research design and variables selected for
inclusion as input measures.

Lave, Lave, and Silverman collected data from 65 Pennsylvania
hospitals during the last half of 1968 and regressed average cost per
patient day, in ordinary linear fashion against a set of variable
clusters which represented either an institutional characteristic or a
diagnostic characteristic. Institutional variables such as hospital
size, occupancy rate, and teaching status were identified as well as
variables representing the commonality of diagnosis (percentage of
patients with the same diagnosis). This study showed that extreme

multicollinearity would arise in cost models employing all variables
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separately, thus limiting one's ability to generalize on the influence
of individual explanatory factors.

Lave et al. noted that Evans (1971) had performed principal
component analysis to eliminate multicollinearity and form orthogonal
clusters in that study. The problem with this approach was that the
clustersyiost meaning and purpose. Variables in the Lave et al. study
were clustered by similar regression coefficients thus taking advantage
of prior information about the relationships among variables. The
conclusions of the study were as follows:

1) marginal cost of care was $318.98 or 68% of average cost.

The marginal cost of an additional day in the hospital was
$26.09;

2) economies of scale were not significant;

3) advanced teaching hospitals and hospitals in metropolitan

areas had much higher costs;

4) hospitals performing complex surgery or treating relatively

large proportions of unusual cases had higher costs.

Summary of Research Issues

A common argument in favor of deinstitutionalization has been the
belief that community residential facilities are less expensive than
public residential facilities. From several perspectives, this
argument remains debatable. Conley (1973) offered an economist's
viewpoint which favored community based programs over institutional

settings. The General Accounting Office report (1977) reviewed seven
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studies and reported that five favored community care as a less
expensive approach, while two studies reported that costs did not
differ significantly when a full range of needed services were provided
in both settings.

The studies that have been completed and reviewed in this paper
offer results that were rarely comparable across settingsor responsive
to the needs of policy makers. The timeliness of cost analysis for the
future direction of deinstitutionalization as a public policy was
appropriately stated by Skoler (1978):

The cost of not costing is too high to ignore. While

interest groups compete for public dollars, legislators,

executives, judges, and government workers must make

allocative decisions against a backdrop of inflation,

proposition 13's, and a rapidly decreasing tolerance

for those who would plan and allocate in ignorance.

(p. 2) '

The first step in matching the conclusions of the existing cost
studies with the projected needs of public policy makers is to identify

what are the major independent and interdependent sources of cost

variation. An initial list might include resident characteristics

such as age, organizational characteristics such as size, and

locational factors such as urban or rural location. Findings from the

literature on costs of residential care for mentally retarded people
will be supplemented by research results from the nursing home

literature.

Resident Characteristics

Costs may vary substantially in residential facilities for

mentally retarded people to the extent that particular residents require
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more specialized or intensive services (Primrose, 1972; Indiana Depart-
ment of Mental Health, 1975; Mayeda & Wai, 1975; Jones & Jones, 1976;
O'Connor & Morris, 1978). This factor may be best illustrated in the
observation by Sharfstein et al. (1977):

One recent study of comparative costs (controlled for age,

sex, and diagnostic differences) incurred by patients in

United States Public Health Service Hospitals and in

private voluntary hospitals concluded that the Public

Health Service Hospitals' cost per stay is about one-third

less than that of private hospitals. Other researchers

who did not control for these critical differences in

patient characteristics, reported that Public Health

Service Hospitals appear to be more expensive than private

hospitals. (p. 30)
Rates within nursing homes have also been linked with resident charac-
teristics. In some cases, the characteristic found to be most crucial
was "personal affluence." Several researchers have found that insti-
tutions that care for elderly poor people are inferior whether
discussing quantity or quality of care (Anderson, Holmberg, Schneider,

& Stone, 1969; Greenwald & Linn, 1971; Kosberg, 1971; Penchansky &

Taubenhaus, 1965; Townsend, 1964).

Locational Factors

Environmental factors affect the costs of residential care
according to several researchers. Piasecki et al. (1977) found that
facilities located in rural areas tended to have higher per diem costs.
Facilities that exhibited greater degrees of compliance with state and
federal regulations also reported greater operating costs (Levey,
Ruchlin, Stotsky, Kinloch, & Oppenheim, 1973) in nursing homes.

Regional differences within the United States have also been noted with
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the Southern region operating with the lowest cost (Baumeister, 1970;
Piasecki et al, 1977; Krantz, Bruininks, & Clumpner, 1978; Scheeren-

berger, 1978a, 1979).

Organizational Characteristics

Ownership has received greater research attention within nursing
home studies than residential facility studies for mentally retarded
people. Government facilities operated for mentally disabled tended to
operate at higher cost levels than proprietary and nonprofit operations
(Don & Amir, 1969; Piasecki et al., 1977). Evidence within the
nursing home literature indicates disagreement about the relationship
between ownership and cost. Anderson et al. (1969) found little
difference between nonprofit and proprietary nursing homes. Gottesman
(1972) concluded that nonprofit facilities were more desirable because
of greater family financial support, use of volunteers, and greater
number of donations.

The sociological concomitants of facility size have been thoroughly
investigated but with inconclusive results. Size and quality of care
within nursing homes have been positively related (Anderson, Holmberg,
Schneider, & Stone, 1969; Beattie & Bullock, 1963), negatively related
(Linn, 1974; Townsend, 1964), and not related at all (Gottesman, 1974;
Levey et al., 1973). A further confounding influence is introduced
when one considers the size of the living unit rather than the size of
the facility as a whole (Goldsmith, 1971; King, Raynes, & Tizard,

1971).
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The economic considerations governing size and cost (shape of the
average cost curve) have more than academic interest. According to
Knapp (1978):

The conventional average cost curve has a U-shape

implying that cost per unit of output initially falls

as output increases as a result of economies in the

use of fixed equipment (kitchen, laundry) and specialized

staff (occupational therapy, medical staff) and bulk

buying of supplies. Eventually the curve rises again due

to the strain of overuse of equipment and buildings,

increasing maintenance costs and difficulties encountered

in the administration of residential services. In

contrast with the U-shaped curve of residential facilities,

manufacturers and industries report an L-shaped curve of

average costs that do not rise once a minimum level of

cost is reached. (p. 32)

Within the nursing home domain, debate also continues about the
tradeoffs among size, cost, and benefits. Stotsky (1970) favored
smaller facilities because of efficiency, home-like conditions,
personal attention, and greater congruency with resident needs. In
contrast, he felt that larger institutions tended to be dehumanizing
and depersonalizing. Kosberg (1974) viewed smaller facilities as void
of treatment resources and professional staff, on the verge of bank-
ruptcy, and had administrators who were ill-trained for their positions.

AN
Larger facilities, on the other hand, had greater resources, more pro-
fessional staff, greater cash flow, and provided resources that smaller
facilities could not. Kosberg (1974) cautioned that the expertise
within larger facilities could be lost if the staff members were too
far removed from the residents.

Size has been viewed as a single determinant of cost and as an

important mediating variable for other factors which influence cost
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variation. The former relationship was tested by Baker, Seltzer, and
Seltzer (1977). The authors found that smaller group homes for 6-10
mentally retarded residents were twice as expensive as larger group
homes serving 21-40 residents. Other researchers have proposed that
size affected staffing patterns which affected cost variation (Peat,
Marwick, Mitchell & Co., 1976; Piasecki et al., 1977; O'Connor &
Morris, 1978).

The inconclusive evidence relating size of residential facilities
to cost is matched by similar results in hospital cost studies. Berki
(1972) best summarizes the current state of thought about economy of
scale:

What are the shapes of the short run and long run cost

functions of hospitals? Are there economies of scale?

The answer from the literature is clear: "The exact

general form of the function is unimportant" (Feldstein,

1967, p. 133) but "whatever its exact shape" (Ingbar &

Taylor, 1968, p. 107), and depending on the methodologies

and definitions used, economies of scale may exist, may

not exist, or do not exist, but in any case, according

to theory, they ought to exist. (p. 115)

In summary, there appears to be evidence that several variables
can cause variations in cost. For purposes of this study, the
variables assessed in relationship to cost of residential services have
been divided into three major categories--locational factors,
organizational factors, and resident factors. An adequate understanding

of cost of residential services depends upon detailed analysis of all

three domains.



in. METHODOLOGY

Previous cost studies in the area of residential services for
mentally retarded people have typically suffered from three major weak-
nesses. First, the scope of previous studies was restricted to
localities within states or sites within several states. National
patterns have been reported only in the area of capital budgets.
Second, the methodology df previous studies usually depended upon mail
qguestionnaires, inspection of secondary records, or onsite visits,
while combinations of various survey methods have not been employed.
Third, previous studies have assessed concurrent information on a very
limited number of attributes of the residents, organizational structure,
and locational factors.

The design and methodology of the present study attempts to over-
come each of these three limitations. First, the scope of the present
study is national. Second, onsite visits in combination with a self
report questionnaire and telephone followup ensured high response rates
on survey items and more extensive verification of data than a single
approach. Third, the present study was conducted as part of a larger,
comprehensive in~-depth study of residential facilities and the mentally
retarded people who live in them. Information was collected on
facility practices, staffing patterns, and policies related to

residents.

73
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A complete description of the methodology employed in the 1978-1979
in-depth interview study of community and public residential facilities
is published elsewhere (Hauber, Bruininks, Wieck, Sigford, & Hill, 1980).
This study was conducted in collaboration with the Survey Research

Center, University of Michigan.

Sample

Public Residential Facilities

In 1977, Dr. Richard C. Scheerenberger conducted a survey of 263
public residential facilities in the United States that met the
following definition:

A state sponsored and administered facility which offered

comprehensive programming on a 24-~hour, 7 days~-a-week

basis as of June 30, 1977. (1978a, p. 2)

This survey was conducted in cooperation with the University of
Minnesota Developmental Disabilities Project on Residential

Services and Community Adjustment. A data tape of the results of this
survey was supplied to Dr. Irene Hess, Director of the Sampling Section
of the Survey Research Center at the University of Michigan. A two
stage probability sample was used to sample approximately 80 public
residential facilities which would represent all size categories and
geographic regions in the United States. Six size classes were

selected for sampling purposes. According to Hess (197%9a), the
selection of facilities was made proportionate to the number of mentally

retarded residents served in the facilities:

There were approximately 152,000 mentally retarded
residents in public facilities in 1977. 1If 80 selections
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are to be made, there should be one sample facility for
every 152,000/80 or 1,900 residents. However, there can
be some gains in precision if every facility with 1,900
or more residents is included with certainty. Also, it
was desirable to include with certainty some of the large
facilities that had somewhat fewer than 1,900 residents.
A convenient breaking point between certainty and non-
certainty selections was 1,600, and the 14 facilities with
1,600 or more residents were included with certainty.
There remained 249 facilities with 122,703 residents.
Those estimates were adjusted downward to 121,856 which
contains 1,904 exactly 64 times. Sixty-four became the
number of noncertainty selections to be made, one
selection for each 1,904 estimated residents.

To distribute 64 selections across four regions and five
size classes required the use of the probability sampling
technique of controlled selection.

During the data collection period, six of the sample
facilities were unable to participate. Substitutions from
the same size and geographic classes were made for three
early refusals. To adjust for the remaining three non-
participating facilities, a double weight has been
assigned to three participating facilities of similar
characteristics. (pp. 3-4)

Appendix A (Table A.l) presents the distribution of the total
sample of 78 facilities, 14 certainty and 62 noncertainty selections,

by size class and region of the United States.

Community Residential Facilities

N

In 1977 a national mail census was undertaken by the Developmental
Disabilities Project on Residential Services and Community Adjustment
at the University of Minnesota. A total of 4,427 community residential
facilities which met the following definition participated in the survey
and comprised the sampling frame:

Any community-based living quarter(s) which provides

24-hour, 7 days-a-week responsibility for room, board,
and supervision of mentally retarded persons as of
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June 30, 1977, with the exception of: (a) single family

homes providing services to a relative; (b) nursing

homes, boarding homes, and foster homes that are not

formally state licensed or contracted as mental retar-

dation service providers; and (c) independent living

(apartment) programs which have no staff residing in the

same facility. (Bruininks, Hauber, & Kudla, 1979, p. 1ll1)

The appropriate data were again supplied to Dr. Irene Hess who sampled
facilities according to size class and geographic region. Fourteen
sampling categories were selected in order to represent the broad range
of facilities as presented in Appendix A (Table A.2). Hess (1979b)
noted wide differences between the two groups of facilities:

Immediately our attention is drawn to the striking

differences in facility size between public and community

facilities. Nearly 95 percent of community facilities and

60 percent of their residents are in less-~than-50 residents

classes, while it may be recalled that about nine percent

of public facilities and only one-half of one percent of

their residents were reported to be in the less-than-50

residents class. The size classes defined for public

facilities are quite inappropriate for community facility

stratification. (p. 1)

The sampling criteria varied with the size classes as shown in
Appendix A (Table A.3). For example, facilities serving 200 or more
residents were included with certainty while facilities with one, two,
or three residents were sampled at a rate of 1:58. Of the six largest
facilities (those with 400 or more residents), only one facility agreed
to participate. After several extra efforts were made to solicit
cooperation from these nonparticipating facilities, the project staff
decided to keep the one facility in the study, make no adjustment for

nonresponse from these large facilities, and report that the largest

facilities are underrepresented.
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Survey Instrument

A three-page questionnaire was designed to assess both the sources and
amounts of revenue and the general patterns of expenses of residential
facilities. The format of the self-report questionnaire was patterned
after an income statement that shows changes that have occurred in the
income position of an organization during a specific period of time.
Gross (1978) identified several positive features of an income state-
ment format including: a) the advantage of providing a profile of the
costs associated with running the organization, b) the advantage of
comparing income and expenses simultaneously, and c¢) the advantage

of providing the contributors of resources (government agencies) with
information about the use of resources by the providers of the service
(p. 43).

The development of the financial questionnaire occurred over
several months. Table 3.1 presents an outline of the stages of develop-
ment of the survey instrument.

After reviewing several existing instruments, questions were
selected from several sources. Table 3.2 presents a profile of the
financial questionnaire items by source. Several concepts were
important in developing the instrument and are defined below.

1. Cost: The title of this thesis includes the term cost. 1In
common usage cost is most often used to mean expired costs which, by
definition, are expenses. By standard definition, however, cost means

the totality of relevant resources (expired and unexpired) used to
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Table 3.1

Stages of Development of Financial Questionnaire

Stage Activity Time Line

#1 Project staff members reviewed the literature to January-
compile a set of research questions. July 1977

#2 Goal analysis survey of project staff and a panel July 1977-

#3

of 30 national experts in the field of residential
services.

Two research issues emerged from the goal analysis
survey as very important:

1) What are the sources and conditions for receiving
the facility's program income, including services to
particular residents?

2) What are the objects, purposes, amounts, and
conditions of the facility's expenditures?

The rating scale ranged from 1-3 with 3 as the
most important and easily obtainable.

Issue #1 received a rating of 2.5 on importance
and 2.1 on feasibility.
Issue #2 received a rating of 2.3 on importance
and 1.8 on feasibility.

Several sources were consulted in developing the
qguestionnaire, including: Conley, 1973; D.D. Office,
Survey of Public Institutions for the Mentally
Retarded; NIMH Annual Census of Patient Character-
istics; Social Security Administration, Survey of
Institutionalized Persons; Scheerenberger, National
Survey of Public Residential Facilities; National
Center for Health Statistics, Nursing Home Survey.
Professor Laird Heal of the University of Illinois
was also consulted.

From this review, a very abbreviated form was
developed to assess the total operating costs and
the total sources of revenue. This short interview
consisting of two questions was pretested during
June, 1978 in several field sites.

January 1978

April-
June 1978
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Table 3.1 (continued)

Stages of Development of Financial Questionnaire

Stage Activity Time

Line

#4

#5

The financial questionnaire did not adequately June
handle the concerns and research issues. The
administrative interviews were too long during the

field test and had to be cut to one hour. The

respondent was unable to handle the questions about
finances and the interviewers reported feeling uneasy
about handling financial questions.

At this time it was decided to forego an interview and
to substitute a self report questionnaire to be com-
pleted by the fiscal agent of the facility. Thus, the
questionnaire could be completed separately from the
interviewing time enabling the fiscal agent to com-
plete the gquestionnaire at his/her own convenience.

A new questionnaire was fashioned based upon the
previous work in Stages #l-4. This form was tested in
Minnesota on two public facilities and three community
facilities.

The content of the guestionnaire had to include
questions about the budget year or reported time
period; the sources of revenue by general category of
government or other contributor; the expenses by
general breakdown of personnel, capital, and all other
expenses; the rent, market value or appraised value;
the land area or lot size; the value of furnishings;
the per diem charge; and general questions about the
provision of day programs in the operating expenses.

1978

The second pretest was scheduled by the University of July 1978

Michigan for July, 1978. The financial questionnaire
was included for testing in several sites. A
separate building inventory was also field tested.
Because of the expressed difficulty of several family
operators with this gquestionnaire, an alternative form
was developed and included in the interview booklet
(Appendix C). After minor modifications and the
refinement of definitions, the final version of the
questionnaire was completed in September, 1978. A
copy of the final questionnaire is provided in
Appendix B.




Table 3.2

Financlal Questionnaire [tems by Source

Financlal Questionnaire ltems

Heal diatt
Yuestionnalre

(1978)

Conley
(1973}

survey ot Public
Instatutuns
(DHLW, 1970)

Survey of
Institutionalized
Persons (19746}

Survey of Fkbs
{Scheerenberger,
1973a)

Nursing Home
bHurvey (NCHS,

197¢)

beat, Marwick,
Mitchell, &

Co.

{197¢)

Sources of Revenue

1.
2.
3.
4.
5.
6.

7.
8.

Federal sources . . . . . . . . .
State sources . . . . . . . . . .
Regional sources . . . . . . . .
County SOUICES . . . .« « « « «
Other government . . . . . . . .
Support from residents or family
(SSI) . . v ¢ v v e oo
Donations or contribution « .
Total revenue (#1-47) . . . . . .

Expenses

1.
2.
3.
4.

5.
6.

7.

Total payroll . . . . . . . . . .
Total payroll taxes . . . . . . .
Total fringes . . . . . . . . . .
Capital expenses for

a) furniture/fixtures . . . . . .
b) equipment . . . . . . . . . .
c) buildings . . . . . . . . ..
d) leasehold improvements . . . .
e) land

Total capital expenses . . . . .
All other expenses (nonpersonnel
and noncapital) . . . . . . . . .
Total expenses (#1,85,906) . . . .

Other Questions

1.
2.
3.
4.

5.
6.

Average per diem (charge) . . . .
Average per diea (cost) . . . . .
Expenses compared to jncome . . .
Capital expenses compared to
typical year . . . . . . . . ..
Figures for MR only? . . . . . .
What percentage of expenses day
services and programs? . . .

I1f rented, total rent . . . . . .
Appraised value of land/building
Market value of land/building . .
Market value of furnishings .
Expenses for repair/maintenance .
Land area (acres/lot size)
Profit/nonprofit/family owned .

x

t 3

»

»

]

»®

” o x

OB B MM X

08
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produce or acquire specific goods or services. Cost is measured by the
amount of cash paid for the property or services exchanged.

2. Expense/expired cost: The amount of resources consumed during

a specific period of time.

3. Asset/unexpired cost: Costs not consumed during the accounting

period that are, therefore, available for future use (e.g., prepaid
insurance of building/equipments) (National Institute of Mental Health,
1980, p. 35).

4. Revenue: The amount received or to be received from the
customer for the goods or services which the entity is supplying him
(Burns & Hendrickson, 1972, p. 96).

5. Personnel expense: Salaries, wages, and fringe benefits of

persons employed by the organization.

6. Capital expenses: Costs for improvements, including costs for

long-term capital additions or benefits which are distributed over time.

7. Operating expenses: Supplies, articles, and materials con-

sumed and distinguishable from equipment or other long-lived assets by
being consumed within an accounting period.

8. Per diem charge: The per day per person charged for a

resident to live in this facility. This figure might also be known
as the reimbursement rate.

9. Per diem cost: The per day per person cost for a resident to

live in this facility. The cost may exceed the rate of reimbursement

or charge.
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10. Fixed cost: Costs incurred regardless of the level of output
such as rent, wages and salaries of some types of labor, some
utilities, and some maintenance.

11. variable cost: Costs which vary with the level of output such

as supplies, food, some utilities, and some wages and salaries.
Variable costs can be varied by management decisions "in the short run."

12. Direct expenses: Costs directly traceable to a particular

program, department, product or function.

13. Indirect expenses: Costs not directly traceable to a

particular program or product. They are expenses incurred as a
general result of being in existence and presumably benefit all
particular programs or products within the enterprise.

The survey instrument presented in Appendix B should be con-
sidered as a gross measure of a facility's financial status. As
described in Table 3.1, the financial questionnaire was designed to
assess patterns of revenue and expenditures for a one-year time period
to coincide with data collected from other survey ;nstruments. Based
on field testing results, the instrument was kept very brief in
recognition of the respondents' limited time and resources as well as
to encourage 100% completion of all items. All of these factors
precluded the development of a longer, more detailed questionnaire
which would have spanned several reporting periods.

The first section of the financial questionnaire assesses the
sources of revenue. For purposes of this study, revenue was divided

into three sources: a) revenue generated from government sources such
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as federal, state, regional, and county levels; b) revenue generated
from the families of mentally retarded residents or the residents them-
selves; and c) revenue from contributions, donations, and all other
sources.

Respondents were asked to specify the source of revenue by level of
government, such as "federal," "state," or "county." In several
instances, the names of specific programs were cited such as Title XX.
Pre-editing of questionnaires recoded the mentioned source into one of
the government categories. All money flowed through the state and was
listed as such by the respondent.

The second category of revenue is the income from family and
resident payments. Developmentally disabled individuals may receive
assistance from Social Security or Supplemental Security Income (SSI)
to pay for room, board, and related services. Families may also pay
private tuition or a portion of the cost of care.

The last category of other contributions includes such sources of
revenue as United Way, donations from philanthropic organizations, and
other fund raisers. No attempt was made to have respondents estimate
the in-kind donations of volunteer help because of difficulty in placing
a dollar amount on such contributions.

The second section of the financial questionnaire contained
questions relating to expenses including personnel expenses, capital
expenses, and operating expenses.

A potential source of error in completing the revenue section of

the survey stems from the nature of reimbursement for providing
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residential services. A facility may not be able to identify and trace
the exact sources of funds beyond the primary source of revenue. As
a result, the state contributions to a facility may be overestimated,
and the federal share may be underestimated.

The second section of the questionnaire was concerned with the
breakdown of expenses by three categories: a) personnel, b) capital,
and c¢) all other expenses.

Respondents were asked to list the total payroll expenses as well
as the amount of money spent on payroll taxes and fringe benefits.
Capital expenses were subdivided into the categories of furniture and
fixtures, equipment, buildings, leasehold improvements, and land. All
other expenses and the total operating expenses rounded out the
remainder of this section. In conjunction with the total operating
expenses, respondents were asked to provide the per diem rates, a
common term in residential care. There were two types of per diems
ascertained: a) the per day per person reimbursement rate from a
government source, and b) the per day per person cost based on the
total operating expenses divided by the total number of resident days
(number of residents x 365 days).

An obvious limitation of the questions contained in this second
section was the failure to determine whether capital assets were
depreciated, whether these assets were included in the per diem rates,
and the historical patterns of capital outlays.

The third and final section of the instrument contained a set of

general questions regarding the value of capital investments. Based
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on pretesting, it was known that respondents had to rely upon estimates
in placing a dollar value on land, buildings, and furnishings. The
questions were structured to determine rent, appraised value, or
estimated market value of land and buildings. Other questions assessed
the value of furnishings and equipment and the total number of acres

or square feet owned by the facility.
Procedures

A total of 1l instruments were used during the overall in-depth
interview study of facilities and residents. The financial forms and
materials used for this study were part of the materials listed in
Table 3.3 and Table 3.4. All survey forms, cover letters, abstracts,
phone scripts, and interviewer manuals were developed by the project
staff at the University of Minnesota between January 1, 1978 and
September 1, 1978. Field testing occurred within facilities in Canada
in June, 1978 and in the United States at several facilities in July,
1978 as documented in Table 3.1.

The actual interviews\were conducted between September, 1978 and
April, 1979 at 236 facilities. Trained interviewers from the Survey
Research Center of the University of Michigan conducted the onsite
interviews under the supervision of the field office at Ann Arbor. The
project staff at the University of Minnesota collaborated with the
University of Michigan in ensuring quality control in conducting the
study. Step by step procedures were developed by the University of

Minnesota staff in guiding the interviewers through the visit. Training
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Table 3.3

Facility Forms

Item Completion Completed Purpose
Method by
Cover Sheet Interviewer Names of facility &
Facility Admin. respondents. Date &
time of interview
Facility Interview Interviewer Characteristics &
Admin. information on
Questionnaire policies, procedures,
plans, etc. of facility
Building Usually self- Facility Number of total build-
Description administered Administrative ings. Specific infor-
Sheets Staff mation on residential
Forms A & B buildings.
Show cards Visual aids
for Facility
Admin.
Questionnaire
Financial Self- Facility Sources of income,
Questionnaire administered Accountant or expenditures, general
other person financial information
responsible
for finances
Letter to Introduce Financial
Financial Questionnaire to
Officer Finance Officer
Release of Self- Facility Authorizes accountant
information administered Administrator to complete financial
for Financial questionnaire
Questionnaire
Staff Compo- Self- Facility To collect information
sition Sheet administered Administrative on types of staff
(Pub. & Comm. ) Staff employed, especially
direct care staff
Staff Separa- Self- Facility To collect detailed
tions (Pub. administered Administrative information on staff
Facilities) Staff turnover for one-month

period.
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Table 3.4

Resident Forms

Instrument Completion Completed Purpose

Method by
Respondent Ask knowledge- Interviewer Selection of Direct
Determination able adminis- Care Staff member to be
Sheet trative staff interviewed

Release of
Information
Forms

Personal
Record
Sheet

Cover Sheets-
Care Personnel
Questionnaire

Care Personnel
Questionnaire

Respondent
Booklet

Behavior
Description
Booklet

Care Personnel
Self-
administered
Booklet

Self-
administered
or interview

Interview Care
Personnel for
each selected
resident

Self-
administered

Self-
administered

To be signed
by parent or
guardian

Care Personnel
or interviewer
or staff with
access to
records

Usually the

interviewer

Interviewer

Care Personnel
Respondent

Care Personnel

To authorize infor-
mation from records

To collect basic
demographic information
on selected resident

Gives names of selected
residents and care
person respondents

Characteristics of
resident, day program,
services, behavior
problems

Visual Aids for Care
Personnel Questionnaire

To collect adaptive
behavior description
for each selected
resident

Job satisfaction scale
and selected items
about facility
practices
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materials were also provided by the Minnesota staff to assure
standardized procedures in handling each interview. In addition, two
comprehensive (236 page) interviewer manuals were developed separately
for the public and community facilities.

Interviewers from the Survey Research Center usually conducted a
pre-visit to the facility to present an overview of the survey
instruments, establish a work plan, and set time lines for completion
of tasks. At this pre-visit, the most appropriate fiscal agent of the
facility was selected to complete the financial questionnaire. Whenever
possible, the financial questionnaire was assigned as quickly as
possible to allow the respondent time to complete work on the questions.
Any problems related to the completion of the financial questionnaire
were handled directly by the project staff at the University of
Minnesota. Interviewers were responsible for picking up the completed
questionnaires and transmitting them to the Field Office at Ann Arbor.
Almost all accountants, bookkeepers, and business managers cooperated
fully and completed the questionnaires with no problems.

The codebooks and training materials for coders were also
developed by the Minnesota staff. All editing of questionnaires was
completed by the project staff on frequent visits to Michigan. All
telephone follow-up work was conducted by the project staff. A com-
plete description of the editing, coding, and follow-up procedures is

described elsewhere (Hauber, Bruininks, Wieck, Sigford, & Hill, 1980).
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Editing and Preparation of Data

One source of potential error occurs in the recording, coding, and
handling of data. Verification of financial data occurred in a
systematic process over several months. The recording, coding, and up-
dated corrections of financial variables were handled on an item by
item basis (100% check) at least six times during July, 1979 through
June, 1980. Special checks on 100% of the data were made to determine
valid zeroes from missing data.

Survey respondents invariably do not answer all questions. In
order to make population estimates of the financial information pro-
vided by the sample respondents, missing values were imputed. At the
suggestion of the Sampling Section of the University of Michigan,
estimated values were supplied based upon the average value of that
item matched for Census region and size of facility.

In a few instances, some facilities did not participate in the
study. Adjustment for facility nonresponse occurred as part of the
weighting procedures for population estimates based on disproportionate
stratified samples. The weight assigned to a facility was the
reciprocal of the probability of that facility's selection in the
sample. Reciprocal weights were assigned by the Sampling Section of
the Survey Research Center.

The population figures presented in Chapter IV represent estimates
of the true revenues, expenses, and capital investments of public and
community residential facilities. All estimates have been rounded off
to the thousand dollar place. Appendix D contains the sampling errors

for specific population estimates.



IV. RESULTS

Results will be presented in the same order as the study
objectives. First, revenues, expenses, and capital investments will be
presented for public residential facilities, community residential
facilities, and combined groups. Second, analysis of per diem rates by
selected organizational factors will be presented to test stated
hypotheses. Third, cost function analyses are presented of multiple

factors that may influence per diem cost rates.

Descriptive Analysis

The total revenue for public residential facilities (PRF) during
1977-1978 is presented in Table 4.1 and totals $2.63 billion. Govern-
ment sources account for 98% of the PRF revenue or $2.57 billion. The
single largest contributor to public residential facilities is state
support which totaled over $1.9 billion. Federal and family support
may be underestimated due to the inability of respondents to separate
and identify those sources from state appropriations. Counties and
regions were identified as contributing the least amount of money to
public residential facilities.

Table 4.2 presents the total revenue for community residential
facilities in 1977-1978. In contrast with the total revenue of $2.63

billion for PRFs, the total revenue for CRFs was significantly less at

91
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Table 4.1

Total Revenue of PRFs in United States in 1977-1978
(U.S. Probability Sample, 1978-1979, 100% Reporting)
Population Estimates

Source Dollars % Total

Total Government $2,570,000,000 98%
Federal 642,200,000
State 1,923,376,000
Region --
County 14,000
Other (Government source not specified) 4,410,000
Total Resident/Family 43,000,000 2%
Total Donations 13,600,000 < 1%
U.S. Total Revenues $2,626,600,000 100%
Table 4.2

Total Revenue of CRFs in United States in 1977-1978
(U.S. Probability Sample, 1978-1979, 100% Reporting)
Population Estimates

Source Dollars % Total
Total Government $350,565,000 72%
Federal 125,147,900
State 120,409,900
Region 9,402,000
County 26,168,400
Other (Government source not specified) 69,436,800
Total Resident/Family 93,095,000 19%
Total Donations 40,386,000 9%

U.S. Total Revenues $484,046,000 100%
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$484 million. However, the number of mentally retarded residents in
PRFs totaled 151,972 and the number of residents in CRFs totaled
62,397 of of June 30, 1977.

Although government sources comprised a large proportion of
revenue (72%), the proportion of resident and family contributions as
well as donations were appreciably higher in CRFs than in PRFs. The
relative dollar amounts from each source were more equally divided in
CRFs: federal sources ($125 million), state ($120 million), county
($26 million), other government sources ($69 million), resident/family
($93 million), and total donations ($40 million).

The population estimate of combined revenue for CRFs and PRFs is
presented in Table 4.3. 1In 1977-1978, the total revenue received by
public and community residential facilities equalled $3.11 billion.
Government sources accounted for 94% of that total ($2.9 billion) while
resident/family contributions were 4% of the total ($136 million) and
donations equalled 2% or $54 million.

Providing residential care to mentally retarded people is a labor
intensive industry that requires 24-hour supervision of varying
intensity. The personnel costs of public residential facilities
reflect the size and type of resident served (75% are severely or
profoundly mentally retarded (Scheerenberger, 1978a). Table 4.4
summarizes the expenses for public residential facilities. The pay-
roll expenses of public residential facilities totaled $2.165 billion
or 79% of the total expenses. Of that amount, payroll taxes equalled

9% or $186 million and fringe benefits totaled $230 million or 1l1%.
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Table 4.3

Total Revenue of PRFs and CRFs in United States in 1977-1978
(U.S. Probability Sample, 1978-1979, 100% Reporting)
Population Estimates

Source Dollars % Total
Total Government $2,920,565,000 94%

Federal 767,347,000

State 2,043,785,900

Region 9,402,000

County 26,169,800

Other (Government source not specified) 73,846,800
Total Resident/Family (SSI) 136,095,000 4%
Total Donations 53,986,000 2%
U.S. Total Revenues $3,110,646,000 100%

Other operating expenses such as transportation, food, resident
training, staff training, and consumable supplies accounted for 16% of
expenses or $428 million. Capital expenses such as furniture and
equipment totaled $142 million or 5% of the total expenses of $2.7
billion.

Personnel expenses in community residential facilities consumed
52% of the $518 million total expenses or $268 million. As shown in
Table 4.5 the proportion of money (52%) was considerably less than the
proportion spent in PRFs for personnel (79%). 1In the several "family
run" facilities personnel expenses are extremely low since there is no
formal payment of salaries or fringe benefits. Community residential
facilities, on the whole, are much smaller, have fewer staff members,

and do not employ specialists to provide day and support services.
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Table 4.4

Population Estimates

Type Dollars % Total
Total Payroll $2,165,378,000 79%
Total Payroll Taxes 185,942,000
Total Fringe Benefits 229,729,000
Total Capital Expenses 141,972,000 5%
Furniture & Fixtures 11,239,000
Equipment 21,803,000
Buildings 93,647,000
Leasehold Improvements 13,891,000
Land 1,492,000
Total All Other Expenses 428,160,000 16%
U.S. Total Expenses $2,735,510,000 100%
Table 4.5
Total Expenses of CRFs in United States in 1977-1978
(U.S. Probability Sample, 1978-1979, 100% Reporting)
Population Estimates
Type Dollars % Total
Total Payroll $267,605,000 52%
Total Payroll Taxes 19,698,000
Total Fringe Benefits 11,146,000
Total Capital Expenses 59,989,000 12%
Furniture & Fixtures 12,422,000
Equipment 4,972,000
Buildings 35,865,000
Leasehold Improvements 3,055,000
Land 3,675,000
Total All Other Expenses 193,521,000 30%
U.S. Total Expenses $517,815,000 100%
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Payroll taxes and fringe benefits were considerably less (11% or $30.7
million) when compared to the proportion of these expenses in PRFs
(20% or $314 million).

Other operating expenses such as transportation, food, and con-
sumable supplies accounted for 36% of the total expenses ($194 million)
of community residential facilities. Capital expenses for furniture,
equipment, and remodeling totaled $60 million or the remaining 12% of
the total expenses.

Table 4.6 shows the combined total expenses of PRFs and CRFs. The
total expenses of $3.25 billion are greater than the total revenue of
$3.11 billion in Table 4.3. The difference between revenue and expenses
represents approximately a 4% deficit spending 