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Executive Summary

The nation’s child welfare system is the safety net for children who have been
abused or neglected. Child welfare services encompass a range of activities, including
investigating reports of abuse and neglect, counseling children and family members
to keep the family intact, protecting children who may need to be temporarily or per-
manently removed from home, and working with children and parents to reunify
families or to seek a permanent placement for the children if reunification is not pos-
sible. Given recent changes to child welfare financing and service delivery brought
about by the Personal Responsibility and Work Opportunity Reconciliation Act of
1996 and the Adoption and Safe Families Act of 1997, there is a need to track spend-
ing for child welfare services to determine how these changes have affected and will
continue to affect the services children and families receive.

This report documents states’ total child welfare spending from federal, state, and
local sources in state fiscal year (SFY) 1998; changes in total spending since SFY
1996; changes in federal, state, and local spending since SFY 1996; states’ spending
on contracted services in SFY 1998; and how these funds were used for out-of-home
placements, adoption, administration, or other services.

Data and Methods

This report uses data from the 1997 and 1999 Child Welfare Surveys to examine
child welfare spending in SFYs 1996 and 1998. The Urban Institute Child Welfare
Survey used a standardized definition of child welfare expenditures to make the data
as comparable as possible across states. States were asked to provide the expenditure
data for the programs, case management, administration, and operation of their child
welfare systems. These data included staffing and administrative expenses and expen-
ditures on services provided by another agency under contract to the child welfare
agency. States were asked to provide expenditure data from federal, state, and local
resources and to categorize how the funds were used (e.g., for out-of-home place-
ments or adoption).
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States expended at least $15.6 billion on child welfare services in SFY 1998.

Total spending on child welfare services increased 3 percent between SEY 1996
and SFY 1998.

Child welfare funding is unstable. Several states reported drastic increases or
decreases in spending from federal, state, or local sources. One reason for these
changes may be reporting issues. Another reason is the volatility of child welfare
funding. Child welfare spending is reactive. A state’s spending may change not
only because of changes in caseload size, but also because of state legislative man-
dates, gubernatorial changes, state initiatives, court orders or consent decrees, or
as a reaction to a well-publicized child death from abuse or neglect.

Welfare reform’s impact on child welfare financing is not clear. Although
individual funding streams may have been affected by welfare reform, the overall
impact on child welfare funding is not known.

States are increasing their claims for title IV-E funds. Spending from title IV-
E increased 22 percent, while the IV-E-eligible caseload is estimated to have
increased 11 percent during the same period.

Little funding continues to be targeted for prevention services. While at least
$1.5 billion from all sources was expended on other services, which includes pre-
vention services, we identified $9.4 billion that was spent on maintenance pay-
ments and services for children in out-of-home placements.

States’ heavy reliance on nontraditional federal funds for child welfare con-
tinues. Expenditures for child welfare services from the Temporary Assistance for
Needy Families block grant, the Social Services Block Grant, and Medicaid rep-
resent 39 percent of all federal funds expended in SFY 1998. States expended a
combined total of $2 billion from these funds.

Within out-of-home placements, the focus of state-only funds seems to have
shifted. In SFY 1996, states’ expenditures on residential care, which is the most
costly type of out-of-home care, were greater than on family foster care. In SFY
1998, it appears spending for family foster care increased, while spending on res-
idential care decreased.

Reliance on local spending appears to be increasing. Local spending increased
19 percent between SFY 1996 and SFY 1998, although local spending still con-
stitutes only 13 percent of total spending.

States expended at least $3.4 billion on contracted services in SFY 1998.
Expenditures on contracted services represented 36 percent of total child welfare
expenditures.

viii
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Introduction

The nation’s child welfare system is the last safety net for children who have been
abused or neglected. Child welfare services encompass a range of activities, including
investigating reports of abuse and neglect, counseling children and family members
to keep the family intact, protecting children who may need to be temporarily or per-
manently removed from home, and working with children and parents to reunify
families or to seek a permanent placement for the children (e.g., adoption) if reuni-
fication is not possible. Given recent changes to child welfare financing and service
delivery brought about by the Personal Responsibility and Work Opportunity Rec-
onciliation Act of 1996 (PRWORA) and the Adoption and Safe Families Act of 1997
(ASFA), as well as the proposed changes to child welfare funding introduced in Con-
gress, there is a need to track spending for child welfare services to determine how
these changes have and will continue to affect the services children and families
receive.

In 1997, the Urban Institute gathered expenditure data from all 50 states and
the District of Columbia on child welfare spending in state fiscal year (SFY) 1996.1
These data provided baseline information on what was occurring before welfare
reform. The results of this first survey were released in early 1999 (Geen, Waters
Boots, and Tumlin 1999; Waters Boots et al. 1999). Our 1997 survey showed that
total child welfare spending (federal, state, and local resources) in SFY 1996 was
$14.6 billion,? and that states’ use of funds not dedicated for child welfare services
(Emergency Assistance, Medicaid, and Social Services Block Grant) was previously
underestimated. We also found that the use of federal funding streams, particularly
these nondedicated funds, varied significantly by state, and that there was little fund-
ing for prevention services. In July 1999, we collected new data to examine changes
in child welfare spending that may have occurred after the implementation of welfare
reform. This paper presents the findings of the 1999 Urban Institute Child Welfare
Survey, which collected SFY 1998 expenditure data.
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Federal Changes That May Affect Child Welfare Spending

PRWORA is the legislation that changed our nation’s welfare system by ending
the entitlement to cash assistance and giving states considerable flexibility in the assis-
tance programs they operate. PRWORA made few direct changes to the nation’s
child welfare system; however, it did make changes to four federal funding streams
that are used by child welfare. These changes may affect the delivery of child welfare
services. PRWORA eliminated the Emergency Assistance (EA) program, which states
were permitted to use for an array of child welfare activities including prevention,
family preservation, foster care, family reunification, and parenting education. Funds
from the EA program were included in the Temporary Assistance for Needy Fami-
lies (TANF) block grant. The Social Services Block Grant (SSBG), which provides
funding for a variety of child welfare-related activities including preventive, protec-
tive, foster care, and adoption services, was reduced by 15 percent. In addition,
PRWORA eliminated the individual functional assessment as a mechanism for deter-
mining eligibility for the federal Supplemental Security Income (SSI) program, thus
making it more difficult for children to receive these funds.?> Moreover, PRWORA
removed the restriction on the use of title IV-E funds for for-profit institutions,
thereby allowing states to use IV-E funds for eligible children placed in for-profit
institutions.

The Adoption and Safe Families Act of 1997 (ASFA) significantly changed the
goals for the delivery of child welfare services. ASFA’s goal is to move children out
of foster care more quickly, shortening their lengths of stay, and to find them suit-
able permanent placements. These placements could consist of returning the child to
the home from which he or she was removed, placing the child with a legal guardian,
or placing the child in an adoptive home. These placement options require funding
to provide the necessary services and case management to meet the appropriate goal
for the child; however, the time frame in which permanency must occur has been
shortened. States must file petitions to terminate parental rights for children who
have been in foster care for 15 of the most recent 22 months, with exceptions
allowed on a case-by-case basis. This means, for example, that child welfare systems
must make reasonable efforts to provide the necessary services to the parent so the
child can be reunified with his or her family within 15 months, if appropriate. The
financial implication of this change is higher level investment in permanency plan-
ning, collaborative initiatives, and case management.

Furthermore, there is much interest at the state and federal levels in reforming
the financing structure for child welfare. Policymakers, researchers, and advocates
have all criticized the existing federal child welfare financing structure as being inflex-
ible and too heavily focused on out-of-home placements at the expense of preven-
tion. Because federal funds for out-of-home placements are open-ended while pre-
vention funds are capped, many have argued that states have little financial incentive
to move children out of foster care into more permanent placements. Congress is
currently debating more changes as it considers a block grant for child welfare ser-
vices, which would give the states more flexibility in the use of certain federal funds.

2
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Methodology*

In 1999, the Urban Institute conducted a second wave of the Child Welfare Sur-
vey, collecting SFY 1998 expenditure data. This paper documents states’ total child
welfare spending in SFY 1998; changes in total spending since SFY 1996; changes in
federal, state, and local spending; states’ spending on contracted services; and cate-
gorizes how these funds were used. Comparing child welfare expenditures across
states is difficult for two reasons. First, child welfare agencies do not always serve the
same populations. In some states, the child welfare agency is responsible for delin-
quent, homeless, and runaway youth, in addition to abused and neglected children.
In other states, the child welfare agency may be responsible only for abused and
neglected children. Second, states may not be able to document all the spending
from the various funding streams available for child welfare. In 1998, there were
almost 40 federal programs that financed child welfare services, in addition to state
and local resources. By 2000, this number declined to 30 federal programs (U.S.
House of Representatives 1998, 2000). Federal sources funding child welfare ser-
vices include block grants that may be used for multiple purposes other than child
welfare by multiple agencies, and states cannot always determine what portion was
used for child welfare. In addition, many child welfare agencies receive funds from
the state that combine state and federal funds, and they are unable to separate the
funding sources. Some states also have difficulty reporting local spending accurately
because localities may not be required to report spending to the state.

To adjust for this variation, the Urban Institute survey used a standardized defi-
nition of child welfare expenditures to make the data as comparable as possible across
states. States were asked to provide the expenditure data for the programs, case man-
agement, administration, and operation of their child welfare systems. These data
included staffing and administrative expenses and expenditures on services provided
by another agency under contract to the child welfare agency. States were instructed
to exclude capital costs, appropriated but unexpended funds, and expenditures on
services that the child welfare agency may be responsible for, but that are not
included in our definition of child welfare services, such as services for delinquent
youth.

We defined child welfare services as “the following services that are administered
by the child welfare agency: services for children and families to prevent abuse or
neglect; family preservation services; child protective services (intake and family
assessment, investigation, and case management); in-home services; out-of-home
placements; and adoption services.” Expenditures for out-of-home placements and
adoption include the costs associated with maintenance payments, administration,
and supportive services for children in out-of-home or adoptive placements. Expen-
ditures reported for administration do not include administrative costs associated
with children in out-of-home or adoptive placements, but do include the adminis-
trative costs associated with child protective services (e.g., staft salaries and overhead
for intake and investigation). We defined other services as those services not included
in the definition of out-of-home placement, adoption, or administration—including
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prevention services, family preservation services, child protective services, and in-
home support services.

We mailed a questionnaire to each state child welfare director, and Urban Insti-
tute staff conducted extensive phone, facsimile, and e-mail follow-up. We received
responses from 48 states (Arkansas, Maine, and North Dakota could not provide
data); some states could not provide all the information requested. This situation
limited our analysis in many instances to fewer than 48 states, and throughout the
paper the actual number of states included in an analysis is noted. For those states
that did not respond, claims and allocations from two federal funding streams were
gathered to provide a lower bound estimate for total child welfare spending.

Given the composition of child welfare funding, there are limitations in attempt-
ing to adjust for inflation. Therefore we used the gross domestic product, a com-
monly used deflator to present changes in spending in real dollars.

The paper is organized in sections on total child welfare spending, federal spend-
ing, state spending, local spending, and spending on contracted services. The con-
clusions and discussion follow.

Figure 1 Change in Total Child Welfare Spending between SFY 1996 and SFY 1998 (N = 43)

60

WA
MD

40 -
Az
mo 1a M

co mn wr et O

20 A

NC
cA ut

IN
LA DE D SDWV
AL HI GA DC

sC
us

MA PA

T TX Ms VT WY
FL

Percentage
o
‘

oKk NV
ks NJ

-20

OR

KY

NE NH IL

-40

AK
-60 -

State

Source: 1997 and 1999 Urban Institute Child Welfare Surveys.
Note: Excludes states that did not provide complete data for SEY 1996 or SFY 1998. Change is adjusted for inflation.

Iy

“<Assessing
the New
Federalism

4 THE COST OF PROTECTING VULNERABLE CHILDREN II: WHAT HAS CHANGED SINCE 19967



Total Child Welfare Spending

In SFY 1998, states expended at least $15.6 billion® on child welfare services, 3
percent more in real dollars than they expended in SEY 1996.¢ This increase may in
part reflect better reporting by the states. Between SFY 1996 and SFY 1998, 27
states reported an overall increase in child welfare spending, with 23 states increas-
ing spending by at least 10 percent. During the same period, 16 states reported an
overall decrease, with 8 states reporting decreases of at least 10 percent (figure 1).
Total spending and changes in total spending vary by state because funding is not
only dependent upon caseload size, but is also atfected by reliance on or maximiza-
tion of federal funds, state legislative decisions or initiatives by the governor, court
orders or consent decrees, and media or political pressure following a child’s death
from abuse or neglect.

Overall, states expended $7.1 billion in federal funds, $6.5 billion in state funds,
and $1.7 billion in local funds. Among the 45 states that provided a total for federal,
state, and local expenditures, federal funds accounted for 45 percent of total spend-
ing, state funds 42 percent, and local funds 13 percent.” However, states’ reliance on
federal funds varies widely (figure 2). In 20 states, federal funds accounted for more

Figure 2 Comparison of States’ Total Child Welfare Spending from Federal and State/Local
Sources in SFY 1998 (N = 45)

100
90
80
70

60

[ State/Local
OFederal

50

Percentage

40

30

20

IN CT NE CO MT MN CA DC IL NH NJ DE GA RI KY PA OK UT WA AZ OH MA HI NC WY WV TX IA KS MI AK TN MD AL VA OR LA SC NM SD VT FL MO ID MS
State

Source: 1999 Urban Institute Child Welfare Survey.

Note: Only 30 states were able to provide a total for federal, state, and local expenditures; however, 15 additional states were included in m

the analysis because they are state-administered systems. I.I
.

THE URBAN
INSTITUTE

THE COST OF PROTECTING VULNERABLE CHILDREN II: WHAT HAS CHANGED SINCE 19967 5



Table 1 Key Federal Child Welfare Funding Sources (1998)

Funding Source

Eligible Population

Eligible Services

Funding Level

Title IV-B

Part 1 (child welfare
services)

Part 2 (promoting safe
and stable families)

No eligibility criteria.

No eligibility criteria.

Services to prevent abuse and
neglect, reduce foster care
placements, reunite families,
arrange adoption, and ensure
adequate foster care.

Services to support families
and avert foster care, and
services to reunify families and
promote adoption.

Nonentitlement with 75 percent
federal match with 1998
appropriations capped at $292
million.

State entitlement with 75
percent federal match with 1998
appropriations capped at $255
million.

Title IV-E Foster Care

Maintenance Payments

Administration

Training

Certain AFDC-eligible
children.?

Expenses associated
with title IV-E-eligible
children in foster care
and proportional
administrative expenses
for the ongoing
protective services
population.

Cost of training
proportional to children
eligible for title IV-E.

Payments to foster care
providers to cover basic
maintenance, including
children's food and shelter and
parental visits. Funds may not
be used for direct services.

Placement services, case
management, eligibility
determinations, licensing,
foster care recruitment, and
other administrative costs.

Training of agency staff and
foster parents.

Open-ended entitlement
program with federal match
equal to state Medicaid
matching rate. Expenditures in
1998 totaled $1.9 billion.

Open-ended entitlement
program with 50 percent federal
match. Expenditures in 1998
totaled $1.4 billion.

Open-ended entitlement
program with 75 percent federal
match. Expenditures in 1998
totaled $181 million.

Title IV-E Adoption Assistance

Adoption Payments

Administration

Training

Nonrecurring Expenses

Special needs children
eligible for AFDC or
Supplemental Security
Income (SSI).

Expenses associated
with children eligible for
IV-E adoption
assistance.

Cost of training

proportional to children
eligible for title IV-E.

Special needs children.

Payments to adoptive parents,
not to exceed comparable
foster care amounts, to cover
basic maintenance costs
including food, shelter, daily
supervision, school supplies,
insurance, and incidentals.

Child placement and other
administrative activities.

Training of agency staff and
adoptive parents.

Reasonable and necessary
adoption fees, court costs,
attorney fees, and related
expenses.

Open-ended entitlement
program with federal match
equal to state Medicaid
matching rate. Expenditures in
1998 totaled $485 million.

Open-ended entitlement
program with 50 percent federal
match. Expenditures in 1998
totaled $136 million.

Open-ended entitlement
program with 75 percent federal
match. Expenditures in 1998
totaled $20 million.

Open-ended entitlement
program with 50 percent federal
match up to $2,000 per
placement. 1998 expenditures
are included in adoption
payments above.
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Table 1 Key Federal Child Welfare Funding Sources (1998) (continued)

Funding Source

Eligible Population

Eligible Services

Funding Level

Title IV-E Independent
Living

Title IV-E Statewide
Automated Child
Welfare Information
System (SACWIS)

Temporary Assistance
for Needy Families®

Social Services Block
Grant

Medicaid

Supplemental Security
Income

Youth age 16-18 (or at
state option, up to 21)
in IV-E-funded foster
care or released from
care and, at state
option, non-IV-E-eligible
youth.

Not applicable.

Needy families with
children (as defined by
the state). For those
services that meet one
of the last two purposes
of the program, there is
no requirement that
families be needy.

Varies by state.

Varies by state.

Low-income children
and adults who are
either aged (65 and
over), blind, or disabled.

Transition services including
basic living skills training,
education, and employment
initiatives.

Funds support state efforts to
develop automated child
welfare information systems,
including costs associated with
planning, design, develop-
ment, and installation.

Child welfare-related services
must meet one of the four
purposes of the program or
have been in the state's AFDC
plan on September 30, 1995,
or August 21, 1996.

States are given wide
discretion in using funds for
direct social services as well as
administration, training, and
case management.

For child welfare purposes,
targeted case management
and rehabilitative services.

Payments are to cover food,
clothing, and shelter, and some
nonmedical, disability-related
costs.

A state entitlement capped at
$70 million in 1998. States were
required to provide 50 percent
matching for any federal funding
claimed in excess of $45
million.> Expenditures in 1998
totaled $62 million.

Open-ended entitlement with an
enhanced federal match of 75
percent authorized through
1997. Ongoing operational costs
will be matched at a rate of 50
percent. Expenditures totaled
$124 million in 1998.

A state entitlement (no individual
entitlements) with funds capped
at $16.5 billion through fiscal
year 2002. No required state
match, but states must spend 75
percent of what they spent in
federal fiscal year 1994.
Expenditures in 1998 for child
welfare services totaled $393
million.

A state entitlement with funds
capped at $2.38 billion in 1998.
Expenditures for child welfare
services totaled $955 million in
1998.

Open-ended entitlement with a
variable federal matching rate,
which is inversely related to a
state's per capita income and
can range from 50 to 83 percent.
Expenditures for child welfare
services totaled $689 million in
1998.

Federally funded program with
no required state match.
Expenditures for children in
foster care totaled $97 million in
1998. It was previously not
known what portion was spent
on child welfare.

Source: Tabulated information from the 1999 Urban Institute Child Welfare Survey and the 1998 Green Book.
a. Under welfare reform, eligibility for IV-E reimbursement is based on 1996 AFDC income eligibility standards.
b. This is no longer current law. The 1999 Foster Care Independence Act renamed the program the Chafee Foster Care Independence Program and

increased funding to $140 million. States will be required to provide a 20 percent nonfederal match to receive their full share of funds, replacing the

two-tiered system described above.
c. PRWORA ended the Emergency Assistance program, and the funds for the program were rolled into the TANF block grant to the states.
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than half of all child welfare spending,® with 7 states relying on federal funds for at
least 60 percent of all spending.

Several factors may explain this variation. First, these differences are at least par-
tially due to differences in states’ child welfare caseloads. Not all children in care are
eligible for support from certain federal funding streams; therefore, some states may
have more children in care eligible for federal support than do other states. Second,
for some child welfare expenditures, the federal government reimburses states at dif-
ferent rates. For example, the federal share of foster care maintenance payments
ranges from 50 to 83 percent depending upon the state’s per capita income. States
with lower per capita incomes, such as Mississippi, receive greater federal support.

Figure 3 SFY 1998 Federal Child Welfare Spending by Funding Source (N = 38)
Total Spending = $4.4 billion

ss| Other

2%

4%
TANF
8%

SSBG
19% Bl Title IV-E
49%

Medicaid RN - _:_:_:_E::-:-'
12% Lo

Title IV-B
6%

Source: 1999 Urban Institute Child Welfare Survey.
Note: Excludes states that did not provide complete data on federal spending.

Third, differences in states’ reliance on federal funds may reflect differences in their
ability to identify and claim expenditures for federal reimbursement.

Of the $15.6 billion in total child welfare spending identified, states were able to
categorize $13.6 billion by how the funds were used. States expended $9.4 billion
on children and supportive services for children in out-of-home placements, $1.3 bil-
lion on administration, $1.4 billion on adoption, and $1.5 billion on other services.
Seventeen states were able to categorize all of their spending. An analysis of these
states found that spending for out-of-home placements accounted for 63 percent of

8
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total spending, administration for 11 percent, adoption for 9 percent, and other ser-
vices for 17 percent.

The following sections discuss child welfare spending by expenditures incurred
by federal, state, and local governments.

Federal Spending

In 1998, child welfare was financed by almost 40 separate federal programs;
however, titles IV-B and IV-E of the Social Security Act are the principal sources of
federal funds dedicated to child welfare activities. Other federal programs not dedi-
cated for child welfare, such as Medicaid and TANF, and several discretionary grants
are also used for child welfare purposes. This section focuses on the major federal
funding sources for child welfare (table 1).

As stated above, total federal expenditures were $7.1 billion in SFY 1998. The
44 states that provided a total for federal spending in both rounds of the survey
reported a 7 percent increase in federal spending between SFY 1996 and 1998.°
Thirteen states reported increasing federal spending by 20 percent or more, while 8
states reported decreasing federal spending by more than 10 percent (see table 5 later
in this paper). Of these 44 states, 38 were able to identify expenditures from the fed-
eral funding streams identified for SFY 1998.1° An analysis of these states found
expenditures from title IV-E accounted for 49 percent of all federal funds, title IV-B
accounted for 6 percent, Medicaid for 12 percent, SSBG for 19 percent, TANF for
8 percent, SSI for 2 percent, and other federal funds for 4 percent (figure 3). These
funding streams are discussed in more detail below.

Table 2 SFY 1998 Title IV-E Expenditures
SFY 1998 Expenditures % Change from
in $ Billions® SFY 1996
Total IV-E® $4.3 22%
Foster Care® 3.6 19
Maintenance payments 1.9 23
Administration, training, SACWIS 1.7 14
Case planning and preplacement 0.6 N/A
services!
Administration and overhead 0.3 N/A
Adoption Assistance 0.6 42
Adoption payments 0.5 38
Administration and training 0.2 53
Independent Living 0.06 5

Source: Tabulated information from the Urban Institute Child Welfare Survey.

a. Numbers may not total due to rounding.

b. Change reported for title IV-E is based on 44 states. All percentage changes in the table are adjusted for inflation.

c. Changes reported for Foster Care, Adoption Assistance, and Independent Living are based on 37 states.

d. Case planning and preplacement services and administration and overhead are subcategories under IV-E Foster Care administration. Thirty-three o
states provided these data. States reported expending a total of $1.4 billion on IV-E Foster Care administration; therefore, it is unknown how $500 I.I
million of administration expenditures were spent. [ ]

Note: N/A = not available. THE URBAN
INSTITUTE
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Federal Funds Dedicated for Child Welfare

Titles IV-B and IV-E are the two federal programs dedicated for child welfare.!!
Title IV-E, the largest funding stream, consists of both Foster Care and Adoption
Assistance programs, which are open-ended entitlements, and the Independent Liv-
ing program, which is a capped entitlement. Title IV-B is a capped allocation to the
states that consists of two parts—Child Welfare Services and Promoting Safe and Sta-
ble Families. There are also several relatively small federal discretionary grants tar-
geted for child welfare purposes that will be discussed later in this section.

Title IV-E

The IV-E Foster Care program reimburses states at different match rates for
maintenance payments provided to cover the cost of shelter, food, and clothing for
eligible children in care; placement and administrative costs; and training for statf and
foster and adoptive parents.!? The IV-E Adoption Assistance program also reim-
burses the states at different rates for adoption assistance payments made to adoptive
parents of eligible special needs children; administrative costs; training for staft and
adoptive parents; and for nonrecurring expenses, such as court costs and attorney
fees, associated with the adoption of special needs children.!® The IV-E Independent
Living program provides funds that can be used for a range of activities, including
vocational and educational training, basic life skills training (e.g., housekeeping and
money management), and employment initiatives, for youth (age 16 to 21) in care
or released from care regardless of IV-E eligibility.'*

Figure 4 Change in Title IV-E Spending between SFY 1996 and SFY 1998 (N = 44)
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Source: 1997 and 1999 Urban Institute Child Welfare Surveys.
Note: Excludes states that did not provide complete data for SFY 1996 or SFY 1998. Wyoming reported a large increase in SACWIS
spending in SFY 1998. Change is adjusted for inflation.
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In SFY 1998, the states expended a total of $4.3 billion in title IV-E funds, $700
million more than they expended in SFY 1996 (table 2).1> An analysis of the 44 states
that provided title IV-E expenditures for SFY 1996 and 1998 found that this was an
increase of 22 percent. This change is surprising considering that the average
monthly number of IV-E-eligible children is estimated to have increased 11 percent
over the same two-year period nationally. However, this change in spending is con-
sistent with the data presented in the 2000 Green Book.'® Twenty-two states reported
increasing expenditures by more than 25 percent, while 13 states reported decreas-
ing expenditures (figure 4).

It appears that most of the increase in IV-E expenditures is the result of maxi-
mization efforts that states, and even some counties, have undertaken—hiring con-
sultants or creating units specifically to maximize federal funds. As part of the Urban
Institute’s Assessing the New Federalism (ANF) project studying changes in social
policies in this era of devolution of responsibility from the federal government to the
states, we conducted interviews with child welfare administrators at the state and
local levels in 13 states. On the basis of these interviews, we found, for example, that
New Jersey’s child welfare agency was given an additional 11 positions for revenue
specialists, in addition to hiring a consulting firm to maximize federal revenue.
Alabama, Michigan, and Wisconsin also hired consultants for revenue maximization.
Texas’s state child welfare agency is providing more training to the localities to max-
imize IV-E funds. In addition, administrators informed us that allowing IV-E funds
to be used for children served by for-profits appears to have had minimal or no
impact on spending.

States have an incentive to maximize IV-E funds because it is an open-ended
entitlement, meaning within the guidelines for eligible children, services, and
expenses, there is no limit on how much a state may claim for reimbursement. States
are reimbursed for funds expended to meet the purposes of the IV-E Foster Care and
Adoption Assistance programs.

Title IV-E Foster Care

States expended $3.6 billion in title IV-E Foster Care funds in SFY 1998, $600
million more than they expended in SFY 1996. This is an increase of 19 percent.!”
Within the IV-E Foster Care program, states expended $1.9 billion for maintenance
payments, while expenditures for administration, training, and Statewide Automated
Child Welfare Information Systems (SACWIS) combined were $1.7 billion.'8 Within
the category of administration, states expended $580 million on case planning and
preplacement services and $288 million on administration and overhead.!” Expendi-
tures for maintenance payments increased by 23 percent, while spending for admin-
istration, training, and SACWIS combined increased by 14 percent. Fifteen states
reported expenditure increases of 30 percent or more for maintenance payments,
while only 10 states reported decreases in maintenance payments at all.

Some of the increase in maintenance payments may be attributed to increases in
the use of more expensive residential facilities (increased cost per case) and to
changes in states’ accounting systems improving the determination of IV-E eligibil-
ity, as discussed above.?? The growth may also be attributed to increases in the rates
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paid to providers. Some of the increase in the combined administration, training, and
SACWIS costs may be due to the more complicated eligibility determination proce-
dures; since a child’s eligibility is still based on his or her family’s eligibility for the
Aid to Families with Dependent Children program as in effect on July 16, 1996, in
each state. As well, the increase may be due to changes in training requirements
within the states or initiatives to offer more training for staff.

Title IV-E Adoption Assistance

In SFY 1998, states expended $642 million in IV-E Adoption Assistance funds,
42 percent more than they expended in SFY 1996. Within the IV-E Adoption Assis-
tance program, states expended $485 million for adoption payments and $156 mil-
lion for administration and training.?! Spending on adoption payments increased 38
percent, while spending on administration and training increased 53 percent. Thirty-
three states reported increasing expenditures for adoption payments, while four
states reported decreasing expenditures.

Title IV-E Independent Living

In 1998, funding for IV-E Independent Living was capped at $70 million and
states were required to provide a 50 percent nonfederal match for all funds received
above the initial allocation of $45 million. Shares were allocated to states based on
the number of children in the state who were receiving IV-E Foster Care in 1984.
This is no longer current law.??

States expended $62 million in IV-E Independent Living funds in SFY 1998, 5
percent more?® than they expended in SFY 1996. Twenty-two states reported
decreases in expenditures of Independent Living funds, while nine states reported
increases.?* One point to note is that states did not spend the allocated amount of
$70 million in 1998. The law allows states to spend the funds in the fiscal year
received or in the next fiscal year, which may account for some of the variation.

Title IV-B

Subpart 1 of title IV-B, Child Welfare Services, provides grants to the states to
prevent placement and reunify families, prevent abuse and neglect, and provide ser-
vices to children in foster care or adoptive homes. A limited amount of these funds
may be used for foster care maintenance payments, adoption assistance payments,
and child day care. Child Welfare Services grants are capped allocations to the states
based on their under-21 population and per capita income.

Subpart 2 of Title IV-B, Promoting Safe and Stable Families,?® funds family
preservation and community-based family support programs. Broadly defined, fam-
ily preservation programs serve families at risk of having their children placed in fos-
ter care, while family support programs serve families who are not yet in crisis and
attempt to prevent abuse and neglect from occurring. ASFA added two categories
that may also be funded—time-limited family reunification services and adoption
promotion and support services. Time-limited reunification services are provided to
children and their families to promote the safe return of children to their parents
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Table 3 SFY 1998 Expenditures from Nontraditional Federal Funds

TANF SSBG  Medicaid Total

SFY 1998 Expenditures in $ Millions $393 $955 $689 $2,037
% Change from SFY 19962 (47 %) 5% 0.09% (14%)
Out-of-Home Placement $124 $356 $318 $798
Adoption 2 22 12 36
Administration 44 113 47 204
Other Services 59 298 116 473
Unknown® 164 166 196 526

Source: Tabulated information from the 1999 Urban Institute Child Welfare Survey.

a. Changes in TANF are based on data from 40 states, SSBG based on 38 states, Medicaid based on 39 states, and total based on 32 states. All percent-
age changes are adjusted for inflation.

b. States were not able to provide information on how all funds were used.

within 15 months of entering foster care. Services include counseling and substance
abuse and mental health services. Adoption promotion and support services are pre-
and postadoptive services that facilitate adoptions of children in the foster care sys-
tem and support adoptive families. Promoting Safe and Stable Families grants are
capped allocations to each state based on the average monthly number of children
receiving food stamps within the state for the three previous fiscal years as a propor-
tion of the average monthly number of children receiving food stamps in the nation
for the three previous fiscal years. Families receiving services funded under Title IV-
B do not have to meet any federal eligibility requirements.

In SFY 1998, states expended $438 million in IV-B funds, an increase of 1 per-
cent since SFY 1996.2¢ States were able to categorize $338 million of these funds by
type of use: $87 million were expended on out-of-home placements, $7 million on
adoption, $83 million on administrative purposes, and $161 million on other ser-
vices. It is important to note that of the $338 million states were able to categorize,
26 percent was used for out-of-home placements, while 48 percent was expended on
other services. Title IV-B is generally thought of as the funding source for preven-
tion and other in-home services; however, there are allowances for the funds to be
used to provide maintenance payments and services to children in out-of-home
placements, and states take advantage of these allowances.

Nontraditional Federal Funds for Child Welfare

In addition to titles IV-B and IV-E, which are dedicated funds for child welfare,
there are other federal programs (TANF, SSBG, and Medicaid) that may be used for
child welfare purposes even though they are not targeted primarily for child welfare.
The ability to use these funds for child welfare activities and the types of services that
may be funded vary by the eligibility rules and guidelines of each program. In SFY
1998, expenditures from TANF, SSBG, and Medicaid combined were more than $2
billion and represented 39 percent of all federal funds for child welfare activities.
Expenditures from these funds combined decreased 14 percent from SFY 1996

THE URBAN
INSTITUTE

THE COST OF PROTECTING VULNERABLE CHILDREN II: WHAT HAS CHANGED SINCE 19967

13



P
——
—

“<Assessing
the New
Federalism

(table 3).27 State variation in the use of these nontraditional funds ranged from no
use in Virginia to 64 percent of all federal funds in Rhode Island.?® The collective
impact of welfare reform on these nontraditional child welfare funds is not clear, but
examining each funding stream individually reveals changes in spending.

Temporary Assistance for Needy Families

TANF is a capped block grant program with no required state match, although
states must spend their own funds to receive the grant.?” Within certain guidelines,
states may fund a variety of child welfare activities using TANF funds, including ser-
vices for family reunification, parenting education, in-home family services, and cri-
sis intervention. States can also use TANF funds to support children that child wel-
fare has removed from their parents’ homes and placed with relative or kinship care-
givers.

PRWORA ended the EA program and rolled these funds into the TANF block
grant. The impact of this change on child welfare funding is still unclear. EA was an
open-ended entitlement program with a federal match rate of 50 percent, and states
were given wide latitude to fund a variety of child welfare activities through it. For
example, services for prevention, family reunification, counseling, parenting educa-
tion, case management, in-home family services, and crisis intervention could have
been funded under EA. States were also able to use EA funds for activities not reim-
bursable under title IV-E, such as costs associated with foster care for children not
eligible for IV-E.

States are able to use federal TANF funds for child welfare activities if the activ-
ities meet one of the four purposes of the TANF program—for example, parenting
education classes, family preservation programs, and cash assistance or supportive
services for needy relative caregivers.’® States are also permitted to spend TANF
funds on activities related to foster care or other child welfare activities that do not
meet any of the four purposes of the TANF program if these activities were in the
state’s approved Aid to Families with Dependent Children (AFDC) plan on Sep-
tember 30, 1995, or, at state option, the approved plan in effect on August 21, 1996.
For example, if a state’s approved AFDC plan allowed the use of EA funds for non-
relative foster care placements, the state may continue to use TANF funds for this
purpose. If this allowance was not in the approved state plan, the state may not use
TANF funds for this purpose because it does not meet any of the four purposes of
the program.

In SFY 1998, states expended $393 million in TANF funds for child welfare pur-
poses.®! Based on the 40 states that provided data for both years, this is 47 percent
less than the reported expenditures for SFY 1996. Only 10 states increased total
TANF expenditures, while 28 states reported decreased TANF expenditures (see
table 5).

It appears, however, that in 1999, states began to increase their use of TANF for
child welfare purposes, although still not in levels equivalent to those before the
block grant. For example, Massachusetts reported expending zero dollars in TANF
funds in SFY 1998 for child welfare purposes; however, during interviews with child
welfare administrators, we were informed that $42 million in TANF funds had been
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allocated to the child welfare agency in SFY 1999. Texas child welfare administrators,
who reported expending $55 million in TANF funds in SFY 1998, stated that the
legislature had appropriated more than $200 million in TANF funds for child wel-
fare in 2000-01. For this reason, the impact of welfare reform on TANF spending
for child welfare purposes is unclear.

There may be several reasons why states initially reduced their TANF child wel-
fare expenditures. Until the final TANF rules were released in April 1999, many child
welfare administrators were admittedly confused about the possibility of using TANF
either for former EA purposes or for new purposes. In addition, there was, and still
is, a lack of confidence in using TANF funds for child welfare purposes for fear that
these funds will not be available in an economic downturn.?? Furthermore, some ser-
vices that may have been funded by EA through the child welfare agency may now
be offered through the TANF agency using TANF funds and would not show up in
the child welfare agency’s expenditures (e.g., parenting education classes). Child wel-
fare clients may still have access to the same or similar services through the TANF
agency that were available through the child welfare agency; therefore, it should not
be assumed that this decrease in funding implies a decrease in services or access to
services for child welfare clients. Also, these expenditures do not account for TANF
funds that states have transferred to the Social Services Block Grant.

Some states rely more heavily on TANF funds than others. In SFY 1998, in 13
of the 25 states that reported spending TANF funds, TANF represented more than
10 percent of all federal funds.?® Idaho, Pennsylvania, South Dakota, and Texas
reported expending TANF funds representing more than 20 percent of the federal
funds used for child welfare purposes.’*

Of the $393 million in TANF funds identified, states reported expending $124
million on out-of-home placements, $2 million on adoption, $44 million on admin-
istration, and $59 million on other services. As a proportion of total federal funds
expended, reliance on TANF funds varies by how the funds are used. For example,
in Texas, 28 percent of all federal funds expended for out-of-home placements are
TANF funds, while in Idaho, only 2 percent are TANF funds.3® In Idaho, TANF
expenditures for administration are 30 percent of all federal funds; in Indiana, only
2 percent are TANF funds.3¢ In Idaho and North Carolina, TANF expenditures for
other services are more than 87 percent of all federal funds; in Texas, TANF funds
represent 6 percent of federal funds for other services.

The flexibility of TANF has also allowed some states and localities to create new
programs for child welfare clients using TANF dollars. For example, in Denver
County, Colorado, the child welfare and TANF agencies combined TANF and child
welfare funds to create two units within the child welfare agency specifically designed
to serve families involved in both systems. One unit will work with families trying to
prevent placement; the second unit will work to reunify families. In Florida and Wis-
consin, TANF funds are being used to support relative caregivers. In Wisconsin, cash
assistance is provided to relatives caring for a child who would be at risk of abuse or
neglect if the child remained with the parent or legal guardian. Florida’s Relative
Caregiver Program provides a payment greater than the TANF child-only payment
but less than the foster care payment to relatives caring for children adjudicated
dependant by the courts (Ehrle et al. in press).
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Social Services Block Grant

SSBG is a capped entitlement program with no required state match, and the
states are given wide discretion to determine the services funded by SSBG and the
eligible population. States use SSBG funds for a variety of child welfare-related activ-
ities, including preventive, protective, and adoption services and services for children
in foster care. SSBG funds may also be used for room and board in cases of tempo-
rary emergency shelter provided in protective service cases. In SFY 1998, states
reported expending $955 million in SSBG funds, 5 percent more than in SFY
1996.3 Nineteen states reported increasing SSBG expenditures, while eighteen
states reported decreasing expenditures (see table 5).

Two reasons SSBG funds expended on child welfare are showing an increase may
be that (1) states took advantage of the allowable transfers from TANF to SSBG,
thereby reducing the impact of the cut;3® (2) with enhanced support for child care
through TANF and the Child Care and Development Block Grant, states may have
cut SSBG funds in child care, thereby releasing more funds for child welfare pur-
poses.

As with TANF, states’ reliance on SSBG varies, representing 4 to 45 percent of
federal funds expended on child welfare. In 14 states, SSBG represented more than
20 percent of federal funds.? In Idaho, Kansas, Wisconsin, and Wyoming, more than
35 percent of federal funds came from SSBG.

Of the $955 million in SSBG funds expended, states were able to identitfy how
they used $789 million. States reported expending $356 million on out-of-home
placements, $22 million on adoption, $113 million on administration, and $298 mil-
lion on other services.

Medicaid

States can also use Medicaid, an open-ended entitlement, to fund some services
provided by the child welfare agency through two optional services: targeted case
management and rehabilitative services. We specifically requested that Medicaid
expenditures for routine health care services provided for children in foster care be
excluded. Through targeted case management services, a portion of child welfare
workers’ salaries are paid by Medicaid for assisting eligible clients in accessing neces-
sary medical, social, educational, and other services. Rehabilitative services are med-
ical or remedial services provided for the reduction of a physical or mental disability
to assist child welfare clients and others to reach a better functional level.

States expended $689 million in Medicaid funds for child welfare in SFY 1998,
.09 percent more than was reported in SFY 1996. The analysis of Medicaid is based
on data from 39 states, of which only 7 reported decreasing expenditures and 26
reported increasing expenditures (see table 5).40

The increases in Medicaid expenditures may be due to improved awareness of the
ability to use these funds for certain services for which other funding streams, such
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as state funds, may have previously been used. There are several reasons why some
states decreased expenditures, one of which is that some states may have previously
been sanctioned for inappropriate reimbursements and may be cautious about sub-
mitting claims. Second, states may have become better at determining IV-E eligibil-
ity for some children for whom services were previously funded through Medicaid,
thereby shifting funds from Medicaid to title IV-E.

Among the states, there is variation in the use of Medicaid, with some states rely-
ing more heavily on Medicaid for child welfare than others. For example, Rhode
Island and South Carolina reported that Medicaid expenditures are more than 48
percent of the federal funds used, more heavily used than even IV-E. Ten states
reported that Medicaid is less than 5 percent of the federal funds used. State varia-
tion in the use of Medicaid may be due to the specifics of Medicaid billing, which
may make it too complicated for some states to claim child welfare expenditures. In
addition, some state Medicaid directors may wish to keep the program from increas-
ing spending, therefore denying the use of Medicaid funds for child welfare services.
States are also reimbursed at different rates for eligible expenses, which may explain
some of the variation in state reliance on Medicaid funds.

Of the $689 million in Medicaid reported, states were able to categorize how
$493 million was used. States expended $318 million on services for children in out-
of-home placements, $12 million on services for children in adoptive homes, $47
million on administration, and $116 million on other services.

It is important to note that TANF, SSBG, and Medicaid expenditures combined
equal 34 percent of the federal funds expended for out-of-home placements.*! Look-
ing at each funding stream individually, it is clear that the majority of funding is con-
centrated on out-of-home placements. One explanation for this is that on average,
half the foster care population is zot title IV-E eligible; therefore, states must use
other revenue sources to care for these children and provide services to them. More-
over, states have an incentive to seek federal revenue sources before using state funds.
For example, because SSBG has no eligibility requirements, allows states flexibility in
the programs that may be funded, and does not require the states to match funds, a
state may desire to use SSBG funds before using state funds.

Additional Federal Funds for Child Welfare

SSI is a national program for the aged (65 or older), blind, or disabled. Children
under age 18 may be eligible for SSI if they are determined disabled because of “a
medically determinable physical or mental impairment, which results in marked and
severe functional limitations, and which can be expected to result in death or which
has lasted or can be expected to last for a continuous period of not less than 12
months” (Social Security Act 1996). SSI funds are provided for the care of eligible
low-income children including food, clothing, shelter, and some nonmedical,
disability-related costs.

In the 1999 survey, we asked the states to report on the SSI benefits received on
behalf of eligible children in out-of-home placements, a question that was not asked
in the 1997 survey. Thirty states reported expending $97 million in SSI funds on
children in out-of-home placements in SFY 1998. Eligible children in foster care may
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receive SSI instead of IV-E maintenance payments, and states have an incentive to
seek SSI eligibility determinations for these children. SSI is fully federally funded
with no required state match (unlike IV-E); typically, SSI payment levels are also
higher than IV-E maintenance payments. The financial impact of the change in eli-
gibility determinations created by welfare reform is unknown.*?

We also asked the states to report on the use of additional federal funding streams
for child welfare, such as Child Abuse and Neglect grants and Children’s Justice Act
grants.*® In SFY 1998, states expended $192 million in additional federal funds, 8
percent more than in SFY 1996.%* The states were able to categorize how $81 mil-
lion was expended: $5 million was spent on services for children in out-of-home
placements, $1 million on adoption, $2 million on administration, and $73 million
on other services.

Table 4 SFY 1998 Percentage of Federal Spending by Source for Out-of-Home Placements, Adoptions,
Administration, and Other Services®
Out-of-Home
Source Placements Adoption Administration Other Services
Title IV-E 58% 86% 17% 0%
Title IV-B 4 2 14 20
TANF 4 1 10 12
SSBG 16 7 38 36
Medicaid 14 4 21 18
Ssi 4 0 0 0
Other Federal Funds 0.26 0.47 1 14
Spending in $ Millions $1,669 $223 $209 $448
N =21 N =21 N =19 N =19

Source: Tabulated information from the 1999 Urban Institute Child Welfare Survey.
a. Excludes states that use these funds but could not categorize how funds were used for all federal sources.

States’ Use of Federal Funds

Of the $7.1 billion in federal funds identified, states expended $4.5 billion on
out-of-home placements, $686 million on adoption, $412 million on administration,
and $707 million on other services.*> States were unable to categorize how $795
million in federal funds was used. Table 4 shows how the funds were used for out-
of-home placements, adoption, administration, and other services broken down by
the federal sources discussed above.*6

State Spending

Some children who are maltreated and removed from home are not eligible to
be cared for with federal funds such as title IV-E or SSI because they do not meet
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the eligibility criteria for these programs. Therefore, states must use their own funds
in addition to the federal resources they receive to finance child welfare services.
States must also match some of the federal funds they receive, so there is a certain
amount of state funds expected to be spent, although most states provide funding
beyond these required matches.

State spending was at least $6.5 billion in SFY 1998, 5 percent less than reported
in SFY 1996;* however, there is variation in the changes individual states experi-
enced. Seventeen states reported increasing state spending by more than 10 percent,
while 13 states reported decreasing state spending by more than 10 percent (see
table 5). Changes in the use of state funds may occur for a number of reasons, includ-

Figure 5 SFY 1998 State Child Welfare Spending by Type of Use (N = 30)
Total Spending = $4.5 Billion

Other
12%

Administration

13%
Out-of-Home
Placements
64%
Adoption
11%

Source: 1999 Urban Institute Child Welfare Survey.
Note: Excludes states that could not categorize spending.

ing changes in caseload size, reliance on or maximization of federal funds, state leg-
islative decisions or initiatives by the governor, unfunded federal mandates, changes
in the required local share of costs, or media or political pressure following a child’s
death from abuse or neglect.

States were able to categorize $5.8 billion in state funds by how the funds were
used. In SFY 1998, states expended $3.8 billion on out-of-home placements, $702
million on adoption, $646 million on administration, and $609 million on other ser-
vices (figure 5). States were unable to categorize how $700 million in state funds
were used. States increased spending on out-of-home placements by 45 percent,
increased spending on adoption by 33 percent, decreased spending on administra-
tion by 45 percent, and decreased spending on other services by 66 percent.*8
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Figure 6 SFY 1998 State Spending on Out-of-Home Placement

Total Spending = $2.8 Billion
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Source: 1999 Urban Institute Child Welfare Survey.
Note: These total dollars reported represent minimum spending. Several states could not provide any or complete data for all the categories.
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Under out-of-home placement, we have categorized family foster care, shelter
care, residential care, correctional care,* independent living, and other placements
(those that do not fall into these categories). Of the $3.8 billion in state funds
expended on out-of-home placements, states categorized $2.8 billion by type of
placement (figure 6). In SFY 1998, states expended $1.1 billion on family foster care,
$903 million on residential care, $104 million on shelter care, $3 million on correc-
tional care, and $618 million for independent living and other placements. States
increased spending on family foster care by 21 percent, decreased spending on resi-
dential care by 10 percent, and increased spending on shelter care by 40 percent.5°
Some of the increases may be due to better reporting by states and changes in case-
load. The decrease in state spending on residential care may reflect states’ improved
abilities to claim federal funds for these deep-end services, that is, state maximization
efforts.

It should be noted that state spending on out-of-home placements is significantly
more than state spending on other services (which includes prevention and family
preservation services). As well, spending on these types of services decreased 66 per-
cent since SFY 1996. It is not clear why this decrease occurred.
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Figure 7 SFY 1998 Local Child Welfare Spending by Type of Use (N = 24)
Total Spending = $1.3 Billion
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Source: 1999 Urban Institute Child Welfare Survey.
Note: Excludes states that could not categorize spending.

Local Spending

In SFY 1998, states expended $1.7 billion in local funds for child welfare, 19 per-
cent more than in SFY 1996.°' Reliance on local funds varies, with county-
administered states relying more heavily on local funds than state-administered
states. However, as noted earlier, state-administered states may have difficulty iden-
tifying local funds. In SFY 1998, states reported local funds ranging from .02 per-
cent of total spending in Alabama to 70 percent in Indiana.

Of the $1.7 billion expended, states were able to categorize how $1.5 billion was
used. States expended $1 billion in local funds on out-of-home placements, $43 mil-
lion on adoption, $227 million on administration, and $173 million on other ser-
vices (figure 7).%2

Expenditures on Contracted Services

Many child welfare agencies rely on contracted agencies to provide a variety of
services. Services that state or local child welfare agencies typically contract out
include family preservation and support services, respite care, and some residential

Out-of-Home Placements
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services. A separate, private or not-for-profit agency monitored by the state or local
agency may provide these services. In SFY 1998, states expended $3.4 billion of total
child welfare spending on child welfare services provided by contracted agencies.
This represents 36 percent of total child welfare spending.>® States differ in their use
of contracted agencies to provide services. The proportion of states’ total spending
that is contracted out ranges from 2 percent in South Dakota to 78 percent in Illi-
nois, with a median of 40 percent (see table 5).

The Child Welfare League of America (CWLA) reported that in fiscal year (FY)
1996, states expended almost $3.5 billion for contracted services, based on data from
33 states (Petit and Curtis 1997). According to CWLA, contracted services repre-
sented 47 percent of the total child welfare budget in FY 1996. The disparity in the
two findings is partly due to the different methodologies used to collect the data, as
well as the difficulty states experience in reporting expenditures.

Of the 29 states that provided total expenditures for contracted services, 24 were
able to categorize how $3 billion was used. States expended $2 billion on out-of-
home placements, $153 million on adoption, $168 million on administration, and
$627 million on other services.

We were also able to determine the proportion of all funds (i.e., federal, state,
and local combined) expended on contracted services by how the funds were used.
Expenditures on contracted services for out-of-home placements represent 36 per-
cent of all funds expended on out-of-home placements. Expenditures on contracted
services for administration represent 18 percent of all expenditures on administra-
tion. Expenditures on contracted services for adoption represent 21 percent of all
expenditures on adoption. Expenditures on contracted services for other services
represent 51 percent of all expenditures on other services.

As states move to privatization or managed care, we may see increases in expen-
ditures on contracted services.

Conclusions

P
——
—

“<Assessing
the New
Federalism

Our findings document the amount states have spent for child welfare services,
the types of funding streams used, the purposes for which funds are used, and shifts
that have occurred since welfare reform. Although this paper focuses on national
findings, state-level data are provided in table 5. Given the service delivery changes
occurring because of the Adoption and Safe Families Act of 1997 and the current
discussions in Congress on reforming the federal funding structure, it is important
that shifts in child welfare spending continue to be monitored. To meet this need,
we plan to collect SFY 2000 expenditure data in 2001. The following is a summary
of the major findings from our 1999 survey:

e States expended at least $15.6 billion on child welfare services in SFY 1998.
Total spending on child welfare services increased 3 percent between SFY 1996
and SFY 1998. It appears that this increase is primarily due to the increase in title
IV-E spending. Total federal spending increased 7 percent, even while expendi-
tures from federal funding streams other than title IV-E increased minimally or
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decreased significantly. There was minimal change in state spending. Local
spending, even though it increased, is still a small portion of total child welfare
spending.

Child welfare funding is unstable. Several states reported drastic increases or
decreases in spending from federal, state, or local sources. One reason for these
drastic changes may be reporting issues. Another reason is the volatility of child
welfare funding. Child welfare spending is reactive. A state’s spending may
change not only because of changes in caseload size, but also because of state leg-
islative mandates, gubernatorial changes, state initiatives, court orders or consent
decrees, or as a reaction to a well-publicized child death from abuse or neglect.
In addition, states continue to maximize federal funds, which may influence
spending from state or local sources, as well as spending levels from the various
tederal funding streams.

Welfare reform’s impact on child welfare financing is not clear. Although
individual funding streams may have been affected by welfare reform, the overall
impact on child welfare funding is not known. We found little change in SSBG
funding and a sharp decline in the use of TANF funds by child welfare agencies.
Such spending of TANF funds decreased 47 percent from state fiscal year 1996.
Child welfare administrators were initially confused about the use of these funds
for child welfare purposes; however, in 1999 it appears that states began to
increase TANF spending. Many administrators are still concerned about the
availability of TANF funds for child welfare services in the future should there be
an economic downturn. Although states reported decreases in TANF funds, it is
not known how these decreases affected child welfare clients’ access to services.
It is also not known what impact the TANF transfers to SSBG had on the avail-
ability of SSBG funds for child welfare services. Moreover, the financial impact of
the change in SSI eligibility determination is unclear; we were told by state and
local administrators, however, that the number of children determined eligible
for SSI has declined since 1996. We were also told that allowing the use of IV-E
funds for for-profit institutions has had minimal, if any, impact on IV-E spend-
ing.>* Another funding stream that welfare reform may affect as the number of
families participating in the Food Stamp program declines is title IV-B subpart 2
(these allocations are based on the average monthly number of children partici-
pating in the Food Stamp program).

States are increasing their claims for title IV-E funds. Spending from title
IV-E increased 22 percent, while the IV-E-eligible caseload is estimated to have
increased 11 percent over the same period. Twenty-two states increased spending
from title IV-E by more than 25 percent. These increases seem to be due to the
maximization efforts many states have undertaken to increase revenue from fed-
eral sources. They may also be due to changes in the needs of the caseload, as well
as state initiatives to improve training for staff and foster and adoptive parents.

Little funding continues to be targeted for prevention services. While at least
$1.5 billion from all sources was expended on other services—which includes
prevention services—we identified $9.4 billion that was spent on maintenance
payments and services for children in out-of-home placements. Part of the incon-
sistency resides in the federal structure for financing child welfare services. Title
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IV-E, the largest funding stream targeted for child welfare, is not capped,
whereas title IV-B, the federal funding stream targeted for prevention and fam-
ily preservation services, is. In addition, in SFY 1998, states expended at least
$87 million in IV-B funds on out-of-home placements. Moreover, state spend-
ing on other services does not seem to be making up for this inconsistency.
Spending on out-of-home placements from state funds was at least $3.8 billion;
state spending on other services was $609 million. States increased spending on
out-of-home placements by 45 percent from SFY 1996 and decreased spending
on other services by 66 percent.

States’ heavy reliance on nontraditional federal funds for child welfare con-
tinues. Expenditures from TANF, SSBG, and Medicaid represent 39 percent of
all federal funds expended in SFY 1998. States expended $2 billion from these
funds. Even with the significant decline in TANF spending and minimal changes
in SSBG and Medicaid spending, the combined funds still represent a portion of
federal funds similar to what we found in SFY 1996. The majority of spending
identified from these sources in SFY 1998 was used for children in out-of-home
placements.

Within out-of-home placements, the focus of state-only funds seems to have
shifted. In SFY 1996, states’ expenditures on residential care, which is the most
costly type of out-of-home care, were greater than on family foster care. In SFY
1998, it appears spending for family foster care increased, while spending on res-
idential care decreased. It is not clear why this shift occurred. One possibility is
that states may be shifting some of the costs for children in residential placements
to federal funding streams, such as Medicaid, thereby freeing up state funds for
other types of out-of-home placements.

Reliance on local spending appears to be increasing. Local spending increased
19 percent between SFY 1996 and SFY 1998, although local spending still con-
stitutes only 13 percent of total spending. This increase in local spending may
partly be a reflection of better reporting by the states, but it is also an indication
of the reliance on local funds for child welfare services. This finding raises the
issue of inequities between localities. The amount of revenues available to a local-
ity is typically determined by property taxes. Localities with higher property val-
ues will presumably have more revenue available to provide child welfare services.
Localities with lower property values will presumably have less revenue. If local-
ities are forced to rely more heavily on local funds, service availability for families
and children in localities with lower property values may be negatively affected.

States expended at least $3.4 billion on contracted services in SFY 1998.
Expenditures on contracted services represented 36 percent of total child welfare
expenditures.®® However, as states move toward privatizing certain services and
relying more on community-based services, we expect to see an increase in
expenditures on contracted services.
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Discussion

Flexible Funding

As the last safety resort for our nation’s most vulnerable children, child welfare
systems are expected to accomplish several goals while facing many challenges, one
of which is navigating the complex federal structure financing child welfare services.
Policymakers, researchers, and advocates have all criticized the existing federal child
welfare financing structure as being inflexible and too heavily focused on out-of-
home placement at the expense of prevention. The federal system is not in alignment
with the goals of protecting children and providing stable, permanent placements.
The largest funding stream targeted for child welfare, title IV-E, provides an open-
ended reimbursement to the states for costs associated with the out-of-home place-
ment of eligible children, while title IV-B, the federal funding stream for prevention
and family preservation services, is capped.

On the basis of the current financing structure, many have argued that states
have little financial incentive to move children out of foster care into more perma-
nent placements. When states achieve the desired goal of permanency for a child, the
savings of removing that child from foster care return to the federal government,
rather than remaining with the state. For example, when IV-E-eligible children are
reunified with their parents, the state no longer receives IV-E funds for these chil-
dren. The federal government keeps the savings associated with these desired out-
comes—hence the possible incentive for states to place and maintain children in fos-
ter care.

Others disagree with the notion that states have a financial incentive to keep chil-
dren in foster care, because states share in the costs of providing for these IV-E-
eligible children. It costs states 17 to 50 cents for each federal title IV-E dollar
expended. For children who are not title IV-E eligible, state funds may be covering
all costs associated with their care. Children are placed and linger in foster care
because states do not have enough money for prevention, family preservation, and
reunification services. Explicitly stated, the assertion is that child welfare systems are
designed to respond to children’s and families’ needs as resources are available, but
not enough resources are available for services to prevent out-of-home placements.
Given this debate, there has been a push for more flexibility in the federal financing
structure and more federal resources to prevent placements.>

There are also state- and local-level initiatives, such as managed care programs and
greater reliance on neighborhood-based child welfare services, to remove the per-
ceived incentive for lengthy stays in placement and improve outcomes for children.

Maximization Efforts

The debate on flexibility in the use of title IV-E funds must be considered within
the larger context of child welfare financing. States have an incentive to maximize
funds from federal sources before using their own funds, and states will first seek -
uncapped federal dollars before using capped federal allocations. They will also seek I.-I
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funds that do not require a state match before using funds that do. For instance, SSI
and title IV-E are both uncapped programs. States have an incentive to determine
children in foster care to be SSI eligible because this federal program does not
require a state match for the funds received, whereas IV-E funds do require a state
match. After seeking uncapped federal dollars, states may seek to use categorical
funding streams, such as Medicaid, which can be used for child welfare purposes only
to cover certain costs. Next, states may seek to use a capped funding stream that gives
them limited flexibility in determining how to use the funds before using capped
allocations that allow states more flexibility. States will use limited-flexibility funds
first because the more flexible funds provide a buffer or safety net for other expenses
that may arise near the end of a fiscal year when funding is running out. For exam-
ple, title IV-B is a capped allocation consisting of two parts that states can use for cer-
tain types of preventive, family preservation, and reunification services within specific
guidelines. TANF and SSBG, two block grants to the states, are also capped alloca-
tions, but they give the states more freedom in determining what services to provide
with these funds.

So what does this mean for child welfare financing? One finding from this survey
is that states are making great efforts to maximize IV-E funds. However, states
appear to be at different stages in maximizing IV-E funds, and as maximization
efforts continue, states will see diminishing marginal returns, requiring them to seek
additional federal funding streams to supplement their resources. We found that
states are taking advantage of the availability of these nondedicated funding streams
(TANE, SSBG, and Medicaid) for child welfare services; however, the use of these
funds is targeted for out-of-home placements, and funding for prevention still lags.
As states begin and continue to maximize funds from these nondedicated federal
funding streams, they will see diminishing marginal returns on these efforts and
eventually hit a plateau, forcing them to find more efficient, cost-effective methods
to serve child welfare clients.

Future Changes

Future changes that may affect child welfare financing are the potential creation
of title IV-B subpart 3°7 and the reauthorization of TANF and title IV-B subpart 2.
In addition, the Adoption and Safe Families Act of 1997 and the Foster Care Inde-
pendence Act of 1999 are changes that may affect future child welfare financing.

Under ASFA, $20 million is authorized annually in federal fiscal year (FFY) 1999
through FFY 2003 to provide incentive payments to states to increase the number of
adoptions of children in foster care. This amount was increased to $43 million in FFY
2000 because the original amount was not adequate to cover the incentive payments
requested by states. The incentive payments equal $4,000 for each finalized adoption
of a child in foster care above a baseline established by the U.S. Department of
Health and Human Services for each state, and $6,000 for each adoption above the
baseline of a special needs child in foster care. In attempts to reach or exceed these
baselines, spending on services for adoptive families and administrative costs associ-
ated with adoption (e.g., training) may increase.
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As part of the 1999 Foster Care Independence Act, funding for title IV-E Inde-
pendent Living was increased to $140 million per year for five years and the method
of calculating the nonfederal match was simplified to a 20 percent state match for
states to receive their full share. In addition, the act changed the basis for determin-
ing each state’s share; shares are now based on each state’s proportion of children in
foster care during the most recent fiscal year, for which data are available.

Even though we have been able to answer several questions we set out to answer,
some questions still remain. For example, it is not clear what impact welfare reform
has had on child welfare funding overall. There was a significant decrease in TANF
spending but minimal change in SSBG spending. It is not known whether cuts in
SSBG spending were compensated for by TANF transfers to SSBG. Moreover, it is
not clear whether states were able to make up for any losses in funding that resulted
from welfare reform cuts with increases in IV-E funds.

Independent of welfare reform, questions persist concerning states’ decision-
making processes in determining what federal funding streams to use and for what
purposes. In addition, it is not known how any changes in funding affected the avail-
ability of services for child welfare clients or outcomes for children. For example,
during welfare reform discussions, concern was raised about the competition for
child care services that might occur between TANF clients and child protective ser-
vices clients. It is not known if child welfare spending for these purposes has declined
because of changes in child care funding resulting from welfare reform or if child
protective services clients have reduced access to these services.®

To attempt to answer some of these questions and continue monitoring states’
child welfare spending, we intend to collect SFY 2000 data in 2001. We intend to
collect similar data to expand our knowledge of states’ expenditures for child welfare
services; provide a more informed look at the impact of welfare reform on child wel-
fare financing; enhance our understanding of states’ decisionmaking processes; and
examine the impact ASFA may have had on the use of funds.
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Notes

10.

11.

12.

13.

. For the purposes of this study, the District of Columbia is considered a state.

. Our reported finding was that states expended $14.4 billion on child welfare in SFY 1996; however,

several states made corrections to their 1996 data when completing the 1999 survey.

. Between 1991 and 1996, many children were determined SSI eligible based on the individual func-

tional assessment. States have an incentive to have children receive SSI benefits instead of foster care
payments, because unlike title IV-E foster care funds, states are not required to match federal SSI
funds.

. See Geen et al. (1999) for more detailed methodology. One change in the methodology between

the two rounds is that the 1999 survey differentiated federal spending by function, including out-
of-home placement, adoption, administration, and expenditures for other services. The 1997 survey
contained similar instructions; however, states were instructed to include administrative expenditures
from federal sources with federal expenditures for other services.

. This reflects the total of all expenditures reported by the 48 responding states, including the title IV-

E claims and title IV-B allocations (and corresponding state matches) for the nonresponding states.
In SFY 1996, states reported expending $14.6 billion in total child welfare spending.

. We are presenting percentage changes adjusted for inflation throughout the paper. The percentage

change in total child welfare spending between SFY 1996 and 1998 is based on data from 43 states.

. Only 30 states were able to provide a total for federal, state, and local expenditures; however, 15

additional states that were not able to provide a total for local expenditures were included in the
analysis because they are state administered and the amount of spending that occurs on the local level
is assumed to be minimal in this type of structure. For SFY 1996, 31 states could provide such totals;
federal funds accounted for 44 percent of total spending, state funds for 44 percent, and local funds
for 13 percent.

. This does not include Arkansas, Maine, Nevada, New York, North Dakota, or Wisconsin, which pro-

vided either no data or incomplete data.

. States reported expending at least $6.5 billion in federal funds in SFY 1996.

This includes titles IV-E and IV-B, Medicaid, SSBG, TANF, and other federal funds (e.g., Children’s
Justice Act grants and Child Abuse and Neglect grants). SSI data were not required for a state to be
included in this analysis.

By dedicated we mean funding streams created primarily for child welfare activities.

A child’s eligibility for IV-E is linked to his or her family’s eligibility for the Aid to Families with
Dependent Children (AFDC) program as in effect in the state on July 16, 1996. PRWORA repealed
AFDC and created TANF, yet IV-E eligibility is still linked to the AFDC program.

Special needs children must be AFDC or SSI eligible to qualify for federally matched adoption assis-
tance payments. Section 473(c)(2) of the Social Security Act defines a special needs child as a child
with “a specific factor or condition (such as his ethnic background, age, or membership in a minor-
ity or sibling group, or the presence of factors such as medical conditions or physical, mental, or
emotional handicaps) because of which it is reasonable to conclude that such child cannot be placed
with adoptive parents without providing adoption assistance under this section or medical assistance
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14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

under title XIX....” States have discretion in defining special needs (e.g., may include religion) and
determining eligibility.

Providing services to youth age 18 to 21 or those not IV-E eligible is an option for the states.

We initially reported that states expended a total of $3.3 billion in title IV-E funds in SFY 1996;
however, states’ revisions to their 1996 data increased the total to $3.6 billion.

Based on estimated caseload data and federal funding for title IV-E data. There is variation among
the states regarding changes in foster care caseloads.

Percentage changes reported within IV-E programs are based on 37 states.

In SFY 1998, states expended $1.4 billion on title IV-E foster care administration, $181 million for
training, and $124 million on SACWIS.

Thirty-three states were able to identify expenditures for these activities in SFY 1998.

Based on interviews with child welfare administrators and data analysts at the state and local levels
in 13 states as part of the ANF child welfare case studies.

States expended $136 million for adoption administration and $20 million for training. Expendi-
tures reported for adoption payments include nonrecurring costs.

As part of the Foster Care Independence Act of 1999, the program was renamed the Chafee Foster
Care Independence Program, and funding for the program was increased to $140 million per year
for five years. The state match has been simplified to a 20 percent match for states to receive their
full share of the funds. The method of allocating state shares is now based on each state’s share of
the nation’s foster care population in the most recent year for which data are available. The act also
allows states to extend Medicaid coverage to former foster children age 18 to 21 and does not spec-
ify a minimum age before which children can receive independent living services.

Change is based on 37 states. In SFY 1996, we identified $57 million in IV-E Independent Living
expenditures.

Six states reported not using Independent Living funds in either or both SFY 1996 and SFY 1998.

Changed from Family Preservation and Family Support by the 1997 Adoption and Safe Families Act
(ASFA). ASFA also reauthorized the program with increases each year in the entitlement ceiling,
from $255 million in federal fiscal year (FFY) 1998 to $305 million in FFY 2001.

In the 1997 survey we asked states to provide IV-B expenditures by subpart, which we did not in
the 1999 survey; therefore, IV-B expenditures are presented as one total. Percentage change in IV-
B spending is based on 43 states.

In SFY 1996, these funds combined totaled $2.6 billion and represented 42 percent of all federal
funds.

Virginia reported that these funds are not used for child welfare purposes. Rhode Island reported
that SSBG funds are not used for child welfare; therefore, this percentage includes only expenditures
from Medicaid and TANEF.

States must spend at least 75 percent of what they spent in fiscal year 1994 to meet the maintenance
of effort requirement; 80 percent if the state does not meet the work requirements. Two of the seven
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36.

37.

38.

39.

40.

4]1.

42.

programs that make up the TANF block grant require a state match: the welfare-to-work formula
grant and the contingency fund.

The four purposes of the TANF program are to “(1) provide assistance to needy families so that chil-
dren may be cared for in their own homes or in the homes of relatives; (2) end the dependence of
needy parents on government benefits by promoting job preparation, work, and marriage; (3) pre-
vent and reduce the incidence of out-of-wedlock pregnancies and establish annual numerical goals
for preventing and reducing the incidence of these pregnancies; and (4) encourage the formation
and maintenance of two-parent families.” Section 401(a) of the Social Security Act.

This includes TANF expenditures for former EA purposes (TANF-EA), other child welfare programs
not formerly funded under EA, and funds used to assist relative or kinship caregivers. Examining the
states” TANF expenditures for former EA purposes only, states expended $337 million in SFY 1998,
54 percent less than expended in SFY 1996 ($797 million) based on 39 states.

Based on interviews with child welfare administrators at the state and local levels in 13 states as part
of the ANF child welfare case studies. In addition, see Greenberg (2000).

Twenty-five states reported expenditures for TANF, and 10 states that use TANF for child welfare
activities were unable to provide these expenditures for SFY 1998. Sixteen states reported that TANF
funds were not used in SFY 1998 for child welfare.

In North Carolina, Texas, and Pennsylvania, TANF funds were the second most heavily used federal
funding stream after title IV-E. In Idaho and South Dakota, TANF was the third most heavily used
funding stream.

In Texas, TANF expenditures for out-of-home placements are the second largest funding stream
after title IV-E.

In Idaho, TANF expenditures for administration are the second largest funding stream after SSBG.

Thirty-nine states provided SSBG expenditures, 7 states reported using but could not provide data
on SSBG expenditures, and five states reported that SSBG funds were not used for child welfare in
1998. The analysis on changes in states” SSBG expenditures is based on 38 states that provided SSBG
data in both rounds of the survey. Rhode Island is included in this analysis because the state reported
not using SSBG funds for child welfare in both 1996 and 1998. One point to note is that when com-
paring data from all 51 states, states reported expending more in SFY 1996 ($980 million) than the
total identified in SFY 1998.

PRWORA allows the states to transfer up to 30 percent of their TANF block grant to SSBG and the
Child Care and Development Block Grant; however, no more than 10 percent may be transferred
to SSBG. In 10 states, in interviews with child welfare administrators as part of the ANF child wel-
fare case studies, we were told that the state transferred TANF funds to SSBG.

This does not include Mississippi and Oklahoma, which could not provide all the federal data
requested.

Thirty-eight states reported Medicaid expenditures for SEY 1998. Nine states use Medicaid but
could not provide expenditure data, and four states reported not using Medicaid.

Based on 21 states that were able to categorize how all federal funds were used.

Based on interviews with state and local child welfare administrators as part of the ANF child wel-
fare case studies.
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48.
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52.

53.

54.

55.

56.

States frequently reported using these funds: Children’s Justice Act grants, National Center on Child
Abuse and Neglect grants, Child Abuse Prevention and Treatment Act grants, and the Child Care
and Development Block Grant.

Based on 43 states that provided data in both rounds.

No percentage changes between SFY 1996 and 1998 are given because of the small number of states
that were able to provide all the required data for this analysis in both rounds of the survey.

Based on the 16 states that could break out the use of all federal funding streams, with the excep-
tion of TANF and “other” federal funds, we determined the proportion of federal funds used for
out-of-home placements, adoption, administration, and other services. States expended 67 percent
of federal funds on out-of-home placements, 9 percent on adoption, 9 percent on administration,
and 16 percent on other services.

The percentage change is based on 42 states that provided data in both rounds of the survey. In SFY
1996, states expended $6.3 million in state funds, a revision from the $6.4 million that was initially
reported in our paper.

Percentage changes are based on 25 of the 30 states that provided state expenditure data for out-of-
home placement, adoption, administration, and other services in both rounds of the survey.

Title IV-E funds cannot be used to care for children who may be placed in institutions whose pri-
mary purpose is the detention of delinquents. Therefore, state funding must be used for children in
child welfare custody placed in a detention/correctional facility. These child welfare expenditures on
correctional facilities may represent the administrative costs associated with child welfare casework-
ers’ duties and responsibilities for cases that are still the child welfare agency’s responsibility even
while the child is in a detention facility.

Comparisons with SFY 1996 are based on a sample size of 23 states that provided data in both
rounds of the survey. Comparisons are not provided for correctional facilities, independent living, or
other placements because of the small number of states (14) that were able to provide data in both
rounds.

The percentage change is based on 24 states that provided a total for local expenditures in both
rounds of the survey. Including data from all 51 states, local spending increased 8 percent. Twenty-
eight states reported zero dollars in local funds expended, 17 states reported expending local funds,
and 6 states were unable to provide data for SFY 1998.

Unfortunately, analysis of the change in the use of local funds between the two rounds of the sur-
vey was not possible because of the small sample size.

Based on the 29 states that provided a total for expenditures on contracted services, total child wel-
fare spending in this case is $9.4 billion. Expenditures on contracted services represent 22 percent
of total child welfare spending when including data from all 51 states, and total child welfare spend-
ing is $15.6 billion. Twenty-two states were unable to provide expenditure data.

Based on interviews with state and local administrators in 13 states as part of the ANF child welfare
case studies.

Based on the 29 states that provided expenditures on contracted services.

One bill recently introduced in Congress would allow states more flexibility in using title IV-E funds
and would expand the title IV-E waiver demonstrations.
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57. There are currently bills in the House and Senate that would create title IV-B subpart 3 to provide

58.

$2 billion over five years for collaborative activities among federal, state, and local child welfare agen-
cies and substance abuse prevention and treatment agencies.

PRWORA combined the four main federal funding streams for child care, including the At-Risk
Child Care program for child protective services clients, into the Child Care and Development Block
Grant (CCDBG). It is not known whether child welfare agencies experienced decreases in their
funding specifically for child care for child protective services clients as a result of the block grant.
Child protective services clients are still eligible for child care subsidized through the CCDBG and
TANE if they meet the income requirements, as well as through SSBG.
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