MESSAGE FROM THE DIRECTOR OF HEALTH ON FY 08-09 BASE BUDGET

Introduction

For this fifth budget hearing, we are presenting updates that bring us closer to a balanced base
budget. These include four changes to our revenue projections that reduce General Fund

$4,442,005, one change in structural initiatives that reduces General Fund $288,630, and three
changes to our cuts that reduce General Fund an additional $3,413,362.

Following is a table summarizing the components of the base budget and unfunded initiatives.
We are $3,177,216 short of our base budget General Fund reduction target.

Revenues
Revenue Neutral

Regulatory
Inflationary
Structural

Healthy San Francisco
Approved Reductions

Reductions Pending Approval

General Fund Reduction
General Fund Target
General Fund Target Balance

Expired Grants

Previous GF
Impact

$10,251,829
12,096
$10,263,925

$3,198,550
10,395,670
17,734,782
$31,329,002

$4,263,902
$17,378,594
16,217,554
$33.596.148
$16,794,963
28,116,186
$11,321,213

$2,607,913

Updated GF
Impact

$14,693,834
12,096
$14,705,930

$3,198,550
10,395,670
17,446,152
$31,040,372

$4,263,902
$17,378,594
19,630,916
$37,009.510
$24,938,970
28,116,186
$3,177,216

$2,607,913

Change

$4,442,005
0
$4,442,005

$0
0

(288.630)
($288,630)

$0

$0
3.413.362
$3.413.362
$8,143,997
0
$8,143,997

$0

With respect to the $19,630,916 in reductions pending approval, we are bringing additional
information on the nine reductions still pending approval by the Health Commission, and which
are discussed in more detail later in this report.

Revisions made since the March 4 presentation

The following section briefly discusses each of the changes from our last presentation and
includes a reference to attachments providing additional details.
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Revenues

We have increased our revenue budget $4,442,046 from $10,251,829 to $14,693,835. The first
two items below are a direct result of recommendations from a recent consultation that focused
on revenue maximization. The consultants have performed a strategic pricing study at SFGH
and the Clinics that adds over $3 million in projected net revenue at SFGH. They have also
recommended an enhancement to our Behavioral Health Information System that will help
identify insurance coverage for MH clients, and increase revenues by $216.5K. We were able to
increase our projected volume of Healthy Workers that will result in $978K of increased
capitation revenue. Finally, we are proposing a shift in focus in Adult Dental Services from
adults to pre-natal women and children that will increase revenues $118K.

The following table summarizes changes from our previous presentation:

Baseline Revenues - SFGH (A1, page 7.21) $3,130,000
HDX Eligibility Screening — CBHS (A14, page 7.23) 216,526
Healthy Workers — SFGH (A11, page 7.25) 977,813
Reorganization of Adult Dental Services — PC (A12, page 7.27) 117,667

$4.442.,006

Revenue Neutral items

We have identified two new revenue neutral opportunities. The first would increase the Sheriff
work order to include increased costs of care provided to inmates at SFGH. The second
annualizes a 2007-08 initiative for an adolescent treatment program that is fully funded with
revenue.

Expenditures Revenues General Fund
Jail Health I/P Services — SFGH (B17, page $297,437 $297,737 $0
7.29)
Annualize Youth Residential Treatment 513,000 513,000 0
Program —-MH (B18, page 7.31)
Total $810,437 $810,437 $0

Structural Issues

We removed funding for one initiative for the Laguna Honda Department of Medicine and are
instead making staffing changes to bring spending in line with budget.

General Fund
Department of Medicine Structural Fix (deleted) $288,631
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Reductions

We are proposing 3 additional cuts. Two would take effect after the budget is approved in J uly,
and one, closure of the Bridge to Wellness program is planned to occur on May 2, and would be
a mid-year cut that would require an additional Beilenson hearing before the Health
Commission. The reductions in vacant positions are related to the 203 positions that were
deleted by the Mayor’s Budget Office. Most of these have been re-submitted and approved but
22.6 FTE remain with a value of $2.1 million that have not been resubmitted and remain vacant.
We propose deleting these remaining positions. Finally, we have identified $1.1 million in
children’s services funded by DPH that we would propose to fund with a work order from the
Department of Children, Youth and Families. WE DO NOT KNOW IF THERE IS
SUFFICIENT ROOM TO ACCOMMODATE THIS CHANGE IN THE CHILDREN’S FUND.

General Fund

Reduction of vacant positions — Dept Wide (page 7.25) $2,119,742
Bridge to Wellness — SFGH (F33, page 7.37) 193,620
DCYF to fund children's program — CBHS, PC (F34, page 7.41) 1,100,000
Total $3.413,362

Other Changes to Initiatives

One write-up has been revised to clarify the implementation plan.

e Four Percent Overall Reduction In Funding for Community Programs Contractors and
Civil Service Clinics (equal to 15% reduction to unmatched General Fund dollars) (F14,
page 7.43). This initiative has been revised to more accurately describe the methodology
and impact of the cut.

Reductions Pending Health Commission Approval

Eight proposed cuts, totaling $19.6 million are still pending Health Commission approval and are
summarized below:

Reduction of vacant positions — Dept Wide (page 7.25) $2,119,742
DCYF to fund children's programs (F34, page 7.41) 1,100,000
SRO Collaboratives (F21) : 333,000
Buprenorphine Acquisition Offset by Reduction of Adult Residential and

Outpatient Slots (F30) 1,315,920

Four Percent Overall Reduction In Funding for Community Programs
Contractors and Civil Service Clinics (equal to 15% reduction to unmatched

General Fund dollars) (F14, page 7.43) 9,284,775
Reduction in HIV Health Services (F28, page 7.45) 4,200,000
Reduction of Health At Home Program (F12) 1,083,859
Bridge to Wellness (F33, page 7.37) 193,620

$19,630,916

3/14/2008; 1:04 PM

7.7



We are submitting additional information to assist the Commissioners in evaluating each of these
reductions. Following is a short discussion of each item:

Reduction of vacant positions

We are including a list of the 22.6 FTE’s that are proposed for deletion. These are the positions
that remain from the 203 deleted by the Mayor’s Budget Office and have been vacant since
before July of this 2007.

DCYF to fund children's programs

We have completed a review of children’s programs funded by DPH with General Fund (as
distinct from funding that is in the Children’s Fund) We propose that these services instead be
funded via work order from baseline funding at the Department of Children Youth and Families,
which has the effect of reducing discretionary General Fund for the Department. This would
require DCYT to prioritize use of their baseline funding. This will require approval of the
Mayor’s Budget Office and a determination that alternative funding is available.

SRO Collaboratives

As discussed at our last Health Commission meeting, the proposed reduction to the SRO
Collaboratives removes $333,000 in add backs and $824,187 remains to fund the four existing
programs. If alternate funding can be identified, possibly from DBI or DCYF, that could
substitute for DPH GF.

Four Percent Overall Reduction In Funding for Community Programs Contractors and Civil
Service Clinics

We will be presenting additional analysis of the impact of this reduction on Community Program
contractors. We are finalizing a schedule that analyzes the impact by modality of service, and
also details the additional funding that is included elsewhere in the budget and will send it to you
as soon as it is completed. We seek the Commission’s input on how best to achieve the
projected savings from the reductions.

Reduction in HIV Health Services

We are providing additional analysis of AIDS contracts and services that are funded with
General Fund and would be impacted by the Reduction in HIV Health Services. Accompanying
this report is a schedule that lists services by year of the add-back (F28, page 7.46). We seek the
Commissioner’s input on a methodology to address a General Fund reduction to AIDS services
that could be supported by the Health Commission. This might include a joint, or independent
prioritization by the Planning Counsel, the Health Commission and Department leadership via
the Integration Steering Committee or any other approach that you might prefer.

Reduction of Health At Home Program

The proposed 30% reduction to the HAH program would still retain 70% of the existing budget
to provide services to patients who are truly homebound. This reduction would necessitate
harder triage decisions, increased referral of insured patients to other home health programs, and
requiring patients come to clinics (e.g. SFGH Wound Clinic) when possible. It is important to
remember in this regard that when necessary we arrange transportation for home care patients
who need to see their doctors or need a radiologic examination.
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Bridge to Wellness

The accompanying write-up on this initiative is self explanatory (F 33, page 7.37). This program
was instituted several years ago and included on the SFGH license to access Medicare
reimbursement that fully paid the costs of the program and contributed to administrative
expenses at SFGH. The reimbursement advantages have diminished to the point that we now are
not covering the direct costs of this program. In addition, the program design is not a good
match for our clients because of the restrictive circumstances under which a client may qualify
for this program. We believe it is time to close the program and focus on more effective
alternatives.

San Francisco County’s investment in MH, SA and AIDS Health Services

We certainly appreciate the Commissioner’s concerns about the effect of budget cuts to
Community Programs, particularly the effect on clients who receive MH, SA and AIDS health
services. As we work through this difficult time and make the hard decisions required to balance
the budget, we wanted to share the following observations that provide a perspective on the level
of investment in these services when compared with other counties. It is clear that, even with the
proposed reductions, San Francisco is making a much larger investment in health services.

 San Francisco spends by far more than any other county in California per capita on
health. Of the 39 counties (of 58 in CA) that reported their health budget to CHEAC in
2005 or 2006, SF spent more than double the closest county in per capital spending (SF
$1,301 versus $685 in Contra Costa). SF spends between four and five times more per
capita on health than the average county.

e For four urban counties not responding to the CHEAC survey based on county annual
reports: Los Angeles County (07-08 total "health" expenditures: $514 per capita);
Alameda County (06-07 "health & sanitation" expenditures: $308 per capita); San Diego
County (07-08 "health & human services" expenditures: $521 per capita); Santa Clara
County (06-07 "health & sanitation" expenditures: $208 per capita).

e In2004, the 44 California counties responding to a UC Berkeley survey spent on average
$5,011 per client on mental health services. In 2004, SF spent $6,800 per client, and in
2007 spent $8,300 per client.

* San Francisco subsidizes care for clients up to 500% of the federal poverty level (EPL).
The next closest counties subsidize care up to 300% FPL (Contra Costa, San Joaquin, and
Santa Clara). Some counties subsidize only to 63% FPL (Fresno) or 66% FPL (Kern).
Most counties (43) subsidize to 200% FPL.

Strategies for Balancing the Department’s Budget and Meeting General Fund Reduction
Targets

As detailed on the first page of this report, the Department is still $3.2 million short of the
Mayor’s General Fund reduction target, even if all reductions (approved and pending) are taken.
To the extent that some of the proposed reductions are not taken, the shortfall increases. As a
practical matter, there are only three options that remain to deliver a balanced base budget:

; 75
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Identify additional revenues

We have increased the budget to include recommendations from the consultants hired under
Proposition C to enhance revenues. We are not aware of additional revenues that could be
programmed into the budget. We will continue to look for additional revenues, and it is possible
we might yet be able to identify opportunities.

Propose additional cuts

We do not have any new reduction initiatives to offer. Additional cuts would likely take the
form of larger reductions to cuts already on our list. We could increase the cuts to initiatives that
are scalable such as the Community Programs across-the-board reduction, the reduction to AIDS
General Fund, cuts to Oral Surgery at SFGH and cuts to Health at Home. The other reductions
are not scalable.

Reduce funding for Regulatory, Inflationary and Structural items

We devoted our first Health Commission presentation to these items and they have remained
relatively unchanged. Fundamental to an honest budget is addressing costs that are truly
unavoidable and certain to occur. To the extent we are already incurring these costs, as we have
documented in past presentations to the Health Commission, it is certain that the costs will
continue into the budget year.

Structural requirements $17.4 million

Our first and second quarter financial projections documented $16 million in structural expenses
for 2007-08, requested but ultimately excluded from the DPH budget. In addition, a higher than
budgeted census at SFGH has further increased the structural deficit. The structural initiatives at
LHH are linked to the savings associated with closure of Clarendon Hall and the further
reduction of beds. If the structural costs are not funded, there is no savings from the Clarendon
Hall closure as we would be reducing expenses that are not budgeted. Finally, we are seeking
$3.3 million to address $7.7 million in current year overspending for long term placements for
Behavioral Health.

The consequences of not funding structural requirements are clear. The Department must g0
before the Board of Supervisors this year to request a General Fund supplemental appropriation
of at least $10M to cover overspending. We have been and continue to be on a hiring freeze.
We are implementing mid-year reductions and projecting savings from closure of Clarendon
Hall. These activities together offset the balance of the 2007-08 deficit. We are finalizing a
schedule that briefly outlines the level of service reductions that would be necessary to operate
without this funding.

Inflationary increases - $10.4 million

Our projected increases for inflation are based on real expectations around increasing the costs of
pharmaceuticals, rents and work orders. Inflationary increases also include funding for UC and
other community based organizations for their increasing costs of doing business. If funding is
not provided, we are in effect assuring additional service reductions. Our contractors including
UC will be required to reduce services to offset the unfunded costs associated with unavoidable
increases to their cost of doing business.
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Regulatory increases - $3.2 million

All but $300,000, for licensing fees in Behavioral Health are from SFGH and LHH. We have
requested and received the documentation from our hospitals for specific regulations and plans
of correction on which these increases are based and are satisfied that they are required. The
items in this category include increased license fees, increased nurse staffing associated with
mandated nurse to patient staffing ratios and modest increases associated with plans of
corrections from past licensing surveys. Maintenance of our license and accreditation at our two
hospitals is a necessity and in the context of a $1.4B department budget represents 0.2% of
Department spending.

Conclusion

We are making steady progress toward the base budget reduction targets. We seek the Health
Commission’s input on which of our initiatives can be accepted and advice on how certain of
these might be implemented. We will continue to work towards returning a balanced budget for
your review and approval.
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