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Introduction

There are significant flaws in the way the federal 
government currently funds our nation’s child welfare 
systems. Over the past decade, there has been a developing 
consensus about the need to reform the fiscal role of the 
federal government to ensure that state child welfare 
systems respond effectively to the needs of at-risk children 
and families.  

Under the current financing structure, the Title IV-E foster 
care entitlement is limited by an antiquated “look back” 
rule that ties a foster child’s eligibility for federal funding to 
income guidelines not updated since 1996. This illogical rule 
has steadily reduced the number of foster children eligible 
for federal support over the past two decades. Meanwhile, 
dedicated federal funding for prevention, early intervention, 
and family reunification services mainly comes from capped 
and/or discretionary programs, which provide an inadequate, 
fixed level of funding regardless of the number of children 
and families who need these supports. 

While there is nearly unanimous agreement about the problems underlying the federal financing structure, 
there is not consensus about solutions.  Some advocates and policymakers suggest that reform can be 
achieved in a cost-neutral manner by simply allowing state child welfare systems the flexibility to use 
their current Title IV-E foster care funds to serve children across the continuum of care.  But California’s 
experience suggests that cost-neutral reform proposals that expand the flexibility of funds without 
increasing overall funding are not only unrealistic, but could be harmful to children.

Illogical and Outdated Eligibility Rules Continue to Reduce Federal 
Investment in Foster Care

Since its creation in 1980, the Social Security Act’s Title IV-E1 foster care entitlement has been the main 
source of federal support for the costs of caring for children in state foster care systems. Under the Title 
IV-E foster care program, the federal government provides states with reimbursement for a portion of 
foster care maintenance payments (e.g. room and board) paid on behalf of eligible children who are in 
foster care, as well as for a portion of costs related to program administration (e.g. case planning and 
management), data collection and training.2 Additionally, close to one-third of Title IV-E funding is 
spent on ongoing assistance payments to support children who have achieved permanency via adoption or 
guardianship.3  
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The program is an open-ended entitlement, meaning that the program is not capped and that all children 
who meet eligibility criteria for the program are entitled to funding and legal protections.  However, 
eligibility has always been restricted to children from families with very low income in order to control 
costs. More specifically, Title IV-E foster care eligibility is linked to the income eligibility criteria of the 
federal Aid to Families with Dependent Children (AFDC) program.4  

Congress eliminated AFDC in 1996, replacing it with a block grant called Temporary Assistance for 
Needy Families (TANF).5 However the income eligibility rules for Title IV-E foster care perplexingly 
remain tied to the AFDC program despite its elimination. As a result, each year fewer foster children 
nationwide are eligible for the Title IV-E foster care entitlement because eligibility for federal funding 
depends on 20-year-old income and resource limits that have never been adjusted for inflation. This “look 
back” causes significant and ongoing federal disinvestment in all state foster care systems.6 In fact, the 
percentage of children in foster care who met Title IV-E eligibility criteria declined from 67 percent in 
2000 to 55 percent in 2010,7 and in 2013 fewer than half of all children in foster care were estimated to 
meet Title IV-E foster care eligibility criteria.8 States must cover the full cost of caring for foster children 
who are not Title IV-E eligible using state or local dollars or other federal funding streams that are not 
dedicated to foster care, such as TANF.

The Title IV-E foster care entitlement should be enhanced, not dismantled 

Despite its diminishing coverage, the Title IV-E foster care program provides critical support for state 
child welfare systems, and any proposed reform should enhance, not dismantle, it. As noted above, Title 
IV-E provides needed financial support to protect our most vulnerable children and youth, those who are 
abused and neglected and must enter foster care due to serious safety concerns. The fact that Title IV-E 
is an entitlement buffers it from cuts when the political and/or fiscal climates shift. For example, in 2011 
when Congress attempted to reduce the federal deficit by enacting across-the-board spending cuts known 
as sequestration,9 Title IV-E was exempted. In comparison, discretionary child welfare programs were 
slashed.10 

Title IV-E also has an identifiable population of beneficiaries, which helps preserve political support.  
Other federal programs that fund a wider range of services to a broader population are more vulnerable 
to budget cuts because their purpose and beneficiaries are less clear. For example, over time the Social 
Services Block Grant (SSBG), a flexible pot of funding distributed to states to support a wide range of 
social programs, has been cut by over $1 billion per year.11 It has also been labeled “duplicative”12 by some 
policymakers and threatened with elimination.13  

Given the importance of Title IV-E and problems with declining eligibility, the solution should be 
obvious: the “look back” should be eliminated. A recent Government Accountability Office (GAO)14 study  
highlighted more than a dozen different ways to do this. Advocates and policymakers should prioritize 
solving the growing fiscal dilemma created by the “look back” while preserving Title IV-E’s entitlement 
status.

Funding for prevention, early intervention and post-permanency services 
should be expanded without diverting critical funding from foster children 

In addition to addressing the Title IV-E “look back”, it is critical to expand federal funding for prevention, 
early intervention, family reunification and post-permanency services. There is no child welfare funding 
stream that provides an entitlement to such services,15 making it especially difficult for states to identify 
adequate funding to provide services to at-risk children and families, including those whose children can 
remain safely at home with support. To provide needed services and supports, states must rely on a variety 
of federal funding streams, including those not “dedicated” solely to child welfare purposes. Many of these 
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funding streams have capped allocations that are inadequate to begin with and/or are discretionary in 
nature, which leaves them vulnerable to political considerations and fiscal austerity measures including 
cuts through the annual appropriations process as well as the aforementioned sequestration.16 For 
example, funding for programs authorized by Title IV-B of the Social Security Act, the primary source of 
“dedicated” federal funding to support child welfare services, was subject to sequestration and decreased 
by almost nine percent from 2012 to 2015.17 (See side bar on federal funding streams commonly used to 
support child welfare).

Federal Funding Streams Commonly Used to Support Child Welfare 

Program18 
Major eligible child welfare-related 
services

Structure
Dedicated 
Child Welfare 
Program?

Program's 2015 
funding level19 

Title IV-E Foster Care
Foster care maintenance 
payments, administration, and 
training

Open-ended 
Entitlement Yes $4.67 billion 

Title IV-E Adoption 
Assistance

Placement and support of 
children adopted out of foster 
care

Open-ended 
Entitlement Yes $2.47 billion 

Title IV-E Kinship/
Guardianship Assistance

Ongoing supervision and care of 
foster children by relative legal 
guardians

Open-ended 
Entitlement Yes $101 million

Title IV-E Chafee Foster 
Care Independence 
Program

Independent living and 
self-sufficiency support for 
transition age foster youth

Mandatory Yes $140 million 

Title IV-B Child Welfare 
Services

Prevention & early intervention, 
foster care and adoption Discretionary Yes $269 million 

Title IV-B Promoting 
Safe & Stable Families

Family support, family 
preservation, time-limited 
family reunification, adoption 
promotion & support

Mandatory + 
discretionary Yes $381 million 

Child Abuse Prevention 
and Treatment Act 
(CAPTA) programs

Child protective services, 
prevention and early 
intervention, training

Discretionary Yes $94 million 

Temporary Assistance for 
Needy Families (TANF)

Financial support for caregivers 
of children in needy families Mandatory No $16.48 billion 

Social Services Block 
Grant (SSBG)

Broad range including 
protective services, foster care, 
case management, prevention 
and intervention, adoption, 
independent living

Mandatory No $1.576 billion 

Medicaid Health, mental health, and 
behavioral health services

Open-ended 
Entitlement No $378.9 billion 

Maternal, Infant, and Early 
Childhood Home Visiting 
Program

Parenting support services for 
pregnant women, expectant 
fathers, and new parents of at-
risk children

Mandatory No $430 million 
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Expanding federal resources to support prevention, early intervention, and aftercare is absolutely critical, 
but this expansion should not come at the expense of children who cannot remain safely at home and need 
the protections of the foster care system. On the whole, the system is underfunded, making it impossible 
to redirect funds from one purpose to another within the child welfare system without undermining the 
states’ ability to meet the broad needs of all children in their systems. The challenges of cost-neutral child 
welfare reform are illustrated by the experience of many states, including California, with Title IV-E 
waivers.

Lessons from Title IV-E Waivers and the Perils of Cost-Neutral Reform 

In 1994, Congress passed legislation giving the U.S. Department of Health and Human Services (HHS) 
the authority to approve time-limited demonstration projects in which states can use Title IV-E foster 
care funding more flexibly with the goal of generating data about innovative and effective child welfare 
practices.20  All waiver demonstrations were required to be cost neutral to the federal government.21

Some waivers tested a “flexible funding/capped IV-E allocation” model, in which the state or county does 
not draw down the federal share of foster care payments on a per-child basis as they would under IV-E. 
Rather, these waiver states and counties receive a negotiated lump sum that they are able to use flexibly to 
address stated goals. Waiver jurisdictions must continue to serve children in foster care while they test new 
programs and policies intended to prevent foster care entries, aid in reunification, or facilitate permanency 
through adoption or guardianship.  The theory underlying capped allocation waivers is that the cost of new 
in-home prevention, early intervention, reunification and permanency services will be offset by savings 
from reducing foster care caseloads.22

However, the results of the waiver evaluations do not show that fiscal flexibility alone, without also 
investing new resources, is effective in reducing foster care caseloads without jeopardizing child safety or 
quality of care.  California’s experience with capped allocation waiver demonstration projects can provide 
valuable lessons to policymakers considering broader child welfare reforms.

Lessons from California’s Capped Allocation Project 

California and two of its counties, Alameda and Los Angeles Counties, began implementing a five-year 
Title IV-E Child Welfare Demonstration Project in 2007, known as the Capped Allocation Project 
(“CAP”).23 The two counties participating in the CAP chose to trade the guaranteed Title IV-E foster care 
entitlement for the flexibility to receive a capped allocation of federal funds to spend on a broader range of 
child welfare services. The stated purpose of the CAP was to develop and implement “alternative services 
to foster care to bring about better outcomes for children and families.”24  

 In order to stay within their capped allocations and generate reinvestment savings that could be 
redeployed to test new strategies, participating counties had to reduce total costs by (1) lowering the 
number of children entering foster care; (2) reducing the length of time children stay in foster care; and/or 
(3) reducing the per-case cost of operating the foster care system (e.g. by reducing the use of higher-cost 
placements such as group homes).25 But the fiscal challenge to the waiver counties was lessened because 
they negotiated an allocation methodology that gave them more money under the CAP than they would 
have received without the waiver.26  This revenue enhancement assisted the waiver counties in funding 
service alternatives to foster care at the onset of the CAP, without first having to generate reinvestment 
savings.27 

Yet even with this fiscal ‘bonus’ at the front end of the waiver period, the Los Angeles County Department 
of Children and Family Services (DCFS) generated no reinvestment savings in the third and fourth years 
of the CAP.28 This raises serious doubts that new upfront and post-permanency services can be offset 
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solely by reduced foster care costs. The experience of Los Angeles County was not unique; other capped 
allocation demonstration waivers had similar difficulties with cost neutrality.29 Generating sufficient 
savings to offset the costs of new services by reducing foster care costs may be particularly difficult 
in states and counties that have already experienced significant caseload reductions over the past two 
decades30 and/or already significantly reduced their use of more restrictive, congregate care settings. 

More importantly, the waiver evaluation showed mixed results on child safety, permanence and well-being 
outcome indicators. In Alameda County, the final evaluation report found that “indicators were mixed,” 
while in Los Angeles it was “difficult to suggest that the indicators and outcomes were doing better.”31 
Both jurisdictions succeeded in reducing their foster care caseloads during their participation in the CAP. 
However, these declines had begun prior to the CAP and also occurred in other California counties 
during the same time period, making it hard to know if this caseload decline was caused by the CAP.32

Moreover, the evaluation data show the potential perils of creating fiscal incentives for caseload reduction. 
In Los Angeles, while four out of five child safety indicators were trending in the desired direction before 
the CAP, only two of these indicators continued to trend in the desired direction during the CAP years.33 
Of great concern is that Los Angeles County had a 15 percent increase in children re-entering foster care 
after being reunified with their parents during the CAP years.34 This data calls into question whether the 
pressure to reduce foster care costs and caseloads in a capped allocation environment may cause children 
to be diverted from foster care despite serious safety concerns or to be reunified before their families are 
prepared to ensure their safety.35

In Alameda County, the DCFS significantly reduced foster care entries and placed more children with 
kinship guardians during the CAP years,36 but it saw a reversal of previously positive trends in other areas. 
Two indicators related to placement stability for children in foster care stopped trending in the desired 
direction during the CAP years, as did three indicators related to exits to permanency.37 Additionally, 
while there was a decrease in the use of more restrictive placement types for children in foster care, there 
was an increase in the percentage of runaways.38

The mixed results of California’s “capped allocation” waiver and difficulty tying waiver-funded services 
directly to changes in child welfare outcomes39 should raise doubts about whether these waivers provide a 
workable model for comprehensive child welfare finance reform.  

Conclusion

As Congress weighs proposals to reconfigure the federal child welfare financing structure, policymakers 
should be aware that increasing flexibility, as provided under the Title IV-E Waivers, will not alone 
lead to improved outcomes. Implementing a capped allocation model on a permanent basis would also 
jeopardize long-term funding for child welfare, as block grants are politically vulnerable and can easily be 
cut in periods of fiscal austerity.  The Title IV-E foster care entitlement, by contrast, provides guaranteed 
funding and critical protections to all eligible children. Reform efforts should focus on strengthening, 
expanding, and potentially replicating Title IV-E, not undermining or replacing it.  

Comprehensive child welfare finance reform cannot be responsibly undertaken in a budget neutral 
manner. The system is already too under-resourced, after years of federal disinvestment, to be able to 
withstand the diversion of funds from one subgroup of at-risk children to another. Advocates and 
policymakers should push for new federal resources to bolster prevention, early intervention, reunification 
and post-permanency services and supports, without undermining federal support for the full continuum 
of care in state child welfare systems.   
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