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Maintaining State TANF Flexibility Despite Tough New Federal Rules

Jack Tweedie and Christine Nelson
Children and FamiliesProgram

Headliness New federal TANF rulesrestrict stateflexibility (and takeeffect in
October 2006).

Stateshave optionsto meet the ratesin waysthat maintain existing,
successful programsand broader uses of TANF funds.

NCSL can help state legidator sfigure how to respond to the federal
TANF changes and evaluate executiveproposalsto insurethat they
reflect legidative priorities.

Federa TANF changes contained in the budget reconciliationsignificantly restrict states’
flexibility in running their TANF programs and using TANF funds for broad purposes,
such as child care for working families, pre-K programs, child welfare and youth
programs. But states do have optionsso that they can meet the higher federal
requirements and maintain or even strengthen their existing programswithout significant
new state spending. As states consider how to respond to the federal TANF changes,
state legidatorsshould know that there are a variety of approachesto meeting these
requirements and that they should make surethat the state's proposal's take advantage of
these optionsand maintain state programsthat areworkingwell. NCSL staff isavailable
to help state legidatorsthink through their responsesto the federal changes and to
evaluateexecutive proposalsto help insurethat they reflect legidativepriorities.

The Good News

Thefederal TANF changesin the Deficit Reduction Act include both some good news
for statesand substantial restrictionson state flexibility:

TANF block grant is reauthorized for five years a the current fundinglevel

An additional $200 million ayear is availablefor childcare

States can spend state fundson pregnancy prevention and supporting two parent
familieswithout limitingit to low-incomefamilies



e $150 million per year isavailableto fund projects on healthy marriageand
responsiblefatherhood

The Bad News

e Changesinthefederal work participationrulessignificantly restrict state
flexibility and may subject statesto substantial penalties
O Changeinthe calculation of the caseload reduction credit essentially
eliminatesthe credits that most states have relied upon to meet the work
participationrate requirement.
0 Familiesin separate state programs must beincluded in work participation
rate.
0 Secretary of Health and Human Servicesgiven broad new authority to
regul ate how states count and report work participationrates.
= Regulationswill be released for thefirst time on June 30,2006 and
will take effect immediately
* Regulationswill likely impose substantial administrativecostson
state TANF agencies
* Regulationsmay require statesto include somechild-only casesin
work participation requirements
0 Changestakeeffect in October 2006 with no phase-in period.

o Most stateswill haveto achieve substantial increasesin their work participation
rates within afew months
o Only five states currently meet the 50 percent standard for all familiesand
only three meet the 90 percent standard for two-parent families.
o Fifteen stateswill haveto doubleor tripletheir existing work participation
rates.
o Twelvemore stateswill have to make more than a 50% increase.

e Achievingtheseincreasesareexpected to cost about $1.7 billion a year and the
only new federa money isthe additional $200 millionfor child care. States will
haveto spend additional state fundsor shift TANF fundsfrom their current uses,
such aschild carefor working families, pre-K programs, child welfareor youth
programs.

e Statesthat do not meet the higher rate face substantial financia penalties
0 losing 5% of their federal TANF block grant
o increasein required state TANF spending by 13% to 26%.
O penaltyincreasesif state failsto meet rate in subsequent years

o Mo statesfacethe choiceof eiminatingtheir two-parent programsor accepting
federal penatiesgiven the difficulty of meeting the 90% two-parent rate.



Making Lemonade

States can adopt alternativestrategiesto meet the new federal participation rates,
strengthen their welfare-to-work programsand avoid much of the potentia costs of
complying with the new federal law. There arethree general strategiesthat statesshould
consider in respondingto the federal changes:

B Work engagement strategies: Increasework activity rates through morerapid
engagement, stricter enforcement and quicker sanctionsand the use of work
experienceslotsfor clientsunableto find jobs

B Post-employment (add-in) strategies. Add working familiesto the work
participation rate by allowingfamiliesto earn morebeforehavingto leave welfare
and providingassistanceto familieswho leavewelfarefor work

B Targeting (take-out) strategies. Take non-workingfamiliesout of the work
participation rate by using state money to provide benefitswithout claimingit as
state spendingin the TANF program

Work engagement strategy

Federd officialsseek to focus states on increased work engagement —limiting
exemptionsfrom work requirements, focusing on the federally defined work activities,
more activemonitoring and case management, and stronger and morerapid sanctions.
However, for many states, meeting the new requirementssol ely through these work
strategiesinvolvessignificant changesto their programs that would result in more
sanctionsand many familieslosing assistance.

Mogt states should examineawork participation-focused strategy as part of their
response. They should consider program changesto strengthen their engagement of
clientsand their effortsto get them to participatein activitiesthat |lead to work and the
possibility of leaving welfare and moving toward self-sufficiency. Possible changes
include

e Broader work activity requirements (reducing exemptionsfrom work
requirements)

e Maximizeuseand claimingof activitiesthat can count toward the federa
requirements (job readiness & community service) — Note: The new federa
regulations will affect thefederally defined activities.

e Eliminateor reduceassgnment of activitiesthat do not count as federal work
activities(GED, post-secondary education, extended job readiness) — Note: The
new federa regulationswill affect the federally defined activities.

¢ Devote additional resourcesto case management and devel op strategiesto directly
address client nonparticipation

e Stricter enforcement of work requirements(more active monitoring of clients,
faster sanctionsand more full-family sanctions)

Improve access to child care and other work supports
Creation of work activity dotsfor clientsunableto find work or other countable
activities(community service, subsidized work)



o Elimination of eligibility for clients unableto find work (fewer extensionsto time
limits)

Statesthat either use or want to use postsecondary education asa work activity
should pay special attention to the upcomingregulationsthat the federal
Adminigration for Children and Families (ACF) will announcein June. Whilesome
postsecondary education can count as vocational education asafedera work activity,
ACF isexpected to include provisonsthat clarify when it can count. Theeffect of these
regulationscould beto limit or expand how postsecondary education can be used to meet
the federal work participation requirement.

While states should focus on effectiveengagement of cash assistancerecipients, there
aresome limitsto thisstrategy. Significantimprovement of work participation rates
through these strategies requires aggressivemonitoring and enforcement. Whilethese
approachesarelikely to increase work participation over two or three years, they also
will result in increased sanctionsand many familieslosing assistance. Some of the
familieslosing assistancewill be working, but in many casesfamilieswill leave welfare
without work.

Mot of theseoptions require additional spending for child care, community service
positions and more administrativemonitoring and case management. There may be some
savingson cash assistance due to familiesleaving the rolls because of work or sanctions.
(The Congressiona Budget Office estimated the direct cost of these changesat $3.5
billionover fiveyears.) Fundsmay haveto be shifted from broader TANF purposessuch
aschild carefor work families, child welfare, early education and youth programs.

And thework engagement strategiesdo not guarantee successin increasing the work
participation rates enough to meet the higher federa requirements(especially given the
October 2006 implementationdate). Nor has research shown that they are more effective
in producing better outcomesfor familiesleaving welfare.

For many states, the work engagement strategy will not be sufficient to meet the higher
federa requirementsor state policymakers may be reluctant to accept the shift in the
character of the program or the costsinvolved in thisapproach. Alternativestrategies
hold morepromise for meeting thefederal rates, avoiding largeincreasesin state
spending and improving outcomes for familiesleaving welfare.

Pogt-employment assstance (Add-in) Strategies

Making a quick, significant increase in work participation rates may require statesto
adopt policy changes that keep or move working familiesinto the work participationrate.
These approaches can also support familiesas they move from welfareto work,
strengthening job retention and earningsgains and reducing returnsto welfare. For
Instance, states could provide continuing assistanceto familieswhere parents are
working:



e increased earningsdisregardsto provide added incentivefor parentson welfareto
work and alow them to be counted toward the work participationrate or

e work incentives and job retention bonuses for familiesafter they leave welfare
structured to count those familiestoward the work participationrates.

e adiverson program for work-ready familiesto keep them off the cash assistance
rollsand provide them with post-employment assi stance and servicesto support
their trangition into work and count them toward the state's work participation
rate

The post-empl oyment assi stance payments could al so be combined with services
designed to help former TANF recipientsstay in jobs and increasetheir earnings.
Research showsthat improving post-TANF work outcomesis difficult, but that the best
strategies combinefinancial assistanceand servicesto support job retention and help
parents negotiatethe transition from welfareto work. In addition to case management for
parentsin jobs, some states are devel oping servicesthat help parentsmove from entry-
level jobsto better jobswith more earnings and career potential.

These policy changes could be pursued with small spendingincreases and tailored to
meet the needed increasein work participation. Or states could make moresubstantial
Investmentsthat would increase supportsand servicesto working familiesand improve
outcomesfor working families. Using state money for this assistance would mean that
the paymentswould not count against the families federa timelimits. And theselarger
Investmentswould still cost less than what would be required to directly increase work
participation.

Take-out Strategies

States may also want to consider using state funds not counted within the federal TANF
programto fund programsfor clientswho will be unable to meet the participation
requirements. For instance, most states cannot practically achievethe 90 percent two-
parent rate. Thefamiliesin their programsface too many challenges, such as physical
disabilities, substance abuse, depression or responsibilitiesfor caring for a disabled
family member. Instead of ending their two-parent program or acceptingthe penaltiesfor
not meeting thefedera rates, statescould continuethe program asit is currently being
run, but use state money and not count it toward their TANF maintenanceof effort
(MOE) requirement. By not counting spending in this program as state TANF MOE, the
program would not be subject to the unreasonably high 90% two-parent work
participation requirement.

States could also usethisstrategy for clients who are not expected to be able to meet the
work participation rates (such as clientswith credibleapplicationsfor SSl or disabled
parentswho do not qualify for SSI). Thestate could also usethisstrategy for clients
engaged in activitiesthat do not count asfedera work activities(such as postsecondary
education or extended job readinessservicesfor parentswith littleor no work
experience). Taking thisapproach would take familiesout of the work participationrate
that are unlikely to count toward the federa rate despite the efforts of your agenciesand



allow your agenciesto focustheir effortson other clients who aremorelikely to increase
their work participation.

If states use the state non-M OE sending approach, they would haveto identify other state
spendingto count toward the MOE requirement. Most stateswould not have much
difficulty in identifying existing spendingthat could be used to fill the hole created by
moving some program spending outsideof TANF. The federal rulesabout what can
count as TANF spending are very flexible. The Deficit Reduction Act included
provisionsthat significantly increasestates abilitiesto count spendingtoward the TANF
MOE requirement. The DRA removed theincome eligibility requirementsfor state
spending to reduce out-of -wedlock pregnancy (which coversvirtualy al spending on
youth programs) and the formation and maintenanceof two-parent families(which
covers programsfor healthy marriage and responsiblefatherhood). And, under current
federal rules, statescan count local government and school spending on these programs
toward their state MOE requirements.

States can also use an applicant diversion program to deal with the challengesof getting
applicantsinto work activitiesquickly. (It often takestwo or three monthsto get new
clientsinto their work activitiesand under the federal rules, these familiescount in the
state's work participationrateasfailing to meet the requirement.) Applicantswho meet
initial eligibility requirementswould be given alump sum benefit and placed in the
diversion program for two or three monthswhere they would be assessed and assigned
into activitiesdesigned to help themfind jobs. Statescan usefedera or state TANF
fundsin these programswithout affecting their work participationrates. By placing them
in thediversion program rather than into cash assistance, the family would not be counted
in thefederal work participation rate whilethey are being placed into activities. Many of
thesefamilieswould find work quickly and would never go onto cash assistance
(dthough the state may want to providethesefamilieswith post-employment assistance
and servicesto help them with their transition into work and to count them toward the
work participationrate).

States Still Have Flexibility in TANF

Despitefederal changesaimed at restricting state flexibility and focusing them on work
engagement, statesretain substantial TANF flexibility. Thealternativestrategies
discussed here help statesmeet higher federal work partici pationrequirementswithout
requiring statesto change their existing, successful programs or make large shifts in state
TANF spending. They involvelesschangeto existing successful programs, less|oss of
benefitsto familieswhere parentsstruggleto work, lessfundsthat would haveto be
shifted from their current usesto increasework participation, and lessrisk that states will
fail to meet work requirementsand face pendties.

To find out more about the federal TANF changesand states' optionsin responding,
contact Jack Tweedie(303) 856-1546 (jack.tweedie@ncsl.org) and Sheri Steisel (202)
624-5400 (sheri.steisel@ncsl.org).




