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Inc., Child and Family Policy Center, the National Center for Children in Poverty at Columbia University,
National Governor's Association, Policy Studies Associates, Inc., and the Bush Center on Child Development
and Social Policy at Yale University. NCSI's mission is to stimulate and actively support service integration
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publications produced by NCSI. Although federal funding for NCSI is ending, NCSI will continue to produce
occasional publications and Resource Briefs on critical issues communities and states face in developing more
comprehensive, community-based service systems.

ABOUT SERVICE INTEGRATION

NCS1 has defined service integration as the process by which a range of educational, health, and social
services are delivered in a coordinated way to improve outcomes for individuals and families. Current efforts
in service integration strive to overcome the disadvantapes of the present fragmented structure of programs
and providers, often promulgated by professional specialization.

Effective service integration initiatives emphasize:
A Comprehensive services

A Early intervention and preventicn

4 Consumer and family-oriented responses

A Provider accountability

Current initiatives often involve collaboration and system reform objectives that go well beyond
traditional notations of coordination and information sharing. The most ambitious efforts seek the integrated
delivery of a full scope of education and human services through collaborations that include schools and major
health and social service providers.
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ABOUT THE RESOURCE BRIEFS

INCSI Resource Briefs are designed to provide the
most current information available on effective
practices and strategies on issues or topics fre-
quently encountered by states and communities in
their service integration activities. As practice-
based decuments, Resource Briefs are designed to
be concise and plainly wriltten, to define a specific
service integration issue, and to describe the cur-
rent state of knowledge and practice about effec-
tive issue resolution. They are not intended to be
comprehensive or scholarly. Rather, they seek to
get useful information into the hands of practition-
ers in as timely a manner as possible through a
sharing of experiences from other service integra-
tion efforts around the country.

An Oversight Board selects Resource Brief top-
ics, and chooses writers based on their work in the
field and their understanding of the issues
involved. The Board approves the final draft of all
Resource Briefs prior to their publication, follow-
ing a peer review from individuals currently
involved in service integration efforts. Members of
the Oversight Board are: Charles Bruner (Child
and Family Policy Center), chair; William A. Mor-
rill (Mathtech, Inc.); Judith E. Jones (National
Center for Children in Poverty}; Sharon Lynn
Kagan (Bush Center on Child Development and
Social Policy); Evelyn Ganzglass (National Gover-
nors’ Assaociation); Hedy Chang (California
Tomorrow); Frank Farrow (Center for the Study of
Social Policy); David Hornbeck; Karen Pittman
(Academy for Educational Development); and Lis-
beth Schorr (Project on Effective Services).
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with the Assistant Secretary for Planning and Eval-
uatien, U.S. Department of Health and Human
Services—and through a grant from the Annie E.
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Frank Farrow is director of children’s ser-
vices policy at the Center for the Study of Social
Policy in Washington, D.C.

Charles Bruner is executive director of the
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CHAPTER |1
Infroduction

Political, economic, and demographic pressures are
forcing changes in the way states and communities
operate their child and family serving systems. A
key part of these changes are innovations in the
way that services are financed.

To some extent, this focus on financing stems
from the recognition by states and communities
that scarce dollars must be used as efficiently as
possible, While public opinion pells show that the
public is willing to fund services for children and
families, they also show that the public must be
convinced that services are delivered efficiently
and that expenditures are effective in improving
outcomes for children.

In addition, states and communities recognize
that, without changes in financing, they cannot
obtain the more comprehensive, community-based,
and preventive service systems they seek. Financ-
ing directly influences service delivery. The ways
in which funds are made available to state and
local services help to determine their priorities,
shape the incentives that drive service providers,
and ultimately influence how useful services are to
children and families.

With the help of federal entitlement programs
and block grants and their own general revenue
funds, most states and communities have devel-
oped a number of discrete funding streams that
provide a broad array of services to children and
families. These include educational services, health
services, social and mental health services, and
employment and income supports. Each service
usually has its own eligibility requirements and a
unique mix of state, federal, and local funding.

When a family is eligible for a number of dif-
ferent services, it is usually the family’s responsi-
bility to access and coordinate these services. Since
services may address overlapping concerns, there
is the potential {or duplication of services. This is

not efficient from either the systems’ or the fami-
ly’s perspective. In addition, a family must become
involved with new workers each time it needs a
service provided through a different funding
stream. Al the same time, a strong relationship
between a family and a worker may be very impor-
tant to the success of efforts taken to meet farmly
needs. The fragmentation of service delivery
makes the formation of such relationships more
difficult.

This type of categorical funding and fragmented
service delivery often makes it difficult to achieve
significant policy goals—either at the community
level or on behalf of an individual child or family.
Different agencies, under different governing bodies
with different priorities often are charged with
addressing complex social problems—such as
teenage pregnancy, school failure, and out-of-home
placement. Although these problems are interrelat-
ed, programs operate independently, largely because
of the way they receive funds. Consequently, even
when agencies devote substantial dollars to particu-
lar policy goals, the fragmented and categorical way
those dollars are made available may thwart their
most effective use.

Professionals within different service systems
increasingly recognize how this fragmentation
tmpedes their best efforts. Children bring more
than educational needs into the classroom. Teach-
ers know that unless those other needs are met,
children will not be successful learners. Families
bring more than employment needs into the wel-
fare office. Welfare officials know that unless those
other needs are met, many families will not
become economically sel{-sufficient. New parents
bring more than parenting concerns into a family
resource center. Center directors know that unless
these other needs are met, parenting will suffer and
children will not thrive.
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In short, the improved outcomes that states and
communities seek for children and families cannot
be achieved without bringing together resources in
new ways. Service financing must be dramatically
changed. The whole mix of funding sources,
including public education, child and family wel-
fare, and public health must be re-examined.

This resource brief introduces the concepts
involved in designing new financing strategies. It
is based on the experiences of states and communi-
ties, primarily in the field of child welfare.!

Whether states and communities are develop-
ing new collaborative planning structures to better
coordinate services into a more “seamless” deliv-
ery system, or are actually seeking to integrate or
combine existing service systems, they recognize
the need to give special attention to the way ser-
vices are financed. This brief contends that the
manner in which services are financed plays a criti-
cal role in how services are designed and delivered.
The extent to which services are more flexible,
individualized, family-focused, community-based,
preventive, and comprehensive will depend on
their funding.

Chapter 2 discusses the key principles that
undergird new financing strategies. Chapter 3
reviews the specific strategies and options that
states have used in changing their financing sys-
tems. The final chapter briefly reiterates the key
conceplts raised in the first three sections.
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Serwce inancing must be
dromohcol\y changed. The whole
mix of funding sources, including
public educatian, child and family
welfare, and publlc health must be
re-examined.



CHAPTER 2

Principles Behind New

Service Financing Strategies

New service system financing strategies rely on at
least four principles that deserve discussion. These
principles should be articulated at the beginning of
any redesign of financing systems, and they should
be referred to throughout the process of developing
a more comprehensive, responsive service system
and its financing structure. These principles are:

1. Financing should reflect and reinforce a
new set of principles and characteristics
for service delivery and should be driven
by a compelling and well-conceived pro-
gram agenda.

2. Effective fiscal strategies should incorpo-
rate multiple funding sources and cut
across traditionally separate service
domains.

3. Financing strategies should make use of
dollars already being expended in the ser-
vice system.

4. Fiscal changes require parallel alterations
in service governance and service delivery
technologies if they are to achieve goals
for a more effective service system.

Financing should reflect and reinforce
a new set of principles and character-
istics for service delivery, and should
be driven by a compelling and well-
conceived program agenda.

Consensus is emerging among policymakers, ser-
vice providers, and advocates that the current sys-
tem of providing services—categorical, inflexible,
individually based, single-issue focused, and crisis
and remediation-oriented—frequently does not
provide a good match between what families need
to succeed and what is available to them. Conse-

quently, there are pressures to redirect the focus of
service systems to be more responsive to individual
families and communities.

Current efforts are emerging in all public sys-
tems, including schools, public health programs,
child welfare services, mental health centers, and
income support programs, to enable client services
ta be more:

A Family-based and responsive to a child’s
needs in the context of his or her family
and community, rather than focusing ser-
vices solely on the child.

A Comprehensive and flexible in meeting a
child’s and family’s unigque needs.

A Likely to place decision-making authority
at the community and neighborhood levels,
rather than centralizing decision-making in
state agencies through rules and regula-
tions governing worker actions.

4 DBalanced by providing greater emphasis on
development and preventive services that
support families earlier and seek to avert
crisis situations and remediation services.

4 TFocused on and accountable to achieving
improved outcomes for clients.

A Capable of ensuring equity in the alloca-
tion of services.

Today’s financing methods often undercut
these principles. This is clear from numerous cri-
tiques of social services funding. The categorical
nature of service financing creates numerous spe-
cialized services in a community that defy work-
ers’ and families’ best efforts to coordinate them.
At the frontline practice level, families’ needs usu-
ally have to be fitted to available services, rather
than the reverse, Since dollars never seem to be
sufficient for mandated services, allocations for
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developmental and preventive services remain
even smaller than ever in the context of overall ser-
vice system expenditures.

New fiscal strategies seek to restructure fund-
ing to support the principles above. If frontline
workers achieve better outcomes when they adapt
services to individual needs, then service funding
should provide that flexibility. If decisions about
which services to finance can be made more per-
ceptively by local communities than by state agen-~
cies, then these decisions should be moved to the
community level. If service prierities must be redi-
rected toward earlier interventions, then financing
mechanisms should create incentives for these
more preventive investments. Financing then
becomes a way to reinforce new policy directions.
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[ frontline workers achieve better
oufcomes when they adapt services
to individual needs, then service
funding should provide that flexibility.

Effective fiscal strategies should
incorporate multiple funding sources
and cut across traditionally separate
service domains.

Creating comprehensive service responses for chil-
dren and families requires orchestrating a wide
range of funding sources. A state’s perception of
what constitutes an effective family service system
should include not only education, health, and
human services, but also mental health, juvenile
justice, employment, housing and ether services.

Currently, states and communities are working
to coordinate (and in some instances consolidate)
traditionally separate funding streams. Financing
strategies are mixing funds across agency bound-
aries to achieve desired outcomes, in some
instances using federal funds creatively in combi-
nation with state and local funds and blending enti-
tlement dollars with discretionary funds.

Most states and communities find that each of
their distinct service systems performs some activi-
ties with families that are or could be generic
across systems—particularly client or family
assessment and general case management or advo-
cacy. From a family’s perspective, this duplication
sometimes leads to too many cooks boiling the pot,
or at least to substantial redundancy of effort both
on the part of the service providers and on the part
of the family that must make contact with these
multiple providers. To the extent that these com-
mon activities can be financed and performed
jointly, greater efficiency, consistency, and continu-
ity can be achieved.



Financing strategies should make use
of dollars already being expended in
the service system.

A growing number of state and community financ-
ing efforts now identify dollars previously spent
for one purpose and redirect those same dollars for
another purpose. This usually involves policy shifts
that redirect funds from more restrictive to less
restrictive forms of care. States and communities
often find that their funding entitlements, incen-
tives, and resource commitments go toward crisis-
oriented and unnecessarily restrictive levels of care
rather than toward prevention-oriented and home-
based services.

Innovative states are redirecting out-of-home
placement dollars to in-home services, switching
institutional support dollars to community-based
care and using specialized treatment funds for
more preventive care. States have discovered that
the enormous amounts of money spent on a family
served by multiple systems (such as child welfare,
mental health, special education, and juvenile jus-
tice) often can be reduced effectively by develop-
ing an integrated service plan for that family.

This emphasis on redirecting and redeploying
funds retlects today’s tight fiscal climate. It also
indicates a more general conclusion that state and
community administrators have come to—that they
can more plavsibly justify increased appropriations
when current dollars are spent most efficiently.

Neirher changes in governance
nor changes in financing alone
will produce changes af the service
delivery level toward a more
responsive, familybosed system;
the two must be connected and
coordinated.

Fiscal changes require parallel
alterations in service governdnce and
service delivery technologies if they
are to achieve godils for a mere
effective service system.

As state and community agencies begin to pool or
redirect funds to achieve a common goal, they will
develop new joint service definitions, new con-
tracting procedures, and new interagency referral
mechanisms. As states shift dectsion-making con-
cerning funding from the state to the local level,
they must often construct new governance authori-
ties because most current state agencies have a lim-
ited, highly categorical mandate. It is of little help
when a state consolidates funding streams, and
makes them available with more flexible parame-
ters, if the agency to which they go continues to
spend them in the traditional, categorical ways. For
this reason, changes in the governance and opera-
tion of the local entities receiving funds must
accompany financing changes.

The linkage of fiscal strategies to broader
changes in service delivery and governance is a
positive step. It helps to ensure that financing
strategies are one part of a more fully developed
service delivery system designed to achieve
agreed-upon goals for children and families. Ser-
vice providers ultimately respond to those agencies
holding the purse strings and to the requirements
that must be met. Neither changes in governance
nor changes in financing alone will produce
changes at the service delivery level toward a more
responsive, family-based system; the two must be
connected and coordinated.
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CHAPTER 3

Strategies That Promote
More Comprehensive, Locally Controlled,
and Preventive Services

State and community funding innovations that
incorporate the principles described in the previous
chapter defy neat categorizations. Many have
developed not as new funding strategies but as
pragmatic efforts contoured to address current state
service delivery problems. These initiatives have
been tempered by political realities: the fiscal con-
straints of the overall budget; the need for public
support; and the willingness of the service systems
to innovate and to give up some areas of unilateral
jurisdiction.

In general, however, states and communities
have applied one or more of the following financ-
ing strategies in their efforts to achieve more com-
prehensive and appropriate services for children
and families:

4 Pooling funds across agency lines to
achieve common goals.

A Delegating greater authority over the use
of existing funding streams to community
policymaking and administrative systems.

A Redeploying existing funds from higher
cost services toward lesser cost, alternative
services.

A Refinancing, through a greater use of fed-
eral entitlement programs, accompanied by
reinvestment to expand the funding base
for services.

A [Leveraging private sector and foundation
funds to expand the funding base for ser-
vices or to cover the start-up costs for sys-
tem reform.

A Investing new funds, based on Jong-term
cost benefit analyses, into prevention-
oriented services with clear outcome
accountability.
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States and communities most often apply these
six strategies in combination. Choices depend on the
political circumstances and the current issues under
scrutiny. In the long run, each state and community
has to assemble its own financing methods, working
within state and federal funding stmactures in ways
that respond to the goals it wishes o pursue.

Given the recent nature of many of the innova-
tions described here, there are no “best practices”
in this area. The results of these financing innova-
tions are yet to be measured, but they do represent
genuine efforts to use funds more effectively to
achieve better outcomes for families and children.
Examples presented in the remainder of this chap-
ter illustrate these efforts.

Pooling, delegating, and redeploying

Several of the most ambitious new funding efforts
involve combining several strategies to dramatical-
ly reshape the way dollars are spent, particularly
funds for families served by multiple systems.
Each strategy is powerful in its own right. The pur-
pose behind pooling funds is to share the costs of
services that agencies otherwise would provide
independently, thereby reinforcing a common poli-
cy direction and increasing the likelihood of more
coordinated services delivery at the local level.
Delegating spending authority js usually activated
when states understand that communities (rather
than central offices of state agencies) are in the
best position to determine specific service priori-
ties. Redeploying funds from more restrictive (and
usually more expensive) services to less restrictive,
community-based services, involves spending cur-
rent dollars more effectively in ways that keep
children in their own homes or communities.



These three strategies together can reinforce
policy directions that favor community-oriented,
preventive, and less categorical services. They
have most commonly been combined when agen-
cies seek to address the needs of children and fami-
lies involved in several service systems, and where
different agencies operating independently are
spending significant funds.

Three examples—f{rom Tennessee, Maryland,
and Towa—illustrate how the combination of these
strategies is being used to meet state and local
needs. All of these strategies focus on children and
{families who already are involved intensively in
child welfare services. While these three states are
commiited to preventive services, their officials
believe they must first redirect funding already
being used to serve children in high-cost settings in
order to gain savings and justify new expenditures
for earlier interventions,

Tennessee. Tennessee’s Children’s Plan has intro-
duced a new funding approach with the dual intent
of serving children more appropriately and curbing
unacceptable increases in state out-of-home place-
ment costs. In 1988, the legislature analyzed what
it was getting for the increasingly large sums spent
on out-of-home care for children, including foster
care, group homes, and residential treatment. At
that time, expenditures were about $100 million a
year and increasing over 20 percent annually.

The analysis found little justification, based
upon children’s needs, for many out-of-home
placements. Out-of-home placements often
occurred because no alternatives were available. To
reverse this trend, the legislature and state agencies
took several actions. First, the legislature financed
intensive family preservation services, which are
crisis intervention services for families at imminent
risk of having a child removed from the home.

Tennessee’s Children’s Plan has
intfroduced a new funding approach
with the dual intent of serving children
more appropriately and curbing
unacceplable increases in siate
outofhome placement cos's.

Unlike states that funded such services separately
in child welfare, mental health, or juvenile justice
agencies, Tennessee’s agencies funded these pro-
grams jointly. Each agency contributed a share of
the cost toward Family Ties, a uniform state pro-
gram serving children identified as needing help
from the child welfare, juvenile justice, and child
mental health systems.

State officials believe this had strong benefits.
All family preservation services in a community
now have uniform eligibility standards, regardless
of whether a family receives this service because
of child abuse or neglect, delinquency ar youth
misbehavior, or a child’s emotional problems.
Local agencies contracting for this service work
toward common outcomes, use common referral
procedures, and accept common standards to assess
service quality. The agencies have a single contract
for services, rather than separate contracts from
each of the three state agencies.

Building on this innovation, officials in Ten-
nessee’s Department of Finance and Administration
(FDA) became convinced that further consolidation
of funding was needed. FDA required state agencies
to peol all funds previously spent for out-of-home
care into one statewide account under FDA control.
These dollars helped to finance plans of care devel-
oped for children and families through a redesigned
system of Community Health Agencies (CHAs).

The CHAs became responsible for assessing
the needs of all children deemed at immediate risk
of out-of-home placement and for prescribing ser-
vices that might prevent placements. The CHAs
developed assessment teams in all jurisdictions of
the state. When the team judges that a placement is
the appropriate form of care for a child, a lead
agency purchases placement services in the least
restrictive, most community-based setting that can
meet the child’s and family’s needs.
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The differences between this method of fund-
ing services and Tennessee’s previous funding pat-
tern are three-fold. First, where dollars once flowed
in separate, uncoordinated “streams” through the
child welfare, juvenile justice, and mental health
systems for identical or similar services, those
funds are now combined into one more conselidat-
ed funding stream. The state agencies have taken
advantage of this consolidation to set uniform
provider-agency contracting procedures and uni-
form purchase-of-service rates for similar services
from any provider.

Second, decisions about which services are
most appropriate for the child are made at one
point locally, with the decisions oriented toward in-
home and community-based services.

Third, this approach begins to introduce market
principles into the flow of funds. Because of the
strong case planning role of the CHAs, backed by
the purchase-of-service dollars in the state “pool,”
local agencies—public as well as private—must
begin to justify the merit and cost-effectiveness of
their services compared to alternatives. Over the
long term, no agency is “guaranteed” a certain
share of service expenditures; they have to “earn”
it, based on performance.

The effects of Tennessee’s new plan cannot be
fully judged as yet. Already, however, state offi-
cials believe the approach is changing the incen-
tives in the system. Local staff assess children’s
and families’” needs more fully and consistently.
Uniform contracting procedures treat all providers
more fairly and efficiently. Providers no longer
have to maintain three different contracting proce-
dures to provide similar services for three different
agencies. Patterns of care for children and their
families are more easily tracked under the new sys-
tem. Both local and state officials can observe
more quickly patterns of placement, care, and
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/\/\orybnd’s oroad reform initiative
aims to help local communities

develop more comprehensive, family-
based service systems.

expenditures, and therefore can make necessary
policy shifts.

Maryland. Maryland’s funding changes for chil-
dren’s services over the past five years illustrate a
related approach to funding many of the same ser-
vices. However, appreciable differences reflect this
state’s differing priorities.

In 1989, Maryland enacted legislation that
allows the Governor's Office for Children, Youth,
and Families (OCYF) to authorize local jurisdic-
tions to use funds appropriated for out-of-home
care to provide in-home services for vulnerable
children and families. The legislation applies to all
types of out-of-home care, whether under the aus-
pices of the child welfare, juvenile justice, mental
health, or education agencies.

Maryland’s broad reform initiative aims to help
local communities develop more comprehensive,
family-based service systems. As a part of this, the
OCYF worked with all other state agencies serving
children, including the departments of human
resources, health and mental hygiene, and educa-
tion, and the division of juvenile services. OCYF
requires localities to use these redirected out-of-
home care funds in conjunction with other changes
in local service planning and delivery.

Local jurisdictions in Maryland must establish
interagency plans for developing better services to
families most at risk; must establish a new local
entity with authonty for spending the newly flexi-
ble dollars across agency lines; and must establish
several core services, including family-based case
management and family preservation services.
While localities have latitude in the range of ser-
vices they operate, they must agree to achieve the
outcomes that they negotiate with the state. The
incentive for the localities is that they retain 75
percent of any dollars they save by improving their



efficiency for reinvestment into their local service
systems.

Unlike Tennessee, Maryland implemented this
approach incrementally. Not all out-of-home care
dollars were pooled initially. The state first pooled
only $1.5 million dollars within one jurisdiction,
while over the past three years the amount grew to
over $12 million in seven out of 24 local jurisdic-
trons. The legislature has authorized state agencies
to redirect all out-of-home care dollars this way,
and the state is planning to set up the new local
governing entities required for this model in all
state jurisdictions by the end of 1993,

Maryland applied this same approach toward
reducing the state’s placements of children in facil-
ities outside of the state. Localities can apply for
authority over a dollar amount equivalent to their
expenditures for out-of-state placements of chil-
dren. These funds must then go to “bringing the
children back” or to preventing similar placements
from occurring. For example, rather than spending
$85,000 or more per year for a child in an out-of-
state psychiatric facility, localities can direct that
same amount to any combination of services and
supports that can achieve safe, stable, developmen-
tally appropriate care for the child in his or her
home or community. This approach has produced
unusual and creative service packages for children
that are effective precisely because they meet
unique family needs and circumstances.

In Maryland, the new funding strategy’s pur-
pose has been to increase home-and community-
based care for children and to help change patterns
of service delivery according to a new, three-
pronged set of principles: (1) an emphasis on com-
munity decision-making and planning rather than
state-level micromanagement; (2) a movement
toward less rather than more categorical services;
and (3) incentives for localities to design less cost-

owa's decategorization initiative

involves consclidations at the county
level of more than 30 separate state
funding streams.

ly in-home and community services rather than
expensive residential placements.

lowa. lowa’s decategorization initiative involves
consolidations at the county level of more than 30
separate state funding streams. It represents a third
state approach to making funding more flexible
and shifting authority to the local level.

In 1987, the lowa General Assembly enacted
legislation directing the Iowa Department of
Human Services to select two counties as demon-
stration sites for decategorizing child welfare ser-
vices. The intent of the decategorization was to
allow these local jurisdictions to use categorical
program funds in flexible ways that would produce
a more client-centered system, as opposed to a
funding-driven system. Subsequently, decatego-
rization has been expanded to six counties, repre-
senting one-third of the state’s child population,
and decategorization has received permanent statu-
tory authorization.

Funds for this consolidation and redirection by
the counties come from mental health, juvenile jus-
tice, foster care, in-home service, institutional care,
and state direct service worker funds. The county
human services agency, the county board of super-
visors, and the juvenile court serving the county
jointly develop the county’s new decategorization
budget, and some counties also bring in local
school districts and service agencies to help make
these decisions.

Decategorization counties have used decatego-
rization as an opportunity to examine the continu-
um of services available to children and families
and to redirect some funds previously used for
institutional services toward community-based ser-
vices. They also have been able, on an individual
basis, to develop integrated service plans for some
of the families who have been high cost users of
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FIGURE 1 A County's Conceplualization of Child Welfare Decategorization

CATEGORIZATION

DECATEGORIZATION

Funding Shift

Thirty-one separale line ilem appropriafions
governed by separale ules and mixes of
stale, federal, ond local funding respansibility

A single child welfore pool of funds
copable of redirection ocross services

Service Paradigm Shift

Procedurally focused -————— Vision-driven
Agency-driven -«————m Clientdriven
Program specifications <€———— Individuol needs
Specific services -———— Inlegrated community services
Policy restriclions -————= Pclicy [lexibility
Funding borriers <————m Funding flexibility
Service lrocks -e———m Service alierations
Process-criven -e——— Resulls-driven
Burecucralically owned <————— Community-owned

Source Adapled fram o farmulalien by the Community Partnership of the Poliowoltamie County Decategorizalion Project

separate services. Figure | represents one county’s
concept of lowa’s funding pattern and new scrvice
philosophy under decategorization.

By moving decision-making to the local level
and allowing flexibility in the usc of funds previ-
ously bounded by calegorical restrictions, counties
have been able to develop new services for specific
populations. For example, ancther decategorization
project located in Scott County has established a
new residential program with a targeted focus and
has returned to the community leenagers previous-
ly sent to the state training school. It has developed
a day treatment program for 9-11-year-olds to
avoid placements or to return back to their homes
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children who had been placed out-of-home. The
county could design these services because it knew
the needs of these children and their families much
more intimately than the state could know them.

A third decategorization county, Polk County,
has brought children back into the community from
high cost placements by developing individualized
and community-based treatment plans involving
collaborations among multiple service providers.
By pooling funds and delegating responsibility to
the local level, decategorization has enabled work-
ers to focus on the needs of individual children and
their families in a way that state-level financing
and regulation cannot.?



lowa’s decategorization of funds, like Mary-
{and’s and Tennessee’s redirection of out-of-home
care dollars, is tied closely to other service system
reforms. In none of these states does the financing
strategy stand alone, It is part of a broader vision
about how the service system should operate,
which has been translated into a clear and com-
pelling set of program priorities. Once that vision
is set, new financing patterns and new local entities
become a powerful infrastructure that drives sys-
tem change.

In all three states, these changes have not been
free from controversy and turf issues among state
agencies and between state and local levels of gov-
ernment. At times, state agencies have resisted
relinquishing fiscal control, arguing that special-
ized target groups might not be served if traditional
boundaries were not kept. Localities have worried
that the state was giving them new responsibilities
without the resources to carry them out. State offi-
clals have resisted giving up their old categorical
and regulatory procedures for overseceing and
accounting for the expenditure of funds.

Still, progress has occurred. Both Maryland
and Tennessee have decided to address these issues
and establish these new funding patterns statewide.
In lowa, the decategorization approach has moved
beyond being a demonstration project. By statutory
authority, participation is an option for all counties
that can reach a joint agreement between the coun-
ty board of supervisors, the juvenile court, and the
county department of human services.

The three funding strategies combined in these
three states—pooling of funds, delegating authori-
ty to the local level, and redeploying funds from
the so-called “back end” of the system o the “front
end”—do not have to be combined. In fact, more
modest versions of these approaches can be imple-
mented singly or in different combinations.

n none of these stotes does the
financing strategy stand alone. It is
part of a broader vision about how the
service system should operate, which
has been iranslaied info a clear and
compelling set of program pricrities.

Examples of other initiatives that have adapted
ong or more of these strategies are as follows:

A The Alaska Youth Initiative (ALI) illus-
trates a redeployment strategy which has
been so successful that it has spread
statewide in Alaska and is now being repli-
cated in some form in many other states.
ALI's goal was to return to Alaska those
youth who had been placed outside the
state in residential placements. Not only
were these placements expensive, but fam-
ily reunification and community reintegra-
tion had become almost impossible.

The ALI initiative offered broad-based
authority to multidisciplinary teams to
redeploy out-of-state placement funding so
they could design more community-based
treatment packages. Through “wrap-
around services™? and creative case plans,
Alaska brought the children back into the
state and their communities and often
reunified them with their families. In addi-
tion, the initiative found that this process
cost less money than providing the previ-
ous services, and the money saved could
be applied to expanding early intervention
and prevention services. Developers of the
initiative believe that any funds saved as a
result of redeployment must remain within
the system. Workers need an incentive to
change their practices, and, in particular, to
expend time and energy developing new
service plans.

4 In several states, family preservation ser-
vices have been financed through rede-
ploying funds that had been appropriated
for out-of-home care. In California,
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through legislation enacted in 1988, coun-
ties may shift up to 10 percent of the
state’s share of foster care expenditures to
placement prevention services, such as
family preservation,

The twelve counties now participating
in this redeployment process use a formula
that assures that placement prevention
remains a primary goal. If they reduce their
foster care budget as a result of placement
prevention services, counties retain 25 per-
cent of the savings. Alternatively, if the
county exceeds its foster care allotment, it
must pay the state a portion of the overage.
As with the Alaska Youth Initiative, the
California redeployment formula is suc-
cessful because both counties and the state
back it and view it as an incentive for prac-

n a number of states, fomily support
subsidy programs provide flexible
funds directly to fomilies to use for
children with disabiities.

not have to wait for days or weeks to ad-
dress a concern that could turn into a crisis.

In general, these family workers direct
the flexible dollars toward goods and ser-
vices, such as rent deposits, emergency
food, alcoholism treatment, or emergency
child care, which the families place high
on their list of immediate needs and which
can help start them toward meeting other
family goals as well. North Dakota makes
these flexible funds available to solve
problems that, in the past, have resulted in

more costly categorical services.

4 In a number of states, family support sub-
sidy programs provide flexible funds
directly to families to use for children with
disabilities. In Michigan, over $15 million

titioners to develop alternative services.

A major aspect of North Dakota’s Children
and Family Services Reform Initiative in
two regions of the state has been the provi-
sion of flexible funds at the frontline work-

is available statewide to provide support
for families who care for their own chil-
dren rather than having to place them in
group homes or other institutions. Families
can use the funds to purchase respite care,
home nursing services, ramps, or other
necessary home equipment. These pro-

er level to meet unique family needs. There
1s a growing recognition that some family
needs are best served on an individual
basis that extends beyond what any menu
of available services might offer, including
“nontraditional” support items such as
automobile repairs, rent deposits, or even
mattresses or washing machines. Family
wotkers, administered through interagency,
regional, governing boards, can expend on
their own authority up to $250 per family
to help stabilize families. With their super-
visor’'s approval, they can expend up to
$1,000. Moreover, the workers can access
these funds immediately so the families do
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grams are popular with the families they
serve, and they avoid state costs for the
out-of-home placements that might other-

wise be necessary.

Each state and community must make its own
decisions about which financing strategies advance
its own particular goals. None are simple to install.
All involve major departures from past practices,
with all of the political and programmatic tensions
involved with change. Ultimately, however, all
introduce new fiscal incentives that can result in
more effective services and positive outcomes for

children and families.



The strategies described thus far largely
involve redirecting dollars that were already being
spent within the service system for new uses. The
next several strategies seek to generate additional
dollars and to direct them to service reforms.

Refinancing and Reinvesiment

One of the more prominent strategies for securing
additional resources is to make greater use of fed-
eral entitlement programs to fund both existing and
new services. Specifically, states and some com-
munities have taken advantage of federal options in
Social Security Act entitlement programs—partic-
ularly Medicaid (Title XIX), adoption assistance
and child welfare (IV-E), and emergency assistance
(IV-A)—to receive matching federal funds for the
services they provide. See Figure 2 on page 18.

In some instances, when new services or new
case management systems are being developed,
federal matching funds simply extend the reach of
any new slate or community appropriation. In other
instances, states have generated new resources for
building more comprehensive community service
systems by refinancing existing services and quali-
fying them for matching funds under a federal enti-
tlement program. This frees previously expended
state or community funds for other purposes, and
these funds can be reinvested to expand and
strengthen the child and family service system.

In particular, many states have been successful
in “Medicaid-ing” portions of one or more of the
following program areas:

A Child welfare services, through Medicaid’s
rehabilitation service options and its Early,
Penodic, Screening, Diagnosis, and Treat-
ment (EPSDT) provisions.

Eoch slate and community must
make its own decisions
obout which financing siralegies
advance iis own particular goals.
None are simple fo insfall.

& Services to children with disabilities,
through rehabilitation options.

& Services to children with emotional prob-
lems, through EPSDT provisions.

& Special education services, through a vari-
ety of Medicaid diagnostic and treatment
categories.

A Other outreach, diagnostic, health educa-
tion, and related administrative activities
provided in schools.

4 General diagnostic and support services to
families, through case management.

States have claimed increased payments under
Title 1V-E both by redefining services and by
increasing the percentage of children certified as
eligible for Title 1V-E funds. In addition, “adminis-
trative” costs associated with IV-E have been used
to pay for eligible preventive and pre-placement
activities that affect children prior to entry into fos-
ter care. This has helped diminish the bias toward
placement that Title IV-E traditionally has pro-
duced in states. Until recently, states viewed IV-E
funds as available only when children actually are
placed out-of-home. States also have been able to
use the emergency assistance provisions under
Title IV-A for services for families at immediate
risk, including child welfare services such as fami-
1y preservation, as well as services such as rental
assistance which gave rise to the program in the
first place.

An example of the gains that can be made
through a reinvestment strategy can be seen in
Missouri’s use of these federal entitiement funding
sources to expand its children and family services
over the past five years. Missouri has sought to
reorient its service system from a reliance on out-
of-home placement to a more balanced system of
care anchored by intensive family preservation
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FIGURE 2 Descriptions of Three Federal Entitlements Under the Social Security Act

Title IV-E. Title IVE provides funding for culofhome core costs for lowincome children placed in accordance
wilh federal requirements. Title IVE clse can fund some of the preventive and case management costs incurred in

the child welfare ond juvenite jusiice systems.

Title IV-A. Title IV-A is besl known as the federal title thol supperis the Aid to Fomilies with Dependent Children
(AFDC) progrom. A lesser known provision of this tille provides states brood options for slructuring emergency
assistance pragrams for families with children. Some slates have begun to use this pragrem to finance family
oreservalion, prateclive services, sheller care, and other communily responses to emergencies.

Title XIX. The Thle XIX (Medicaid) progrom provides lederal suppoen for stoles” health and rehabilitotian services
for low-income families and individucls. Althaugh Title XIX is besl known os o primary healih core pragrem, il
actually permits considerable discretion in the siruclure and coverage of slole programs. Sloles hove begun to claim
Title XIX refmbursement for social ond rehabililative sewvices, including therapeutic cammunily services haused in
educaiion, health, and mentol health setlings. In addition, the Early, Periodic, Screening, Diagnasis, and Treatment
(EPSDT) provisions of Medicaid creale considerable opportunily for funding clinical and nonclinical services 1o
children, including schoolbased health educalion, oulreach, and follow-up octivilies.

services. To achieve this, Missouri has developed
one of the largest intensive family preservation ser-
vice programs in the nation. It also has implement-
ed “Futures,” an employment and training program
for families on AFDC; has greatly increased thera-
peutic day care and respite care programs; and has
initiated several other supports for families so that
children can remain at home.

Reaching agreement on the direction of reform
and focused service expansion was an important
step for Missouri. In a time of tight budgets, Mis-
souri’s dilemma was how to pay for this service
expansion. Refinancing has come primarily
through increased claiming of federal funds under
those federal entitlement programs for which state-
funded services were eligible. Making use of
increased reimbursements under Title IV-E, Title
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1V-A, and Title X1X, the FY 1993 Children’s
Funding Package in Missouri generated $17 mil-
lion in new revenues, with most of those funds sus-
taining six core programs and developing or
expanding 12 initiatives to reduce reliance on out-
of-home or institutional care. Similar reinvest-
ments are anticipated for the FY 1994 budget year
from additional expansions of federal financing
under IV-A and IV-E.

Refinancing and reinvestment activities also
can contribute to a community’s development of
earlier support for children and families. The use of
Medicaid financing by the Independence, Missouri,
school system illustrates how this funding stream
can generate new dollars for neighborhood and
school-based services.



The Independent Schoot District (ISD) entered
into a contract with the Missouri Department of
Social Services (the state agency for the Medicaid
program) to provide services under the EPSDT
program. Through EPSDT, the school district
offers an outreach component that identifies chil-
dren in need of health services, arranges necessary
diagnostic and screening activities, provides appro-
priate health education, and in general assures that
children receive the health care they need. 18D not
only claims for direct health services under Medi-
caid, but also claims for related administrative
costs, such as the time spent hy school personnel
arranging medical appointments, addressing
health-related issues, reaching out to ensure that
children and their families are aware of services,
and conducting other activities essential to pro-
gram administration. In this way, the district gener-
ates federal matching funds for many activities
previously supported entirely with Jocal school
district funds.

Many school systems around the country now
are billing Medicaid for specific units of health care
services, primarily as part of their special education
programs. These include physical and occupational
therapies and mental health treatments. Fewer
school systems are using the EPSDT administrative
provisions, as ISD does, to cover a wider range of
health-related and health education costs. Yet these
activities are more likely to be part of the broadly
preventive and developmental supports that schools
provide for children and families. Because of this
broader base, 1SD generates approximately $1 mil-
lion in additional funds, which are totally reinvest-
ed in additional school-linked services. The ISD
leadership credits this financing strategy with
allowing expansion of supports for children and
families at a time when the district’s fiscal situation
has been constrained otherwise.

Becouse Missouri officials had a
plan for using refinanced funds

fo meet state goals for children and
fomilies, they were in a strong position
to refain those funds within child and
fomily services.

This reinvestment strategy is highly political.
For every state like Missouri, in which dollars
gained through refinancing have been substantially
reinvested in child and family services, there are
states in which new dollars generated from federal
sources were used strictly for state deficit reduc-
tion, or for other priorities in the state budget.
Because Missouri officials had a plan for using
refinanced funds to meet state goals for children
and families, they were in a strong position to
retain the funds within child and family services.4

While securing federal financial participation
requires much technical work complying with fed-
eral regulations, the principles behind refinancing
are straightforward. The Center for the Study of
Social Policy, in its paper describing states” experi-
ences with refinancing and reinvestment, suggests
the following:3

4 Define the problem in a way that leads to
desired program and fiscal outcomes.

4 Develop programmatic reform strategies
that can be defended as more effective and
efficient and that provide maximum flexi-
bility to the state, while meeting federal
requirements for service definition.

4 Develop a fiscal strategy to support the
programmatic reform effort that assures
desired fiscal control over expenditures,
including: (I) mapping out current and
projected expenditures and identifying
opportunities for redirecting these dollars,
and {2) obtaining the necessary agreements
to assure the reinvestment of new federal
dollars into an improved and ultimately
more cost-effective service system.

4 Make claims for services provided to eligi-
ble children in agencies other than the one
state agency responsible for the services.
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A  Make claims for all allowable costs.

A Construct incentives and sanctions that
will help assure the compliance of those
charged with making fiscal changes.

Above all, it 1s important for states and com-
munities to have clear ideas of where they want to
go. The first question should not be “what will
Medicaid (or IV-E or IV-A) cover?” but “what do
we want our service system to provide?”

Leveraging

Leveraging private sector and foundation funds 1s
another way to expand the funding base for ser-
vices or to cover the start-up costs for system
reform. States and communities are becoming
increasingly sophisticated in developing public-pri-
vate partnerships and in securing foundation funds
to assist in the development of new and more inte-
grated service systems. Foundations and corpora-
tions are taking a strong interest in system reforms
that show promise of better integrating services
and improving the educational and seocial outcomes
for children. Several foundations, in particular,
have established ambitious initiatives that support
states and communities in reforming their service
systems to become more integrated and responsive
to individual family needs.

The Robert Wood Johnson Foundation is work-
ing with a number of local sites on a comprehen-
sive children’s health initiative that seeks to better
connect a wide range of children’s services. The
initiative takes a broad perspective on child health
that offers social as well as medical services and
covers all aspects of healthy child development,
including mental and physical well-being.
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Foundorions and corporations

are foking a strong interest

in system reforms that show promise
of better intlegrating services and
improving the educational and social
outcomes for children.

The Annie E. Casey Foundation has developed
several state and community initiatives that have at
their heart service system reforms to become more
responsive to families, more community-based,
and more cross-disciplinary. The New Futures Ini-
tiative supports collaborative efforts in six cities to
connect education, employment, and other youth
services to reduce school drop-out rates, adolescent
pregnancy, and youth unemployment. The Child
Welfare Reform Initiative supports two major state
child welfare reform efforts. New child mental
health, foster family, and juvenile justice initiatives
all seek to better connect and integrate child mental
health, child welfare, juvenile justice, and child
educational services through cross-disciplinary
planning, governance, and financing efforts,

A third illustration of national foundation sup-
porl for state and community service system
reform efforts is The Pew Charitable Trust’s Chil-
dren’s Initiative, a ten-year partnership with several
states to develop a system of inclusion for young
children that is neighborhood-based, school-linked,
and family-focused. Central to this initiative 1s the
development of family centers that can assure that
family needs are met through both public and vol-
untary systems of support. Each of these national
foundation efforts offers substantial support and
technical assistance to states or communities in
system design and implementation activities, as
well as providing direct funding for planning and
for service system demonstration efforts. Signifi-
cantly, each effort also offers technical assistance
in making maximum use of federal entitlement
programs through the types of refinancing efforts
previously described.

The New American Schools Corporation
(NASDC) represents a major business and founda-
tion initiative to produce systemic educational
reforms that include a more comprehensive and



cross-system approach to meeting child and family
needs than was taken previously. In its first year,
NASDC assembled $50 million for 11 initiatives
designed to implement “break the mold” schools.
Many of these initiatives represent consortia of
national education reformers, state agencies, and
local school districts who are working together to
assemble the comprehensive array of restructured
schools, health and human services and other com-
munity supports necessary to achieve better out-
comes for children.

NASDC demonstrates the interest and fund-
raising clout of the corporate community. Around
the country, corporate heads have stepped forward
as leaders for education and human service system
reforms when they are tied to business’s bottom-
line interest in a more highly skilled and produc-
tive future work force.

In addition to national business and foundation
support, many community foundations support
comprehensive service reform planning efforts.
Local United Way agencies often have taken the
lead in developing more coordination and integra-
tion among service providers. Kiwanis Internation-
al and the Cooperative Extension Service have
made children’s issues a special area of concern
and of community education efforts. Local busi-
ness and community leaders also have taken lead-
ership roles in reform efforts, frequently offering
substantial financial assistance in the process.

Leveraging these types of resources can be
exceedingly helpful to states and communities in at
least two ways. First, the suppert can cover start-up
and planning costs which are difficult to obtain
through state appropriations or local government
budgets. Even when government financing for ser-
vices 1s secured, it is often difficult to convince
policymakers to hire the additional staff necessary
to manage the new services. Second, outside sup-

oday, financing is more likely to

be secured because of evidence
of an initiative’s ability to produce
longrferm benefits for the individual
and for the state.

port brings greater prominence and legitimacy to
the initiative and helps sustain its members through
the planning process. Community foundations and
business community support provide the comununi-
ty ownership critical to true reform.

Investing

Investing new funds, based on long-term cost bene-
fit analysis, is another strategy for increasing pre-
vention-oriented services. Over the last decade, the
capacity for states and communities to finance new
programs has been limited. Even so, states and
communities have made substantial new resource
comumitments to services for children and families.
The rationale for this support has changed since the
1970s, when welfare and Medicaid increases were
often enacted on the basis of equality and fairness.
Today, financing is more likely to be secured
because of evidence of an initiative’s ability to pro-
duce long-term benefits for the individual and for
the state. Rhetorically, this represents a shift from
speaking about services and spending to speaking
about investment and outcormes.

Two areas of great service expansion over the
last decade at the federal, state, and local levels
have been based explicitly on this investment phi-
losephy. Despite tight fiscal times, states and com-
munities have applied this investment and outcome
philosophy to expand maternal and child health
programs and to develop and expand preschool
programs for low-income children. In both cases,
Jjustifications for expansion have been based on the
expectation of achieving a strong return on the ini-
tial investments, reducing social and governmental
costs on remediation services in the long-term,

State policymakers often cite studies showing
a potential return of $3 for every $1 invested in
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prenatal services as a primary justification to
expand services and supports to low-income preg-
nant women and to other women at high risk of
poor birth outcomes. Similarly, Head Start and
similar state and local programs have received dra-
matic increases in funding, based largely on reports
that high quality early childhood programs produce
a very positive long-term return on investment.
Estimates used to help justify this investment vary
from $3 to $7 gained for every $1 spent initially.®

In both instances, cost-benefit calculations
identified long-term savings to society and govern-
ment that cross health, human service, and educa-
tional lines. Effective prenatal programs have
demonstrated that they decrease health costs by
reducing low birthweight and the immediate use of
costly neonatal intensive care services. The pro-
grams also show promise in decreasing long-term
disabilities and associated educational and mainte-
nance costs. Similarly, certain high quality early
childhood programs have demonstrated a reduced
need for special education expenditures and have
led to reduced school drop-out rates. They also
have reduced costs associated with adolescent
pregnancy and parenting, juvenile delinquency, and
welfare dependency.

The investment argument is particularly neces-
sary when financing for prevention services is
sought. These are typically the services that are last
funded and the first to be cut in state and commu-
nity appropriations processes. State budget makers
in the 1990s often are finding any increased tax
revenues (as a result of economic growth) being
overtaken by more state spending on new prison
beds, more children in foster care, and more fami-
lies on Medicaid. It is important to recognize that
expenditures on prisons, foster care, or health care
for the uninsured may be traced in part to inade-
quate investments in prevention services.
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tis important to recognize that
expendilures on prisons, foster care
or health care for the uninsured may
be traced in pari to inadequate
investmenis in prevention services.
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CHAPTER 4
Conclusion

The way a service system is financed has a pro-
found influence on what that system actually
does—at least equal to the mission statements of
any of the agencies financed through the system.
This brief has discussed new financing strate-
gies that rely on four principles and seven strate-
gies for developing more comprehensive, commu-
nity-based services. The principles that undergird
these financing efforts should be made explicit to
states and communities in their refinancing work:

4 Financing should reflect and reinforce a
new set of principles and characteristics
for service delivery, and should be driven
by a compelling and well-conceived pro-
gram agenda.

& Effective fiscal strategies should incorpo-
rate multiple funding sources and cut
across (raditionally separate service
domains.

A Financing strategies should make use of
dollars already being expended in the ser-
vice system.

A Fiscal changes require parallel alterations
in service governance and service delivery
technologies if they are to achieve goals
for a more effective service system.

Strategies that states and communities can use
to incorporate these principles into service system
reforms include some combination of the following:

4 Pooling funds across agency lines to
achieve common goals.

4 Delegating greater authority over the use
of existing funding streams to community
pelicymaking and administrative systems.

A Redeploying existing funds from higher
cost services toward lesser cost, alternative
services.

A Refinancing, through greater use of feder-
al entitlement programs, accompanied by
reinvestment to expand the funding base
for services.

A Leveraging private sector and foundation
funds to expand the funding base for ser-
vices or to cover the start-up costs for sys-
tem reform.

A Investing new funds, based on long-termn
cost benefit analysis, into prevention-
oriented services with clear outcome
accountability.

These principles and funding strategies will
continue to evalve as states and communities
experiment and adapt to meet new challenges.
Fueled by simultaneous pressures to control costs
and improve services, state and communities need
10 be increasingly creative in using these new
financing strategies.

The 1990s challenge will be to direct and learn
from these approaches. In fact as well as in theory,
financing structures must become more useful,
rather than less useful, to the children and families
being served, and more likely, rather than less like-
ly, to produce impreved outcomes across a wide
array of measures of child and family well-being.
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