Reform of Local Government Funding of Human Services

2009 Laws, Chapter 88, Article 2, Section 48 directs the commissioner of human services to develop a
proposal to reform local government funding of human services in consultation with county
representatives, organizations that advocate for people who receive the services and the commissioner
of revenue. The proposal would be directed at funding of all mandated health and human services and
would include a consolidated local property tax contribution. A key goal of this proposal would be to
assure that all eligible citizens have equal access to mandated services. The legislation is one of
several initiatives directed at mandates or county redesign that were passed in the 2009 session.

This report provides a summary overview of county human services costs by major category. More
detailed information on county social services costs is presented since social services costs represent
the largest component of the county share of human services costs. These costs vary quite widely by
county which makes it difficult to implement the funding model anticipated by the statute. Adequate
exploration of such a model would require substantial resources for data collection and analysis.

Local Funding Model:

The legislation envisions a funding mechanism called a “consolidated local property tax contribution”
which would be the foundation for the reform of the local government funding of human services.

The scope of the proposal is to encompass “all mandated health and human services.” The report will
not deal with health or social services programs or functions administered by the Minnesota
Department of Health or Corrections through counties. but rather will include only those programs and
functions administered by the Department of Human Services though counties. In addition, this report
will include all programs and activities of counties in human services.

Mandates

The term “mandate” is not defined in the legislation. In general terms, a mandate can arise “from
statutes, court decisions, and administrative regulations or orders that demand action from
“subordinate” governments.”* While the study language suggests that human services spending can be
divided into mandated vs. non-mandated, mandates aren’t that fixed. Each mandate comes with a
different set of expectations and consequences, and varying degrees of flexibility. For purposes of this
analysis, DHS will use the list of Essential (Mandated) Services created under the State-County
Results, Accountability and Service Delivery Reform Act (Minnesota Statutes Chapter 402A). That
act established a Steering Committee on Performance and Outcome Reforms which established a list of
essential human services (mandated by federal or state government.) The steering committee consists
of county commissioners, county human services directors, program advocates and human services
staff. The list of Essential (Mandated) Services was approved by the steering committee on September
30, 2009. The list is summarized in the appendix. A link to the complete list of essential (mandated)
services is provided here. This material is also accessible on the DHS Web site in the Partners and
Providers theme under “County redesign.”

! Advisory Commission on Intergovernmental Relations, Mandates: Cases in State-Local Relations, Septe 1



http://www.dhs.state.mn.us/main/groups/business_partners/documents/pub/dhs16_147247.pdf
http://www.dhs.state.mn.us/main/groups/business_partners/documents/pub/dhs16_147247.pdf

Components of County Human Services Costs

The Minnesota County Human Services Cost Report is prepared annually and represents the services
carried out by county human services agencies, county sub-contractors and in some cases by DHS
itself on behalf of counties. Costs are categorized in three broad categories: economic support, health
care, and social services. For the most part both the support and health care categories represent
forecasted programs that are equitably available across the state. These programs are funded by the
state and federal governments. In general, the county expenses in these programs reflect paying the
local share of administration including administration of the child support program. Social service
programs have greater county participation. (Table 1)

Table 1 Human Services Cost Categories

Calendar 2008 Total Support Health Care Social Services

Amount (millions)

Federal 4,130 556 2,391 1,184

State 4,136 205 2,606 1,324

County 653 116 59 478

Miscellanous 125 60 - 65
total 9,044 937 5,056 3,051

Share (percent)

Federal 46% 59% 47% 39%
State 46% 22% 52% 43%
County 7% 12% 1% 16%
Miscellanous 1% 6% 0% 2%

Minnesota Department of Human Services, Minnesota County Human Services Cost Report for
Calendar Year 2008.

Equalization and Access

Legislation clearly states that the funding mechanism shall “ensure that all eligible citizens have equal
access to mandated services.” As was mentioned, most of the funding that flows from the Department
of Human Services through counties does ensure an equitable benefit for persons or families in like
circumstances. Through the state-funded MAXIS eligibility system, MMIS claims processing system
and local county offices most benefits and services are available to eligible applicants without regard
to location. For the most part, the state pays for all benefits and services costs for health care and
income support programs. Funding for these large programs was fully assumed by the state in the
property tax reform legislation passed in 1989.% Full state funding of these programs, including
assumption of program growth costs, has reduced property tax burdens and especially benefitted
counties with low tax bases and larger proportions of needy families and individuals.

Counties pay for administration of many programs including eligibility and other client assessments.
Where these determinations benefit federal programs, counties receive federal funds to offset part of
the cost of administration. This reimbursement is typically 50 percent. In some cases, counties provide
the services and are reimbursed fully by state and federal funds. Regardless of funding source, other
factors can impact access, for example disparate administrative staffing levels.

2 The “state takeover” of county share included 12 programs. Of these the major programs were Medical Assistance and
related waiver programs, General Assistance and General Assistance Medical Care, Aid to Families with Dependent
Children (now TANF), Minnesota Supplemental Aid and Group Residential Housing. Until 1991, counties paid a partial
share of these major programs ranging from under 5 percent to 25 percent. In 1991, county HACA was reduced by
approximately $140 million in exchange for the state assuming the county share. Because of cash-flow differences between
the HACA payment date the regular cash-flow needs for paying providers claims and client benefits, the state and counties
shared in the cost of moving to concurrent funding through a phased schedule covering a number of years. (Laws of
Minnesota 1989, 1% Special Session, Chapter 1, Article 16.) )



Equalization and Access: Social Services

Unlike the health care and economic support benefits and services with limited county shares that were
assumed by the state in the 1989 property tax reform, social services have a hodge-podge of funding.®
The basic categories of social services include Children Services, Mental Health Services, Adult
Services, Child Care Services, Developmental Disability Services, and Chemical Dependency
Services. The level of county contribution varies greatly within these services. Total social services
spending in calendar year 2008 was over $3 billion (Table 2). Of the county spending in social
services, Children’s Services and Mental Health are by far the largest categories, accounting for over
70 percent of county spending. These county funds consist of property taxes and various property tax
aids. Because county budgeting practices vary, it is not possible to separate out the actual levy from
the aids. Major county aids include county program aid and the market value credit.

Table 2 Social Service Categories
Chemical Mental Dev.
Total Childrens  Child Care Dependency Health Disabilites  Adult

Amount (millions)

Federal 1,184 122 177 38 94 503 249
State 1,324 110 108 59 257 505 286
County 478 214 4 34 123 56 47
Miscellanous 65 22 2 4 15 2 20

3,051 468 290 135 490 1,066 601

Share (percent)

Federal 39% 26% 61% 28% 19% 47% 41%
State 43% 24% 37% 44% 52% 47% 48%
County 16% 46% 1% 25% 25% 5% 8%
Miscellanous 2% 5% 1% 3% 3% 0% 3%

Because of many factors, there is a great deal of variation among counties in social services spending.
Certainly demographics plays a role and will play a greater role in the future as many counties see little
growth in the younger age cohort and explosive growth in the number of elderly. Low incomes and
poverty are drivers. Some small counties can experience volatility in costs driven by a few high cost
individuals or families that drive their costs. There are large variations across counties in the cost per
unit of service, and in the accessibility and quality of mandated services.

Looking at five of the six social services categories there is great variation in cost by county when
measured by per capita costs. Comparing the 25" percentile county per capita cost with the 75"
percentile within these categories shows the extreme variability. Except for the “adult services”
category the 75" percentile is generally twice or more of the 25 percentile. For adult services the
disparity is over three times.

® Article 1 of Laws 1989, 1% Special Session, Chapter 1 included a requirement for assessment of mandates and selective
assumption of local government costs but was repealed and never implemented.



Table 3 Distribution of Per Capita Social Services Costs.
Local Share: Minnesota Counties 2008*

Children's Chemical Mental

Services Dependency Health DD Adult

Costs Costs Costs Costs costs
Median 36.3 5.8 23.4 7.8 5.7
MAX 101.6 20.8 116.1 26.5 35.9
MIN 8.3 0.0 0.0 0.5 0.0
25% 26.5 4.0 15.6 4.4 2.6
75% 52.0 8.7 31.6 10.3 9.2

* Cost data is on a cash basis; timing of expenditures and revenues
This can result in 0 or negative expenditures for a county in a particular
year.

Equalization: Disparate Tax Capacities

As part of this report the Department of Revenue has provided analysis of the components of county
social services costs. The Department calculated an “equalized county share” for each county based on
their 2008 local share from the county cost report but equalized based on each county’s adjusted net
tax capacity. This analysis also calculated how tax rates would change as well as the change in
property tax to the average homestead. (Table 4) Additional tables are included in the appendix.

From this analysis we can infer the shifting of tax burden that would occur under a more equalized
system if there is no change in spending patterns. The chart below represents the per capita cost
change that would occur if an equalized levy were applied to current local share spending. Counties
with reduced per capita amount gain from their levies being equalized. Counties with an increase are
supporting spending in other counties through an equalized levy.

Per Capita Change - Current vs Equalized Local Share

35

30

25

O > $100 reduction

20 @ $50 to $100 reduction
O $0 to $50 reduction

O $0 to $50 increase

15 4 B $50 to $100 increase
O >$100 increase

Nunrber of Gounties

10 A

o

1

In fact, a statewide equalized levy would not work in this way. Rather, the statewide levy would
support the human service program local shares directly and could be distributed across all counties
with less wealthy counties with high per capita costs benefiting the most.
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Principles for the New System

Paraphrasing the statute, the new county property tax system should follow these principles:
e Adequate — Ensures that counties have resources to serve their current and future caseloads;
e Stable and predictable— Resources do not vary greatly from year to year and variations will be
mitigated,;
e Transparent — Statewide consolidated property tax contribution shall be understood by
taxpayers and its relationship to the county’s local property tax should be clear;
e Simple to administer.

The study criteria in statute suggest that the goal of the funding model is to:
e maintain current services
e ensure that all eligible citizens have equal access to mandated services
¢ provide that increased county contributions distinguish between the state and county portion of
the levy.
e provide mechanisms that mitigate property tax increases.

It appears unlikely that these goals could be met without additional funding.

Possible Approach: Children and Community Service Grant Aid and Levy

Currently, the largest general aid program for county social services is the Children and Community
Services Grant program under Minnesota Statutes 256M. This program provides assistance to counties
for a broad range of social services programs. Administratively, the program has an infrastructure that
reviews and approves county social services plans, measures program outcomes and tracks spending in
detail and according to the major social services categories.

The basic approach would be to set a formula for growth in county aid under CCSA that would tilt the
aid growth toward counties with higher local costs for human services and less property wealth. The
statewide levy would be gradually increased and a portion of the levy would be initially reserved for
extraordinary circumstances. The increased aid could also be segmented toward the major cost
categories and increased in the same manner.

For 2011, the CCSA program has been un-allotted. Funding would need to stabilize before it could be
a vehicle for equalizing local human services costs.

Unintended consequences: Potential Impact on Overall Service Utilization and Statewide Costs

One effect of the current system of county shares is to suppress utilization of certain services, such as
chemical and mental health services. If the county share were based on taxable capacity or any other
basis that would no longer be tied to service utilization, we can expect to see increased service
utilization and increased costs in currently underserved areas. This effect could be substantial. Unless
funds could be obtained from other sources, these increased costs would be spread out across all
counties through the new consolidated property tax.

An alternative to new funding might be reductions in funding for counties that currently provide more
services than average. Part (b) of the authorizing legislation states :”Efforts to control state and county
costs and service utilization rates shall focus on eligibility, level of difficulty, and other programmatic
priorities.” This option has to be evaluated within the current budget environment. During recent



years, all counties and the state have addressed repeated budget deficits through continual reviews of
all costs and services. All counties have already made significant reductions and will probably need to
make additional reductions to address the latest budget deficit. In this environment, additional

reductions for some counties in order to shift funds to “underserved” counties are probably not a
realistic option.



Appendices
Chart A-1. Per Capita Human Services Cost by County, All Revenue Sources

Chart A-2. Per Capita Local Share of Human Services Costs
Table A-1. Mandated Human Services Programs

Table A-2 Total Health Programs Costs Local Share

Table A-3 Total Economic Support Program Local Share
Table A-4 Total Social Services Costs Local Share

Table A-5 Children’s Services Costs Local Share

Table A-6 Chemical Dependency Costs Local Share

Table A-7 Mental Health Costs Local Share

Table A-8 Developmental Disabilities Costs Local Share
Table A-9 Adult Services Costs Local Share
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