

























































































program, led to a high-cost system, especially for some shelter providers. The limitation
on reimbursement to maintenance and security costs was interpreted differently by
shelters, with little scrutiny by the state, contributing to the wide range of costs for
different shelter providers. Still, none of this might have led to a funding problem if the
characteristics of shelter residents had stayed the same and there were no shortage of low-

income housing—conditions that dramatically increased costs in the last few years.

The funding cap and uniform per diem rate have caused financial difficulties for shelters
and limit the addition of shelter capacity in regions of the state that are underserved.
Shelters are also at risk for spending their reimbursement allotments before the end of a
fiscal year. Even with a cap on total spending, the per diem funding method continues to
be a possible incentive for shelters to let women stay longer than necessary. In short, the
funding issue calls for both a short-term remedy to deal with current financial problems

and a long-term solution to put the whole shelter system on a better foundation.

Impact of the Funding Cap

Based on a spending forecast by DHS, the Legislature in 1999 capped per diem funding
at $17.979 million per year for three years starting with FY2001. At that time, DHS had
also forecast that per diem costs would climb to about $19.3 million in FY2002 and $20.6
million in FY2003.”* But actual spending in FY2000—after the forecast was made—was
$20.9 million. In 2000, the Legislature also appropriated a one-time amount of $1.2

million to cover any unreimbursed per diem shelter expenses from the previous year.75

The DHS forecast suggests that shelters will have a total shortfall of aimost $4 million in
their budgets in FY2002 and FY2003, given the funding cap (but excluding the $1.2
million), and assuming that they continue to operate as before. Is this accurate? Clearly,
the forecast underestimated actual expenses in FY2000 alone by nearly $3 million. DHS

used a mathematical technique called exponential smoothing to make its forecast of
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shelter costs.’® In this method, a forecast is made from the most recent observation to the
next period in time, as from one year to the next. The next forecast is a weighted average
of the previous forecast and the actual cost at that time; that is, the next forecast is
corrected for error in the previous forecast. If the actual budget was higher than forecast,
for example, the next forecast would be increased from the previous forecast. In this
method, the new forecast is always set between the previous forecast and the previous
observed amount. This is a well-established forecasting method that works well in
situations when there are no trends.”” If there is a trend, however, the forecast will always
lag behind the true value. Note that this method of forecasting does not use any other
information about shelters, such as length of stay, or other changes in the shelter system
to adjust its forecasts. In particular, the impact of the Day One program on raising costs

by helping more women find open shelter beds was not anticipated.

Expenditures for the shelter program had been fairly stable up to 1997, so the forecasting
method worked well. But after 1997, with expenses increasing rapidly; the forecasting
method necessarily produced unreliable estimates. One cannot determine what the true
shelter cost would have been beyond FY2000 absent the cap. One can say that almost
certainly the forecast underestimated what the expenditure would have been, because this

type of forecast will always lag behind a trend.

At public meetings and in a survey by MCCVS, shelter providers reported the impact of
the new per diem rate on their operations after about six months experience. As one
might expect, some shelters made substantial cuts in services and budgets; others found
additional funds or drew on savings to keep nearly the same level of services. The largest
prospective budget cuts are in the largest residential shelters, which are in the
metropolitan area. Many shelter providers outside the metropolitan area reported no
adverse consequences yet, though some have used cheaper (and less desirable) motels.
Several large shelters expect shortfalls in the range of $300,000 to $500,000 in FY2001
and increasing shortfalls in FY2002.
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Typically, shelters have cut staffing for advocacy and community outreach services to
reduce their budgets. No shelter has closed its doors, but at least one or two shelter
providers indicated they might be forced to quit if they must continue at the current per
diem levels for another year. Shelter providers warn that by cutting community outreach
their effectiveness at preventing domestic violence is substantially diminished, as is their
ability to help women who prefer to stay in their homes or not come to a shelter. The
financial problems will grow next year as shelter costs inevitably increase for salaries,
health insurance, transportation, and housing. Shelter providers also say that they are not
able to replace the lost state dollars with grants from foundations. Generally, foundations
are more interested in starting new programs than putting money to operate existing
programs, and battered women’s shelters are no longer seen as new programs. In any
case, the abruptness of the change in funding left shelter providers little time to find new

sources of funds.

Funding Options

In the near term, no realistic option exists but to restore some of the state funding for
shelters with higher costs. Although their cost basis might be too high, it was accepted
uncritically by the state for many years, and there is no fair way to simply ignore it now.
The new funding method, which was devised by MCCVS, has advantages in being easy
to understand and administer. But it does not spread the pain of budget cuts fairly among
the shelters. This analysis, however, cannot determine exactly how much additional
funding from the state is necessary or how much relief might be achieved by a
reallocation among shelters or by shelters reducing their costs. Inaccuracy of the forecast
used in setting the cap also suggests that an increase in funding is warranted. An increase
in state funds, however, should not imply a return to the earlier funding system but rather
a more controlled and gradual downward adjustment of budgets by high-cost shelters. Or

it might give shelters more time to find other sources of funds to maintain their spending
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levels. As one option, MCCVS might set up a tiered funding system for different types of
shelters, depending on their previous per diem rates, but without a unique rate for each

shelter.

In the longer term, the state needs a better way to fund the shelter system and to support
new shelters where needed. A new funding system should also remove the financial
incentives inherent in per diem payments. This could be done, as it is in other states, if
MCCVS would contract with individual shelters as to what services they provide after a
careful review of their costs. Similarly, if the Legislature appropriates funds for new
residential shelters, they could be set up under contracts from the beginning. Another
possibility is for the Legislature to fund some additional transitional housing specifically
for battered women coming out of shelters. This would take some of the pressure off
residential shelters while helping more battered women continue their transition to a

better life.

Recommendations

The analysis leads to several recommendations—some to the Legislature and others to

MCCVS.

o The Legislature should consider a substantial increase in funding to alleviate

financial problems of several large shelter providers.

The cap on state spending, and the abruptness in how it was applied, have caused
significant financial problems for several shelters. A strong argument can be made for a
substantial increase in legislative appropriations. Without legislative relief, increasing
costs will further exacerbate the financial problems of shelters over the next few years.
Because the cap was based, in part, on inaccurate forecasts, a higher spending cap would

also be more consistent with actual expenditures when the cap was put in place. It is
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reasonable to expect, too, that high-cost shelters try to reduce their costs or seek

alternative funding.

Q In the near term, MCCYVS should consider a tiered per diem funding plan.

Although the new fixed-rate per diem funding arrangement is easy to understand and
administer, it does not fairly distribute the pain of budget cuts. As a short-term solution,
MCCVS should consider a tiered funding system for shelters, with reimbursement rates
depending partly on their earlier expense rates. This would allow a more gradual

downward adjustment of budgets by high-cost shelters relative to other shelters.

o The Legislature should consider funding up to two or three new residential

shelters in areas that are currently underserved.

Generally, the state has an adequate amount of shelter space, but our analysis shows
several large and highly populated regions that have no close access to residential shelters
and limited access to other safe facilities. These regions include counties in an outer ring
around the metropolitan area (Chisago, Isanti, Sherburne, Wright, Carver, and Scott), and

Southwestern Minnesota. These regions should be priority areas for new shelters.

a MCCVS should consider continuing state reimbursement for Minnesota women

in the shelter in LaCrosse, Wisconsin.
MCCVS plans to cut off per diem payments to this shelter. But shelter services are

limited in Southeastern Minnesota—an area served by the LaCrosse shelter. Similarly,

state funding for the shelter in Fargo should continue, as planned by MCCVS.
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g MCCVS should have statutory authority to restrict per diem payments to new
shelters or for new beds in existing shelters if such payments would compromise

the financial viability of the existing shelter system.

MCCVS does not believe it has the legal authority to limit payments to eligible shelters.
About half of shelter providers favor a moratorium on new beds or shelters, at least until

the funding situation is stabilized.

a MCCYVS should monitor the average length of stay in shelters and have the
authority to limit per diem payments for women who stay beyond a certain
period of time in a shelter if the financial viability of the shelter system is

threatened.

Because the state pays most of the cost of the shelter system, it ought to have more
control over funding and be able to react swiftly to changes in the system that may affect
overall system viability. Length of stay is a major component of cost over which the state
has no control. An increase of one day in average length of stay represents a potential
increase of about $885,000 per year in per diem costs. MCCVS does not collect data

from shelters on average length of stay, but shelters generally have this data available.

a To put the entire shelter system on a sound financial basis in the long term,
MCCYVS should move away from per diem funding and begin fo write contracts
with shelters for the necessary services and terms of operation, after a careful

review of their cost bases.

Minnesota’s method of funding shelters is unusual. It is more typical for states to contract
with shelter providers as to the range of services that states will pay for. This is also a
strong control on spending. Per diem payments are a left-over from the former funding

system that acted as an entitlement and allowed the shelter system to reach high levels of
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spending with little control by the state over how the money was spent. Per diem
payments remain a potential incentive for shelters to let women stay longer than
necessary, although there is no direct evidence of this happening. The range of services
under contract might differ among shelter providers, and state payments could go for
expenses beyond the current limitation to food, lodging, and safety. For example, a
particular shelter might be paid to provide training or services to other shelters. Thus the
entire system might be tailored to meet a broader range of objectives than possible under

current law.,

a The state should develop a comprehensive service model to help battered women
after they leave shelters, including their needs for transitional housing,

employment, child-care, and social and medical services.

Many of the women who come to shelters have multiple serious and long-term problems
that cannot be solved by shelters. If shelters devote too much time and-energy to these
problems, it will limit their ability to give refuge to abused women in emergency

situations and unnecessarily increase costs. A comprehensive solution is called for.
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