REPORT BY THE
AUDITOR GENERAL
OF CALIFORNIA

A REVIEW OF
THE STATE’S SPENDING RELATED TO
THE ACQUIRED IMMUNE DEFICIENCY SYNDROME

P-658 APRIL 1987



REPORT BY THE
OFFICE OF THE AUDITOR GENERAL

P-658

A REVIEW OF THE STATE'S SPENDING RELATED
TO THE ACQUIRED IMMUNE DEFICIENCY SYNDROME

APRIL 1987



Telephone: STATE OF CALIFORNIA Thomas W. Haves

(916) 445-0255 . : homas W Hage
Ofttice of the Auditor General uditor Genera

660 ] STREET, SUITE 300
SACRAMENTO, CA 95814

April 8, 1987 P_658

Honorable Art Agnos, Chairman

Members, Joint Legislative
Audit Committee

State Capitol, Room 3151

Sacramento, California 95814

Dear Mr. Chairman and Members:

The Office of the Auditor General presents its report concerning the
State's spending related to the Acquired Immune Deficiency Syndrome by
the Department of Health Services, the University of California, the
Department of Corrections, and the Department of Mental Health.

Respectfully submitted,

THOMAS W. HAYES%
Auditor General



TABLE OF CONTENTS

SUMMARY

INTRODUCTION

AUDIT RESULTS

I

II

THE DEPARTMENT OF HEALTH SERVICES HAS
IMPLEMENTED PROGRAMS TO CONTROL AIDS BUT
NEEDS TO IMPROVE SOME CONTRACT PRACTICES
CONCLUSION
RECOMMENDATIONS

THE UNIVERSITY OF CALIFORNIA, THE
DEPARTMENT OF CORRECTIONS, AND THE

DEPARTMENT OF MENTAL HEALTH HAVE GENERALLY

COMPLIED WITH STATUTORY MANDATES
CONCLUSION

APPENDICES

A

D

AIDS CASES IN CALIFORNIA
TOTAL NUMBER REPORTED FROM 1981 TO 1986

DEPARTMENT OF HEALTH SERVICES'
BUDGET AND EXPENDITURES FROM

THE STATE'S GENERAL FUND FOR

AIDS PROGRAM ACTIVITIES

FISCAL YEARS 1983-84 THROUGH 1985-86

DISTRIBUTION OF AIDS CASES IN CALIFORNIA
BY RISK GROUPS AS OF JANUARY 31, 1987

ALTERNATIVE TEST SITE LOCATIONS

RESPONSES TO THE AUDITOR GENERAL'S REPORT

HEALTH AND WELFARE AGENCY
Department of Health Services
Department of Mental Health

27
28

29
48

51

53

55
57

61
65



TABLE OF CONTENTS (Continued)

RESPONSES TO THE AUDITOR GENERAL'S REPORT (Continued)
UNIVERSITY OF CALIFORNIA
YOUTH AND ADULT CORRECTIONAL AGENCY

Department of Corrections

AUDITOR GENERAL'S COMMENTS ON THE
DEPARTMENT OF HEALTH SERVICES' RESPONSE

67

69

79



SUMMARY

RESULTS IN BRIEF

From fiscal year 1983-84 through fiscal year
1986-87, the State provided over $54.3 million
to four agencies to deal with the Acquired
Immune Deficiency Syndrome  (AIDS). The
Department of Health Services (DHS) received
over $30.1 million to contract for services to
help reduce the transmission of the disease, to
educate the public, and to conduct testing to
determine the presence of antibodies for the
AIDS  virus. The University of California
(university) received over $23.1 million for
research related to AIDS. The Department of
Corrections (CDC) received $589,000 to provide
staff for a housing unit for inmates with AIDS.
The Department of Mental Health (DMH) received
$600,000 to establish an AIDS mental health
project. In general, these agencies have
complied with statutory mandates in
establishing programs vrelated to AIDS.
However, the DHS needs to improve some of its
contracting practices.

BACKGROUND

The AIDS disease is an epidemic that has killed
thousands of people. The causative agent has
been identified as a virus that is transmitted
by sexual contact or by the introduction of
infected blood through the skin and into the
bloodstream.

As of February 16, 1987, more than 30,800
persons with AIDS have been reported in the
United States; of these persons, over one-half
have died. California has about 22 percent of
the national total of reported AIDS cases. As
of January 31, 1987, 6,917 persons with AIDS
have been reported in California; of these,
3,512 have died.
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The DHS projects that there will be over 12,000
AIDS patients in California in 1990, requiring,
in that year alone, over $1.2 billion in direct
medical care expenditures.

PRINCIPAL FINDINGS

The Department of Health Services
Implemented Programs To Control
AIDS but Needs To Improve

Some Contract Practices

The DHS issued 95 contracts totaling
$8.7 million for education and prevention
services to educate the public and to help
reduce the transmission of AIDS. These
services are intended to reach over 322,000
persons during fiscal year 1986-87. The DHS
has also designated 31 local health departments
as sites for the Alternative Test Site (ATS)
program, which has already provided free and
confidential tests to over 61,200 persons to
determine the presence of antibodies to the
AIDS virus. The DHS generally met mandates to
conduct projects to deal with the AIDS epidemic
and to establish the ATS program.

However, in its efforts to implement these
programs to respond to the AIDS crisis, the DHS
did not always contract in accordance with
state requirements. The DHS did not always
allow sufficient time to process contracts and
allowed some contractors to work without valid
contracts. In addition, the DHS did not
effectively monitor contractors during fiscal
years 1983-84 and 1984-85 to ensure that
contractors provided the services for which
they were contracted. For example, the DHS
could not provide evidence of such monitoring
in the form of interim and final reports from
contractors funded during fiscal years 1983-84
and 1984-85.

The DHS also failed to use standard agreements
to establish contracts with Tocal health
departments  for testing services at the
alternative testing sites. Consequently, the
State Controller's Office did not consider the
contracts valid and refused to make payments to
contractors. As a result, payments to
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contractors for services provided during a
six-month period in fiscal year 1985-86 were
delayed.

The University of California,

the Department of Corrections, and

the Department of Mental Health

Generally Complied With Statutory Mandates

The wuniversity objectively awarded research
grants and monitored the results of the
research.

The CDC used its state funding to fill 14 staff
positions in the special housing unit for
inmates with AIDS at the California Medical
Facility.

The DMH generally complied with statutory
requirements and issued a contract to provide
education and training for mental health
professionals, a contract to conduct a needs
assessment, and a contract to provide a media
services project.

RECOMMENDATIONS

To ensure that it contracts in accordance with
state requirements, the Department of Health
Services should take the following actions:

- AlTow sufficient time to complete all
processing requirements before contractors
commence work; and

- Ensure that contractors do not begin work
without a valid contract.

AGENCY COMMENTS

The Department of Health Services generally
agreed with the vresults of the review of the
department. The department, however, believed
that the conclusion and recommendations
sections of the report should be revised to
highlight corrective actions that are reported
elsewhere in the text of the report.
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The Department of Mental Health and the
University of California both concur with the
results of our review.

The Department of Corrections provided
additional information on the department's
process for conducting AIDS blood testing, and
additional reasons for segregating its special
housing unit from the vremainder of the
California Medical Facility.
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INTRODUCTION

The Surgeon General of the United States Public Health Service
reported that Acquired Immune Deficiency Syndrome (AIDS) is an epidemic
that has killed thousands of people. The first cases of the disease in
the United States were identified in 1981, and, as of
February 16, 1987, more than 30,800 persons with AIDS have been
reported in the United States, 57 percent of whom are known to have
died. According to a 1986 report entitled "Confronting
AIDS: Directions for Public Health, Health Care, and Research,"
prepared by the Committee on a National Strategy for AIDS of the
Institute of Medicine (committee), it 1is estimated that between
one million and 1.5 million people in the United States probably are
infected with the virus that causes AIDS. Worldwide, as many as
10 million people may be infected. According to the Surgeon General's
report and the committee's report, there is presently neither a cure

for AIDS nor a vaccine to prevent AIDS.

According to the committee's report, the causative agent of
AIDS has been identified as a virus that attacks a person's immune
system and damages the system's ability to fight other diseases. The
AIDS virus spreads from infected persons by sexual contact or by the
introduction of infected blood through the skin and into the
bloodstream, which may occur through intravenous (IV) drug use, blood
transfusion, or through blood products used, for example, in the

treatment of hemophilia. The AIDS virus can also spread from an



infected mother to her infant during pregnancy or at the time of birth.
There 1is no evidence that AIDS is transmitted in the air, by sneezing,
by shaking hands, by sharing a drinking glass, by insect bites, or by
1iving in the same household with an AIDS sufferer or a person infected

with the AIDS virus.

Infection with the AIDS virus results in a wide range of
clinical conditions, most of which, according to the committee's
report, are the consequences of damage to the immune systems of
infected persons and not a direct result of the AIDS infection itself.
Thus, some infected persons may have AIDS, as defined by the Public
Health Service's Centers for Disease Control, characterized by a
Towered immunity and the presence of infections that take advantage of
a lowered immunity. Others may show such symptoms as fevers, diarrhea,
and swollen lymph nodes. Finally, others infected with the AIDS virus
may not show any physically apparent symptoms for months or years.
This long, often unrecognized period of asymptomatic infection, during
which an infected person can infect others, complicates attempts to

control the spread of the virus.

According to the committee's report, the risk of being
infected with the AIDS virus is directly related to the frequency of
exposure to the virus. Currently, groups with the highest risk of
infection are homosexual men, IV drug users, persons likely to have
heterosexual intercourse with an infected person, and the fetuses or

newborn infants of infected mothers. The risk of idinfection to



recipients of blood or blood products is now greatly reduced because
all donated blood is screened for the AIDS virus. However, persons in
this group who may have been infected before the screening requirement

took effect may still develop the disease.

The Public Health Service has estimated that, by the end of
1991, there will be a cumulative total of more than 270,000 persons
with AIDS in the United States and a cumulative total of more than
179,000 deaths from AIDS. In addition, the Public Health Service has
projected that the direct cost of care for the 174,000 AIDS patients
estimated to be alive during 1991 will be $8 billion to $16 billion in

that year alone.

The committee recommended that the nation confront the AIDS
epidemic in two ways. First, undertake a massive media, education, and
public health campaign to curb the spread of infection from the AIDS
virus; second, begin substantial, Tong-term, and comprehensive research
programs in the biomedical and social sciences to find a way to prevent

infection from the AIDS virus and to treat the diseases caused by it.

AIDS in California

California has about 22 percent of the national total of
reported AIDS cases. From 1981 to January 31, 1987, 6,917 persons with
AIDS have been reported in California. Of these, 3,512 have died.

Since 1981, the total number of AIDS cases has increased almost 100



times. (See Appendix A for a chart showing the total number of

California AIDS cases from 1981 to 1986.)

In addition, in contrast to the national percentage of
approximately 66 percent, approximately 82 percent of AIDS cases in
California have occurred in homosexual or bisexual men. IV drug users
account for over 2 percent of the State's cases whereas nationally
approximately 17 percent of AIDS cases are IV drug users. Homosexual
or bisexual IV drug users account for approximately 11 percent, and
hemophiliacs and transfusion recipients account for over 2 percent.
(See Appendix C for a table showing the distribution of California AIDS
cases by risk groups as of January 31, 1987.) In addition, females
account for less than 2 percent of the AIDS cases. Finally, the DHS
estimated that, in California, at least 300,000 persons infected by the

AIDS virus show no symptoms.

The Department of Health Services (DHS), in its March 1986
report entitled "Acquired Immune Deficiency Syndrome in California: A
Prescription for Meeting the Needs of 1990," projected a cumulative
total of approximately 30,000 AIDS cases in California by 1990. The
DHS further estimated that there will be over 12,000 AIDS patients in
California in 1990 and that they will require more than $1.2 billion in
direct medical care expenditures in that year alone. The DHS noted
that it 1is reasonable to conclude that the total public health and
medical care expenditures related to AIDS in California will probably

exceed $5 billion during the next five years.



In December 1986, the Centers for Disease Control (centers)
projected that California will have approximately 37,000 cumulative
AIDS cases by 1990. The DHS and the centers used different empirical
models to project AIDS cases based on past trends. In addition, the
centers used AIDS data up to December 1986 while the DHS' projection
used AIDS data up to the middle of 1985.

However, according to the report by the committee, any
projection of the future incidence of AIDS is uncertain because there
are substantial uncertainties about the prevalence of virus infection,
the rate of transmission of the virus among various population groups,
and the risks of disease among those infected. In addition, the
centers' data have limitations, according to the committee, because the
centers' criteria for AIDS are too restrictive, cases may not be
reported, and reports of cases may be delayed. The committee concluded
that the centers' estimates are reasonable and supported their use for
planning purposes. However, the committee noted that its acceptance of

the projections does not mean the projections are precise.

From 1983 through 1986, the California Legislature enacted
eight measures related to AIDS. Chapter 1257, Statutes of 1983,
established an AIDS Advisory Committee to advise and assist the State
in addressing public health issues associated with AIDS. In addition,
Chapters 22 and 1519, Statutes of 1985, protect the privacy,
employment, and insurance coverage of those who are the subjects of

AIDS blood testing and research projects. Further, Chapter 23,



Statutes of 1985, requires that all donated blood be screened for the
AIDS virus to protect the donated blood supply. This chapter also
provides for the establishment of alternative test sites and for
confidential information and referral services for individuals who seek
testing. Furthermore, Chapter 767, Statutes of 1985, requires the DHS
to administer various AIDS information and education projects, and it
also requires the Department of Mental Health (DMH) to develop an AIDS
mental health project. The statute also provided funds to the
University of California (university) for clinical drug trials, as well
as for viral cultures, and services necessary to conduct the trials.
Also, Chapters 1462 and 1463, Statutes of 1986, provided, in part, for
research and development grants to encourage AIDS vaccine research by
the private sector and appropriated funds to conduct clinical trials in
humans with an AIDS vaccine approved by a federal Food and Drug
Administration protocol. Finally, Chapter 921, Statutes of 1986,
authorizes the director of the Department of Corrections (CDC) to enter
into contracts with public or private agencies inside or outside the
State for the housing, care, and treatment of inmates afflicted with

AIDS or the AIDS-related complex.

The university has the main responsibility for state-funded
research on AIDS. This research 1is reviewed and evaluated by the
Universitywide Task Force on AIDS. Meanwhile, the DHS has primary
responsibility for coordinating all other state efforts on AIDS. The

DMH and the CDC have also received funds for programs related to AIDS.



SCOPE AND METHODOLOGY

The purpose of this audit was to assess the compliance of the
DHS, the university, the DMH, and the CDC with mandated requirements to
conduct AIDS education, testing, research, and other activities to
control AIDS. In addition, we assessed the promptness of these state

agencies in implementing AIDS programs.

We examined accounting and other records for fiscal year
1983-84 through fiscal year 1986-87. To assess the contract
administration practices of the DHS, the university, and the DMH, we
evaluated the methods that these agencies used to solicit, award, and
monitor contracts. We reviewed 43 of 132 contracts issued by the DHS
for fiscal year 1983-84 through fiscal year 1986-87, 42 of 139 grants
and contracts issued by the university for fiscal year 1983-84 through
fiscal year 1985-86, and the 3 contracts issued by the DMH in fiscal
years 1985-86 and 1986-87 for an AIDS mental health project.

In addition, we interviewed personnel from the four agencies
and also interviewed some of the contractors who conducted work for the
agencies. We did not conduct reviews of the university researchers and
contractors funded by the state agencies, nor did we assess the

effectiveness of the agencies' projects and programs.



AUDIT RESULTS

I

THE DEPARTMENT OF HEALTH SERVICES HAS
IMPLEMENTED PROGRAMS TO CONTROL AIDS BUT
NEEDS TO IMPROVE SOME CONTRACT PRACTICES

The Department of Health Services (DHS) generally met mandates
to conduct AIDS programs and establish the Alternative Test Site (ATS)
program. The DHS received over $30.1 million from fiscal year 1983-84
through fiscal year 1986-87 to fund various AIDS programs to control
the AIDS epidemic. (See Appendix B for a table that summarizes the
DHS' allotments and expenditures from the State's General Fund from
fiscal year 1983-84 through fiscal year 1985-86.) The DHS idssued 95
contracts totaling $8.7 million for services to educate the public and
reduce the transmission of the disease. These services are intended to
reach over 322,000 persons during fiscal year 1986-87. The DHS has
also designated 31 local health departments as sites for the ATS
program. Over 61,200 tests have been conducted through the ATS program
between June 1985 and December 1986.

However, in its efforts to respond to the AIDS crisis, the DHS
did not always contract for services in accordance with state
requirements. Although the DHS complied with state requirements on
competitive bidding and its contracts contained statements of
compliance on nondiscrimination, the DHS did not allow sufficient time

to process contracts and allowed some contractors to work without valid



contracts. In addition, during fiscal years 1983-84 and 1984-85, the
DHS did not effectively monitor contractors to verify that they had
provided the services for which they were contracted. Consequently,
some services were not provided. The DHS also did not use standard
agreement forms to establish contracts with Tlocal health departments
for  testing conducted through the ATS program. As a vresult,
reimbursements to contractors for tests they conducted during a
six-month period were delayed. Finally, the DHS was late in submitting
to the Legislature required reports on a comprehensive plan for
implementing AIDS services and indicating the comparative costs of home

health, attendant, and hospice care for AIDS patients.

The DHS Has Implemented AIDS Programs
for Education, Testing, and Pilot Projects

The DHS has emphasized community education as a key tool in
controlling the spread of AIDS and so has contracted with counties and
community organizations to provide education services. These services
provide basic information about the ways AIDS is transmitted, the ways
it can be prevented, and the myths related to AIDS that have caused
anxiety. Table 1 shows the DHS' total number of contracts and the
total funding for education and prevention services from fiscal year

1983-84 through fiscal year 1986-87.
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TABLE 1

DEPARTMENT OF HEALTH SERVICES
EDUCATION AND PREVENTION CONTRACTS
FISCAL YEARS 1983-84 THROUGH 1986-87

Fiscal Year Number of Contracts Total Amount
1983-84 15 $ 437,770
1984-85 16 632,239
1985-86 28 3,712,500

Total 95 $8,786,674

These education services are directed to the general public,
health and service providers, and groups who are at high risk for
contracting AIDS, including homosexual and bisexual men, intravenous
(IV) drug users, heterosexual persons having multiple sex partners, and
hemophiliacs. We reviewed the scope of services in each education and
prevention contract from fiscal year 1986-87 to estimate the number of
people to be served and to approximate the levels of contact to be
established according to the goals of the contract. Since the numbers
of people in the target groups were often difficult to quantify, we
could only approximate the numbers in each of the groups. Table 2
shows the estimated number of people in each of these groups in fiscal

year 1986-87.
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TABLE 2

DEPARTMENT OF HEALTH SERVICES
EDUCATION AND PREVENTION CONTRACTS
TARGET POPULATIONS
FISCAL YEAR 1986-87

Target Population Number Percent of Total
General population 227,378 70.51
Homosexuals 28,573 8.86
Health providers 22,816 7.08
Service providers 19,549 6.06
Other 18,899 5.86
Intravenous drug users 4,005 1.24
Hemophiliacs 985 0.31
AIDS positive 275 0.09

Total 322,480 100.01*

*The total exceeds 100 percent due to rounding.

The contractors contact the target populations either directly
or through intermediaries such as health providers. In addition,
contractors estimate that they will contact an additional 13 million

people through newspapers, radio, and television.

The DHS is also responsible for administering the ATS program,
through which individuals can obtain free confidential testing to
determine the presence of antibodies to the AIDS virus. Chapter 23,
Statutes of 1985, requires counties designated by the director of the
DHS to establish alternative test sites to provide confidential testing
through the use of a '"coded system with no linking of individual

identity with the test request or vresults." In addition, the
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alternative test sites are to provide information and referral services
to individuals who have any known risk factor for AIDS. In April 1985,
the director designated 31 1local health departments in the State as
sites for alternative testing. (See Appendix D for a complete list of

the alternative test site locations.)

Chapter 23, Statutes of 1985, also appropriated $5 million to
reimburse counties with the condition that the DHS and counties first
use federal funds provided for the ATS program. In April 1985, the
State received $1,453,518 from the federal government to establish the
ATS program. Because of the availability of federal funds, the DHS
spent approximately only $92,000 in state funds for the initial stages
of the program while, as of December 31, 1986, it spent $1.1 million
and encumbered over $419,000 in federal funds. Between June 1985 and
December 1986, over 61,200 persons have been tested at the alternative
test sites. Approximately 17 percent of the persons tested positive

for the antibody to the AIDS virus.

The DHS also is responsible for other special projects
required by legislation. Chapter 767, Statutes of 1985, required the
DHS to implement pilot projects and conduct other studies. Table 3
lists these specific projects and studies and the amounts the

Legislature appropriated fer each.
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TABLE 3

DEPARTMENT OF HEALTH SERVICES
CONTRACTS AWARDED UNDER
CHAPTER 767, STATUTES OF 1985

Number
Amount of Contract

Required Activity Appropriated Contracts Amount Contract Status

Cost of care study $ 200,000 1 $ 400,000 Awarded but
200,000* not approved

Treatment of IV drug 400,000 1 400,000 Approved

users August 1986
Health care worker 250,000 1 250,000 Approved

education October 1986
Educational program 150,000 1 150,000 Approved

evaluation August 1986
Home health, attendant, 1,000,000 5 1,000,000 Approved June -

and hospice care September 1986
Computerized AIDS 60,000 - - Request for

information Proposal in

network _ process

9

Total $2,260,000 $2,200,000

*Supplemented by the fiscal year 1986-87 budget.

In addition, in fiscal year 1986-87, Chapter 1462, Statutes of
1986 appropriated $4 million for research and development grants for
California manufacturers to develop an AIDS vaccine. In December 1986,
the DHS released a request for proposal for the research and
development of a vaccine. In addition, $3 million has been made
available in fiscal year 1986-87 to subsidize clinical trials in humans
should an AIDS vaccine be developed that has been approved by a federal
Food and Drug Administration protocol. According to the chief of the
Education and Support Services Section, because the Food and Drug
Administration has not approved any AIDS vaccine, the DHS has not spent

any of the funds available to subsidize clinical trials.
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The DHS Complied With State
Competitive Bidding and
Nondiscrimination Requirements

The State Administrative Manual requires that each request for
proposal include a description of the State's goals, a requirement that
the contractor will describe how the goals are to be accomplished, a
description of the DHS' method for evaluating proposals and awarding
contracts, a description of the services to be performed, a description
of the format for submission of proposals, the date on which proposals
are due, and a timetable for when the DHS will review and evaluate
proposals. The five requests for proposals issued by the DHS for

education and prevention contracts fulfilled these requirements.

The DHS also used a competitive process to award contracts for
some special projects, including a study of the medical costs of AIDS;
a study of home health, attendant, and hospice care; and the counseling
of minorities. Using the authority of Chapter 767, Statutes of 1985,
the director of the DHS designated a local agency, the City and County
of San Francisco's Department of Public Health, to implement a pilot
program to educate and treat IV drug users with AIDS or conditions
related to AIDS. In addition, the DHS wused its authority under
Chapter 767, Statutes of 1985, to augment a contract to demonstrate the
cost effectiveness of providing home health, attendant, or hospice care

for people suffering from AIDS.
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We also reviewed all 95 of the education and prevention
contracts the DHS issued from fiscal year 1983-84 through fiscal year
1986-87 and found that 94 of the contracts contained a statement of
compliance with the nondiscrimination program requirements of the
Government Code, Section 12990, and Title 2, the California

Administrative Code, Section 8103.

The DHS Needs To Improve
Some Contract Practices

Because the AIDS disease 1is an epidemic, the DHS needed to
quickly implement programs to deal with AIDS. However, in its efforts
to implement these programs, from fiscal year 1983-84 through fiscal
year 1986-87, the DHS did not always contract in accordance with state

requirements.

However, for fiscal year 1987-88, the DHS has started its
award process for education and prevention contracts early enough to
ensure that contracts will be fully approved before contractors start
work, has increased its monitoring staff, and now requires formal site

visits to monitor contractors.

Contractors Worked
Without Valid Contracts

Section 10295 of the Public Contract Code states that a

contract is not valid until approved by the Department of General
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Services or signed by the contracting department if the contract is
exempt from approval by the Department of General Services. Contract
processing requires time to prepare a request for proposal, review
proposals, select contractors, negotiate the contracts' scope of work,
prepare contract documents, and obtain vrequired approval. Because
contracts are not valid until approved by the Department of General
Services, programs must allow enough time for necessary approvals

before the effective date of the contract.

We reviewed 43 of the 132 contracts the DHS issued from
November 1, 1983 through August 1, 1986, to conduct education and
prevention, pilot care projects, and the alternative test site program.
In all 43 of the contracts, the DHS did not allow sufficient time to
process the contracts. Thus, the DHS signed the contracts and received
approval from the Department of General Services, on the average,
almost five months after the beginning dates specified in the
contracts. However, the DHS encouraged some of the contractors, by
letter, to begin working before the Department of General Services
approved their contracts. For example, on August 14, 1984, the DHS
informed one contractor that "although contracts will not officially be
in effect until the fully approved copy is returned by the State, it is
desired, if possible, that program activities begin August 15, 1984."
The Department of General Services did not approve this contract until
October 19, 1984. 1In all 43 contracts, the contractor had commenced

work before the DHS had obtained the required signatures of approval.
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One contractor, for example, billed the DHS for more than $16,000,
representing 79 percent of the total contract amount, before the DHS

had approved the contract.

According to the chief of the Education and Support Services
Section, the DHS prefers to start contracting at the beginning of each
fiscal year. To do so, the DHS should begin the requests for proposals
process early enough to complete the process before the beginning of
the fiscal year. The DHS, however, was unable to start early enough in
fiscal years 1983-84 and 1984-85 because the DHS did not learn of the
availability of funding until just before the start of the fiscal year.
In addition, although the DHS started processing contracts early enough
for fiscal year 1985-86 to complete the process by the beginning of the
fiscal year, according to the acting chief of the Office of AIDS, the
director of the DHS delayed awarding contracts because members of the
AIDS Advisory Committee anticipated the receipt of additional funding

for AIDS education and prevention activities.

Further, for fiscal year 1986-87, the DHS did not issue the
requests for proposals until April and May 1986 because, according to
the chief of the Education and Prevention Unit, the department did not
have enough staff to start the process. The chief of the Education and
Support Services Section noted that there were also not enough staff to
process the contracts during the first three years of the program.
However, as funding for AIDS increased from fiscal year 1983-84 through

fiscal year 1986-87, the DHS assigned more staff to manage the AIDS
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program activities. Although the DHS budgeted time for only 0.5 staff
positions in fiscal year 1983-84, the number of staff has risen to more
than 50 since then. Figure 1 shows the number of staff assigned to the
AIDS program from June 1985 to March 1987. The number of staff
assigned increased from 4 staff in June 1985 to 53.5 staff in
March 1987. In July 1986, the DHS officially established the Office of

AIDS to administer the AIDS program.
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Number of Staff

FIGURE 1

DEPARTMENT OF HEALTH SERVICES
STAFFING LEVELS FOR THE AIDS PROGRAM
JUNE 1985 TO MARCH 1987

O i A i 1 1 i 1 1
JUN SEP DEC MAR JUN SEP DEC MAR
| 1985 | 1986 | 1987 |

Source: Department of Health Services
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By allowing and encouraging contractors to start work without
approved contracts, the DHS exposed the State and the contractors to
potential 1iability involving disputes between the DHS and the
contractors. In addition, delays in awarding contracts created
financial problems for some contractors. In June 1985, one contractor
expressed concern to the AIDS Advisory Committee that contractors would
not be funded in time to continue employees from the previous year's
contracts. Further, according to the chairpersons of the boards of
directors for the Hemophilia Council of California and the Berkeley
Pacific Center, delays in fiscal year 1985-86 nearly forced their
programs to stop operating. The chairperson of the Hemophilia Council
also stated that, because of the delays, the council did not have the
resources to fully publicize the recall of clotting factor products,

which hemophiliacs use, that were contaminated with the AIDS virus.

Contractors Were Not Always Monitored

We reviewed 34 contracts dissued from November 1983 through
January 1987 to assess the DHS' monitoring efforts. Although the DHS
provided evidence that it had monitored reports for fiscal years
1985-86 and 1986-87, the DHS could not provide four interim progress
reports and seven final reports for 9 contracts issued during fiscal

years 1983-84 and 1984-85.

In one of the 9 contracts for which the DHS could not provide

evidence of monitoring, the DHS subsequently concluded that the
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contractor had not provided some of the contracted services. The DHS
contracted with the San Diego County Department of Health Services
(county) to educate IV drug users, alcohol abusers, homosexuals, and
the general public about AIDS. The county was to provide the services
from November 1, 1983, through June 30, 1984. Although the contract
required the contractor to submit two program performance reports, DHS
staff were unable to Tlocate the reports. In January 1985, an
educational service coordinator for the DHS' AIDS program reported that
he could not find evidence that the county had provided five of the
activities specified 1in the contract, including the development of
information pamphlets for IV drug users and homosexuals and public
service announcements to inform the general public about AIDS. The
county subsequently provided these services from January through
April 1985, and the DHS paid the county a second time for these
services, which should have been provided the previous year. According
to the DHS staff responsible for the AIDS program during this time, the
DHS did not require the county to reimburse the State for the first
payment because the scope of the services was too ambitious and not

realistically attainable within the original contracting period.

According to the assistant chief of the Sexually Transmitted
Disease Section, who was responsible for supervising contract monitors
for the AIDS program during 1984, the DHS lacked staff to make site
visits and, thus, had to monitor contract performance through telephone
contacts until 1984. By not monitoring the county, the DHS could not

take corrective action to ensure that the general public and high risk
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groups in the San Diego area received information in fiscal year

1983-84 that could have helped prevent the spread of AIDS.

Despite these early problems, the DHS has now improved its
monitoring efforts. In April 1986, the DHS increased its number of
staff from one to four to monitor education and prevention contracts.
According to the chief of the Education and Support Services Section,
these staff members immediately visited all 28 of the contractors that
were awarded contracts for fiscal year 1985-86. In addition, according
to the chief of the Education and Support Services Section, in
May 1986, the DHS initiated a comprehensive contract monitoring system
that requires contractors to submit quarterly progress reports and
requires the DHS staff to conduct at Teast one formal site visit within

the term of the contract.

Standard Contract Forms Not Used

Although Section 1212.1 of the State Administrative Manual
requires agencies to use a standard form in preparing contracts, the
DHS wused its own contract forms to enter into agreements with
contractors to establish the Alternative Test Site (ATS) program.
According to the chief of the Contract Management Section, in
November 1985 the State Controller's Office refused to pay invoices for
contracts that were not on the standard form and, thus, did not
authorize payments on invoices from October 1985 through March 1986.

In April 1986, the DHS executed new contract agreements on the required
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standard forms; subsequently, the State Controller's Office authorized

payment of past invoices from the ATS contractors.

The DHS failed to use a standard form because the DHS' former
AIDS coordinator believed that the ATS reimbursement agreement was a
standard DHS allotment that did not require a standard contract
agreement. In addition, the DHS did not submit the contracts for
review to its Contract Management Section. According to the chief of
this section, such a review would have revealed that the contracts were
not written on approved standard forms and would have been brought to

the attention of the AIDS coordinator.

Most ATS contractors received an advance payment and received
payment for invoices submitted before November 1985. We contacted 5 of
the 31 ATS contractors and found that none of the 5 contractors stopped
testing because they were not receiving payments for testing services
between November 1985 and May 1986. However, the DHS did not issue
advance payments to one of the contractors, the Shasta County Health
Department, and it did not initially honor the contractor's invoices
because the State Controller's Office objected to the DHS' nonstandard
form at about the same time that the Shasta County Health Department
signed the ATS contract. According to the Shasta County public health
officer, the delay in payments did cause some concern because the

county suffered a minor financial loss.
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Some Reports Not Promptly Submitted

The Budget Act of 1985 required the DHS to develop a
comprehensive plan to address state activities and projected needs
related to AIDS. Although the act required the DHS to submit a plan by
October 31, 1985, the DHS submitted it in March 1986, over four months
late. According to the assistant deputy director of the DHS, the
office of the DHS' director delayed the comprehensive AIDS plan to
coordinate its submission with the DHS' budget to the Department of
Finance. In addition, the assistant deputy director stated that the
DHS required more time to coordinate report issues with other state

agencies, and the DHS was responding to other urgent AIDS issues.

Further, as of March 10, 1987, the DHS had not submitted
required reports from pilot projects to demonstrate the cost
effectiveness of home health, attendant, or hospice care for people
with AIDS and conditions related to AIDS. However, Section 199.74 of
the Health and Safety Code requires contractors accepting block grants
for pilot care projects to compile comparative cost reports and submit

them to the DHS and the Legislature semiannually.

In 1986, the DHS contracted with five service organizations.
In its own Jjurisdiction, each organization was to obtain cost
information about home health, attendant, or hospice care. The DHS
also contracted with one of the service organizations to receive and

compare the cost information from the other four organizations for
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submission to the DHS; the DHS would then develop a comparative cost
report for the Legislature. Although the first reports should have
been submitted to the Legislature by February 1987, the DHS has not

sent any reports as of March 10, 1987.

According to the chief of the Pilot Care Projects Unit of the
Office of AIDS, the development of the research design for data
collection was delayed, and the pilot care projects are in the early
stages of data collection so that it would be inappropriate to publish
a cost report at this time. The chief stated that the DHS plans to
continue collecting data throughout fiscal year 1987-88. The chief of
the Education and Support Services Section anticipates that a

preliminary cost report will be prepared in the near future.

Because the DHS submitted the comprehensive plan late, the
Legislature was unable to promptly identify and resolve future fiscal
and policy issues that the plan addressed. In addition, without the
required reports, the Legislature is not assured that the pilot care

projects are effective.

Corrective Action Taken

On January 16, 1987, the DHS issued requests for proposals for
AIDS education and prevention projects. The time schedule specified in
the requests shows that the DHS will award contracts in April and

contracts will commence on July 1, 1987. According to the chief of the
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Education and Support Services Section, because the DHS started the
requests for proposals process in January, the DHS projects that all
contractors will commence working on July 1, 1987, with fully executed

contracts.

CONCLUSION

The Department of Health Services generally met mandates to
establish the Alternative Test Site program and to conduct
AIDS programs, and it complied with state requirements about
competitive bidding for awarding contracts. In its efforts to
respond to the AIDS crisis, however, the DHS did not always
follow required contract practices. The DHS did not allow
sufficient time to process contracts and encouraged some
contractors to commence work without valid contracts. In
addition, the DHS did not effectively monitor contractors to
verify that they had provided the services for which they were
contracted, and the DHS did not use standard agreement forms
to establish contracts with Tlocal health departments for

testing conducted in the ATS program.

The DHS, however, has made efforts to correct some of its
deficiencies. It started its fiscal year 1987-88 award
process six months before the starting dates to ensure that
contracts will be fully approved before contractors start
work. The DHS also has increased its monitoring staff and now

requires formal site visits to each of its contractors.
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RECOMMENDATIONS

The Department of Health Services should ensure that its staff
allow sufficient time to complete all processing requirements
before contractors commence work. Additionally, the DHS
should ensure that contractors do not begin work without a

valid contract.
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THE UNIVERSITY OF CALIFORNIA, THE
DEPARTMENT OF CORRECTIONS, AND THE
DEPARTMENT OF MENTAL HEALTH HAVE GENERALLY
COMPLIED WITH STATUTORY MANDATES

Generally, the University of California (university), the
Department of Corrections (CDC), and the Department of Mental Health
(DMH) complied with statutory mandates concerning AIDS research,
staffing, and the establishment of a mental health project. From
fiscal year 1983-84 through fiscal year 1986-87, the university
received over $23.1 million from the State for AIDS research. The
university objectively awarded research grants and monitored the
results of the research. The CDC received $589,000 in fiscal year
1986-87 to fill 14 staff positions in a special housing unit for
inmates with AIDS at the California Medical Facility. The CDC filled
all 14 positions. Finally, the DMH generally complied with
requirements to establish an AIDS mental health project. The DMH
issued contracts for an education and training program, a media service
project, and an assessment of the mental health needs of people with

AIDS.

The University's Program to Research AIDS

The wuniversity is the main academic agency for research

supported by the State. From fiscal year 1983-84 through fiscal year
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1986-87, the State provided over $23.1 million to the university for
AIDS research. This amount included unallocated, reserve, and returned

funds.

In fiscal year 1983-84, the wuniversity established the
Universitywide Task Force on AIDS to develop a process to award the
state funds according to the scientific merit of research proposals
received from faculty members of the wuniversity. The university
focused its AIDS research program on funding individual researchers and

funding clinical studies at the major medical centers in the State.

University Support of Individual Researchers

Since fiscal year 1983-84, over $13.3 million has been used to
fund the research of individual vresearchers mainly within the
university system. From fiscal year 1983-84 through fiscal year
1986-87, the wuniversity funded 212 research projects that addressed
topics related to AIDS in virology, immunology, epidemiology, medicine,
and social science. Table 4 shows the number of projects and the total
dollar amounts awarded during fiscal years 1983-84 through 1986-87 to
university vresearchers and other researchers outside the university

system.

-30-



TABLE 4

UNIVERSITY OF CALIFORNIA
AWARDS FOR INDIVIDUAL RESEARCHERS OF AIDS

Fiscal Year Fiscal Year Fiscal Year Fiscal Year
1983-84 1984-85 1985-86 1986-87
University of
California Amount Number Amount Number Amount Number Amount Number
Berkeley $ 3,000 1 S 20,400 2 $ 92,206 1 $ 172,663 2
Davis 183,224 2 334,082 7 452,345 7 474,139 7
Irvine 65,000 1 109,560 3 39,055 1 175,821 3
Los Angeles 495,000 11 442,494 13 913,797 17 1,103,606 18
San Diego 247,000 2 223,042 4 636,398 7 537,458 8
San Francisco 827,000 14 873,588 17 1,934,053 25 2,106,507 24
Santa Barbara 26,000 1 27,720 1 N/A _ N/A _
Subtotal 1,846,224 32 2,100,886 47 4,067,854 58 4,570,194 62
Other Institutions
California Institute
of Technology 50,284 1
Scripps Clinic and
Research Foundation 31,700 1 147,553 3
Stanford University 55,400 1 314,514 5
University of
Southern Califormia _ 120,653 2
Subtotal 87,100 2 633,004 1
Total $1,846,224 32 $2,100,886 47 $4,154,954 60 $5,203,198 3
Number of Proposals
Submitted 67 82 115 150*

*Twenty of the 150 proposals were submitted by researchers from institutions outside the University of
California's system.

Before fiscal year 1985-86, grants were available only to
researchers within the university. However, the State specified in the
Budget Act of 1985 that $1 million of a $2 million budget augmentation
should be made available for research on AIDS to institutions outside
the university. However, according to the Universitywide AIDS Research
Program Coordinator (coordinator), the wuniversity interpreted the
Budget Act to mean that the university should consider proposals from

institutions other than the university and base awards on the merit of
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proposals, not necessarily award the entire $1 million to other
institutions. Institutions other than those within the university
system submitted nine proposals in fiscal year 1985-86, and the
university eventually awarded two grants totaling $87,100 to other
institutions. In addition, according to the coordinator, the
university considered all project proposals on an equal basis in fiscal
year 1986-87, regardless of whether the application was from the
university or from an institution outside the university system. The
university awarded grants totaling $633,004 to 11 of the 20 researchers

from other institutions who submitted proposals.

We assessed the contract and grant administration practices
used by the university to solicit research proposals and award and
monitor grants to individual researchers and found that the university
generally followed standard competitive award practices used by the
State. The wuniversity solicited proposals by notifying university
campuses of the availability of funding for AIDS research and used a
peer review system to make the awards, judging the proposals according

to their scientific merit.

In addition, university researchers promptly used the awards.
We examined accounting records for each university campus receiving
AIDS grant awards for fiscal year 1985-86 and found that researchers
spent between 83 and 115 percent of funds during the year of the award.
The University of California at San Francisco (UCSF) overspent its

allocation, but, according to the assistant accounting officer of the
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UCSF accounting office, other sources of funds, such as federal

research grants, will be used to make up the difference.

Further, the university properly monitored grants to
individual researchers by requiring them tc submit the results of their
research in the form of progress or final reports. We reviewed 42
projects out of 139 funded from fiscal year 1983-84 through fiscal year
1985-86.  The university provided evidence that 38 (90 percent) of the
researchers had submitted the results of their research. O0f the
remaining 4, the wuniversity had asked 2 of the researchers to submit
their reports. The third researcher Tleft the university and never
submitted the progress report. The fourth researcher never submitted
the progress report for work done in fiscal year 1983-84, and in that
year, there were no systems to enforce the submission of progress
reports. According to the coordinator, researchers will not receive
additional funding if they have not submitted the results of their
previously funded research. In addition, as of fiscal year 1986-87,
the university will also require researchers to submit cost reports for

their projects.

University Support of Clinical Studies

As well as supporting individual researchers, the AIDS
research program has supported broad clinical studies, including trials
of new treatments at the major medical centers in the State. The

university funded the development of two clinical research centers
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during fiscal year 1983-84 at the University of California at
San Francisco and the University of California at Los Angeles. Both
centers were to acquire and store tissue and serum samples from AIDS
patients at various stages of the disease and to make the specimens

readily available to local, national, and international investigators.

In September 1985, the Legislature provided $2.3 million to
the university for clinical drug trials, as well as for viral cultures
and administrative and laboratory support services necessary to conduct
the trials. Next, the university developed clinical trial centers at
the University of California at San Francisco and the University of
California at San Diego where vresearchers can have appropriate
scientific assistance to investigate drug or vaccine efficacy in the
treatment of AIDS or disorders related to AIDS. The clinical trial
center at the University of California at San Diego is a collaborative
effort with the University of California at Irvine, the University of
Southern California, and Stanford University. The <clinical trial
centers ensure that trials are cost effective and are not duplicated.
These centers also minimize competition, provide statistical expertise,
and ensure that researchers are better able to rapidly implement
trials. The university also established a virus diagnostic Taboratory
at the University of California at Davis in fiscal year 1985-86 to
supply diagnostic serological and virological services for AIDS

researchers from the university and other institutions.
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