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INTRODUCTION

Within the past five years, fiscal reform in general and managed care in particular have
become focal points of efforts around the country to reform child welfare systems.
Although fiscal reform is not a new idea, managed care has played little or no part in the
debates that shape federal policy, and the so-called movement toward managed care in
child welfare has caught many experts off-guard. Today, no fewer than thirty states are
taking a serious look at how managed care can be used to orchestrate their reform agenda.
Moreotver, it appears that momentum is building. This is because mounting fiscal pressure
in a context of devolution has left states and localities searching for ways to maintain
service quality. Inthe eyes of many, managed care offers one solution to the
demand/revenue dilemma. Yet, not everyone understands what managed care means for
the child welfare system, how in fact the principles of managed care can be applied to the

delivery of child welfare services, or what the long-term benefits of managed care will be.

PURPOSE AND DESIGN OF THE STUDY

Because managed care could have an enormous impact on the delivery of child welfare
services, it is essential that the child welfare field amass a cumulative record based on
examination of the seminal efforts to build child welfare reform around managed care
principles. By documenting these earliest attempts, we hope to create an accessible record

that provides a policy and programmatic baseline for use in the future.

To gather data, we identified four sites that were engaged in system reform efforts that

combined both programmatic and fiscal reform. The sites selected—XKansas, Hamilton



County (Ohio), Tennessee, and District 13 (Florida)—represent a variety of initiatives and
service contexts. The purpose of the study was to describe the design and implementation

of managed care as observed in the sites we selected.

Data was gathered by reading RFPs and contracis for language that defined the
programmatic and fiscal boundaries of the initiatives. In addition, we conducted telephone
interviews and site visits that included face-to-face interviews with key actors in both the
public and private sectors. Finally, we asked a sample of providers in each of the sites to

complete a survey.

Primary Research Questions

Our research was guided by the following two primary questions:

e ‘What accounts for the motivation to explore managed care? In particular, how
does managed care fit with other, longer-standing efforts to improve the child

welfare system?

e What are the major design features that characterize managed care systems as

mmplemented in a selection of sites?

The exploration stressed two specific areas: program design and financial arrangements.
With respect to programmatic design, we focused on a subset of changes that appear to
be central to the structure of managed care systems. In particular, we were interested in
the allocation between public and private sectors of the following core functions and

responsibilities:



e Coverage—the populations of children who were expected to receive

services under the reform plan

¢ Organizational forms—the development of new organizational types to manage

functions and tasks within the managed care system

e Referral—control over access to the managed care system

s (ase management—control over the allocation of treatment and other

resources in the context of the “managed care plan”

e Qutcomes—the system of measures designed to insure that the system is

functioning properly on behalf of clients

Regarding financial arrangements, our objective was to understand the terms and
conditions that defined revenue and cash flow within the context of the programmatic
plan. Thus, we were interested in both rate setting and risk sharing. Rate setting refers to
the specific policy and contractual agreements that determine the amount of operating
revenue a provider could expect to receive, including the use of prospective payments.
Risk sharing refers to the procedures that define how expenditures in excess of revenue

would be shared between the funder and the provider.

Findings
Public child welfare administrators in the four sites we studied were motivated by a
common set of concerns. These concerns reflect traditional child welfare reform

objectives and include the following:



e Achieve more timely permanence for children placed in foster care

e Increase the use of home and community-based services for family support,
placement prevention, and aftercare

¢ Increase continuity of care and place children near their home community
where appropriate

e Make both public and private agencies more accountable for outcomes

In addition, nearly all the service partners expressed frustration with current payment
systems. The attributes of the existing payment systems that tended to draw the greatest
criticism included the disincentives associated with the placement of children in foster
care, the rigidly categorical nature of program funding, and the inability to link outcomes

and finance. To address these concerns, fiscal reform in the four sites emphasized:

e A shift from retrospective to prospective payment methodologies; and

e A more explicit use of incentives and some redistribution of risk.

These fiscal changes were designed to introduce greater flexibility in the delivery of
services (i.e., matching needs with services) and greater accountability for outcomes. By
design, the fiscal changes induced a number of programmatic changes. Some of these
changes were structural, in that tasks and responsibilities were redistributed, while other
changes embraced such traditional child welfare objectives as timely permanence,

continuity of care, and community-based service delivery.

In pursuit of these objectives, all four sites had to address the following issues: identifying
covered services and populations; allocation of case management and administrative

functions; developing organizational structures to provide the newly allocated services,



including referral systems; financial and rate-setting arrangements; risk sharing; and
monitoring outcomes.

Coverage
The following chart identifies the coverage provided to eligible children and families in

each site.

Site Covered services and populations

Kansas All child welfare services—out-of-home care,
adoption, mental health and preventive services—
except child protective services for the entire state
child welfare population. Juvenile offenders are not

included.
Hamilton Out-patient mental health services and/or any out-
County, of-home care services except regular family foster
Ohio care. Any child or family with an active case with

the county is potentially eligible to receive services.
This would include families with a child considered
at risk for abuse and neglect, families under
protective supervision, and families a child in foster
care. Juvenile offenders are not included.

Tennessee A range of residential and community-based
treatment for older children with moderate to severe
emotional and behavioral problems. These children
may be victims of abuse and neglect, sexual abuse
victims, sexual offenders, juvenile delinquents or
[sic] unruly status offenders.

District 13, Out-of-home care, case management and

Florida administrative activities related to out-of-home care
for all children in Lake and Sumter counties.
However, the Boys Ranch is expected to provide
the full range of services needed by the population
referred, some of which are covered by the case rate
and some of which must be secured from other
funding sources.




Allocation of Case Management and Administrative Functions

Public agencies retained responsibilities in the following crucial areas:

¢ CPS mvestigations remained the responsibility of the public agency.

e Public agencies retained the most basic responsibilities for case management,
including the decision to assume legal custody and to place, permanency

planning decisions, and discharge.

» There were no structural changes in the relationship between the public agency
and the courts, although some informal efforts were made to enhance
relationships between the two systems. In addition, as private agencies
assumed greater control for case planning, there was a concomitant

expectation that their involvement with the courts would increase.

Private (contract} agencies either retained or gained some core functions related to service

delivery:

e Setting treatment plan, monitoring therapeutic progress, and adjusting

treatment plan

e Changing placement and/or level of care

e Planning and arranging service appointments and home visits

e Preparing for trial discharge



In addition, in some sites the public agencies transferred such basic administrative
functions as contracting and contract management, outcome monitoring, claiming,

information management, and certification, to their system partners.

New Organizational Forms

To better manage relationships and functions, public and private partners agreed to form
new organizational structures so as to provide a continuum of services to children and

families. These structures took three basic forms:

* Network Model Lead Agencies that manage a full range of services through
networks of providers linked through subcontracts and/or provided directly by

the lead agency

o Staff Model Lead Agencies that provide a full range of services with few or no

subcontracts

o Management Service Organizations that manage a full range of services

through networks of providers but deliver no direct services

Referral and Eligibility

Referral to programs operated as part of the initiatives we studied was controlled in
several ways. Access to the system via child protective services was not affected by the
reforms. The primary criteria were geographic, demographic, and clinical, with some

public agency discretion. These criteria were applied in the sites as follows:



¢ (eographic—In Kansas and District 13 (Florida), program referrals were
based solely on geographic criteria. Residents in specific regions used the

network of services in their area.

¢  Clinical-—Hamilton County and Tennessee used clinical (i.e., level of service
needs) criteria as the basis for determining which children would be referred to

their programs.

¢ Public agency discretion—Hamilton County and Tennessee also relied on the

discretion of public agency workers.

¢ Demographic—Tennessee also relied on age as a basis for referral.

Financial Arrangements and Rate Setting

No two sites used financial models that were exactly alike. There were, however, some

important commonalities:

¢ New fiscal strategies are moving away from per diem and fee-for-service
payments to a variety of fixed or prospective payments that the provider can

spend on a range of services.

¢ New payment mechanisms shift risk to providers.

s  All sites have the potential for reinvestment, where the provider has the
permission to spend dollars across different service categories regardless of

source of funding.



While some sites had better data than others, no site had completely adequate

information to set baselines for payment and utilization levels.

Briefly, sites employed the following rate-setting methods:

Kansas and District 13, Florida: Fixed rates per client, where agencies receive a
case rate, which represents the average cost of treating all referred clients

across a range of services, for each client referred.

Kansas: Performance-based cash flow for case-specific outcomes, where the
agency receives payment based on the achievement of case milestones, such as

discharge from foster care or finalization of an adoption.

Tennessee: Blended per diem rates, where the provider receives one average
per diem rate for all levels of service, including home-based services and

aftercare.

Hamilton County: Monetary bonuses or penalties based on achievement of
certain outcomes for the entire population served including 15 percent cost

reduction.

Risk Sharing

Risk sharing, an element that is present in all child welfare systems, refers to the risk of

higher- or lower-than-anticipated caseloads and unit costs for providing services. In the

four sites studied here, the public agencies continued to carry upside volume risk, or the

risk that there would be more admissions to care than anticipated and budgeted for.



Downside volume risk, or the risk that program admissions are lower than expected, were
carried by the contractors in each site. Contractors also carried unif cost risk. Unit cost
tisk refers to changes in the cost of producing a unit of service that adversely affects the

rate of expenditure in a fixed-reimbursement context.

With the exception of Hamilton County in the first eighteen months, at least some
duration and level-of-service risk was transferred to the private contractor. Duration risks
refer to rates of expenditure that exceed expectation because children remain in care for
periods longer than expected. Level of service risk describes situations in which clients

use higher levels of service (i.e., higher unit costs) than expected.

Outcomes

Outcome requirements were a new element in public agency contracts. Little or no reliable
baseline data were available to establish outcome requirements, particularly in the area of
child and family functioning. For example, after the first year of collecting outcome data,
the state of Kansas adjusted a number of its outcome requirements to be more realistic

relative to actual agency performance.

Although each site took a different approach to considering outcomes, all sites used the

same categories or domains—safety, permanency, child and family functioning, and client

satisfaction.
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Some examples of outcomes used by the sites included the following:

Kansas: Ninety-eight percent of cases do not have a confirmed cases of abuse
and neglect during placement and 80 percent do not for first twelve months

after discharge

Florida: Ninety percent of cases do not have a confirmed case of abuse and

neglect both during placement and for first twelve months after discharge.

Hamilton County: A standard percentage of substantiated abuse and neglect
cases for children in out-of-home care and day treatment to be developed after

the first year of the contract. Safety after discharge is not addressed.

Tennessee: No outcome requirement specifically related to safety as of

January 1998,

Kansas: Forty percent of children placed in out-of-home care are returned to
the family or achieve permanency within six months of referral to the foster
care contractor. Sixty-five percent of children achieve permanency within one

year of referral to contractor.

Florida: The average length of stay for children who have a goal of

reunification will not exceed twelve months.

Hamilton County and Tennessee: No outcomes related to length of stay as of

January 1998.
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CONCERNS

At each site, public and private child welfare administrators alike recognized that their
systems had not yet fully developed the basic infrastructure needed to operate a child

welfare system in a managed care context:

e Data systems to track revenue and expenditures on a real-time basis
e Data systems to track clinical information
e Management infrastructure

e Clinical expertise in working with families and communities

Even in the early stages of implementation, private agencies had begun addressing these
issues with great energy, making investments in management infrastructure and shifting
and re-training staff. Future studies should track these and other changes made as a result
of the change in payment systems. Ultimately, the child welfare field should be able to

evaluate whether the children and families it serves are better off as a result.

CONCLUSION
From the results of our study, two conclusions can be reached. First, child welfare
officials in all the sites were concerned fundamentally with the alignment of programmatic
goals and fiscal incentives. The majority of individuals interviewed expressed concerns
about the lack of program flexibility brought about by rigid categorical funding tied to the
placement of children in out-of-home care. To the extent that managed care is a vehicle
for aligning program funding with program objectives, these sites can be said to be
applying managed care principles to the delivery of child welfare services. Nevertheless,

the term managed care is not sufficiently descriptive of the actual programs being
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implemented in the four sites we studied. As is the case in health care and behavioral
health care, managed care represents the fusion of programmatic/service reform with fiscal
reform. Since many of the underlying issues are parallel to those observed in child
welfare, managed care is a serviceable term, but it does not substitute for a thorough

understanding of program and financial details.

Second, although we may speak of managed care and fiscal reform, we are in all likelihood
observing the leading edge of explicit market pressures on the delivery of child welfare

services. The signals that this may be what is happening are:

Structural reorganization of the child welfare industry. Historically the delivery of
child welfare services has been dominated by the public sector, with a strong not-for-profit
sector in some parts of the country. In our study, we observed a number of changes to the
structural and functional organization of the child welfare system that was coupled with a
redistribution of responsibility. One way to view these changes is as a shift to a mixed-
mode market, especially in Hamilton County where administrative fiunctions were
delegated to a for-profit company. This pattern of peeling administrative tasks away from
the bundle of responsibilities managed by public agencies may expand in the future. Also,
although for-profits provide only a small share of child welfare services now, one can
imagine that the for-profit sector will gain a greater share in the future. This could happen
indirectly, as a result of efforts to improve the delivery of health and mental health services
to foster children. Or, it could happen directly, as for-profit providers take-on child

welfare services. Tennessee serves as an example of such a mixed-mode systerm.
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Rising concerns about the efficient distribution of care. When raised to a more
abstract level, the financial tensions evident in the child welfare system today have to do
with the effictent distribution of care in the face of scarce resources. For instance, when
children are placed in foster care even though their needs could be met in alternative ways,
society has to consider the consequences for the child as well as the impact those decisions
have on the availability of resources for children who would in fact be better served in
foster care. That is, are the services government makes available distributed to those who
need them, when they are needed, where they are needed and in the amount needed? If
the pattern of service delivery continues to fail this test, then pressure to find a more

efficient means of allocating resources can only continue to build.

Emergence of competition. One of the essential characteristics of markets is the
presence of competition among would-be service providers. Wherever child welfare
services are provided by public agencies, competition plays little or no role in the
evolution of the system. Even in areas of the country where child welfare services are
more heavily privatized, the role of competition as a decisive influence has been somewhat
muted, in part because public agencies have not yet managed contracts in ways that
stimulate meaningful competition. For better or worse, the field has been “mission”

dommnated, rather than outcome dominated.

Interestingly, the focus on outcomes may actually accelerate the influence competition and
related market forces have on the evolution of child welfare services in this country. Over
time, one would expect providers to differentiate among themselves relative to their ability

to meet “outcome” standards. When resources are scarce, the government will be
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tempted, if not obligated, to seek out providers that provide high quality care more
efficiently. The upside of this dynamic is that the same resources can be distributed via
higher-quality services to a greater segment of the population. However, to take full
advantage of a more efficient market for child welfare services, leaders in the child welfare
field will have to understand the quality/cost tradeoffs that must ultimately guide their

decision-making.

If market forces are in fact what we observed in the four sites, then we can expect
questions about the supply of services and the demand for services to figure ever more
prominently in future debates. The child welfare field will have to develop a clearer sense
of how need and funding for services are related to one another over time and place,
Inevitably, this line of inquiry will raise questions about territorial and other forms of

equity.

Finally, the field will have to address one of the basic assumptions underpinning child
welfare reform: the excess supply of foster care. Most reforms in child welfare assume
that the level of foster care (the supply) provided in this country exceeds that which would
be needed if other forms of care were available. There is, however, very little empirical
research that tests this assumption in a rigorous fashion. If, as the changes observed in
these four sites seem to suggest, market forces are beginning to play a larger role in the
structure and functioning of the child welfare system, then answers to basic questions

about supply and demand will be increasingly crucial assets.
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