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The Riddle of State Actor Status for Private Foster Care
Agencies
For the last 15 years, the courts in this Circuit have consistently split on a focused question: are
private foster care agencies state actors for purpose of 42 U.S.C. §1983 liability? The district courts
have the task of reconciling two Second Circuit decisions from the 1970s, �nding state actor status,
with 40 years of subsequent Supreme Court precedent that dictates the opposite answer.
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For the last 15 years, the courts in this Circuit have consistently split on a focused question: Are private foster
care agencies state actors for purpose of 42 U.S.C. §1983 liability? The district courts have the unenviable
task of reconciling two Second Circuit decisions from the 1970s, �nding state actor status, with 40 years of
subsequent Supreme Court precedent establishing a framework of analysis that dictates the opposite
answer.
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One camp of district judges believes that until the Second Circuit explicitly holds otherwise, they must
adhere to the rulings of the Second Circuit from the 1970s. The other camp believes that the Second Circuit’s
decisions have been overruled and applies the Supreme Court’s tests. This results in opposite and con�icting
conclusions. Strikingly, however, the overwhelming majority of district courts in both camps share the same
reservations that these Second Circuit decisions on the matter are no longer good law.

Given this near-unanimous questioning of Second Circuit precedent, it is ba�ing that the issue has escaped
appellate review and resolution. The answer appears to lie in the unwillingness of the defendants to bring
this to light. Defendants focus on individual cases and strategically calculate that the easier argument would
be to challenge the underlying merits or assert quali�ed immunity instead of focusing on the threshold issue
of whether they are subject to suit under the statute. An ideal example of such approach is the recent
decision of Smith v. Tkach,[1] where a private foster care management agency, after unsuccessfully raising
state actor status at the district court level, abandoned the argument on appeal in favor of seeking
a�rmance on the merits (failure to state a claim). In other situations, the cases settle in light of the costly
discovery and trial process that is required before appellate �nality is achieved.

That myopic litigation view, however, fails to appreciate that over the last �fteen years, many of these private
foster care agencies have dedicated more funds and time litigating Section 1983 claims than they would if
they were to pursue the state actor issue once and for all.

Second Circuit Precedent

By way of background, currently, a private entity can only be sued under Section 1983[2] if they qualify as a
state actor in the limited circumstances, (i) when the private entity performs a traditional, exclusive public
function (the “public function test”), (ii) when the government compels the private entity to take a particular
action (the “compulsion test”), or (iii) when the government acts jointly with the private entity (the “joint
action test”).[3]

The key decision from the Second Circuit on application of state actor tests for private foster agencies was
Perez v. Sugarman.[4] The appeals court in this 1972 decision found that the private foster care agencies in
the case, St. Joseph’s and NY Foundling Hospital, were performing a “function public or governmental in
nature and which would have been performed by the Government but for the activities of the private
parties.”[5] The court relied on N.Y. Social Welfare Law, that existed as of 1972, providing that the
government shall be responsible for the welfare of the children that need assistance. As a secondary basis,
Perez found that the “comprehensive statutory regulatory scheme” of supervision and control over the
private agencies also warranted a �nding of state action.[6]

In a subsequent appeal from the same case three years later, now titled Duchesne v. Sugarman,[7] the
agencies once more raised the state action defense in light of the Supreme Court decision, Jackson v.
Metropolitan Edison Company.[8] The Second Circuit declined to reconsider the holding in Perez, noting that
after considering the implications of Jackson, it nevertheless “rea�rm[s] our earlier �nding of state
action.”[9] Notably, less than a year later, the Supreme Court reversed the Second Circuit’s interpretation of
Jackson’s public function test in a di�erent case.[10]

The Changed State Actor Tests

Shortly after the Second Circuit decided Perez, the Supreme Court drastically changed the framework for
state actor analysis in a trio of decisions: Jackson, Blum v. Yaretsky[11] and Rendell-Baker v. Kohn.[12]

In Jackson, the Supreme Court �rst addressed the comprehensive statutory scheme analysis �nding that the
mere fact that a business is subject to extensive and detailed state regulation does not render it a state
actor, instead �nding that there must be close nexus.[13] In addressing the public function test, the Supreme
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Court considered and rejected that providing utilities was “traditionally the exclusive prerogative of the
State.”[14]

The Court decided Blum and Rendell-Baker simultaneously eight years later applying a similar analysis to
both. Blum involved a private nursing home providing care to Medicaid-funded patients while Rendell-Baker
involved a heavily-regulated private school which derived over 90-99% of its income from public funds by
taking in state-referred special needs students. The Supreme Court held that dependence on public funds,
even if it is virtually all of the private actor’s income, does not render the private actor a state actor for
purposes of Section 1983.[15] Second, the Court held that extensive regulation by the state of the entity also
does not confer state actor status.[16] Finally, as to the public function test, the Supreme Court clari�ed that
to determine if the “function performed has been traditionally the exclusive prerogative of the State,” the
Court should consider if this function has been historically performed by the state.[17]

Courts Continuing To Follow ‘Perez’ Despite Misgivings of Its
Validity

In 2011, Judge Edward Korman in Phelan v. Torres[18] brought the discrepancy of Perez with the current
standards to the forefront, outlining how both the state actor analysis has changed and how Perez was
factually inaccurate at the time decided. Blum and Rendell-Baker changed the public function test by
instructing that the critical consideration is whether the function has historically been the exclusive
prerogative of the state. The Phelan court, citing to extensive historical literature, noted that care and
fostering of abandoned children has traditionally been performed by private parties, and not the
government. The state began to regulate these private agencies in the 1880s but it was not until the end of
the 19  century, that the state would take responsibility for abandoned children. Indeed, the Social Services
statute that Perez relied upon was not passed until 1929. The court also drew analogy to a more recent
Second Circuit holding that a private group home where the state would place mentally disabled adults was
not a state actor even though the statutory scheme and delegation of responsibility paralleled that of the
foster care system.[19]

Despite a lengthy discussion of the various reasons that Perez was no longer good law, the Phelan court still
assumed that it was bound by Perez and granted summary judgment on the alternative ground that that
plainti� did not state an underlying constitutional violation. When appealed to the Second Circuit, the
appeals court a�rmed, �nding no underlying constitutional violation by “[a]ssuming without deciding that
SVS quali�es as a state actor subject to suit under §1983.”[20]

A few years later, Judge Colleen McMahon echoed Judge Korman’s reservations in her ruling of P.P. v. City of
New York[21] that:

Although I agree with Judge Korman that subsequent doctrinal developments have signi�cantly
undermined Perez, I also concur with his conclusion that a district judge does not have the ability to
ignore it. Until the Second Circuit says otherwise, the [private foster care] Defendants acted under color
of state law. It is hoped that the Court of Appeals, mindful of Judge Korman’s thoughtful analysis, will
�nd an occasion to revisit the issue.

At least eight di�erent courts have similarly followed suit.[22] Indeed, district courts have continued to follow
Perez as recently as August 2020 in Yi Sun v. Saslovsky[23] where Judge Laura Taylor Swain once more held
that Forestdale, a private foster care agency, was a state actor.

The Dissent

th
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However, the �rst inkling of dissent emerged as early as 2006 in a Northern District of New York case Lynn v.
St. Anne Institute[24] Relying on the same trio of Rendell-Baker, Blum and Jackson, Judge McAvoy found that
“the Supreme Court has markedly changed the legal landscape of this area of law such that these cases
[Perez and Duchesne] are no longer controlling.”[25] Unlike the subsequent opinion of Phelan, Lynn held
that the changed public function test necessitates a �nding of no state actor and a departure from Perez.

In March of 2018, Judge Berman also issued two decisions holding that Perez was no longer valid based on
the superseding Supreme Court and Second Circuit precedent and holding that the private foster care
agency defendants were not state actors.[26] Notably, in CB v. St. Vincent’s Services, the court bucked the
concept that it was required to follow Second Circuit precedent when it has been explicitly or implicitly
overturned by intervening Supreme Court decisions �nding that the “view enunciated by the Supreme Court
has substantially replaced the approach relied upon in Perez and Duchesne” and thus, defendants were not
state actors under “current Supreme Court precedent.”[27]

The Split Continues To Escape Second Circuit Review

At least two of these decisions eventually reached the Second Circuit. In the original matter of Phelan, the
Second Circuit a�rmed dismissal of the private foster care agency on other grounds without reaching the
state actor issue.[28] Just recently, the Second Circuit heard another case from the Northern District, Smith v.
Tkach,[29] involving the Department of Social Services and a private agency, Berkshire Farm Center.
Although Berkshire raised—and lost—the state actor defense at the district court level based once more on
adherence to the binding precedent of Perez, Berkshire decided to forego the issue entirely on appeal (as an
alternate ground for a�rmance). Thus, instead of being able to opine on this decade and half court split, the
Second Circuit once more a�rmed the dismissal on other grounds.[30]

The other dozen cases listed throughout this article were resolved without ever reaching the Second Circuit.
Both C.B. and E.L.A., where the district court dismissed the Section 1983 claims, lacked �nality as the court
exercised its supplemental jurisdiction to retain the state law claims. In cases where the district courts
adhered to Perez, approximately half dismissed the private agencies on other grounds (Phelan, Mortimor,
Castro and Smith) while the remainder of cases settled during the continued proceedings and before a �nal
judgment (P.P., Jewels, Panzardi and S.W.). Of all the cases that ruled on this issue, leave for interlocutory
appeal was only sought in S.W. back in 2014,[31] which the district court denied. Thus, almost �fteen years
after the split emerged, there is still no clear ruling on this purely legal issue.

Private Agencies Need To Proactively Seek Interlocutory Appeal
To End the Stalemate

Instead of skirting the issue, litigants would be best advised to proactively seek interlocutory appeal based
on the historic district court split and whether Perez remains good law or has been overturned or even so
undermined by the Supreme Court precedent that will almost inevitably be overruled.[32] Motion practice
and discovery in the 21  century is not cheap and a strategic resolution of whether a private agency is even a
state actor will permit dismissal at an earlier stage of the many cases in the decades to come. Indeed, in
certain pro se cases, this might avoid litigation entirely, as the court may perform an initial sua sponte review
after the complaint is �led but before it is served on defendants, and dismiss frivolous claims without any
action by a defendant.
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