TOUGHENING TANF

How Much? And How Attainable?

An Analysis of the Participation Requirements in the House and Senate Bills
to Reauthorize the Temporary Assistance for Needy Families Program,
and of Likely State Responsesto Them

Douglas J. Besharov and Peter Germanis
March 23, 2004






Contents

A Real ReqUITEMENt? . . . 2
Our “Participation Rate EStimator” . .. ... ...t e 5
Measured versus real increasesin required participation .. ..., 5
Composite national resultS. . . ... e 6
Individual StateS . .. ..o 14
TheLimitsof Our ESHIMELOr . .. .. ..ottt e e e e aes 23
Incomplete adoption by thestates? . .. ... i 23
Tougher (0r 00Ser) rUlES? . ..o 24
A SN CasEl0ad? . . . .o 26
INaCCUrate data? . .. ... ..ot e e 27
LiKely Stale RESDONSES . . . . oottt et e e e e e e 30
Tighter administration . ...... .. o e 31
MOreSaNCHIONING . ..ottt et et e e e e e e e e e e 32
INncreased diVErSION . . . ... 32
Maximized adjustments, exclusions, andexemptions. .. ...............ccoiiinn... 32
Expanded job search, job readiness, and other work first activities ................. 32
Additional separate State Programs . . . . ..o e 32
Increased work and work-related activities . . ... 33
“Common Ground” Recommendations . . ..........ouuiiii e 35
Establish genuine participation requirements . . . ........oouie i, 35
Abandon participation requirementsthat will becomeasham ..................... 37
Establish realistic required participation rateS . . .. ...t 39
Emphasize building humancapital ............. ... i 43
Removemarriage penalty . .........ooiiiii 46
Comparing Impacts and CoStS . . . . .o v ittt e 47
How much additional participation? . ...t 47
What about added costs for administrationand childcare? ....................... 51
CONCIUSION . 55
APPENDICES ... 58
A-1. Participation ReQUITEMENES . . .. ...t 60

ReqUITEd RaES . . . ..o e e e 60



ReqUIrEd HOUIS .. .. e e e e e e e 61

A-2.°Direct Work” ACHIVITIES .. ... e 69
TANF S*Core” ACHVITIES .. ..o e e 69
H.R. 4 s*Direct Work” ACHIVITIES . .. ..o e e 71
S XXX s“Direct Work” ACHIVItIES . . .. oo 74
A-3.Three-Month” ACHVITIES . . . ..o e i e 83
Countable ACHIVITIES . . ..o 83
Potential ImpPact .. ... ... 88
S. XXX’sAdditional Three-Month Activities ........... ... .. i, 93
A-4 Other” ACIVITIES . .ot 97
TANF SOther ACHIVITIES . ..o e e e 97
H.R. A S*Other” ACtIVItIES . ... o e 99
S XXX S “Other” ACHVITIES .. ... 101
A-5. Base PartiCipation RateS . . . . .. oo e 103
“Work-Eligible Individual” . ...... ... 103
Estimating Current “PartiCipation” . ...t 105
A-6. Participation Rate CreditS. . ... oo e 111
H.R.4sCaseload ReductionCredit . ............co i 111
H.R. 4sSuperachiever Credit . ... e 117
S XXX'sEmployment Credit ... 118
A-7. Adjustments, Exclusions, and EXemptions . ...t 121
Full-Family Sanctions .. ... 122
S XXX sPost-Sanction EXemption . . .. ..ot 125
FirstMonth of ASSIStance . ... 126
Childunder AgeONE .. ..o i 127
DIVEISION GrantS . . ..ottt et e e e e e e 129
A-8. Job Search and Three-Month ACtIVItIeS . ... ...t 134
Job Searchunder TANF . . ... 134
Job Search asaDirect Work Activity under S. XXX ..o 136
Job Search asa Three-Month Activity under Either Bill ......................... 138
“Independent” Job Search . ... .. 140
Subsequent Three-Month Periods . . . ... s 143
A-9. Separate State Programs . . . ... .o 145
AT At ONS . . o 146
INSUficient FUNDS? . . . ... 148
Political Defensibility . ... ..o 153

Work-Limited RECIPIENES . . . . ..o e e 155



Additional EAQUCALION . . . . ... .o 159

Time-Limited RECIDIENS . .. ..o e e e 164
Triggering aCaseload Reduction Credit ... 167
A-10. Expanded Work and Work-Related Activities? . ......... ..., 171
Unsubsidized Employment . .......... 176
WOrK EXPENENCE . . ..ottt e e e e e e e e e e e 179
COMMUNITY SEIVICE . .ottt e e e e e e et e 180
Subsidized Employment . ... 182
ON-the-JOD TraiNiNg . . .. oo e e e 183
Education for Teen Headsof Household ............ ... ... .. 183
Job Search and Job Readiness Activities . ...t 184
Vocational Educational Training . .........ouuitie i 184
Providing Child Care for TANF Recipientsin Community Service ................ 186
ParentS as SCholarS” . ... 186
Parents Caring for aDisabled Child or Adult Dependent ........................ 186
Additional Walver ACHIVITIES ... ...t e 187

A-11. Participation Rat€ ESIMEtOr . . . . ..o oot e e e 189






Welfare reform was codified by the Temporary Assistance for Needy Families (TANF)
program, passed in 1996. TANF was authorized for six years and was scheduled for
reauthorization in 2002. But deep-seated and unresolved questions about the future direction of
welfare reform—as well as partisan positioning in anticipation of the 2002 congressional
elections—stalled the reauthorization process. The process began again in 2003, but the legidlative
stalemate has pushed action into 2004, if not later.

From the beginning, a major sticking point has been the proposed increasein TANF's
participation requirements (especially because more educational activities were not included).t
Essentially, the position of the Bush administration and many congressional Republicans has
been that, because so little work or even work-related activities are being required under TANF
(despite popular impression),? the law should be amended to raise both the required participation
rate and the number of required hours of participation.

Another point of major disagreement has been over the amount of additional funding that
should go to child care. Congressional Democrats and child care advocates have pushed for
expanded funding, by as much as 50 percent or more. Republicans have argued that much less (if
any) additional funding is needed, especially given continuing surpluses under the TANF block
grant. (Thisissueisonly briefly discussed in this paper, as an implication of our findings.)

On February 13, 2003, the U.S. House of Representatives passed a bill reflecting most of
the administration’ s proposal's, the Personal Responsibility, Work, and Family Promotion Act of
2003 (H.R. 4).2 In the Senate, ardatively similar bill called the Personal Responsibility and
Individual Development for Everyone (PRIDE) Act was reported out of the Finance Committee

A word on terminology: For their own purposes, both those in favor of and those against H.R. 4 (and, to a
lesser extent, S. XX X) talk about its new or increased “work requirements.” Aswe shall see, however, many activities
besides work can satisfy H.R. 4 and S. XXX’ s new participation requirements. Hence, this paper does not use the
phrase “work requirements,” but, rather, “ participation requirements.”

2See Douglas J. Besharov, “ Testimony,” before U.S. House of Representatives, Committee on Ways and
Means, Subcommittee on Human Resources, Implementation of Welfare Reform Work Requirements and Time
Limits, 107" Cong., 2" sess., March 7, 2002, available from:
http://www.welfareacademy.org/pubs/testimony-030702.pdf, accessed April 17, 2003.

3U.S. Congress, House of Representatives, Personal Responsibility, Work, and Family Promotion Act of
2003, H.R. 4, 108" Cong., 1% sess. (February 4, 2003), available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi 2dbname=108_cong_bills& docid=f:h4rs.txt.pdf, accessed
December 30, 2003.



on September 10, 2003.# As of thiswriting, it has been reported as a substitute for H.R. 4 and
does not have abill number, so werefer toit asS. XXX.

This paper examines the major provisions of both H.R. 4 and S. XXX that attempt to
toughen participation requirements. It describes the likely impact of new participation
requirements that both bills add to TANF, describes how states could mitigate their impact, and
attempts to predict how states would respond to these provisions.

A note about the dates mentioned in the paper. This paper is being written in early 2004
about two bills that were written in contemplation of passage in 2003. (H.R. 4 passed the House
on February 13, 2003, and S. XXX was reported out of the Senate Finance Committee on
October 3, 2003.) The earliest that Congressislikely to passafina bill reauthorizing TANF is
summer 2004. Whenever the bill passes, the Congress will probably move forward the effective
dates of various provisions. However, because the actual effective dates of these provisions do
not affect our substantive conclusions (as long as their relation to each other remains the same),
we use the effective dates as specified in both bills.

A Real Requirement?

On the surface, both bills sharply expand participation requirements. TANF' s current
requirement is twenty to thirty hours per week of “participation” on the part of about 50 percent
of astate’s caseload.® In 2008, H.R. 4 would seem to require forty hours per week from 70
percent of the caseload, and S. XXX would seem to require twenty-four to thirty-nine hours per
week from 70 percent of the caseload.®

There are two polar views of these proposed participation requirements. On one side are
those, supporters and opponents alike, who emphasi ze the apparent increases over current law.
That iswhat President Bush did when he commented on H.R. 4:

The House bill set an ambitious goal for states to have 70 percent of the welfare recipients
working within afive-year period of time. We encourage them to think that way because
we believe in setting a high bar. We believe in the best. We don’t accept mediocrity.

Some say it’s asking too much. But alot of those voices were the same ones that said the
1996 law was flawed. In other words, they have low — low expectations for what is

4U.S. Congress, Senate, Committee on Finance, Personal Responsibility and Individual Development for
Everyone Act of 2003, 108" Cong., 1% sess., October 3, 2003, S. Rep 108-162, available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?7dbname=108_cong_reports& docid=f:sr162.108.pdf, accessed
December 30, 2003.

5The caseload as awhole had to meet the 50 percent requirement, but two-parent families faced a
participation requirement of 90 percent.

®These requirements are discussed in greater detail in Appendix A-1.
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possible in this society.’

Similarly, but on the other side of the political fence, Mark Greenberg and Hedieh Rahmanou, of
the Center for Law and Social Policy (CLASP), complained about H.R. 4:

The proposed 40-hour requirement does not reflect the approach most states have chosen
to takein their welfare reform efforts, is not supported by the research, would involve
significant costs without corresponding benefits, and cannot be justified by asserting that
a40-hour work week is the average work week for other mothers or workers?®

Others, again both supporters and opponents, argue that states will have enough
flexibility to avoid the new requirements by simply shifting enough familiesto “ separate state
programs’ (that is, programs funded with state funds that are not subject to TANF s participation
requirements). Concerning H.R. 4, for example, Sheila Dacey and Donna Wong of the
Congressional Budget Office (CBO) wrote: “CBO expects states would instead partialy or fully
avoid these costs by moving familiesto separate state programs or averting the requirements by
other means.”® (The CBO came to the same conclusion concerning S. XX X.)%

Clearly, the structure of the TANF block grant would enable states to avoid all additional
participation requirements contained in H.R. 4 and S. XXX through the simple expedient of
creating a separate state program. (Families in such programs, which can be funded by either
state monies, TANF Maintenance of Effort funds, or even the TANF block grant,* are exempt
from federal participation requirements as well as the federal time limit on benefits.) But would
states actually go that far? And, if so, under what conditions? The policy choice for the states was

\White House, “President Calls for Action on Welfare Reform: Remarks by the President to
Welfare-To-Work Graduates,” news release, January 14, 2003, available from:
http://www.whitehouse.gov/news/rel eases/2003/01/20030114-6.html, accessed January 21, 2003.

8Mark Greenberg and Hedieh Rahmanou, |mposing a 40-Hour Requirement Would Hurt State el fare
Reform Efforts (Washington, DC: Center for Law and Social Policy, February 12, 2003), p. 5, available from:
http://www.clasp.ora/DM S/Documents/1045077554.68/40 hours.pdf, accessed April 17, 2003, stating on p. 1 that
“the 40-hour requirement would make it harder for states to run effective employment programs; would force states
to misallocate limited TANF and child care dollars; ignores the fact that some parents are caring for ill or disabled
family members; and does not acknowledge that the average work week is less than 40 hours for mothers with
school-age and younger children.”

9Sheila Dacey and Donna Wong, “Estimate of the Potential Costs to States of Meeting the Work
Participation Reguirements of H.R. 4, as passed by the House of Representatives, February 2003,” memorandum to
interested parties, May 8, 2003.

19y .s. Congress, Congressional Budget Office, “Potential Cost to States of Meeting Proposed Work
Requirements: Based on Senate Finance mark-up documents and clarifications by staff,” unpublished cost estimate,
September 10, 2003.

See Appendix A-9.



captured by CBO Director Douglas Holtz-Eakin, who concluded that H.R. 4’ s participation
requirements would not constitute an unfunded mandate on the states:

The Unfunded Mandates Reform Act (UMRA) specifies that increased conditions of
assistance or caps on federal funding in large entitlement grant programs such as TANF
are to be considered intergovernmental mandates only if state, local, or tribal governments
lack authority to change their financial or programmatic responsibilitiesin order to
continue providing required services. Because of the broad flexibility generally afforded
states under the TANF program to structure the program and determine benefits, the new
requirementsin H.R. 4 would not be intergovernmental mandates as defined in UMRA.

Thebill could, however, significantly affect the ways states administer the program and
provide benefits to beneficiaries. The new work requirements in particular could result in
additional costs to states for administrative support, transportation assistance, child care
and worker supervision. Last year, CBO estimated that these costs could range from $8
billion to $11 billion over the 2003-2007 period, assuming states took no action to reduce
or avoid such costs. However, CBO expects states to avoid most or all of those costs by
moving many nonworking families into separate state programs, which would not be
subject to the new requirements.’?

In other words, the new participation requirements will only be asreal as the states want them to
be.

The CBO predicted that, in response to H.R. 4, stateswill “employ strategies’ that
“effectively reduce the new requirements.”** Similarly, in regard to S. XXX, the CBO predicted
that states will adopt strategies that “reduce the number of families subject to the requirements
and increase the percentage of families remaining in the program that meet the requirements.”

Douglas Holtz-Eakin, Director, U.S. Congress, Congressional Budget Office, letter to William B. Thomas,
Chairman, Committee on Ways and Means, U.S. House of Representatives, February 13, 2003, available from:
http://www.cbo.gov/showdoc.cfm?index=4061& sequence=0, accessed March 13, 2003.

13y.S. Congress, Congressional Budget Office, Cost Estimate: H.R. 4090: Personal Responsibility, Work,
and Family Promotion Act of 2002, As ordered reported by the House Committee on Ways and Means on May 2,
2002 (Washington, DC: U.S. Congressional Budget Office, May 13, 2002), pp. 7-8, available from:
ftp://ftp.cbo.gov/34xx/doc3428/HR4090.pdf , accessed December 30, 2003, stating: “Because the new requirements
would be difficult for statesto meet, CBO expects states would need to employ strategies such as moving
nonworking families into separate state programs to effectively reduce the new requirements. For example, under
current law, statesthat fail to meet participation requirements, particularly the higher requirements applying to
two-parent families, set up separate state programs to serve those families. States can count funds they spend in
separate state programs toward their maintenance of effort requirement in TANF, but families served under those
programs do not count in the work participation rate.”

14U.S. Congress, Congressional Budget Office, “Budget Effects,” in U.S. Congress, Senate, Committee on
Finance, Personal Responsibility and Individual Development for Everyone Act of 2003, 108" Cong., 1% sess,,
October 3, 2003, S. Rep 108-162, p. 70, available from:



Some people think this means that states will adopt whatever tactics are necessary to avoid the
bite of participation requirements. The key word, however, is bite. We think the state calculus will
be complex, because:

*  Most state officials believe in welfare reform, including higher rates of participation, and
would be naturally sympathetic to raising participation rates.

*  Evenif unsympathetic to high participation rates, most state officials will not want to
appear to undermine or eviscerate welfare reform.

» Most state officials will select an approach that is among the |least expensive and easiest to
implement.

e Butif the requirements seem impossible to meet or unduly onerous, most state officials
will seek to avoid or escape them—even when that means taking evasive action.

On this basis, we think that most state officials will make a good-faith attempt to implement
either H.R. 4, S. XXX, or the resulting compromise bill—unless doing so seems impossible or
too onerous. Hence, afirst-order issue isto determine how difficult it will be to meet the bills
additional participation requirements. If they seem too great, states will probably seek ways
around them, but if they seem attainable without great additional expense and administrative or
programmatic disruption, states will probably try to implement them.

Our “Participation Rate Estimator”

To estimate the size of the new participation requirementsthat H.R. 4 and S. XXX would
place on states, we created a “ Participation Rate Estimator,” essentially a spreadsheet that models
the impacts of various policy choices embedded in both bills.

Using the estimator, we performed two analyses. In thefirst, we estimated participation
rates for the composite national caseload [based on 2001 data submitted to U.S. Department of
Health and Human Services (HHS) by the states]. We conduct this analysis to judge how much
difference, in toto, the proposed new requirements would make compared to current practices.
But many states would fall below (or above) the national average. Hence, in our second analysis,
we calculated state participation rates.

But first, afew words about the estimator.

Measured versusreal increasesin required participation. Although the political

http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?7dbname=108_cong_reports& docid=f:sr162.108.pdf, accessed
December 30, 2003.



debate has swirled around the 70 percent participation requirement established by both hills, in
fact, the nature of the TANF block grant and a number of new provisions (in both bills) have the
effect of lowering (if not erasing) the burden states would face. Our estimator appliesthe
provisionsin the bills that states can use to raise measured participation—without expanding
services, spending, or even actual participation. They are:

1. Adopting afull-family sanction (required by H.R. 4 but not S. XXX), or applying the
post-sanction exclusion (for S. XXX).

2. Excluding familiesin their first month of assistance who are not countable toward
participation requirements.

3. Excluding families with a child under age one who are not countable toward participation
requirements.

4. Requiring job search activities at application (for up to three months under H.R. 4 and
four and one half months under S. XXX).»

5. Using the three-month-activity provisions of both bills to claim credit for activities already
taking place or other easy-to-establish activities.

6. Establishing separate state programs for work-limited recipients, for recipients who reach
the state or federal time limit, and possibly for other groups that could reasonably be
excluded from participation requirements (such as, under H.R. 4, those in postsecondary
education).

Our estimator is built around the assumption that states will take these actions (although it allows
the assumption to be modified or rejected). The foregoing order of actions was chosen because
state officialswill probably think through their optionsin that order.

Our estimator also allows usersto enter their estimates of caseload characteristics and
participation expansions, and then applies these estimates to see when participation requirements
are met.

Composite national results. Our estimator is designed to be applied to individual state
programs, but we use it first to produce a stylized estimate of national participation rates. By
applying likely state decisions contained in the estimator to national data, we are able to estimate

B\\e assume that most stateswould use H.R. 4 and S. XX X' s three-month-activity provisionsto require job
search at application, because that is an effective, yet low-cost activity. Both bills, however, would alow statesto
count awide range of otherwise noncountable activities for three months in any twenty-four-month period. That
would not materialy change the calculation.



the impact of both bills on the “ composite national caseload.” We use the results as a shorthand
way to describe the approximate impact of each bill and itsindividual provisions.

We start by estimating the national “base” participation rate; that is, the participation rate
that the states start with under either bill. We calculate it by applying H.R. 4'sand S. XXX’s
proposed rules (but none of their adjustments or exclusions, except S. XXX’ s proportional
participation credit, under which all recipients who satisfy the participation requirements are also
assumed to qualify for the maximum extra credit amount). For this purpose, we use data for 2001
submitted to HHS by the states. Thisisthe most recent year for which sufficiently detailed
national data are available.

Using modestly generous assumptions, we find that the national base participation rate
would be 33 percent under H.R. 4 and 36 percent under S. XX X. (As described below, some
states have higher base participation rates and some have lower ones.)

Our estimates probably understate the base participation rate because they do not include
all recipients who could be counted or all current activities that would be countable under either
bill. For example, the estimates do not include two-parent families that were transferred to
separate state programs to avoid TANF s higher two-parent participation requirement, but who
would probably be shifted back to TANF under H.R. 4 or S. XXX (because they generally have a
higher participation rate than single-parent families). Our estimates aso do not include families
participating in countable activities who did not have enough hours to be counted toward the
participation requirements (about 17 percent of the adult casel oad), but who represent a potential
group for easy expansion; many of these recipients might need only afew more hours of activity
per week to become countable participants. Finally, our estimates do not include current activities
that are not reported to HHS because they are either not countable under TANF or because the
state did not bother to report them because compliance with participation requirements had
aready been established. (Otherwise, we might have counted such activities as three-month
activities))

In any event, we then take these current levels of participation and, while assuming aflat
national caseload (a major assumption explored below), we apply the combination of both bills
authorized adjustments and exclusions to participation requirements, the still-potent casel oad
reduction credit under H.R. 4 or the new employment credit under S. XXX, the use of
independent job search, and the creation of reasonable separate state programs. We find that
doing so would result in participation rates high enough that the national composite caseload
would satisfy the proposed new participation requirements.

The following summarizes our findings and conclusions for the composite national
caseload. The impact of each major action isindicated on table 1, but, because their individual
impact is somewhat dependent on its order in the calculation, we also present its independent
effect; that is, the percentage point impact of the action if it were the only action taken. [See also
figure 1, “Cumulative Impact of Likely State Responsesto H.R. 4 and S. XXX (2008).”]
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A note on our calculations: Throughout this paper, we present our estimates of the
cumulative participation rate after the application of various provisions of both bills. In presenting
these rates, we start with the base participation rate and immediately add the impact of H.R. 4's
caseload reduction credit and S. XXX’ s employment credit, as appropriate. We do so for clarity
of exposition, even though, technically, both credits actually reduce the required participation
rate. For al intents and purposes, however, that is the equivalent of raising participation rates, and
adding the percentage point impact of the credits to the participation rates makesit easier to track
their impact in relation to the 70 percent required participation rate. (Thisis especially true for
H.R. 4’ s caseload reduction credit, which variesin size at different pointsin our analysis.)

»  Claim participation rate credits under both bills. Doing so would also help most states
meet the new participation requirements without increasing services or spending.

> Under H.R. 4, the “ caseload reduction credit” would continue, at least through
2005, to reduce required participation rates enough to allow most states to satisfy
the bill’ s new requirements without actual increasesin participation. In
subsequent years, the creation of separate state programs could trigger additional
credits that would alow most states to satisfy the participation requirements, at
least through 2008. H.R. 4 would also create a*“ superachiever credit” that would
reduce the required participation rate in about seventeen states, in many cases
enough to satisfy the bill’ s new requirements. We estimate that, by itself, the
caseload reduction credit triggered by the separate state programs mentioned
below would lower the required participation rate by about 13 percentage pointsin
2008 (or, as we present the effect in this paper, raise the participation rate by about
13 percentage points).

> S. XXX would substitute an “ employment credit” for the current caseload
reduction credit, which would effectively reduce the required participation rate for
all statesfrom 70 percent to 50 percent in 2008 (or, as we present the effect in this
paper, raise the participation rate by 20 percentage points). This also could be
enough for many states to satisfy the new requirements without any increases in
participation.

*  Apply authorized adjustments, exclusions, and exemptions, including the optional
exclusions for familiesin the first month of assistance and for those with a child under
age one, and, under H.R. 4, the required full-family sanction and, under S. XXX, the
exclusion of families with an adult subject to awork-related sanction (for up to three
months ayear). Doing so would, if fully implemented, raise the national participation rate
to about 45 percent under H.R. 4 and about 67 percent under S. XXX (which includes a
20 percentage point employment credit). (This, too, would be accomplished without any
real increasein services or spending.)

* Mandateat least independent job search for al new cases. States could claim

8



participation credit for assigning applicants or recipients to job search for specified
periods of time pursuant to S. XXX’ s specific provision on the subject and the more
general three-month-activity provisions of both bills. Under applicable precedents, states
would not need to provide any services as part of the job search for this to be a countable
activity (often called “independent job search”). Doing so would raise measured
participation rates to about 49 percent under H.R. 4 and about 77 percent under S. XXX
(which includes a 20 percentage point employment credit). (Again, thiswould be
accomplished without any real increase in services or spending.)

Use the three-month-activity provisionsof both billsto claim credit for additional
activities already taking place, or other easy-to-establish activities. We do not model S.
XXX’s additional three-month-activity provision because we think that few if any states
will useit; al states can more easily achieve the required participation rate through the
other provisionsin the bill. Doing so would raise measured participation rates to about 50
percent under H.R. 4 and about 80 percent under S. XXX (which includes a 20 percentage
point employment credit).

Create separ ate state programs for recipients with work limitations (about 15 percent of
the national caseload with an adult present), recipients hitting the five-year time [imit on
federal benefits and not countable toward participation requirements (by 2008, about 8
percent of the national caseload with an adult present) and, perhaps for other groups, such
as recipients receiving education and training beyond what would be countable (about 3
to 6 percent of the national caseload with an adult present). States could easily (and
defensibly) create such programs. The first two, alone, would raise measured participation
rates to about 84 percent under H.R. 4 (which includes a 13 percentage point casel oad
reduction credit) and about 102 percent under S. XXX (which includes a 20 percentage
point employment credit).

Thus, our main conclusion is that—assuming a flat national caseload (a major assumption

explored below)—the combination of current levels of participation, the still-potent caseload
reduction credit under H.R. 4 or the new employment credit under S. XXX, both bills' authorized
adjustments and exclusions to participation requirements, the use of independent job search and
the three-month-activity provisions, and the creation of reasonable separate state programs would
result in a participation rate for the composite national caseload in 2008 that would exceed the
requirements of both H.R. 4 and S. XXX.

Under H.R. 4, these steps would raise the measured participation rate of the composite
national caseload from about 33 percent to about 84 percent (which includesa 13
percentage point caseload reduction credit). (Seetable 1 and figure 1.) Thus, the
composite national caseload’ s participation rate would exceed H.R. 4’'s 2008
requirements by about 14 percentage points.

Under S. XXX, these steps would raise the measured participation rate of the composite

9



national caseload from about 36 percent to about 102 percent under S. XXX (which
includes a 20 percentage point employment credit). (Seetable 1 and figure 1.) Thus, the
composite national caseload’ s participation rate would exceed S. XXX’ s 2008
requirements by about 32 percentage points.

Aswe shall see, these steps would bring all but six states into compliance with H.R. 4, and
would bring all statesinto compliance with S. XXX.

Significantly, as mentioned already, these higher participation rates could be
accomplished without expanding services—assuming aflat real caseload (that only declines
because of the transfer of cases into separate state programs), an important assumption as we
shall see. Our estimates, however, are highly dependent on the application of H.R. 4's caseload
reduction credit and S. XXX’s employment credit. In our analysis, we treat these as equally
certain elements. But whereas the employment credit is almost automatic, the caseload reduction
credit could be problematic for many states—because it is dependent on legislative action,
appropriate timing, and the absence of a caseload rise and may lose its effectiveness sometime
after 2008. Hence, our H.R. 4 estimates should be viewed with these uncertaintiesin mind. (Ina
later section, we present ranges of estimates for scenarios in which states do not create separate
state programs, or do not enjoy the benefits of the casel oad reduction credit, or both.)

10



Figure 1

Cumulative Impact of Likely State Responses
(H.R. 4 & S. XXX, 2008)
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Table 1

Impact of Likely State Responses
toH.R.4and S. XXX’s
Participation Requirements

Independent and Cumulative Effectsin 2008

(From baserate of 33 per cent and 36 per cent, respectively)

State Response Independent Effect® | Additive Effect” Cumulative Excess/ Number of States
Participation Rate® | Deficit Rate in Deficit®
H.R.4/S. XXX H.R.4/S. XXX H.R.4/S. XXX H.R.4/S. XXX H.R.4/S. XXX

Base participation rate - - 33% / 36% -37%/ -34% 50+DC/50+DC

Caseload reduction / 0% / 20% 0% / 20% 33%/ 56% -37%/ -14% 49+DC/ 43+DC

Employment credits

Full-family sanction (H.R. 4) 3%/ 0% 3%/ 0% 36% / 56% -34%/ -14% 47+DC/ 43+DC
(about 6% of caseload with adult)’

Post-sanction exclusion (S. XXX) 0%/ 1% 0%/ 1% 36%/57% -34%/ -13% 47+DC/ 43+DC
(about 6 % of caseload with

adult)’

First-month exclusion 3%/ 3% 3%/ 3% 39%/61% -31%/-9% 46+DC/ 38+DC
(about 9% of caseload with adult)’

Child-under-one exclusion 5% / 5% 6% /6% 45% / 67% -25%/ -3% 46+DC/ 31+DC
(about 17% of caseload with

adult)’
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Mandatory job search at 3%/ 7% 4% / 10% 49% [ 77% -21% /1 7% 46+DC/ 17+DC
application®
(about 7-11% of caseload with
adult)’
Activities during subsequent three- 2%/ 3% 1%/ 3% 50% / 80% -20% / 10% 46+DC/ 10
month periods
Separate state program for work- 16% (includes 10% 22% (includes 10% | 72% (includes10% | 2%/ 24% 23+DC/1
limited recipients casel oad reduction casel oad reduction casel oad reduction
(about 15% of caseload with credit) / 6% credit) / 14% credit) / 94%
adult)’
Separate state program for 0% / 0% 0% / 0% 72% | 94% 2% | 24% 23+DC/1
recipientsin college and
postsecondary education
(no estimate made)f
Separate state program for time- 10% (includes 4% 12% (includes 4% 84% (includes 13% | 14%/ 32% 4/0
limited recipients casel oad reduction casel oad reduction casel oad reduction
(about 2-3% of caseload with credit) / 5% credit) / 8% credit) / 102%
adult per year)'
Notes:
#“Independent effect” is the percentage point impact of the responseif it is the only action taken on a base participation rate of 33 percent.
b« Additive effect” is the percentage point impact of the responseif it is combined with the actions preceding it on the table on a base participation rate of 33 percent. The “ additive effect”

does not include the impact of the caseload reduction credit or the superachiever credit for H.R. 4 or the employment credit for S. XXX.

¢“Cumulative participation rate” isthe participation rate after this action and those preceding it on the table on a base participation rate of 33 percent.
d“Excess/deficit rate” is the difference between the final required participation rate (after the application of caseload credit for H.R. 4, but not the superachiever credit, and the employment
credit for S. XXX) and the cumulative participation rate at that point in the table. A positive result signifies an “excess,” so that participation requirements have been met; a negative result

signifiesa“deficit,” so that participation requirements have not been met.
¢ Number of statesin “deficit” isthe number of states with cumulative participation rates below the final required participation rate at that point in the table. The final required participation
rate reflects the casel oad reduction credit for H.R. 4 (but not the superachiever credit) and the employment credit for S. XXX at that point in the table.
"The percentage of the adult casel oad before the application of any adjustments or exclusions.
9For H.R. 4, thisreflects job search as athree-month activity. For S. XXX, thisreflects job search as a six-week direct work activity followed by job search as athree-month activity. Asa
result, the impact of mandatory job search at application under the two billsis different.
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Individual states. Our national estimate, of course, does not reflect the actual situation of
individual states. Some states start with higher base participation rates than the national average
(sometimes much higher), and some start with lower rates. Moreover, our composite national
caseload only roughly represents the “average” state, because states vary so greatly inthe size
and characteristics of their caseloads. To understand the impact of each bill on individual states,
we applied our estimator to all fifty individual states and the District of Columbia.

Unfortunately, state-level dataavailable from HHS about caseload characteristics and
dynamics are not as detailed as the national data. Moreover, our estimator contains numerous
assumptions about participation rates and patterns that, although probably accurate for the
national caseload, often differ sharply from state to state. For example, we estimated the impact
of the three-month-activity provisions (described below) using national data because we did not
have state-level data. Whatever the accuracy of this and other estimates, the percentages surely
vary by state. And, although we have tried to account for difficulties in implementation, particular
states may have more severe problems. Hence, our state-by-state estimates should not be
considered as precise as our national estimates. (Our estimator allows users to substitute their
own data for many of itsvariables.)

Nevertheless, we believe that our state estimates provide afair sense of the situation most
states would face. We find that, after applying the steps outlined above:

* Under H.R. 4 (asaresult of the caseload reduction credits, full-family sanction, first-
month exclusion, child-under-one exclusion, job search as a three-month activity, other
three-month activities, and separate state programs) only about four states would not
meet H.R. 4’ s participation requirements. (The states would be Georgia, Maryland,
Nebraska, and Pennsylvania, and, collectively, they would fall about 1,340 recipients short
of therequired level of participation.)

* Under S XXX (asaresult of the employment credit, proportional credit for hours of
participation, post-sanction exclusion, first-month exclusion, child-under-one exclusion,
job search as adirect work activity and as a three-month activity, other three-month
activities, and separate state programs) all states would meet S. XXX’ s participation
requirements.
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Table 2A

State-by-State | mpacts of
Likely State Responses

—H.R. 4,2008 —
Base Caseload | Full-family First- Child- Job search | Activities | Separate state Other Other Separate Shortfall
participatio| reduction sanction month under-one| asathree- during programfor | separate | separate State (cases)
nrate credits exclusion | exclusion month subsequent | work-limited State State program for

activity three-month recipients program | program recipients

periods 1 2 reaching

time limit
United States 33.0% 33.0% 36.1% 39.2% 45.4% 48.6% 50.4% 72.4% 72.4% 72.4% 83.9%]
Algbama 35.2% 35.2% 38.2% 42.6% 49.5% 51.1% 53.9% 74.8% 74.8% 74.8% 84.7%|
Alaska 41.1% 41.1% 41.8% 44.3% 50.9% 53.2% 54.5% 79.1% 79.1% 79.1% 89.7%|
Arizona 31.4% 31.4% 32.0% 35.1% 40.8% 46.8% 50.8% 71.2% 71.2% 71.2% 81.8%|
Arkansas 26.4% 26.4% 29.4% 32.3% 37.8% 39.2% 40.4% 59.5% 59.5% 59.5% 73.0%|
Cdifornia 29.5% 29.5% 34.3% 37.5% 43.6% 46.3% 49.8% 71.9% 71.9% 71.9% 83.6%|
Colorado 37.5% 49.5% 50.4% 53.8% 60.3% 63.8% 65.0% 86.3% 86.3% 86.3% 96.5%|
Connecticut 32.8% 32.8% 33.8% 36.6% 42.5% 45.0% 46.4% 67.2% 67.2% 67.2% 79.4%|
Delaware 23.2% 23.2% 24.6% 27.1% 31.8% 40.5% 44.2% 63.5% 63.5% 63.5% 75.9%I
Dist. of Caol. 21.3% 21.3% 24.7% 26.5% 31.0% 39.3% 43.7% 66.4% 66.4% 66.4% 80.4%|
Florida 27.1% 42.1% 45.1% 49.3% 55.3% 60.1% 62.7% 81.8% 81.8% 81.8% 93.3%I

Georgia 12.5% 16.5% 16.7% 18.1% 20.8% 30.8% 35.3% 51.0% 51.0% 51.0% 64.5%| 713

Hawali 29.9% 29.9% 29.9% 31.7% 36.8% 41.2% 44.6% 67.2% 67.2% 67.2% 80.5%|
Idaho 39.5% 59.5% 59.5% 68.1% 76.4% 76.4% 80.5% 101.1%| 101.1%| 101.1% 108.5%|
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Base Caseload | Full-family First- Child- Job search | Activities | Separate state Other Other Separate Shortfall
participatio| reduction sanction month under-one| asathree- during programfor | separate | separate State (cases)
nrate credits exclusion | exclusion month subsequent | work-limited State State program for
activity three-month recipients program | program recipients
periods 1 2 reaching
time limit
[llinois 53.6% 67.6% 71.0% 75.3% 83.6% 84.4% 84.4% 110.4%| 110.4%| 110.4% 115.0%|
Indiana 49.6% 49.6% 51.9% 54.9% 62.5% 65.1% 65.8% 92.7% 92.7% 92.7% 99.5%|
lowa 45.9% 45.9% 45.9% 48.8% 55.7% 61.2% 63.5% 89.0% 89.0% 89.0% 96.5%|
Kansas 51.7% 51.7% 51.7% 55.4% 63.0% 64.7% 64.7% 89.1% 89.1% 89.1% 95.9%|
Kentucky 33.7% 33.7% 36.2% 39.7% 46.1% 48.9% 49.3% 70.0% 70.0% 70.0% 81.4%|
Louisiana 33.8% 42.8% 43.3% 46.7% 52.8% 58.2% 60.4% 80.6% 80.6% 80.6% 91.0%|
Maine 47.1% 47.1% 56.1% 59.8% 68.2% 68.2% 70.3% 100.0%| 100.0%| 100.0% 104.7%|
Maryland 11.1% 16.1% 16.2% 17.2% 19.5% 29.4% 34.8% 51.7% 51.7% 51.7% 66.0% 366
ary
Massachusetts 23.0% 23.0% 23.3% 25.4% 29.7% 36.3% 39.9% 58.7% 58.7% 58.7% 71.9%|
Michigan 32.7% 36.7% 36.8% 39.4% 45.0% 51.7% 55.9% 771.7% 771.7% 771.7% 88.5%|
Minnesota 32.7% 32.7% 34.4% 36.8% 42.6% 44.0% 46.3% 68.9% 68.9% 68.9% 81. 9%I
Mississippi 19.8% 29.8% 29.8% 32.0% 36.0% 44.5% 49.2% 66.4% 66.4% 66.4% 79. 1%|
Missouri 33.2% 33.2% 37.8% 40.7% 47.2% 49.2% 49.5% 72.7% 72.7% 72.7% 85.0%|
Montana 40.0% 40.0% 40.6% 43.1% 49.5% 50.2% 50.5% 74.2% 74.2% 74.2% 86.0%|
Nebraska 19.5% 19.5% 19.5% 21.2% 24.9% 30.8% 33.9% 52.0% 52.0% 52.0% 66. 1%| 131
Nevada 34.0% 34.0% 35.7% 39.2% 45.5% 49.3% 52.4% 73.4% 73.4% 73.4% 83. 7%I
New Hampshire 31.1% 31.1% 34.8% 37.6% 43.7% 43.7% 45.5% 67.4% 67.4% 67.4% 80.4%|
New Jersey 38.7% 40.7% 40.7% 43.8% 50.2% 50.9% 51.2% 72.4% 72.4% 72.4% 83.7%|
New Mexico 43.6% 43.6% 50.1% 53.3% 61.0% 63.6% 64.5% 92.3% 92.3% 92.3% 99.6%|
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Base Caseload | Full-family First- Child- Job search | Activities | Separate state Other Other Separate Shortfall
participatio| reduction sanction month under-one| asathree- during programfor | separate | separate State (cases)
nrate credits exclusion | exclusion month subsequent | work-limited State State program for

activity three-month recipients program | program recipients

periods 1 2 reaching

time limit
New York 39.7% 39.7% 45.8% 49.1% 56.4% 61.2% 63.5% 90.2% 90.2% 90.2% 97.7%I
North Carolina 24.0% 30.0% 30.6% 33.4% 38.2% 44.7% 48.1% 66.1% 66.1% 66.1% 78.4%|
North Dakota 26.1% 26.1% 30.3% 32.5% 37.9% 42.1% 44.2% 67.0% 67.0% 67.0% 80.9%|
Ohio 51.3% 54.3% 54.3% 58.8% 66.6% 67.1% 67.4% 90.4% 90.4% 90.4% 97.0%I
Oklahoma 22.4% 31.4% 31.4% 33.7% 38.1% 42.9% 46.5% 63.8% 63.8% 63.8% 76.8%|
Oregon 32.5% 32.5% 32.5% 35.7% 41.5% 41.5% 46.6% 66.1% 66.1% 66.1% 77.6%|

Pennsylvania 13.7% 13.7% 15.3% 16.6% 19.6% 30.1% 35.4% 54.8% 54.8% 54.8% 69.6%| 130

Rhode Idand 27.2% 27.2% 29.3% 31.3% 36.4% 42.6% 45.1% 68.2% 68.2% 68.2% 81.6%|
South Carolina 36.0% 41.0% 41.0% 44.6% 50.9% 53.5% 54.4% 74.1% 74.1% 74.1% 85.0%|
South Dakota 39.2% 39.2% 40.6% 45.5% 52.7% 54.9% 56.0% 76.6% 76.6% 76.6% 85.6%|
Tennessee 34.3% 34.3% 34.3% 36.9% 42.7% 42.7% 43.8% 64.5% 64.5% 64.5% 77.3%I
Texas 22.8% 22.8% 29.6% 32.3% 37.9% 41.6% 43.5% 65.5% 65.5% 65.5% 79.6%|
Utah 30.0% 30.0% 30.0% 32.5% 37.8% 40.9% 41.9% 61.7% 61.7% 61.7% 74.6%|
Vermont 17.0% 17.0% 17.9% 19.1% 22.4% 30.3% 34.5% 55.2% 55.2% 55.2% 70.7%|
Virginia 27.9% 27.9% 27.9% 30.5% 35.6% 41.9% 46.4% 66.0% 66.0% 66.0% 77.7%I
Washington 51.3% 51.3% 55.9% 59.8% 68.1% 68.1% 68.5% 95.2% 95.2% 95.2% 100.6%|
West Virginia 24.4% 24.4% 26.9% 29.0% 33.9% 39.9% 42.6% 63.7% 63.7% 63.7% 77.2%I
Wisconsin 47.5% 63.5% 76.8% 87.1% 98.3% 98.3% 100.7% 121.1%| 121.1%| 121.1% 121.1%|
Wyoming 51.4% 71.4% 84.0% 95.9% 107.6% 107.6% 110.8% 124.6%| 124.6%| 124.6% 124.6%|
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Base

Caseload

Full-family First- Child- Job search | Activities | Separate state Other Other Separate Shortfall
participatio| reduction sanction month under-one| asathree- during programfor | separate | separate State (cases)
nrate credits exclusion | exclusion month subsequent | work-limited State State program for
activity three-month recipients program | program recipients
periods 1 2 reaching

time limit

Number of stetes 0 1 3 3 4 4 5 27 27 27 47 1,340
in compliance

Source: U.S. Department of Health and Human Services, Administration for Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), various tables, available from:

http://www.acf.dhhs.qgov/programs/of a/annual reports/, accessed March 15, 2003.

Note: The impact of H.R. 4's caseload reduction credit is added to the participation rate at each step, as appropriate.
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Table 2B

State-by-State Impacts of

Likely State Responses

— S. XXX, 2008 —
Base Employment Post- First- Child- Job search| Jobsearch| Adctivities Separate Other Other Separate | Shortfall
participatio credit sanction month under- for six asathree- during State Separate | separate State (cases)
nrate exclusion| exclusion one weeks month subsequent [ program State State program
exclusion activity | three-month| forwork- | program| program for
periods limited 1 2 recipients
recipients reaching
time limit
United Sates 36.3% 56.3% 57.4% 60.5% 67.0% 68.5% 76.5% 79.7% 94.1%| 94.1%| 94.1% 101.7%
Algbama 37.0% 57.0% 59.3% 63.7% 70.8% 70.8% 78.8% 83.4% 99.9%| 99.9%| 99.9% 107.1%
Alaska 44.4% 64.4% 64.6% 67.2% 74.1% 75.1% 82.5% 85.7% 100.5%| 100.5%| 100.5% 106.6%
Arizona 34.0% 54.0% 54.3% 57.6% 63.7% 65.9% 75.6% 80.4% 94.8%| 94.8%| 94.8% 102.2%
Arkansas 28.6% 48.6% 49.2% 51.9% 57.3% 57.7% 68.2% 73.4% 86.4%| 86.4%| 86.4% 95.0%
Cdifornia 33.2% 53.2% 53.2% 56.1% 62.4% 62.4% 71.7% 76.6% 90.0%| 90.0%| 90.0% 98.0%
Colorado 40.5% 60.5% 61.0% 64.5% 71.4% 73.6% 82.1% 86.2% 101.8%| 101.8%| 101.8% 108.0%
Connecticut 35.4% 55.4% 55.8% 58.7% 64.8% 66.1% 73.5% 75.9% 89.0%| 89.0%| 89.0% 97.0%
Delaware 25.1% 45.1% 45.5% 48.0% 52.9% 58.4% 68.0% 72.0% 84.8%| 84.8%| 84.8% 93.7%
Dist. of Col. 24.3% 44.3% 44.3% 46.1% 50.8% 55.0% 65.7% 70.9% 82.9%| 82.9%| 82.9% 91.5%
Florida 29.5% 49.5% 53.6% 58.6% 65.5% 67.4% 78.0% 83.0% 101.9%| 101.9%| 101.9% 110.0%
Georgia 13.6% 33.6% 33.6% 35.1% 37.9% 43.8% 56.3% 62.4% 72.9%| 72.9%| 72.9% 82.7%
Hawaii 32.2% 52.2% 52.2% 54.2% 59.7% 60.5% 70.1% 74.8% 87.2%| 87.2%| 87.2% 95.1%
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Base Employment Post- First- Child- Job search| Jobsearch| Adctivities Separate Other Other Separate | Shortfall
participatio credit sanction month under- for six asathree- during State Separate | separate State (cases)
nrate exclusion| exclusion one weeks month subsequent [ program State State program
exclusion activity | three-month| forwork- | program| program for
periods limited 1 2 recipients
recipients reaching
time limit
Idaho 46.1% 66.1% 66.1% 75.3% 84.6% 84.6% 84.6% 87.6% 105.5%| 105.5%| 105.5% 111.8%
Illinois 60.1% 80.1% 82.3% 86.7% 95.6% 97.8% 102.5% 103.9% 120.0%| 120.0%| 120.0% 120.0%
Indiana 54.6% 74.6% 75.6% 78.9% 87.2% 89.7% 93.9% 94.7% 111.6%| 111.6%| 111.6% 115.6%
lowa 49.6% 69.6% 70.0% 73.0% 80.5% 83.9% 90.7% 93.8% 110.4%| 110.4%| 110.4% 114.6%
Kansas 56.6% 76.6% 76.6% 80.6% 88.9% 92.6% 94.4% 94.4% 111.0%| 111.0%| 111.0% 115.1%
Kentucky 36.5% 56.5% 58.7% 62.4% 69.2% 72.4% 81.1% 85.0% 101.5%| 101.5%| 101.5% 108.2%
Louisiana 36.5% 56.5% 56.5% 60.0% 66.5% 69.7% 78.9% 83.5% 98.4% 98.4% 98.4% 105.2%
Maine 48.0% 68.0% 68.0% 71.0% 78.6% 78.6% 80.2% 83.5% 97.7% 97.7% 97.7% 104.2%
Maryland 12.0% 32.0% 32.0% 33.1% 35.5% 40.5% 53.0% 59.3% 68.7% 68.7% 68.7% 78.2%
Massachusetts 25.2% 45.2% 45.2% 47.4% 52.2% 55.5% 65.1% 69.2% 80.9% 80.9% 80.9% 89.8%
Michigan 35.3% 55.3% 55.4% 58.1% 64.2% 66.9% 76.2% 80.8% 94.8% 94.8% 94.8% 102.0%
Minnesota 34.5% 54.5% 56.1% 58.6% 64.6% 64.6% 71.7% 74.9% 88.1% 88.1% 88.1% 96.5%
Mississippi 21.5% 41.5% 41.5% 43.9% 48.2% 52.3% 63.8% 69.5% 81.6% 81.6% 81.6% 90.8%
Missouri 35.8% 55.8% 56.8% 59.5% 65.7% 68.7% 76.5% 79.6% 93.6% 93.6% 93.6% 101.2%
Montana 45.6% 65.6% 66.8% 69.7% 77.0% 78.5% 81.0% 81.0% 95.0% 95.0% 95.0% 102.1%
Nebraska 21.1% 41.1% 41.1% 42.9% 46.9% 49.6% 60.1% 64.7% 75.3% 75.3% 75.3% 84.4%
Nevada 36.8% 56.8% 56.8% 60.3% 66.7% 67.5% 76.6% 81.0% 95.3% 95.3% 95.3% 102.6%
New Hampshire 31.6% 51.6% 52.9% 55.5% 61.3% 61.3% 66.7% 69.3% 81.3% 81.3% 81.3% 90.4%
New Jersey 43.5% 63.5% 63.5% 66.9% 74.3% 75.3% 81.6% 83.5% 98.2% 98.2% 98.2% 104.8%
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Base Employment Post- First- Child- Job search| Jobsearch| Adctivities Separate Other Other Separate | Shortfall
participatio credit sanction month under- for six asathree- during State Separate | separate State (cases)
nrate exclusion| exclusion one weeks month subsequent [ program State State program
exclusion activity | three-month| forwork- | program| program for
periods limited 1 2 recipients
recipients reaching
time limit
New Mexico 47.0% 67.0% 69.6% 12.7% 80.4% 82.4% 89.2% 91.9% 109.1%| 109.1%| 109.1% 113.9%
New York 43.1% 63.1% 67.2% 70.6% 78.3% 80.9% 89.0% 92.7% 111.3%] 111.3%| 111.3% 115.9%
North Carolina 26.1% 46.1% 46.8% 49.8% 55.1% 58.2% 69.0% 74.3% 88.1% 88.1% 88.1% 96.9%
North Dakota 30.0% 50.0% 50.0% 52.2% 57.9% 60.1% 69.8% 74.4% 87.1% 87.1% 87.1% 95.3%
Ohio 58.6% 78.6% 79.0% 83.9% 92.6% 93.0% 98.2% 100.0% 118.2%| 118.2%| 118.2% 120.0%
Oklahoma 24.2% 44.2% 44.2% 46.6% 51.3% 52.4% 63.0% 67.8% 79.3% 79.3% 79.3% 88.5%
Oregon 37.5% 57.5% 57.5% 61.2% 67.9% 67.9% 67.9% 68.0% 79.4% 79.4% 79.4% 88.4%
Pennsylvania 15.2% 35.2% 35.2% 36.5% 39.6% 45.3% 57.1% 63.0% 73.3% 73.3% 73.3% 82.6%
Rhode Isand 29.4% 49.4% 49.7% 51.6% 56.7% 60.7% 69.8% 74.0% 86.4% 86.4% 86.4% 94.6%
South Carolina 39.2% 59.2% 60.3% 64.2% 71.3% 73.3% 80.3% 82.4% 97.6% 97.6% 97.6% 104.8%
South Dakota 42.3% 62.3% 62.9% 67.9% 75.4% 76.7% 84.4% 87.5% 104.0%| 104.0%| 104.0% 110.0%
Tennessee 38.8% 58.8% 58.8% 61.6% 68.1% 68.1% 71.4% 72.1% 84.0% 84.0% 84.0% 92.3%
Texas 24.7% 44.7% 47.9% 50.5% 55.8% 57.8% 66.6% 69.4% 83.2% 83.2% 83.2% 93.7%
Utah 32.4% 52.4% 53.6% 56.3% 62.2% 64.8% 71.3% 12.7% 85.4% 85.4% 85.4% 94.2%
Vermont 18.3% 38.3% 38.8% 40.1% 43.6% 47.6% 58.4% 63.4% 73.8% 73.8% 73.8% 83.2%
Virginia 30.4% 50.4% 50.4% 53.2% 58.7% 60.7% 70.7% 75.5% 88.6% 88.6% 88.6% 96.8%
Washington 55.0% 75.0% 76.9% 80.9% 89.2% 89.2% 93.0% 93.8% 111.0%| 111.0%| 111.0% 115.3%
West Virginia 26.3% 46.3% 47.3% 49.4% 54.4% 57.8% 68.0% 72.9% 85.8% 85.8% 85.8% 94.5%
Wisconsin 55.7% 75.7% 82.2% 92.3% 103.2% 103.2% 103.2% 103.2% 120.0%| 120.0%| 120.0% 120.0%
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Base Employment Post- First- Child- Job search| Jobsearch| Adctivities Separate Other Other Separate | Shortfall
participatio credit sanction month under- for six asathree- during State Separate | separate State (cases)
nrate exclusion| exclusion one weeks month subsequent [ program State State program
exclusion activity | three-month| forwork- | program| program for
periods limited 1 2 recipients
recipients reaching
time limit
\Wyoming 51.3% 71.3% 79.6% 90.6%| 101.8% 101.8% 101.8% 105.3% 120.0%| 120.0%| 120.0% 120.0%
Number of stetes 0 7 7 12 19 20 33 40 50 50 50 51 0
in compliance

Source: U.S. Department of Health and Human Services, Administration for Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), various tables, available from:
http://www.acf.dhhs.qgov/programs/of a/annual reports/, accessed March 15, 2003.

Note: Theimpact of S. XXX’s employment credit is added to the participation rate at each step, as appropriate.
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TheLimits of Our Estimator

Our estimator is a static model—in which we examine the characteristics of the casel oad
to determine the percentage affected by H.R. 4'sor S. XXX’ svarious provisions. It applies those
results without adjusting for possible behavioral effects. For example, we estimate the potential
impact of their three-month-activity provisions based on the percentage of adultsin one of the
relevant three-month periods. If states used the provisions to require job search, some portion of
the caseload might leave welfare sooner than it otherwise would have, but we do not include an
estimate of the resulting decline in that three-month period. Such behavioral shifts should be
expected, but we do not include them in our estimator because they do not substantially alter the
results.

Our estimator is based on a number of assumptions about caseload dynamics and state
responses to higher participation rates, and we were concerned that it would be sensitive to
aternate assumptions. However, the estimator seems to provide remarkably stable results—even
when key assumptions are varied to reflect their uncertainty. Nevertheless, the estimates it
provides are subject to at least four unpredictable possibilities: incompl ete adoption, toughened
(or loosened) rules, rising (or falling) caseloads, and inaccurate data.

I ncomplete adoption by the states? We use our estimator to calculate the maximum that
participation rates can be increased without a substantial increase in services or spending and
without appearing to eviscerate welfare reform. But some states may not want to adopt all the
elements that we identify. They may not, for example, want to establish independent job search
for aslong as we posit, they may not want to exempt from participation al those that either bill
allows, they may not want to create some or all of the separate state programs that are possible,
and so forth. Therefore, the estimator allows usersto pick and choose which elements to consider
in the calculation.

The biggest uncertainty isthe impact of H.R. 4's casel oad reduction credit. Throughout,
we assume that, under H.R. 4, states could trigger a caseload reduction credit by transferring
cases to separate state programs (or adopting other eligibility changes that reduce caseloads). For
example, the participation rate under H.R. 4 would fall from 84 percent to 71 percent without the
caseload reduction credit. As aresult, the number of states that would fail to meet the
participation requirements would rise from four states to twenty-five and the District of
Columbia, and the collective shortfall in the required level of participation would increase from
1,340 to 21,123 recipients. Thisisthe major reason why we conclude that so many states could
satisfy H.R. 4’ s requirements without a substantial increasein services or spending.

But, as described below, many uncertainties affect the applicability and size of the credit.
For example, we assume that states that adopt a separate state program in 2004 could trigger a
caseload reduction credit in 2008, based on the casel oad decline from 2004 to 2007. The potential
for generating a caseload reduction credit, however, is generally short-lived—because the base
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year for the calculation of the credit is recalibrated each year, and the caseload decline from the
transfer to separate state programs soon becomes reflected in the base year caseload, erasing the
value of the credit. Moreover, if caseloadsrise, even the transfer of cases to separate state
programs may not be sufficiently large to trigger a caseload reduction credit. (Of course, if states
cannot trigger the caseload reduction credit, they may increase the number of families transferred
to separate state programs to further raise their participation rate. And, in the extreme, a state
could convert its entire caseload to child-only cases, which are completely exempt from federal
participation requirements.)

Tougher (or looser) rules? Our estimator is based on the current versions of both bills
and the regulations currently in force under TANF. But the rules may change, either in the give
and take of the legidlative process or through subsequent regulation; the final bill may be
tightened during the reauthorization process or HHS may tighten it through the regulatory
process. A real possibility would be a change in the casel oad reduction credit to prevent its being
triggered by the transfer of cases to a separate state program, an inadvertent effect of recalibrating
the credit (as described in the appendix). For example, the countable activities for the sixteen
hours of additional participation might be defined narrowly, “supervised community service” and
“community service” might be defined narrowly, or the countable activities for the three-month-
activity rule might be restricted. Or, limitations might be imposed on the use of separate state
programs to avoid participation requirements and on the use of federal TANF funds to supplant
state spending.

Collectively, removing all these possibilities could substantially raise the bar to meeting
participation requirements. But individually, the only tightening that would have a substantial
impact on our estimates would be arestriction on the creation of separate state programs (which,
as we note below, might be difficult to accomplish). For example, a prohibition on counting (as a
community service under H.R. 4) the care an adult recipient provides for adisabled child or other
dependent would lower the participation rate of our composite national caseload by 5 percentage
points. But arestriction on the creation or use of a separate state program would have a much
larger impact. For example, barring a separate state program for the work-limited would reduce
the participation rate of our composite national caseload by 12 percentage points (under both
bills) and, under H.R. 4, could also reduce the potential size of acaseload reduction credit by 10
percentage points. (In alater section, we present our estimate of the range of resultant required
participation rates and consequent costs, based on whether states use separate state programs and
the caseload reduction credit.)

Conversely, the political process could result in looser or more liberal rules. The most
prominent example would be the possible continuation of waiversfirst granted under the Aid to
Families with Dependent Children (AFDC) program that allowed statesto depart from its
entitlement-oriented rules. Many of these waivers were continued under TANF, and they
essentially alow states to operate their programsin ways that may be inconsistent with federal
TANF provisions. In the context of this paper, these waivers allow states to continue policies that
ease participation requirements, either by expanding the categories of families exempt from
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participation requirements, reducing required hours of participation, or broadening the range of
countable work activities. For example, Massachusetts exempts parents with a child under age six
(in contrast to under age one under TANF), allows indefinite participation in job search
(compared to a six-week limit per year under TANF), and counts twenty hours per week of
participation as satisfying TANF participation rates for parents with achild age six and older
(compared to thirty hours per week under TANF).

Allowing states to continue these waivers could raise the base participation rate in many
states. The increase could be as small as 1 percentage point (in Utah) or aslarge as 66 percentage
points in Massachusetts.’® According to HHS, in 2001, after including waivers, participation rates
under current TANF rise asfollows: Delaware (from 12 percent to 25 percent), Massachusetts
(from 11 percent to 77 percent), Nebraska (from 14 percent to 18 percent), Oregon (from 11
percent to 72 percent), Tennessee (from 21 percent to 32 percent), Texas (from 16 percent to 42
percent), Utah (from 25 percent to 26 percent), and Virginia (from 23 percent to 44 percent).Y’

H.R. 4 would not authorize the waivers to be extended after they expire, and S. XXX
would seem to eviscerate their impact on participation rates.’® Hence, we do not include their
possible impact in our estimates (except as three-month activities). Strong support for the
continuation, however, appears to exist in the Senate,’ so they could easily find their way into
the final TANF reauthorization.

16T hese increases are based on the current TANF methodology for computing participation rates. The impact
of continuing waivers would be somewhat different under H.R. 4 or S. XXX.

17y .S. Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. 111-102,
available from: http://www.acf.dhhs.gov/programs/ofa/annual reports/, accessed March 15, 2003. These differencesin
participation rates are based on the current TANF methodology rather than the one we devel oped for estimating the
base participation rate under either H.R. 4'sor S. XXX’srules.

185 XXX would appear to limit the extension of waivers to those that broaden the scope of allowable
activities, and no longer permit waivers that expand exemptions or reduce the required hours of participation.
Moreover, it would allow states to use these expanded waiver activities only during the first three months of the
additional three-month-activity rule and for participation beyond the twenty-four-hour direct work activity threshold.
Because states would already have considerable flexibility in developing program activities during these periods, the
practical significance of this provision appears minimal.

For example, in March 2003, Senators Gordon Smith (R-OR) and Ron Wyden (D-OR) introduced
legidation that would have allowed states with active TANF waivers (as well as those that had waivers that expired in
the prior year) to continue their waivers through the next welfare reauthorization period. See U.S. Congress, Senate,
Office of Senator Gordon Smith, “Smith & Wyden Seek Flexibility for Oregon’ s Welfare System: Legidlation Would
Preserve Success of the Oregon Option,” news release, March 13, 2003, available from:
http://gsmith.senate.gov/press/2003/03-12-03.htm, accessed October 27, 2003; U.S. Congress, Senate, Office of Ron
Wyden, “Wyden, Smith See Flexibility For Oregon’ s Welfare System: L egidation Would Preserve Success of the
Oregon Option,” news release, March 17, 2003, available from:
http://wyden.senate.gov/media/2003/03172003 tanf.htm, accessed November 3, 2003.
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A rising caseload? Our calculations assume that caseloads will not rise (and, in fact, that
they will technically fall because of the transfer of cases to separate state programs). If casel oads
rise, the participation gap to be filled would be larger than we have projected, and smaller if they
fall. Both are possibilities. In some states, caseloads continue to fall, even in the face of a
sustained economic slowdown. In other states, caseloads are rising, sometimes substantially. Any
risein the caseload would make it tougher for states to attain the required participation rate,
especialy under H.R. 4, because the casel oad reduction credit is mitigated.

To test the sensitivity of our analysis to this flat-casel oad assumption, we performed
additional calculations with the caseload rising 10 percent, 25 percent, and 50 percent (see table
3).

Under H.R. 4, our calculations indicate that, for the national caseload:

. A 10 percent casel oad rise would not create a participation gap for our composite national
caseload in 2008, but it would raise the number of states not meeting H.R. 4's
participation requirements from four states to eighteen states and the District of
Columbia.

A 25 percent caseload rise would create a participation gap for our composite national
caseload of about 3 percentage points in 2008, raising the number of states not meeting
H.R. 4’ s participation requirements from four states to thirty-two states and the District of
Columbia.

A 50 percent caseload rise would create a participation gap for our composite national
caseload of about 6 percentage points in 2008, raising the number of states not meeting
H.R. 4’ s participation requirements from four states to thirty-five states and the District of
Columbia.

Not only does the required participation rate rise, but so does the absolute number of recipients
that must be placed in activities (from 1,340 to 66,302 recipients).

Under S XXX, caseload increases would have a smaller effect on the participation gap and
the number of states not meeting the participation requirements—because the employment credit
would continue to reduce a state’ s final required participation rate regardless of whether the
caseload isrising or falling. (In contrast, H.R. 4’ s caseload reduction credit would not reduce
participation requirements during periods of caseload growth.) Our calculationsindicate that, for
the national caseload operating under S. XX X:

A 10 percent caseload rise would not create a participation gap for our composite national
caseload or for any state in 2008.

A 25 percent caseload rise also would not create a participation gap for our composite
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national caseload or for any state in 2008.

* A 50 percent caseload rise also would not create a participation gap for our composite
national caseload or for any state in 2008.

Two points stand out in thisanalysis. First, the increase in needed participation is not as
much as one would suppose—Ilargely because various adjustments and exclusions to
participation requirements operate as percentages of the caseload. Second, if caseloadsrise, H.R.
4 places considerably more pressure on the states than does S. XX X.

Why the difference between H.R. 4 and S. XXX if caseloadsrise? S. XXX’ s employment
credit and its proportional credit for hours of participation would continue to have an impact
when caseloads rise, but H.R. 4’ s casel oad reduction credit is not triggered. That, by theway, isa
major practical difference between the two bills.

Table3
| mpact of Rising Caseloads on Participation Requirements

Pending
Bill 0% Increase 10% Increase 25% Increase 50% Increase
National States National Stateswith National States National States
Gap with Gap Gap Gap Gap with Gap Gap with Gap
(%) (cases) (%) (cases) (%) (cases) (%) (cases)
H.R.4 0 4 0 18+DC 3 32+DC 6 35+DC
(1,340) (11,056) (42,397) (66,302)
S. XXX 0 0 0 0 0 0 0 0
0 0 0 0

Note: The “national gap” is the percentage point difference between the adjusted participation rate and the final required participation rate.

I naccur ate data? The foregoing estimates depend on data collected by the states and
submitted to HHS. Our data are from 2001% and, although we do not think there have been
substantial changes in this short amount of time, there is no way to tell for sure—especially
given the changes in the economy, and hence casel oad dynamics, since then. In addition,

At this writing, thisis the most recent national data available. Although HHS has released data on
participation in program activitiesin 2002 (see “ Temporary Assistance for Needy Families (TANF) Participation
Rates: Fiscal Year 2002,” available from: http://www.acf.hhs.gov/programs/ofa/particip/indexparticip.htm#2002,
accessed December 1, 2003), it has not rel eased data on the characteristics of all TANF families receiving assistance.
Thislatter information is needed to estimate the effect of various adjustments and exclusions authorized by H.R. 4
and S. XXX, including the full-family sanction, the first-month-of-assistance exclusion, and the child-under-age-one
exclusion.
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except where indicated, we assume the data submitted to HHS by the states are accurate. There
is evidence, however, that these data may, depending on the state, either overstate or understate
participation.

Overcounts? In preparing this report, we came across numerous indications that some
state data overstate participation levels. For example, the Department of the Auditor General in
Pennsylvaniareported that, for the year ending June 30, 2001, the state had not complied with
federal reporting requirements.? It documented many instances in which participation data
reported by the state to the federal government was either inaccurate or could not be verified.
We have also been told by reliable sources about other instances in which local programs do
not keep records about participation. Instead, they report (or the state simply assumes) that
recipients who have been assigned to an activity have 100 percent participation.

Thisis not meant to suggest that such states or local agencies are engaged inillegal or
even improper behavior. These data are not needed for federal reporting purposes—because
amost all the states have easily satisfied TANF' s participation requirements.

Undercounts. Even more evidence points to large amounts of unreported participation.
Because the states so easily satisfied TANF s participation requirements, they have not needed
to count or report al the participation taking place. For the same reason, many states offer or
require participation in activities that are not countable under current TANF, such as substance
abuse counseling and treatment and various educational activities, to name afew.
(Significantly, aswe will see, under H.R. 4 and S. XXX, most of these activities could be
countable for three months in a twenty-four-month period.) Mark Greenberg and Hedieh
Rahmanou of the Center for Law and Social Policy (CLASP) explain:

Why don’t most states report “other activities’? There are probably two principal
reasons. First, it isn’t arequirement. Second, the underlying issue of what share of the
caseload is “doing something” didn’t emerge as a significant topic of discussion until
the Administration issued its proposal in 2002. Until then, many states likely thought
that reporting numbers or hours of engagement in “ other activities” wasn't particularly
informative or meaningful .?

Maryland, for example, reported participation data that would result in a 2001 base participation
rate of 11 percent, which would mean that it would have to raise participation by 54 percentage

Zcommonwealth of Pennsylvania, Single Audit Report: For Fiscal Year Ended June 30, 2001 (Harrisburg,
PA: Department of Auditor General, November 16, 2001), pp. 88-89 and pp. 144-149, available from:
http://www.oit.state.pa.us/budget/lib/budget/2000-2001/sar/sar_2001.pdf, accessed October 27, 2003.

2\ ark Greenberg and Hedieh Rahmanou, TANF Participation in 2001 (Washington, DC: Center for Law

and Socia Policy, March 18, 2003), p. 3, available from:
http://mww.clasp.org/DM S/Documents/1048004065.37/2001_TANF_Participation.pdf, accessed April 15, 2003.
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pointsto meet H.R. 4's 2008 requirements. (The state receives a5 percentage point boost to its
participation rate from the superachiever credit, raising its rate from 11 percent to 16 percent.)
State officials, however, have told us that actual participation is much higher than that reported
to HHS. Because the state already met the current TANF participation rate (due to the caseload
reduction credit), it did not attempt to collect data on all those who might satisfy the
participation requirements because of the cost and administrative burden of doing so. Mark
Millspaugh, aprogram analyst in Maryland’ s Family Investment Administration, explains: “We
arevery rigid in what we report for those who participated in work activities and do not report
any hours of participation for which we do not have documentation. That means that many
clients who got jobs but are transitioning off do not tell us how many hours they are working
so we can'’t count them.” % Although the state could expend more resources tracking potential
participants and obtaining the necessary documentation, up to now it had no need to.

According to Maryland’ s Millspaugh: “We allow local departments to engage clientsin
activities that do not count toward the federal participation rate. We have many clients engaged
in activitiesrelated to ‘wellness,” which means they are attending doctor appointments and
physical therapy but not doing anything else. We aso have clients who are caring for disabled
family members full time.”2* Many of these participants would be countable under H.R. 4's
three-month-activity rule or abroadly defined community service program. Indeed, in
calculating the national base participation rate, we assume that 5 percent of the TANF casel oad
with an adult is caring for adisabled child or other dependent and could be counted as
participating in community service under H.R. 4 or under S. XXX’ s specific provision on the
subject.

A study by the U.S. General Accounting Office (GAO) suggests that, nationaly, the
undercount could be considerable. According to the GAO, in 2000, using each state’s own
definition of participation (which could, for example, include participation in substance abuse
treatment or mental health services) and alow hourly requirement, about 56 percent of TANF
adults were involved in state-approved (“work or work-related”) activities, but only 40 percent
of TANF adults were in countable activities and reported to HHS.% Thus, it would appear that

BMark Millspaugh, program analyst, Maryland Family Investment Administration, e-mail message to Peter
Germanis, May 15, 2003.

2\Mark Millspaugh, program analyst, Maryland Family Investment Administration, e-mail message to Peter
Germanis, May 15, 2003.

The 40 percent figure reported to HHS differs from the official participation rate (34 percent in 2000) in
two ways. First, the percentage is based on the number of adults with “any hour” of participation, including those who
do not participate for enough hours to be counted toward the participation requirements. Second, it is based on al
TANF adults and does not adopt any of TANF s authorized exclusions, such as single custodial parents with a child
under age one or those subject to a sanction (for up to three months), which reduces the number of adultsin the base
of the participation rate calculation (and thus raise the official participation rate). See U.S. Department of Health and
Human Services, Administration for Children and Families, Office of Planning, Research, and Evaluation,
Temporary Assistance for Needy Families Program (TANF): Fourth Annual Report to Congress (Washington, DC:
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at least 16 percent of TANF adults participated in activities that were either not countable under
TANF or were simply not reported to HHS because participation requirements had already
been satisfied.® It is unclear, however, how many of these “undercounted” participants could
be counted under both bills' three-month-activity provisions because there isinsufficient
information on the number of hours and length of participation to make the calculation. (As
explained below, adult recipients must meet minimal hourly requirements to be counted and
thelr participation in activities that are not considered direct work activities could be counted for
only three months in a twenty-four-month period.)

Likely State Responses

CLASP s Steve Savner arguesthat H.R. 4 (and presumably S. XX X) “would force all
states to adopt a program model that no state has chosen to implement.”# That is not true, if
our analysisis correct.

According to our calculations, under either bill, only afew states would have to expand
services or spending in order to comply with the new participation requirements. And that is
under a conservative approach to creating separate state programs. Slightly larger separate state
programs could erase even this small shortfall.

Moreover, nothing required by either bill has not already been accomplished in most
states. Raising participation rates may be a challenge for states facing a shortfall, but the fact
that most states already have participation rates higher than needed to satisfy either bill’s
reguirements means that doing so will not be nearly as difficult as the political rhetoric
suggests.

But there are uncertaintiesin our approach. First, although we have confidence in our
analysis, it isbased on a stylized model of both bills' impact on participation requirements. As
described above, it does not provide a perfect estimation of likely results. Some states might not
adopt al the adjustments, exclusions, or programmatic changes that we included in our
estimates. Moreover, our calculations assume that caseloads will not rise. If they do, more
states would fall short of both bills' participation requirements. In addition, the rules for

U.S. Department of Health and Human Services, May 2002), p. 111-96, available from:
http://www.acf .hhs.gov/programs/opre/ar2001/indexar.htm, accessed December 10, 2003.

The 16 percent difference is probably a conservative estimate of the difference attributable to nonreported
activities, because some states reporting to the GAO may have limited their count of participants to those satisfying a
minimal hourly standard, whereas the HHS count of participants would include anyone who participated, regardless
of the hours.

ZI'teve Savner, “Testimony,” before Senate Committee on Finance, |ssuesin TANF Reauthorization:
Requiring and Supporting Work: Hearing before the Committee on Finance, 107" Cong., 2™ sess., April 10, 2002,
available from: http://finance.senate.gov/hearings/testimony/041002sstest.pdf, accessed April 17, 2003.
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counting participation in various activities, which we have characterized asliberal, could be
tightened. (Thiswould be a specia concern in regard to H.R. 4’ s casel oad reduction credit.)

Given this uncertainty about the actual level of participation requirements, we expect
amost all statesto assume that they might fall short of the new participation requirements and
that they need to do more to be sure that they do not. Hence, to be safe, many states are likely
to strive for participation levels that exceed the minimum participation requirements in case
participation falls short of expectations.

Nevertheless, there will be little need for most states to rush implementation decisions.
For most states, the actual imposition of higher participation requirements would not occur
right away. The combination of the phase-in of higher participation rates and the recalibrated
casel oad reduction credit under H.R. 4 and the employment credit under S. XXX counters the
increase in participation requirements until at least 2006.

Therefore, most states will probably adopt a step-by-step approach to implementing
either bill, timing the adoption of a particular strategy or programmatic element to maximize its
impact on participation rates. Here is what we expect, in basically the order in which the steps
will be taken:

1. Tighter administration to maximize participation in existing programs.
2. More sanctioning to encourage compliance.

3. Increased diversion to reduce the number of recipients subject to participation
requirements.

4. Maximized adjustments, exclusions, and exemptions to reduce the proportion of the
casel oad subject to participation requirements.

5. Expanded job search, job readiness, and other work first activities to provide alow-cost
form of participation and to avoid or shorten stays on welfare.

6. Additional separate state programs to remove portions of the caseload from
participation requirements.

7. Increased work and work-related activities to help meet participation requirements.

Tighter administration. Establishing compliance with either bill will require better
management of welfare casel oads—from record keeping to intensive scheduling of program
activities. As aresult, recipients who stop participating could be reassigned to appropriate
activities (without periods of inactivity for extended periods of time). For example, states may
also become more aggressive in limiting the number of recipients they exempt from
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participation requirements. Thus, between November 1996 and April 1999, New York City’s
Human Resources Administration reduced the percentage of TANF families with an adult who
were excused from participation due to age, disability, or atemporary incapacity, from about 16
percent of familiesto about 7 percent.”? The agency accomplished this by obtaining third-party
medical verifications for families claiming a disability or health problem and by assigning those
with a health or physical problem to other appropriate activities.” Apparently, there were no
adverse effects on recipients.

More sanctioning. H.R. 4 requires that states adopt afull family sanction for
noncompliance, but even if this provision is not in the final reauthorization law, we expect
states to increase their level of sanctioning, both partial and full family. Gayle Hamilton and
Susan Scrivener, researchers at the Manpower Demonstration Research Corporation (MDRC),
explain how quick follow up can help keep participation levels high:

First, it makesit lesslikely that recipients who fail to participate will be forgotten by the
welfare-to-work program. Second, it reinforces the participation mandate by showing
that the program will track peopl€e’ s actions and enforce expectations. Third, it enables
staff to learn about any legitimate reasons for nonparticipation and assist welfare
recipientsin addressing those issues.®

Increased diver sion. Families that do not go on welfare are not subject to participation
requirements. In addition, S. XXX provides an explicit participation credit for familiesthat have
been diverted from welfare for work.

Maximized adjustments, exclusions, and exemptions. Both bills have a number of
provisionsthat allow states to exclude from participation requirements specified types of cases
that would likely have low participation rates.

Expanded job search, job readiness, and other work first activities. Most states will
take advantage of the liberalization of counting job search and job readiness activities contained
in both bills to expand or intensify these activities because these activities can reduce casel oads
and are low cost, especially if operated as independent job search.

Additional separ ate state programs. We also expect states to adopt one or more

BAuthors' calculations based on Douglas J. Besharov and Peter Germanis, “Work Experiencein New York
City,” unpublished draft, March 21, 2003, table A.7.

PDouglas J. Besharov and Peter Germanis, “Work Experiencein New York City,” unpublished draft, March
21, 2003.

0Gayle Hamilton and Susan Scrivener, Promoting Participation: How to Increase Involvement in Welfare-
to-Wbrk Activities (New York, NY: Manpower Demonstration Research Corporation, September 1999), p. 46.
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separate state programs (at least ones for work-limited recipients, for those beyond the five-year
time limit, and perhaps one for those in postsecondary education). Doing so would remove
such cases from the casel oad subject to participation requirements—as states have done in the
past. (It could aso trigger a caseload reduction credit under H.R. 4.) But we do not expect
many states to use separate state programs to avoid entirely the new participation requirements.

I ncreased work and wor k-related activities. We also expect statesto increase the
number of recipientsin countable activities, although not by much. Which activities would they
expand? The best answer is probably found in the activities that higher-participation-rate states
have used under TANF (see figure 2). Presumably, what these states are now doing is a good
indication of what other states would do. Asthe following discussion reveals, under TANF, just
four activities—unsubsidized employment, job search, vocational educational training, and
work experience—account for nearly 90 percent of countable participation under current TANF
(seefigure 3). Moreover, |low-participation-rate states tend not to have alarge proportion of
their caseloads in these activities, while high-participation-rate states do.

Figure 2

High and Low Participation Rates
{Percent of Adult TANF Cases, 2001)
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Figure 3

Countable Participation in TANF Activities
{National Composite, 2001)
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Hence, we think the expansions will be mainly among these activities®
Based on what the states have done since 1996 under TANF, we expect the expansion to be
mainly in unsubsidized employment (because it is easy to implement) and community service
(because it is so broadly defined). There may be smaller increases in work experience
programs, on-the-job training programs, and subsidized employment. (S. XXX might also
result in asmall increase in postsecondary education under the “Parents as Scholars’ program
and in vocational education—or at least areported increase in them.)

To amuch lesser extent, we also expect states to adopt new procedures (and perhaps
activities) to take advantage of the specia rulesfor counting activities during three-month-
periods (every twenty-four months). Some states may attempt to expand various qualifying
activities, such as substance abuse counseling or treatment, rehabilitation treatment and

%The following discussion makes no distinction between H.R. 4 and S. XXX activities because they are
essentially the same, except that, as table A-10.1 portrays, some H.R. 4 activities would be countable for shorter
periods of time.
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services, mental health services, and domestic abuse services. As described below, under both
bills a state could apparently even count parenting and marriage-strengthening activities, as well
as activities developed for recipients not typically expected to work—the elderly, disabled, or
those with health problems—such as counting the time these recipients spend applying for
Supplemental Security Income (SSI), in counseling or education, or participating in activities
with their children.

Thisleads usto conclude that H.R. 4 and even S. XXX could raise actual participation
rates (and costs)—but only marginally. Unfortunately, this small increase is purchased at an
enormous cost: much greater programmatic complexity and a great likelihood of widespread
sham activities. It served the purposes of both sidesto ignore these redlities, but the political
stalemate over TANF' s reauthorization shows that was the wrong strategy.

“Common Ground” Recommendations

Both authors of this report are strongly sympathetic to raising participation rates among
welfare recipients. Much of the caseload decline since 1994 was driven by a strong economy
for entry-level workers and the impact of job search and other work first activities on those who
could leave welfare for work or had other forms of support. Few states have made a concerted
effort to involve recipients in activities that build human capital and specific job skills. So we
would welcome more such activities.

But we also believe that the contents of welfare programming are best left to the states.
The TANF block grant provides a sufficient incentive for states to control welfare casel oads,
and they are certainly better situated to determine what activitiesto require of recipients.
Moreover, the structure of the block grant would allow a determined state to avoid nearly any
new participation rate requirements imposed by Washington.

Nevertheless, if there must be federal participation requirements, we recommend
developing a common ground between H.R. 4 and S. XXX that would simplify administration
processes while making participation requirements more realistic, more enforceable, and more
closely focused on activities that encourage work and build human capital. In the following
pages, we describe such a Common Ground proposal that establishesamiddleroad in
participation requirements between the two bills—with one exception, we would impose areal
and enforceable requirement that at least 10 percent of the adult caseload be in a work
experience or education and training activity.

Here are our Common Ground recommendations:
Establish genuine participation requirements. Asthisanalysisillustrates, even
without the addition of H.R. 4'sor S. XXX’s provisions, TANF' s participation requirements

are complex, difficult to understand, and easily circumvented. Both bills would accentuate
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these problems, S. XXX substantially more than H.R. 4.

The complexity of TANF s participation requirements stems largely from the politics of
how the original law described participation requirements. The drafters wanted to show they
were serious about reform, so they set a high putative requirement (eventually 50 percent). But
they compromised on the real requirements through a slew of exclusions and exemptions that
substantially watered down the 50 percent requirement (even before the impact of the caseload
reduction credit).

Both H.R. 4 and S. XXX take the same approach. They assert arequired participation
rate of 70 percent, presumably to show that they are raising participation requirements from
current law. And then, like current TANF, they create one exclusion, exception, and credit after
another that sharply reduce the formal increase in participation requirements. How else to
interpret S. XXX’s employment credit, which essentially lowers the required participation rate
by 20 percentage points, back down to current TANF' s 50 percent—without states having to
do anything new or additional?

The sameistruefor H.R. 4’ s putative requirement that all single mothers participate for
forty hoursaweek. It isnow clear that participation will be defined so broadly that nearly any
activity will count for the hours beyond the basic twenty-four-hour requirement. (This point is
discussed in greater detail below.)

These seemingly high participation requirements became an easy target for criticism: a
70 percent participation rate would be unattainable and forty hours of participation would be
difficult to achieve and could be a heavy burden on some families. They also created an
exaggerated impression of how much more child care would be needed, thereby strengthening
the arguments of those pushing for additional federal child care aild—even though the key
actors understood that the actual requirements were much lower.

None of the credits and exclusions embedded in current law and either bill are needed
to give states an incentive to reduce caseloads, and neither are needed to reward state successin
reducing their caseloads. (H.R. 4’ s superachiever credit has no apparent programmatic
justification.) The additional block grant funds that are freed up as a consequence of the
casel oad declines should be sufficient on both accounts.

* Drop all participation rate credits, including H.R. 4’ s casel oad reduction credit (or
at least prevent its application to caseload declines due to separ ate state programs)
and superachiever credit and S. XXX's employment credit—because they are too
generous and might easily be gamed, and, instead, rely on the incentives built into the
block grant to encourage states to reduce caseloads. (Given the elimination of the
additional hours requirement recommended below;, S XXX’ s proportional credit
should also be dropped.)
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If these credits must be kept, they should be modified. First, H.R. 4’ srecalibration of the
caseload reduction credit should not permit states to obtain a credit ssmply by creating one or
more separate state programs. (Separate state programs should still be allowed because they
can be avehicle for program innovation, asin the case of those related to child welfare needs.)®
Second, S. XXX’s employment credit should not double the benefit of someone leaving
welfare for work. (Some version of the president’s employment credit might be considered.)®

»  Droptheexclusionsfor casesin the first month of assistance and with a child under
age one—because they add unnecessary administrative complexity and, instead, rely
on job search at application to achieve the same goal.

These exclusions would require additional paperwork, have little substantive merit (because
such mothers should be engaged in activities), and would not have as much impact as some
might expect (because many familiesin both groups are already participating). Better to shed
these awkward exclusions and make a corresponding liberalization of countable job search
activities.

Abandon participation requirementsthat will become a sham. Current TANF sets
the participation requirement for two-parent families at 90 percent. No state could achieve this
rate without the help of the caseload reduction credit and, even then, many could not. Asa
result, about twenty states created separate state programs for two-parent families that
effectively negated the provision. Happily, both H.R. 4 and S. XXX shed this unreachable
requirement. Unhappily, H.R. 4 and, to alesser extent, S. XXX add their own.

One troublesome requirement is that families, including those headed by single
mothers, “participate” for up to forty hours aweek under H.R. 4 and thirty-four hours under S.
XXX (twenty-four hours for single mothers with a child under age six). This has been a much-
criticized requirement but, instead of simply abandoning it, both bills—coupled with statements
of senior administration officials—have other provisions that make it possible to fill the

21t may be necessary, however, to give HHS the authority to disallow specific MOE or TANF spending on
Separate state programs.

BFor most states, the Administration’s employment credit would be less generous than S. XX X' s because it
would not double the number of employed leavers counted as participants and would add the number to both the
numerator and the denominator of the participation rate cal culation. Moreover, the Administration’s proposal does
not include the state options for extra credit for leaversthat obtain relatively high-paying jobs or alow states to count
recipients of diversion payments, child care, and transportation assi stance.

How much more generousisthe S. XXX employment credit? Most analysts expect that al stateswill have
creditsin excess of 20 percent, its eventual cap. The Administration’s credit would be worth, in 2003, about 12
percent nationally, according to HHS, ranging from alow of 5 percentage pointsin the District of Columbia, Illinois,
and Pennsylvaniato a high of 27 percentage pointsin Oregon. [U.S. Department of Health and Human Services,
Office of the Assistant Secretary for Planning and Evaluation, “How Much Is the Administration Employment Credit
Worth — Preliminary Estimates,” April 10, 2003.]
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additional hours of participation with meaningless activities, particularly under the broadly
defined category of “community service.”

Just about all observers believe that states will fill the hours of required participation
after theinitia twenty-four hours of direct work activities with easily met requirements only
tenuoudly related to increasing employability or increasing family or child well-being. As
described in Appendix A-3, states could count the time that recipients spend volunteering in
organized activities with their own children, such as at a Head Start center, school, Girl or Boy
Scouts, after-school program, or other recreational activities. States could aso count time
recipients spend in marriage-strengthening activities, parenting classes, or other activities
designed to improve child well-being. Some have suggested that a state could even count time
parents spend helping their children with homework or taking them to various activities,
because such participation could be viewed as strengthening families and promoting child well-
being.

Regardless of what the drafters intended, given thisreality, these additional hours of
required participation are likely to be seen as a sham requirement by administrators, by
frontline workers, and by recipients. That would be a catastrophe.

As Senator Charles E. Grassley (R-lowa), chairman of the Senate Finance Committee,
argues: “There' s so much subterfuge involved in how you qualify for the 40 hoursthat | think it
might be more intellectually honest to stick with something less than 40 to make surethat it’'s
legitimate work.”* The hours of participation ought to reflect what is needed to leave welfare
and what is good for children.

. Set the required number of hours of participation at twenty-four hours for single
mothers with a child under age six and thirty-two hoursfor all other families
(including one-parent families with no children under age six and two-parent
families). Drop the requirement of additional hours of participation in direct or
nondirect work activities—because it is not needed in all cases and will lead to sham
activities. (Given the elimination of the additional hours requirement recommended
above, S XXX’ s proportional credit should also be eliminated.)

If the requirements for additional hours cannot be simply dropped, one could substitute a
required “ Family Development Plan” in which recipients describe how they will use the rest of
the work week to improve their employability, strengthen family ties, and improve their
children’swell-being. (This would be a modified version of the “ Self-sufficiency Plan” in both
bills and of the “Individual Responsibility Plan” in current law.) If properly structured, such
plans might have more impact than the easily avoided requirement of additional hours.

34ghannon Holmes, “House Passes Welfare Reauthorization,” U.S. Mayor Articles, June 3, 2002, available
from: http://www.usmayors.org/uscm/us_mayor_newspaper/documents/06_03_02/welfare.asp, accessed April 21,
2003.
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TANF currently allows states to set their own sanction policies for noncompliance with
participation requirements. H.R. 4 seeks to toughen the enforcement of participation
requirements by requiring that states completely remove from TANF assistance families that do
not comply with participation requirements for more than one month (called a*“full-family
sanction” as opposed to a*“ partial sanction”). However, states wishing to avoid afedera
requirement of full-family sanctions could easily do so by, for example, creating separate state
programs or child-only cases.

DropH.R. 4'srequirement of full-family sanctions on the ground that it could be
easily avoided—and, instead, rely on the fact that sanctioned cases still count against
participation requirements. (Keep S. XXX’ s post-sanction exemption because it
encourages continued state attention on such families.)

The post-sanction exclusion should be maintained because families with partial sanctions
would remain in the calculation of participation rates (except for the first three months), giving
states an incentive to move them into countable activities.

Both H.R. 4 and S. XXX contain lists of relatively specific direct work activities that
would be counted toward each bill’ s participation rate requirements. But both also allow states
to count other, less favored activities for shorter periods of time (generally three months). The
existing three-month-activity provisions would make countable just about any activity that a
state might want to offer (even those that do not involve an increase in expenditures or actual
services), so most observers assume that they merely reduce required participation rates. But if
they were used to provide actual services, their arbitrary three-month limit could cut off
programs or services that might more effectively be provided for longer periods of time.

*  Drop the various complicated three-month-activity rules in both bills and create one
simple provision that allows the counting of nondirect work activitiesin both bills for
up to six monthsin any twelve-month period (and drop S. XXX's* additional” three-
month provision)—to simplify administration and allow programs sufficient time to
provide their services.

Establish realistic required participation rates. We are strongly supportive of higher
actual participation rates, but the required 70 percent participation rate in both billsis neither
realistic nor real. It isapolitical artifact resulting from the attempt to raise participation rates
without acknowledging that the current TANF s 50 percent requirement turned out to be
meaningless.

What would be aredlistic requirement? Under current TANF, less than half a dozen
states have participation rates approaching or exceeding 70 percent, and most reach these levels
only through waivers. The maor exception is Wisconsin, which, over aperiod of years, has
maintained between 70 and 80 percent of its adult caseload in work-oriented activities. (There
was some shifting of recipients, primarily the disabled, to a separate state program.) But
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Wisconsin achieved this by essentially abolishing its cash-welfare system and substituting a
system based almost entirely on work.* W-2 participants are assigned to either subsidized or
unsubsidized work dlots based on their employability. (Current and former recipients are also
eligible for arange of program services intended to help them find or retain employment,
increase their skills or wages, and overcome barriers to employment.)

For states not prepared to undertake such aradical change in their welfare systems, New
York City probably represents the high-water mark for participation. As Demetra Nightingale
and her colleagues at the Urban Institute point out, “the experiencesin New York City in the
1990s asit attempted to revamp the entire welfare system—organizationally and
philosophically—offer important |essons about the feasibility and limits of (1) implementing
large scale work experience programs; (2) restructuring and modernizing alarge, entrenched
bureaucracy; and (3) adapting service programs to changing policy and economic conditions
and caseload characteristics.”*

New York City requires recipients either to work in apaid job while on welfare
(“unsubsidized employment”)* or to participate in its Work Experience Program (WEP), which
typically combines a structured work assignment for all recipients who can work with
education, training, and job search activities designed to increase employability and earnings.
The city calls this“engagement,” and, by December 1999, it reached “full engagement.”

But full engagement, as New York City definesit, includes the following activities (our
nomenclature) that would not be countable under TANF: “Participating but insufficient hours,”
“In engagement process,” “In sanction process,” “Sanctioned” (not eligible for exclusion), and
“Unengageable.”*® That would trandate into a participation rate of only about 40 (if one

%Two types of welfare families were not included in W-2 because the adult caretakers were not considered
appropriate for the program’ s work requirements. Children whose parents received Supplemental Security Income
(SSI) and could not work due to illness or incapacity were converted to the Caretaker-Supplement program. In
addition, children living with non-legally responsible relatives such as a grandmother or aunt, and who otherwise
might be placed in foster care, were converted to the state’ s Kinship Care program.

¥Demetra Smith Nightingale, Nancy Pindus, Frederica D. Kramer, John Trutko, Kelly Mikelson, and
Michael Egner, Work and Welfare Reformin New York City During the Giuliani Administration: A Sudy of
Program Implementation (Washington, DC: Urban Ingtitute Labor and Social Policy Center, July 2002), p. 3.

SITANF calls this “unsubsidized employment,” but that clearly is amisnomer because the families continue
to receive welfare payments, which can be a substantial portion of their original grants. First the Clinton
Administration and now the Bush Administration have helped muddy the waters by repeatedly reporting that large
percentages of welfare recipients were “working,” which suggested to many that they were in work experience
programs, when, in fact, the vast majority were taking advantage of expanded earnings disregards to combine work
and welfare.

3New York City does not include recipients considered “Unengageable” when determining whether “full

engagement” has been achieved, but we include this category in our estimate of the city’ s participation rate because
most families in the category would be counted in the determination of participation rates under H.R. 4 and S. XXX.
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excluded all exclusions and creditsin current TANF, aswell asH.R. 4 and S. XXX). Inthe
context of H.R. 4 and S. XXX, if al or most of those with partial sanctions began participating
and if al or most of those with insufficient hours increased their hours of participation
sufficiently to be counted, the participation rate could rise to as high as 65 percent. But those
aretwo big ifs.
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Table 4
Full “Engagement” in New York City

— November 2001 —
Engagement Satus Per cent
Participating with sufficient hours? 41%
Direct work activities 39%
Combining work and welfare 20%
Work experience (usually with other activities) 8%
Subsidized employment 2%
Education and training 4%
Community service (needed at home) 4%
Nondirect work activities 2%
Substance abuse 1%
Wellness/rehabilitation 1%
Other 0%
Participating but insufficient hours? 11%
Direct work activities 9%
Combining work and welfare 4%
Work experience (usually with other activities) 2%
Subsidized employment 0%
Education and training 1%
Community service (needed at home) 1%
Nondirect work activities 1%
Substance abuse 0%
Wellness/rehabilitation 0%
Other 0%
In engagement process 12%
Call-in appointment scheduled 9%
Eligibility call-in appointment scheduled 0%
Assessment scheduled 3%
In review process 0%
In sanction process 15%
Conciliation conference 1%
Awaiting conciliation scheduling 3%
Fair hearing 1%
Sanctioned (not digible for exclusion)® 12%
Not engaged 0%
Unengageable 1%
Social Security case 3%
Case head over age 60 1%
Temporarily incapacitated 2%
Child under 3 months 1%
SSI pending/appedling 2%
Temporarily exempt 1%
Other work limitations 1%

Source: Douglas J. Besharov and Peter Germanis, Work Experience in New York City: Successful |mplementation,
Uncertain Impact, and Lessons for TANF’ s Participation Requirements (Washington, DC: American Enterprise
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Institute, March 21, 2003).

Note: The total does not sum to 100 percent due to rounding.

aThe participation datafor New York City did not include information on hours of participation. Our estimate of the
number of recipients participating with “sufficient hours’ and with “insufficient hours’ is based on statewide data for
New York that show that, in 2001, about 78 percent of TANF recipients who participated in any TANF activity satisfied
the participation requirements. [Authors' calculations based on U.S. Department of Health and Human Services, Office
of Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: Author, February 2003), p. 111-111 and p. 111-119, available from:

http://www.acf .dhhs.qgov/programs/of a/annualreports/, accessed March 15, 2003.

b An additional 4 percent of the adult caseload was under sanction but qualified for the post-sanction exclusion.

In fact, only about a dozen states have achieved a 50 percent participation rate, and,
again, mostly because of waivers. Hence, at thistime, a 50 percent or so required participation
rate would seem to be the highest rate that could be reasonably expected of states, absent
adding the kinds of exceptions and exclusionsthat arein current law, H.R. 4, and S. XX X.

»  Settherequired participation rate at 50 percent of the adult casel oad.

A morerealistic required participation rate would reduce the pressure on states to seek waysto
escape the new requirements entirely, such as through separate state programs.

Even a 50 percent rate, however, might not be reachable unless families unable to
participate were excluded from the cal culation. Some substantial proportion of the national
caseload has a disability or other physical or mental work limitation that might preclude
participation in most countable activities. Other families may have a substance abuse problem,
alearning disability or limited basic (reading or English-language) skills, be victims of domestic
violence, or have a disabled child. For many states, now and for at |least the next five years,
developing meaningful programs for such families would pose alarge and expensive challenge.

»  Establish a disability exclusion (capped at 15 percent)—to accommodate the need to
exempt the disabled from a true 50 percent participation requirement.

In recommending a 15 percent cap, we assume that another 5 percent of the caseload might be
in the process of being assessed for a possible disability or work limitation, which could itself
be a countable activity.

Emphasize building human capital. Most of the caseload decline resulted from a
strong economy for entry-level workers and the impact of job search and other work first
activities on those mothers who could |eave welfare for work or had other forms of support.
Many of those still on welfare need more help to overcome poor education, low skills, and
other barriers to employment. But few states have made a concerted effort to involve these
difficult-to-reach mothersin activities that build human capital and specific job skills. Neither
bill, in our opinion, is sufficiently supportive of such activities.



Given the loopholesin current law, aswell asin H.R. 4 and S. XXX, it seems preferable
to give states the maximum flexibility in choosing activities they might require, including
education and training activities. The point of participation, after all, isto increase employability
while imposing a disincentive to continuing on assistance.

*  Broaden the definition of direct work activities to include education and training
activitiesaswell asall TANF's“ core” activitiesand all the direct work activitiesin
H.R. 4 and S. XXX—to give states maximum flexibility in experimenting with different
activities.

To avoid abuse, however, the countability of time doing homework and other nonclassroom
activities should be subject to HHS regulation.

Although current TANF provides asmall incentive against providing education and
training, the fact isthat most states have never been eager to provide either to large numbers of
recipients. States will continue to place relatively few recipientsin work experience programs or
education and training unless they are forced to do so (or provided avery large financial
incentive). In 2001, about 5 percent of all TANF families with an adult were in work experience,
subsidized employment, or an education and training activity and had enough hoursto be
counted as participating.®

Under both H.R. 4 and S. XXX, however, whatever increase in participation that occurs
will likely be through broadly defined and largely meaningless community service activities or
through more families combining work and welfare (by increasing the state’' s earnings
disregards). Neither activity islikely to make a significant impact on welfare dependency.

»  Establish a separate minimum participation rate for work experience, on-the-job
training, and other designated forms of education and training of 10 percent—to
add a needed focus on activities that build human capital. Because of the porousness
of the borders between TANF activities, especially since the legislation does not
define them, the specific activities counted toward this requirement should be subject
to regulation, but might include work experience, on-the-job training, subsidized

®Authors’ calculations based on U.S. Department of Health and Human Services, Office of Planning,
Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual Report to
Congress (Washington, DC: Author, February 2003), p. 111-106, available from:
http://www.acf.dhhs.gov/programs/of a/annual reports/, accessed March 15, 2003. The 5 percent estimate represents
the number of recipientsin an education and training activity after adjusting for potential overlap with other activities,
as described in Appendix A-5. This estimate, however, may understate the number of recipients in an education and
training activity because participation in some activities, such as postsecondary education, is not countable under
current TANF,
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employment, mandatory community service,*® community or public service jobs,
supported work, vocational educational training, classroom occupational training,
job skills training, education related to employment, education for teen heads of
household, remedial education, English as a Second Language, secondary education,
and postsecondary education. (Some education activities could be combined with
work experience, and, in fact, there might be a mandate to that effect.)*

Because this requirement is applied to all TANF cases with an adult present (that is, there are no
exemptions or exclusions), in contrast to the putatively higher required participation ratesin
H.R. 4and S. XXX, a 10 percent required rate for narrowly defined activitiesis actually more
difficult to escape.

As much as anything, job search, job readiness, and work first activities have
characterized welfare reform since 1994. They seek to encourage applicants (and recipients) to
look for work and to give them skills to do so successfully. Specific activities can include
classroom instruction on job-seeking skills, help in completing job applications and preparing
resumes, access to phone banks, and job clubs or other forms of peer support. Job search and
other work first activities aso can discourage mothers from seeking or staying on welfare,
because they add to the burden of applying for or being on assistance—what welfare
professionals often call “smoke out” and “hassle.”

The law should encourage states that have not already done so to establish an
application process that contains systematic job search and work first activities that help and
encourage applicants to find alternatives to welfare by requiring them to look for ajob.

*  Count job search at application for up to six weeks without any special
limitations—because the limitations in current TANF, H.R. 4, and S. XXX could be
easily avoided and good policy would be for everyone who applies for assistance to
go through some form of job search assessment.

Compared to current TANF (and S. XXX), counting job search at application with none of the

special limitations more than doubles the percentage of the caseload that can be counted in the

activity, because it includes those returning to welfare after abrief exit who otherwise might not
be counted because they had used their six weeks of job search in an earlier spell of

“O%Community service activities could be included in the 10 percent but only if their definition were narrowed
to include only those activities that provide a benefit to the community and to exclude self-improvement and child
rearing activities.

“1In New York City, for example, after an initial period when the city required participation in its work
experience program only, the city decided to combine work experience with education and training activities. See
Douglas J. Besharov and Peter Germanis, Work Experience in New York City: Successful Implementation,
Uncertain Impact, and Lessons for TANF’ s Participation Requirements (Washington, DC: American Enterprise
Institute, March 21, 2003).

45



assistance.” (For those states concerned, if configured as “independent” job search, doing so
would cost very little.)

Remove marriage penalty. Both bills make provision for $1.5 billion in marriage
promotion and strengthening activities. Although some have criticized this proposal, the
connection between family breakdown and welfare dependency iswidely appreciated and
some version of these provisionsis amost certainly to be in any bill that passes. But that is not
all areauthorized law should do.

Under current TANF, asingle parent, usually a mother, faces a participation
requirement of twenty or thirty hours per week (depending on whether she has children under
age six). Two-parent families, however, are required to participate for thirty-five hours. Thus,
under current law, if asingle mother marries someone who is not earning enough for the family
to leave welfare, the hours of required participation would rise by as much as fifteen hours per
week. (Any hours heisworking would be counted toward that total.) In addition, TANF
imposes a separate and higher required participation rate of 90 percent on two-parent families.

Both bills would eliminate the separate, 90 percent required participation rate for two-
parent families, but only H.R. 4 would drop the higher hourly participation requirement for
two-parent families. S. XXX would leave the disparity in place by increasing the two-parent-
family hourly requirement, from thirty-five to thirty-nine hours. Hence, if she marries, asingle
mother with a child under age six would see her family’ s hours of required participation rise
from twenty-four to thirty-nine hours. Thereis no telling whether thisis a maor impediment to
marriage, but it is easy to see it leading some couples to decide against marriage.

Hence, as mentioned above, we would set the required number of hours of participation
at twenty-four for single mothers with a child under age six, and thirty-two hoursfor all other
families (including one-parent families with no children under age six and two-parent families)
(seetable 5).

“?Becauise few recipients exit and apply for assistance more than once in any twelve-month period, thisisthe
equivalent of allowing job search for up to twelve weeks (in two six-week periods) per year for those who leave and
return to welfare. (We assume that the number leaving and returning for athird time would be negligible.) According
to HHS, about 9 percent of TANF adults are in the first month of assistance, suggesting that as many as 13 percent
could beinthefirst six weeks of assistance and potentially countable if participating in ajob search activity.
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Required Weekly Hour s of Participation

— Direct Work Activities/Total Hours Required —

Provision Single mother Single mother Two-parent families
(w/child under 6) (w/no child under 6) (regardless of child’s age)

Current TANF 20/20 20/30 30/35

HR. 4 24/40 24/40 24/40

S XXX 24/24 24/34 34/39

Common Ground 24 32 32

Comparing Impacts and Costs

Besidesideological and political differences, the greatest obstacle to developing an

agreed-upon reauthorization bill has been the very large range of possible costs for either H.R. 4
or S. XXX. In this section, we provide comparisons of each bill’simpact on participation rates
and costs.

How much additional participation? The more than 200 pages of this report are boiled

down to the results presented on table 6. By our calculation:

H.R. 4, with states creating separ ate state programs and claiming the caseload
reduction credit, can be expected to raise participation levels by only about 20,000
adult recipients (out of about 1.4 million) because about 181,000 adult recipients could
be placed in separate state programs that would trigger a caseload reduction credit.

H.R. 4, without a caseload reduction credit (a possible result of the legidative
process), can be expected to raise participation levels by about 67,500 adult recipients
(out of about 1.4 million) because about 249,000 adult recipients could still be placed in
separate state programs, although without triggering a casel oad reduction credit.

H.R. 4, without any separ ate state programs (the way some advocates argue that the
bill would be implemented), can be expected to raise participation levels by about
243,000 adult recipients (out of about 1.4 million).

S. XXX, which does not have a caseload reduction credit, can be expected to raise
participation levels by about 13,000 adult recipients (out of about 1.4 million), because
about 120,000 adult recipients could still be placed in separate state programs, athough
without triggering a casel oad reduction credit.
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S XXX, without any separate state programs (the way some advocates argue that the
bill would be implemented), can be expected to raise participation levels by about
72,000 adult recipients (out of about 1.4 million).*

Common Ground, with separate state programs, can be expected to raise participation
levels by about 99,500 adult recipients (out of about 1.4 million) because about 80,500
adult recipients could still be placed in separate state programs, although without
triggering a casel oad reduction credit.

Common Ground, without any separ ate state programs, can be expected to raise

participation levels by about 134,000 adult recipients (out of about 1.4 million).

Asthe foregoing demonstrates, whether H.R. 4 or S. XXX generateincreasesin
participation depends on how the states decide to implement them. The range of increased
participantsin work-related activitiesis:

e Under H.R. 4, from about 20,000 to about 243,000.

e Under S. XXX, from about 13,000 to about 72,500.

*  Under Common Ground, from about 99,500 to about 134,000.
Thus, these bills could increase participation by as little as about 3 percent and by as much as
54 percent. As the foregoing figures indicate, our Common Ground proposal resultsin a

maximum of increased participation about midway between the two bills while providing areal
floor in participation.

“3Although the CBO believes most states would meet the participation requirements by creating separate
state programs or averting the requirements in other ways, it devel oped two estimates of the child care costs
associated with S. XXX. Under one scenario it assumes that states would be able to count a“broad range of activities,
including unsupervised and self-reported activities,” while in the other scenario it assumed that HHS would limit the
allowable activities and require states to add more structure to them. This estimate conforms to the first scenario,
which assumes that states would be able to count a“broad range of activities.” Using this approach, it estimated that,
in 2008, states would need to place an additional 83,000 recipientsin countable activities for enough hours to satisfy
the participation requirements (compared to our estimate of about 72,000 additional recipients). To estimate the
additional work and child care costs associated with S. XXX, however, the CBO also assumed that states would try to
place 25 percent more recipients than the minimum needed (or 104,000), in case some of those required to participate
did not satisfy the requirements. [See U.S. Congress, Congressional Budget Office, “Potential Cost to States of
Meeting Proposed Work Requirements: Based on Senate Finance mark-up documents and clarifications by staff,”
unpublished cost estimate, September 10, 2003.]

48



Table 6
Additional Participation and Child Care Costs Under Various Proposals

— Sate-by-Sate Cumulativein Billions of 2002 Dollars —

Proposal Additional | Additional Additional Additional Total Additional | Additional | Casesin
job search® | three- or work exp., needed additional child care program separate
six-month and education | direct work participation | costsin costsin state
activitied and training E)articipation e 2008 20089 programs
(10%
required)©
HR. 4 13,676 4,890 0 1,340 19,906 $0-.063 $0-.068 181,203
HR. 4 29,145 17,440 0 21,123 67,708 $0-.215 $0-.233 249,140
(w/o caseload reduction credit)
HR. 4 38,831 25,419 0 178,817 243,067 $0-.772 $0-.836 0
(w/0 separate state programs)
S. XXX 13,168 0 0 0 13,168 $0-.042 $0-.045 120,079
S. XXX 56,458 8,782 0 7,049 72,289 $0-.230 $0-.249 0
(w/0 separate state programs)
Common Ground 20,365 5,767 73,280 0 99,412 | $.232-.316 | $.252-.342 80,225
(with separate state programs)
Common Ground 43,870 16,938 73,280 0 134,080 | $.232-.426 | $.252-.461 0
(w/0 separate state programs)

Note: The lower bound of each cost estimate assumes that states could place recipientsin “additional job search,” “additional three- or six-month activities,” and
“additional needed direct work participation” at no additional cost because participation could be in a broad range of activities, including unsupervised and
self-reported activities that involve no additional cost. (Even “additional needed direct work participation” could be in broad community service activities.) The
upper-bound estimate assumes that participation in these activities, aswell as “additiona work experience, and education and training (10% of adult casel oad)”
would involve real costs for each additional participant.
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aThe number of recipients reflects the increase in participation in job search beyond the number of recipients counted as participating in job search in the base
participation rate. For H.R. 4, this reflects job search as a three-month activity. For S. XXX, thisreflects job search as a six-week direct work activity followed by
job search as athree-month activity. For Common Ground, this reflects job search as a six-week activity, but without any specid limitations, effectively allowing
job search for up to twelve weeks (in two six-week periods) per year for those who leave and return to welfare. Additional participation is counted only if needed to
help meet the participation requirements and only up to the amount needed.

b The number of recipients reflects the increase in participation in activities that are not considered direct work activities and can be counted only as three- or six-
month activities beyond the number of recipients counted as participating in such activities in the base participation rate. For H.R. 4 and S. XXX, thisreflects
participation in athree-month activity in the second and third twenty-four month periods. For Common Ground, this reflects participation in a six-month activity
once every twelve months. Additional participation is counted only if needed to help meet the participation requirements and only up to the amount needed.

¢For Common Ground, this reflects the additional participation needed to satisfy the separate minimum participation rate for work experience and education and
training programs of 10 percent.

dThis reflects the additional participation needed to satisfy participation requirements after applying all the provisions associated with each bill or proposal.

eThis reflects the total additional participationin “job search,” “three- or six-month activities,” “work experience, and education and training,” and “additional
needed direct work participation” required to satisfy participation requirements after applying all the provisions associated with each bill or proposal.

fThe additional costs for child care are based on the following assumptions: 85 percent of the adults that would be required to participate have a child under age
thirteen, families average 1.68 children, 50 percent of the children receive a subsidy, and the average cost of a CCDF-subsidized child care dot is $4,450 per child
(in 2002 dollars).

9The additional program costs for administration of sites, etc., is based on the 2008 cost of $3,440 per “work program” dot (in 2002 dollars) multiplied by the
number of additional recipients that would be required to satisfy the participation requirements.



What about added costs for administration and child care? How much would
spending have to increase to cover the added costs for administration and child care?
Remember, we believe that almost all states can meet H.R. 4'sand S. XXX’ s participation
requirements without expanding services or spending because of the broad definitions of
countable activities. But if we are incorrect—or if states chose to expand their
programming—then annual costs could rise as much as $1.6 billion by 2008 (in 2002 dollars).
Adopting amodified version of CBO scoring,* here are the actual ranges:

e For H.R. 4, additional costs for administration of sites, etc., could range from $0 to $836
million, additional costs for child care could range from $0 to $772 million, and total
additional costs could range from $0 to $1.608 billion.

*  For S. XXX, additional costs for administration of sites, etc., could range from $0 to
$249 million, additional costs for child care could range from $0 to $230 million, and
total additional costs could range from $0 to $479 million.

e For Common Ground, additional costs for administration of sites, etc., could range
from $252 million to $461 million, additional costs for child care could range from $232
million to $426 million, and total additional costs could range from $484 million to $887
billion.

The lower-bound estimates assume that states could place recipientsin “additional job
search,” “additional three- or six-month activities,” and “additional needed direct work
participation” at no additional cost because participation could be in abroad range of activities,
including unsupervised and self-reported activities that involve no additional cost. (Even
“additional needed direct work participation” could bein broad community service activities.)
The upper-bound estimate assumes that participation in these activities, aswell as*“additiona

431 .S. Congress, Congressional Budget Office, “ Potential Cost to States of Meeting Proposed Work
Requirements: Based on Senate Finance mark-up documents and clarifications by staff,” unpublished cost estimate,
September 10, 2003.

. To estimate the additional costs for administration of sites, etc., we multiply the CBO’ s estimated 2008 cost
of $3,440 per “work program” slot (in 2002 dollars) by the number of additional recipients that would be
required to satisfy the participation requirements.

. To estimate the additional costsfor child care, we use CBO' s assumptions that 85 percent of the adults that
would be required to participate have a child under age thirteen (the age cutoff for CCDF dligibility) and that
these families, on average, have 1.68 children. This resultsin an estimate of the maximum number of
additional children requiring child care. Of course, not all families eligible for child care will elect to receive
asubsidy. Likethe CBO, we assume a 50 percent take-up rate to determine the number of children that
would require a subsidy. We multiply the resulting number of children by the average cost of a CCDF-
subsidized child care slot—$4,450 per child (in 2002 dollars), based on the average cost per child under the
CCDF in 2001.
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work experience, and education and training (10% of adult caseload)” would involve real costs
for each additional participant.

It isthiswide range of possible costs that has complicated the argument about whether
both bills' higher participation requirements are an unfunded mandate. On one hand, analysts
like the CBO (and us) think states can avoid all new expenses if they wish to do so. On the
other hand are those who either think that the states cannot avoid additional costs or are willing
to make that argument to gain more funding for the states. In any event, existing funds under
both TANF and the CCDF would be sufficient to cover expansions of these magnitudes, abeit
at the cost of other state activities now supported by block grant funds. (The latter is a strong
argument, as described below.)

But what if there were a decision to reimburse (or reward) the states for the increased
costs of expanding participation? How would the amount of reimbursement be set? Put simply,
there is no way to know in advance what the states would do. And, in any event, would it not
vary widely from state to state? Hence, the choiceis either to rely on the political processto
pick an amount or to establish aformulathat rewards or reimburses states for real expansions
in participation. That is what we suggest.

*  Reimburse states for the added costs of administration and child care that result
from increased participation by means of a predeter mined formula that istied to the
additional amount of participation.

Some will argue that further increasesin child care funding are needed for nonTANF
families or at least for families that have left TANF for work. There may or may not be aneed
for more federal child care assistance for such families, but, either way, the argument should
not be in the guise of the need to meet additional needs caused by higher required participation
rates.

The basic argument put forward by those seeking additional child care funding is that
CCDF funding should be increased to reflect inflation. Sharon Parrott and her colleagues at
CLASP, for example, argue that, “the level of child care assistance in the pending TANF
reauthorization billsiswell below the levels needed simply to keep child care services for low-
income working families from shrinking in coming years.”* It is arguable, however, that the
CCDF should be adjusted for inflation.

First, federal child care aid to the states has increased mightily in the last decade, and
there is good evidence that the states do not want to spend at the pace of past increases.

“Ssharon Parrott, Jennifer Mezey, Mark Greenberg, and Shawn Fremstad, Administration I's Misstating
Amount of Child Care Funding in Pending TANF Reauthorization Bills (Washington, DC: Center for Law and
Social Policy, December 15, 2003), p. 4, available from:
http://www.clasp.org/DM S/Documents/1071588118.09/CC_funds.pdf, accessed February 17, 2004.
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*  Between 1997 and 2002, federal funding available through the CCDF increased nearly
120 percent (about $2.6 billion in 2002 dollars), from about $2.2 billion to about $4.8
billion. About $940 million of CCDF funds remained unobligated as of the end of fiscal
year 2002, and another $2.2 billion had been “committed” but not yet spent.

*  Other mgjor programs that provide child care services have aso seen their funding
increased far faster than inflation. Between 1997 and 2002, child care spending on just
five programs—Head Start, Title | (for preschool children), the Social Services Block
Grant (for child care), and the Child and Adult Care Food Program—increased nearly
50 percent (by more than $3.2 hillion in 2002 dollars), from $6.870 billion to $10.109
billion.

Second, the states have enjoyed a financial windfall from the TANF block grant, and
again it appears that they do not want to spend all the money available on child care.

*  Between 1997 and 2002, the states enjoyed a $59 billion cash windfall (in 2002 dollars)
from the decline in the TANF casel oad and the concomitant reduction in spending on
assistance and administration.® In 2002, alone, the windfall was $13.4 billion. About
$2.7 billion of these TANF funds remained unobligated as of the end of fiscal year 2002,
and another $3.1 billion had been “committed” but not yet spent. Although these funds
go to many programs, child care probably receives the most. However, because there
are essentialy no limits to how states may use these finds, many billions have been
used to “substitute” for preexisting state spending.

Putting aside these considerations, how much would the CCDF have to be increased to
reflect projected inflation rates? Some advocates, such asthose at CLASP, citeaCBO
estimate® that an additional $4.5 billion in child care funding would be needed over five years

“Authors’ calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, “U.S. Caseloads Information,” various years, (Washington, DC: U.S. Department of Health
and Human Services, February 6, 2004), available from: http://www.acf.dhhs.gov/news/stats/newstat2.shtml,
accessed February 19, 2004; and U.S. Department of Health and Human Services, Administration for Children and
Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF)
Program: Annual Report to Congress (Washington, DC: U.S. Department of Health and Human Services, various
years). This estimateis derived by multiplying each year’s caseload decline by the average annual benefit for families
receiving cash assistance (about $4,800 per family in 2002 dollars) and associated administrative costs (about $500
per family in 2002 dollars). Thewindfall for each year is then summed to derive the cumulative savings over the
1997-2002 period.

4’Congressional Budget Office, “Preliminary Staff Estimate: Child Care Base Line,” unpublished table
provided by Donna\Wong to Peter Germanis. February 1, 2004. See also Sharon Parrott, Jennifer Mezey, Mark
Greenberg, and Shawn Fremstad, Administration is Misstating Amount of Child Care Funding in Pending TANF
Reauthorization Bills (Washington, DC: Center for Law and Socia Policy, December 15, 2003), available from:
http://www.clasp.org/DM S/Documents/1071588118.09/CC _funds.pdf, accessed February 17, 2004.
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just to offset “the effects of inflation on child care funding and thereby avert areduction in
child care services or child care dots, even if there were no increase in TANF work
requirements.”® Such statements incorrectly leave the impression that federal spending should
be increased by this amount just to offset the effects of inflation.

TheCBO estimate includes state expenditures under the CCDF, which are
inappropriate for determining how much additional federal funding is necessary.
According to the CBO, between 2004 and 2008, federal CCDF funds will represent just
69 percent of total CCDF expenditures.

TheCBO estimate adsoincludes state TANF expenditures on child care and state
transfers of TANF funds to the CCDF. According to the CBO, between 2004 and 2008,
federal CCDF funds will represent just 43 percent of total CCDF and TANF funding for
child care. TANF funds alone represent 38 percent of the total funding assumed in the
CBO'’ s baseline projection. Although TANF funds are one element of child care
funding, they come from a separate funding source, one from which states regularly
draw on for awide variety of purposes, including child care.

. The funding deemed necessary isexpressed in “ current” dollars, which reflects the
effects of inflation in future years. In 2002 dollars, the $4.5 billion increase shrinks to
about $4.1 hillion.

Taking these considerations into account—and starting in 2002, the historic high point
of CCDF funding—the inflation-adjusted 2008 figure for the CCDF would be $550 million, and
atotal of $1.808 hillion for the period from 2004 to 2008 (both in 2002 dollars) (see table XX X).
We make no estimate of an inflation-adjusted figure for the TANF block grant because the
states have diverted such alarge amount of money from it to other, nonwelfare purposes.

“8gharon Parrott, Jennifer Mezey, Mark Greenberg, and Shawn Fremstad, Administration I's Misstating
Amount of Child Care Funding in Pending TANF Reauthorization Bills (Washington, DC: Center for Law and
Social Policy, December 15, 2003), p. 3, available from:
http://www.clasp.org/DM S/Documents/1071588118.09/CC_funds.pdf, accessed February 17, 2004.
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Table7
Federal CCDF Funding and Inflation Adjustments

— 1997-2008 —
($in millions)
Current funding Current funding Additional funding
(current $) adjusted for inflation needed to keep up
(2002 $) with inflation from
2002
(2002 $)
1997 $1,986 $2,227
1998 $3,070 $3,388
1999 $3,167 $3,420
2000 $3,550 $3,709
2001 $4,567 $4,639
2002 $4,817 $4,817
2003 $4,817 $4,710 $107
2004 $4,817 $4,634 $183
2005 $4,817 $4,551 $266
2006 $4,817 $4,462 $355
2007 $4,817 $4,363 $454
2008 $4,817 $4,267 $550
20042008 $1,808

Source: Mélinda Gish, Child Care: Funding and Spending under Federal Block Grants (Washington, DC:
Congressional Research Service, March 19, 2002).

Note: Funding levels for 2003-2008 adjusted for inflation based on projections of inflation found in Office of
Management and Budget, Fiscal Year 2004 Mid-Session Review: Budget of the United Sates (Washington, DC:
Executive Office of the President, July 15, 2003).

Conclusion

Much of the reauthorization debate has been over H.R. 4'sand S. XXX’ s seemingly
large increases in participation requirements. As the foregoing explains, the participation
requirements in both bills are actually much lower than the political rhetoric suggests, largely
because of provisions that authorize exclusions and exemptions from participation
requirements, the continued potency of the caseload reduction credit or the new employment
credit, the use of independent job search as alow-cost activity, other three-month activities, and
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the ability of statesto avoid the full bite of federal requirements by adopting one or more
separate state programs.

By our calculations, only about six states would not meet H.R. 4’ s participation
requirementsif the steps we outline are taken, and no state would fail to meet S. XXX’s.
Moreover, the actual burden on the few states that would have to raise participation rates seems
manageable, at least as long as casel oads do not rise substantially. But a substantia risein
casel oads would create a bigger burden, especially under H.R. 4. If the rises are widespread,
however, the national politics of welfare reform would undoubtedly change. That said, for the
reasons given above, our H.R. 4 estimates are highly dependent on the successful application of
the casel oad reduction credit.

Even though states wanting to escape either bill’ s new participation requirements would
be able to do so by abusing various provisions, we think most will not try to do so, both
because they will not want to appear to be eviscerating welfare reform and because the new
requirements will be attainable, with reasonable effort and expenditures. Hence, as stated
above, our results lead us to conclude that H.R. 4 and even S. XXX could raise actual
participation rates (and costs)—but not nearly as much as claimed. Theincreaseislikely to be
modest, and our ballpark estimates are that S. XXX isunlikely to raise participation by more
than 5 to 15 percent, and probably less than 5 percent. And H.R. 4, especially because of the
uncertainty associated with the caseload reduction credit, could lead to somewhat larger
increases, perhaps 5 to 55 percent, but most likely less than 10 percent. In comparison, our
Common Ground proposal could lead to increases between the two; that is, from 20 to 30
percent, and most likely closer to the lower number.
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A-1. Participation Requirements

In an attempt to raise participation rates, both H.R. 4 and S. XXX would increase the
proportion of the adult Temporary Assistance for Needy Families (TANF) casel oad that must
be participating in designated activities and the number of hoursin such activities.

On the surface, H.R. 4 would require the national participation rate to rise from its
current level of about 33 percent (as measured pursuant to H.R. 4’ srules) to 70 percent, and
from about thirty hours per week (twenty hours for a mother with a child under age six) to
about forty hours per week.®® Similarly, S. XXX also would seem to require the national
participation rate to rise from its current level of about 36 percent (as measured pursuant to S.
XXX’srules) to 70 percent, and from about thirty hours per week (twenty hours for a mother
with achild under age six) to about twenty-four hours for a mother with a child under age six
and thirty-nine hours for a two-parent family.®

Neither the required participation rates nor hours of participation are quite what they
seem. This section describes these key provisions together with some of the ways that states
can be expected to avoid them or minimize their impact. A later section tries to predict how the
states will actually respond.

Required Rates

Under the current version of the TANF, enacted in 1996, the required participation rate
progressively increased to its maximum of 50 percent of the caseload in 2002. (In most states,
the large drop in welfare casel oads triggered casel oad reduction credits that reduced effective
participation requirements to zero.) Both H.R. 4 and S. XXX would raise the minimum
required participation rate.

* H.R. 4 would raise the minimum required participation rate by 5 percentage points each
year, beginning at 50 percent in 2004 and going to 70 percent in 2008. (H.R. 4 would

“9The base participation rate includes an estimated 5 percent of TANF adults who provide continuous care
for adisabled child or other dependent and would be counted as participating in a community service activity.

OThe base participation rate includes an estimated 5 percent of TANF adults who provide continuous care
for adisabled child or other dependent and would be “deemed” as satisfying S. XXX’ s participation requirements. e
also assumethat S. XXX’ s proportional credit would raise the base participation rate by 8 percent (3 percentage
points for the national composite caseload) because the extra hours of participation in various * other activities”
would increase the number of recipients counted toward the total requirements.
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eliminate the separate and higher required participation rate for two-parent families.) As
under current law, states that do not meet their applicable participation rate would be
subject to afinancial penaty in the form of areduction in their TANF grant.

S XXX would also raise the minimum required participation rate to 70 percent in 2008
and, like H.R. 4, it would allow states to adopt various options, authorized and not, to
mitigate or escape the higher requirements. It would also eliminate the higher two-
parent participation rate, as does H.R. 4. As under current law, states that do not meet
thelir applicable participation rate would be subject to afinancial penalty in the form of a
reduction in their TANF grant.

These statutory rates, however, are merely thefirst step in aseries of calculations that
establish the participation requirements a state actually faces, which, aswe will show, could be
much lower. Essentialy, the calculation starts with the state’ s total caseload for the previous
year (2001 in our calculations), subtracts those types of cases that are excluded from the
calculation, and then applies the relevant caseload reduction credits. (The result isthen
compared to the number of recipients participating in countable activities for the requisite
number of hours.)

Because the number of recipients required to participate depends, in part, on the total
caseload, reducing the size of the caseload makes it much easier for a state to meet participation
requirements. Thus, we (and many other observers) expect states to step up their diversion and
work first efforts, probably within the context of a more intensive application process
(discussed below). A welcome byproduct of such actions might be additional caseload declines
that could trigger an increase in the casel oad reduction credit (under H.R. 4), further reducing
required participation rates.>

We also expect states to create “ separate state programs’ that are not subject to
TANF s participation requirements (discussed below). Thiswould be the easiest way for a state
toavoid H.R. 4 sand S. XXX’ s new requirements, of course. Doing so could also trigger a
caseload reduction credit. (Under some limited circumstances, states may return to TANF
categories of casesit previoudly transferred to separate state programs, primarily two-parent
families.)

Required Hours
Both H.R. 4 and S. XXX would increase the required hours of participation, from the

current thirty hours per week (twenty hours for a mother with a child under age six), and they
would both require the first twenty-four hours of participation to bein a*“direct work activity”

Slsee Appendix A-7 and Appendix A-8.
525ee Appendix A-9.
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and allow participation in the required additional hoursto be in a broader range of activities.

H.R. 4 would increase the required hours of participation, from the current thirty hours
per week (twenty hours for a mother with a child under age six) to what H.R. 4 saysisforty
hours per week.® Although most commentary suggests that H.R. 4 would set a weekly
standard of 40 hours, the actual calculation would be based on the total number of countable
hours in amonth, divided by 160. Because most months have more than four full work weeks,
with up to twenty-three work days, in most months the actual standard would be about thirty-
seven hours per week.

The forty-hour requirement would be divided between (1) “direct work activities’ (at
least twenty-four hours) and (2) “other activities” (a maximum of sixteen hours) that “address’
TANF s general purposes> Aswe will see, the definition of these termsis sufficiently broad to
alow statesto include a host of work, training, and education activities, aswell as other
activities not traditionally considered work- or education-related. (The twenty-four hour

%1n 2002, TANF s “all-family,” or total participation rate, required that at least 50 percent of families with
an adult (or minor child head of household) participate in work activitiesfor at least thirty hours per week. The thirty-
hour rule, however, does not apply to single parents with a child under age six and teen parents who maintained
satisfactory attendance at secondary school (or participated in education directly related to employment for twenty
hours per week). For them, twenty hours of participation satisfies the requirement. The thirty-hour participation
requirement consists of two parts. The first twenty hours of participation must be in one of nine core activities,
including unsubsidized employment, subsidized private sector employment, subsidized public sector employment,
work experience, on-the-jab training, job search and job readiness assistance, community service, vocational
educationa training (subject to atwelve-month limit), and provision of child care to acommunity service participant.
The second ten hours of participation can bein any of the core activities or in any of the following three additional
activities: job skillstraining directly related to employment, education directly related to employment, and satisfactory
school attendance at secondary school. (The latter two activities are limited to those without a high school diploma or
equivalent.)

%The actual calculation of the number of recipients who satisfy H.R. 4's participation requirementsis
somewhat more complex than this simple twenty-four hour plus sixteen-hour construction. To be counted as a
participant, an adult must have participated for at least twenty-four hoursin a*“direct work activity.” The calculation
of the forty-hour requirement, however, is based on the total number of hours participants spend in direct work or
other activities. Thus, although four adults participating for thirty hours each would not individually meet the forty-
hour requirement, the number of hours they participate would satisfy the requirement for three participants. It should
be noted, however, that given the loose definition of the activities that can satisfy the sixteen-hour requirement
(described below), this averaging option may not be needed to bring most families meeting the twenty-four-hour
requirement up to the required forty hours of participation.

In addition, although H.R. 4 would mandate a minimum of twenty-four hours per week in “direct work
activities,” it sets no maximum on the number of hours that could be counted, as it does with the maximum of sixteen
hours per week in “other activities.” Thus, arecipient combining work and welfare for thirty hours per week (adirect
work activity) could also have sixteen hours in other activities, such astime spent with her children in recreational
activities and doing homework, for atotal of forty-six hours. Such arecipient could balance another recipient with
twenty-four hours of direct work activities and just ten hours of participation in other activities. Thus, a state may
encourage participation beyond forty hours per week for any participant with more than twenty-four hours of
participation in adirect work activity to take advantage of H.R. 4 sflexibility in averaging hours of participation.
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requirement for direct work activities appliesto al TANF families with an adult present; there
would not be a higher requirement for single mothers with no children under age six or for two-
parent families.)

S. XXX would also increase the required hours of participation, although less so than
H.R. 4. And, unlike H.R. 4, it would create several different hourly standards. In general, the
weekly requirement would be:

*  For single parentswith achild under age six: twenty-four hours.
»  For single parentswith no children under age six: thirty-four hours.

*  For two-parent families: thirty-nine hours (or fifty-five hoursif they received
subsidized child care).

S. XXX would determine the average weekly hours of participation by dividing the total
number of countable hoursin amonth by four. Because most months have more than four full
work weeks, with up to twenty-three work days, in most months the actual standards would be
twenty-two hours, thirty-one hours, thirty-six hours, and fifty-one hours, respectively.

A family that meets or exceeds these standards would be counted as afull participant.
These hourly requirements would be divided between (1) “direct work activities’ and (2) “other
qualified activities.” For asingle parent (regardless of the age of the children), the first twenty-
four hours of participation would have to be in a direct work activity, after which participation
could be in any allowable activity. As described below, the range of allowable activities would
not be as broad asin H.R. 4, but would be sufficiently broad to allow states to count most
work, training, and education activities, aswell as other activities. Thus, both bills have what, in
effect, is atwenty-four hour requirement for single mothers. (Two-parent families would have
to participate at least thirty-four hoursin adirect work activity, or fifty hoursif the family
receives subsidized child care and has no disabled member. Because there are so few two-
parent families receiving assistance, we do not model this provision.)

In addition, S. XXX would give proportiona or additional participation credit based on
the number of hours of participation relative to the required number of hours. There would be
partial credit for single-parent families that participate in adirect work activity for at least
twenty hours per week, but less than the twenty-four hours per week required for asingle
parent with a child under age six and thirty-four hours per week (twenty-four of which must be
in adirect work activity) required for asingle parent with a child age six or older. For example,
asingle parent participating just twenty hours per week would count asa*0.675 family.”
(Under H.R. 4, arecipient participating just twenty hours aweek would generally not be
counted at all.) Single-parent familiesthat participate in adirect work activity for thirty-five or
more hours per week would receive extra credit. For example, asingle parent participating
thirty-eight hours per week would count asa“1.08 family.” The hourly requirements for partial,
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full, and extra credit areillustrated in table A-1.1.

S. XXX would make it easier than would H.R. 4 for some recipients to be counted
toward the participation requirements, but harder for others. For example, it would provide
partia credit for single parents participating twenty to twenty-three hours per week, whereas
H.R. 4 would not. But it would establish a higher requirement for two-parent families, requiring
thirty-nine hours of participation per week,® which would make it more difficult for them to be
counted than under H.R. 4. Because the number of recipientsin either group is small, we
assume the two requirements would offset each other and we do not model them.

S. XXX would also give extra credit for single-parent families that participate thirty-five
or more hours per week. As described bel ow, the range of countable activities becomes very
broad once the twenty-four hour direct work activity requirement has been satisfied, including
many training, education, and other activities that would otherwise not be countable toward the
direct work activity requirement. We assume that anyone who satisfies the twenty-four hour
direct work activity requirement could easily satisfy S. XXX’ s requirement for full participation
aswell asits requirement for the maximum amount of extra credit and would thus be counted
asa“1.08 family.” The easiest way would be for a state to increase the number of required
hours of participation in either independent job search or abroadly defined barrier removal or
community service activity. (Hence, we proportionately increase the number of adult recipients
who satisfy S. XXX’ s participation requirements by 8 percent, increasing the base participation
rate from 33 percent to 36 percent. Some states, however, may take the proportional credit
requirement more seriously, so our estimator allows usersto enter their own estimate of the
amount of proportional credit that could be claimed.)

As described above, H.R. 4 also haswhat is, in effect, alimited proportional credit for
families that do not meet the full forty-hour requirement, but, unlike the Senate bill’ s provision,
itisunlikely to have a substantial impact on participation rates. For those who meet the twenty-
four hour requirement, it would allow partial and extra credit toward the remaining sixteen-hour
requirement. Because we assume that any family that meets H.R. 4’ stwenty-four hour direct
work activity requirement could easily satisfy the remaining sixteen-hour requirement, the
provision has little practical effect on the participation rate calculation.

Moreover, if approved by HHS, a state could count some recipientsin athree-month
activity asfull participants even if they participated for less than the twenty-four hour minimum
for direct work activities. Thiswould be alowed if a state could demonstrate that participation
is“part of asubstantial and supervised program whose effectiveness in moving families to self-
sufficiency is superior to any alternative activity” and its effectiveness would be “ substantially
impaired” if recipients were required to participate the full twenty-four hours.

%It would provide partial credit for two-parent families that participate at |east twenty-six hours per week.
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TableA-1.1
Proportional Credit for Hours of Participation
— S XXX —
Single-parent family Two-parent family
Size of Credit Child under 6 Child 6 or older W/o child care W/child care

0.675 family 20-23 hrs. 20--23 hrs. 26-29 hrs. 4044 hrs.
0.75 family n/a 24--29 hrs. 30--34 hrs. 45--50 hrs.
0.875 family n/a 30--33 hrs. 35--38 hrs. 51--54 hrs.
1.0 family 24--34 hrs. 34 hrs. 39 hrs. 55+ hrs.
1.05 family 35--37 hrs. 35--37 hrs. 40--42 hrs. 56--58 hrs.
1.08 family 38+ hrs. 38+ hrs. 43+ hrs. 59+ hrs.

Source: See U.S. Senate, “ Personal Responsibility and Individual Development for Everyone Act,” October 3, 2003, available from:
http://thomas.l oc.gov/cgi-bin/query/C?c108:./temp/~c108jg5awA, accessed October 21, 2003.

Fair Labor Standards Act. The requirement of twenty-four hours of direct work
activities (under either H.R. 4 or S. XXX) would be subject to the rules of the Fair Labor
Standards Act (FLSA), which limits the maximum number of hours of participation in awork-
like activity to the amount of afamily’s TANF grant divided by the minimum wage. (The only
exception might be for those recipientsin “community service” activities who do not meet the
FLSA’s classification of “employee.” As explained below, community service can probably
include a parent caring for adisabled child or other dependent, as well as volunteering in a
school or aHead Start program, as a scout leader, or as amember of a Parent Teacher
Association (PTA) committee, and may even include participation in life skills classes, job
readiness programs, sheltered workshops, substance abuse treatment, mental health counseling,
and family violence counseling.)

For most activities, however, the family’ s monthly benefit would have to be $494 to
satisfy atwenty-four hour per week participation requirement based on the federal minimum
wage of $5.15 per hour.* Depending on the state and family size, the result of this calculation
may not be enough to meet H.R. 4's proposed twenty-four hour requirement in many
circumstances. In 2001, for example, the TANF grant for afamily of three was below $494 a

%Aswith H.R. 4's forty-hour per week requirement, this calculation assumes that the monthly standard for
this calculation is based on four weeks, or ninety-six hours per month. Because most months have more than four full
work weeks, the actual standard would be about twenty-two hours per week. (Although H.R. 4 is silent on how the
twenty-four-hour per week cal culation would be computed on a monthly basis, the most likely approach would
probably be to multiply the weekly standard by four, which is how H.R. 4 directs the calculation of the forty-hour per
week standard.)
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month in thirty-eight states and the District of Columbia.>” These states would be unable to
require twenty-four hours of participation in work experience or asimilar activity without
violating the minimum wage requirement. However, under the federal Food Stamp Program, a
state can count the cash value of food stamps toward participation requirements if it adopts a
food stamp workfare program.® In addition, a state can adopt a Simplified Food Stamp
Program (SFSP), which would conform its food stamp exemptions to those of its TANF
program. For example, the Food Stamp Program exempts single parents with a child under age
six from participation. Adopting an SFSP would allow a state to count food stamp benefits
toward the hours of required participation for this otherwise exempt group.

Even after including the value of the food stamp benefit in the calculation, however,
many states would not be able to meet the twenty-four hour standard. All states can probably
meet the standard for afamily of three or more because the combined benefit is large enough.
For afamily of two, however, in 2000, the combined amount would not meet the twenty-four
hour standard in twenty-three states (with about one-third of the nation’s TANF casel oad with
an adult).® Thisis significant, because about 40 percent of TANF families consist of just two
family members. one adult and one child.®® Thus, nationally, the combined benefit would be
too low for about 13 percent of families with an adult.®

The combined benefits may also not be enough for families that have unearned income
(primarily Social Security and child support) and therefore do not receive the maximum TANF

S"Center for Law and Socia Policy and Center on Budget and Policy Priorities, Monthly Cash Assistance
and Food Stamp Benefits For a Sngle-Parent Family of Three with No Earnings, 2001 (Washington, DC: Center
for Law and Socia Policy/Center on Budget and Policy Priorities, June 2001), available from:
http://www.spdp.org/tanf/financial/maxben2001.pdf, accessed May 1, 2003.

Byvette S. Jackson, Deputy Administrator Food Stamp Program, “Workfare Options for TANF Participants
Who Are Parents or Caretakers of Dependent Children,” memorandum to Regional Administrators, May 23, 1997;
and U.S. Department of Labor, Office of the Secretary, “How Workplace Laws Apply to Welfare Recipients,” in
Labor Protections and Welfare Reform (Washington, DC: U.S. Department of Labor, May 1997, Rev. February
1999), avail able from: http://www.dol.gov/asp/w2w/welfare.htm, accessed May 1, 2003.

FAuthors’ calculations based on U.S. Congress, House of Representatives, Committee on Ways and Means,
2000 Green Book (Washington, DC: U.S. Government Printing Office, October 6, 2000), pp. 387—338.

®Authors’ calculation based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. X-188, available from: http://www.acf.dhhs.qov/programs/of a/annualreport5/, accessed
March 15, 2003.

®1Data on the percentage of families with one adult and one child were not available by state, so we assumed
the 40 percent figure applied nationally.
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grant.® In 2001, about 7 percent of TANF families with an adult had unearned income
(averaging $315 per month), but in some states this percentage was considerably higher.®® In
Kentucky, for example, 49 percent of families had unearned income averaging $243 per month.
If thisincome reduced the combined TANF and food stamp benefit for afamily of three from
the maximum of $603 per month to $360 per month, it would also reduce the corresponding
hours of work-related participation that could be required from 117 hours per month to 70
hours per month, or 26 hours short of the 96 hours per month required in direct work activities.

Finally, some TANF families do not receive food stamps, so there is no food stamp
benefit to add to the calculation. In 2001, about 10 percent of TANF families with an adult did
not receive food stamps and in many states this percentage was considerably higher.®

What happens when a state cannot require afull twenty-four hours per week of
participation in direct work activities? Tommy Thompson, secretary of the U.S. Department of
Health and Human Services (HHS), has said that states would be considered to have met the
requirement by requiring the maximum number of hours allowable, even if that falls short of
the twenty-four hours: “Our proposal also saysthat if you only meet the 17 hours and that is all
you can do to meet the minimum wage, that is satisfactory.”®

Some have questioned the Secretary’ s authority to “deem” state compliancein this
way, but, in any event, such aprocess may raise fairness as well aslegal issues. For example, it

2The treatment of unearned income varies from program to program. For example, Supplemental Security
Income (SSI) benefits are not counted asincome in determining TANF eligibility or benefits, but the SSI recipient
cannot be part of the TANF assistance unit. Social security benefits, on the other hand, are counted and reduce the
TANF grant dollar for dollar. In some states, a portion of child support paymentsis disregarded in determining TANF
eligibility and benefits. With a dollar-for-dollar offset, the food stamp grant would remain unaffected because the
reduction in TANF would be offset by an increase in unearned income, keeping the total income counted for food
stamp benefits the same.

8 The percentage of TANF families with an adult with unearned income is based on the percentage of TANF
adults with unearned income. U.S. Department of Health and Human Services, Administration for Children and
Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF)

Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human Services,
February 2003), p. X-245, available from: http://www.acf.dhhs.gov/programs/ofa/annualreport5/, accessed March 15,
2003.

®Authors’ calculation based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. X-188, available from: http://www.acf.dhhs.qov/programs/of a/annual report5/, accessed
March 15, 2003.

& Tommy G Thompson, “Statement,” before House Committee on Ways and Means, President’ s Plan to
Build on the Success of Welfare Reform Featuring HHS Secretary Thompson: Hearing before the Committee on
Ways and Means, 107" Cong., 2™ sess., March 12, 2002, available from:
http://waysandmeans.house.gov/legacy/fullcomm/107cong/3-12-02/107-53final .htm, accessed January 22, 2004.
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is not clear whether Secretary Thompson was including the additional hours that could be
required if a state exercised the food stamp options described above or, for that matter, whether
states would be required to adopt afood stamp workfare program or an SFSP, or both.

And, of course, a state can always impose a direct work activity that does not trigger the
FLSA. Within the terms of H.R. 4, that would probably only be a broadly defined community
service activity (because the other possibilities would be limited to three months in atwenty-
four-month period). For S. XXX, this could include (in addition to community service) job
search and vocational educational training, subject to the limits on their duration.



A-2. “Direct Work” Activities

Current TANF requires twenty hours of participation in what HHS publications call
nine “core” activities® Both H.R. 4 and S. XXX, as we saw, would establish two categories of
required hourly participation: “direct work activities’ (roughly akinto TANF s*“core” activities)
and “other activities.” These direct work activities are the heart of the requirements imposed by
TANF, aswell asH.R. 4 and S. XXX. (Aslater sections describe, under specified conditions,
“other activities” can be deemed “direct work activities,” at least for short periods of time.)

The rhetoric surrounding both bills suggests that achieving the required level of
participation in these activities will be difficult. However, because under both bills direct work
activitieswould include broadly defined community-service activities, it should be easy for
states to develop qualifying activities (barring alegisative or regulatory tightening) at no cost or
low cost.

TANF's“Core’ Activities

Current TANF requires twenty hours of participation in what HHS publications call
nine “core’ activities. Under current TANF, state definitions for these work activities are often
loose or essentially undefined (and have not been subjected to federal oversight). They can
roughly be summarized as follows:®’

*  “Unsubsidized employment,” that is, paid employment in aregular job with a public or
private employer while still on welfare.®®

»  “Subsidized private sector employment,” that is, employment with a private sector

%The twenty-hour requirement applies to both single-parent and two-parent families counted toward the
“al-family” participation rate. Two-parent families, however, must participate for thirty hoursin these “ core’
activitiesto be counted toward the “two-parent family” participation rate.

5In accordance with the legislative intent of the 1996 welfare reform law, HHS has allowed states
considerable flexihility in the design of their work programs, including the definitions of various work activities. See
generaly U.S. Department of Health and Human Services, “ Temporary Assistance for Needy Families: Final Rule,”
Federal Register 64, no. 69, 45 CFR, parts 260-265, (April 12, 1999): 17776, available from:
http://www.acf.dhhs.gov/programs/ofalregla2.pdf, accessed January 5, 2004.

STANF calls this “unsubsidized employment,” but that clearly isamisnomer because the families can take
advantage of earnings disregards to combine work and welfare to continue to receive welfare payments, which can be
asubstantial portion of their original grants.
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employer in which the participant’ s wages are subsidized by TANF or other public
funds.

»  “Subsidized public sector employment,” that is, employment with a public sector
employer in which the participant’ s wages are subsidized by TANF or other public
funds.

“Workexperience,” that is, unpaid work or training in return for welfare and to improve
the employability of those who cannot find work.

*  “On-the-jobtraining,” that is, training provided by an employer in which the
participant receives awage and the employer isreimbursed for the cost of training.

*  “Jobsearch and job readiness assistance,” that is, a program or activity designed to
encourage or require applicants (and recipients) to look for work and to give them skills
to do so successfully (subject to specified limits on duration).®

e “Community service programs,” that is, unpaid volunteer activities in which the
recipient provides a service to the community at large.

e “\bcational educational training,”” that is, formal occupational skillstraining, rather
than generalized academic instruction, designed to help individuals devel op specific job
or career sKills.

*  “Theprovision of child care servicesto an individual participating in a community
service program.”

In addition, ateenage head of household either maintaining satisfactory attendance at a
secondary school (or its equivalent) or participating in education directly related to employment
for an average of twenty hours per week would satisfy TANF s participation requirements. (See
table A-2.1)

TANF also allows states to continue work activities authorized under awaiver in effect

%Current TANF limits the amount of job search that can be counted toward participation requirements to six
weeks per year for any individual and does not allow more than four of the weeks to be consecutive. An additional six
weeks of job search can be provided if the state’ s unemployment rateis 50 percent higher than the national average or
the state has experienced an increase in its food stamp caseload of at least 10 percent in the most recent three-month
period.

OCurrent TANF limits the number of months of participation in vocational education that can be counted
toward participation requirements to twelve months for any individual, and the total number of recipients (including
teen parentsin high school or work directly related to education) may not exceed thirty percent of all countable
participants.
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on August 22, 1996. As explained above, many of these waivers allow states to operate their
programs in ways that may be inconsistent with federal TANF provisions. In some states, these
waivers allow participation in otherwise noncountable activities, such as substance abuse
treatment and various education-related activities, to be counted toward the participation
requirements.

H.R. 4's“Direct Work” Activities

H.R. 4 requires twenty-four hours per week of participation in “direct work activities.” ™
After renaming them direct work activities, H.R. 4 continues al of TANF s“core” activities
except job search and job readiness assistance, vocational education training, and providing
child care for participants in community service. H.R. 4 putatively narrows the scope of work
experience and community service by adding a requirement that these activities be
“supervised,” but, as described below, the term could be so loosely defined that it provides no
real limit on what could be considered either of these activities.

Although job search and job readiness assistance, vocational education training, and
providing child care for participants in community service would not be explicitly authorized as
direct work activities, under H.R. 4, states could continue to count participation in them under
the three-month-activity rule. As described below, the three-month-activity rule would allow
states to count participation in job search and any activity that addresses TANF' s general
purposes for up to three monthsin any twenty-four-month period.

Thus, for job search and job readiness assistance, the three-month-activity rule would
allow states to count about as much job search as under current TANF in a twenty-four-month
period (six weeks per year compared to three months in a twenty-four-month period), but
double what would be countable in atwelve-month period. For vocational educational training,
however, the three-month-activity rule would reduce the amount of time that could be counted
from twelve months over an individual’ s lifetime under current TANF to three monthsin a
twenty-four-month period under H.R. 4. Moreover, unlike current TANF, which imposes
separate limits on how long participation in job search and vocational educational training can
be counted, H.R. 4’ sthree-month-activity rule would impose a single three-month limit in any
twenty-four-month period on the counting of all activities not considered a direct work activity.
Thus, if arecipient was already counted for three months in avocational educational training
program, any subsequent participation in job search or other qualified activities could not be
counted until the end of the twenty-four months (see table A-2.1).

“Providing child care for TANF recipientsin community service” isalsonot an H.R. 4

™.S. Congress, House of Representatives, Personal Responsibility, Work, and Family Promotion Act of
2003, H.R. 4, 108" Cong., 1% sess. (February 4, 2003), available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?7dbname=108_cong_bills& docid=f:h4rs.txt.pdf, accessed
December 30, 2003.
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work activity, but recipients could be classified as being in “ unsubsidized employment” if they
are paid for providing such care, or under “work experience” if they are not paid but perform
thisin exchange for their welfare grant. Thus, for all practical purposes, even this activity is
continued under H.R. 4.

There are aso special rulesfor specifically focused educational activities. Participation
in education and training that allows an individual to complete a certificate program or help fill
a“known job need in the local area’ would be countable for four months in a twenty-four-
month period.” In addition, like current TANF, ateenage head of household either maintaining
satisfactory attendance at a secondary school or equivalent, or participating in education
directly related to employment for an average of twenty hours per week, would satisfy H.R. 4's
participation requirements.

The presence of “supervised community service” in H.R. 4’ slist of “direct work
activities’” would permit a state to count many activities that are not in any traditional sense
considered “work” or “work-related.” Although community serviceis currently an authorized
activity under TANF, neither the statute nor HHS regul ations define the term. As aresult, the
states have had great freedom to stretch the definition of the term far beyond what might
traditionally be considered community service.

Ordinarily, community service is taken to mean the provision of aservice to people
outside the family or to the community in general.” Under TANF, however, allowable use of
the term has been broadened to include care for “ disabled child or adult dependent.” For
example, Georgia s TANF plan states that, “ Community service may be either outside of the
home as a volunteer or in the home caring for a disabled household member. Medical
documentation is required to establish the need for the recipient to remain in the hometo care
for a disabled household member.” New York State defines community service to include
recipients who stay home to care for an incapacitated family member or who serve as foster

20ur model does not estimate the effect of this provision separately, but combines it with the three-month-
activity rule. The estimator, however, allows users to enter their own estimate of the number of recipients
participating in short-term activities—whether they be three-month or four-month activities.

33ee, for example, Colorado Department of Human Services, Office of Self-Sufficiency, “Colorado Works
Rules Changes,” Agency Letter, August 17, 2000, available from:
http://www.cdhs.state.co.us/agency/TCWOO015A .html, accessed April 8, 2003, defining community service as“an
unpaid activity in which the participant provides a service to the community at large.”

"Georgia Department of Human Services, Division of Family and Child Services, Georgia’'s Temporary
Assistance for Needy Families State Plan for FFY 2003 (Atlanta, GA: Georgia Department of Human Services,
December 2002), p. 9, available from:
http://dfcs.dhr.georgia.gov/vgn/images/portal/cit_1210/4920828TANF_Plan_FY 2003.pdf, accessed September 23,
2003.
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parents.”

Caring for adisabled dependent could easily represent 5 to 10 percent of a state's
caseload. The Congressional Budget Office, for example, estimates that 6.5 percent of
“ otherwise nonexempt” recipients would fall into this category.” Similarly, Sheila Zedlewski,
director of the Urban Institute’ s Income and Benefits Policy Center, used the National Survey
of America's Families to estimate that, in 2002, 8 percent of TANF adults receiving welfare
reported having a disabled child on Supplemental Security Income (SSI).”” Adding other
dependents or adopting alooser definition of what constitutes a physical or mental impairment
could increase this percentage further. Thus, counting such recipients as participantsin a
community service activity would provide a significant boost to the total participation rate.

A number of states have gone further and even defined community service to include
self-improvement activities; that is, activities to improve the recipient’ sown functioning, such
as participation in drug treatment programs, life skills classes, job readiness programs, sheltered
workshops, substance abuse treatment, mental health counseling, family violence counseling,
and other education and counseling services. For example, under the current TANF law, West
Virginia counts a community service: “Life skills classes, parenting classes, dependent care, job
readiness instruction, volunteer work, participation in a sheltered workshop, substance abuse
treatment or mental health counseling.” ”® The New York State Education Department say’s,
“*Community service’ and ‘work experience’ in particular could be broadly defined so that
states can count programming that integrates basic skills upgrading with work experience,

®New York’s Office of Temporary and Disability Assistance giveslocalities flexibility in defining
community service, but specifies that “an individual needed in the home because another member of the household
requires his/her presence due to a verified mental or physical impairment shall be deemed to be engaged in community
service to the extent such person is actually providing care for such member of the household.” See New York State
Department of Labor, “ Section 1300.9: Work Activities and Work Requirements,” in Welfare-To-Work Employment
Manual (Albany, NY: New York State Department of Labor, August 1, 1999), p. 9-2, available from:
http://www.labor.state.ny.us/pdf/13009.pdf, accessed February 3, 2003.

®sheila Dacey, e-mail message to Peter Germanis, January 30, 2004.

""Sheila Zedlewski, “Work and Barriers to Work among Welfare Recipientsin 2002, Shapshots of
America’s Families, no. 3, (Washington, DC: The Urban Institute, August 2003), p. 2, available from:
http://www.urban.ora/UploadedPDF/310836 snapshots3 no3.pdf, accessed January 28, 2004.

"®Nest Virginia Department of Health and Human Resources, Office of Family Support, “Community
Service Programs,” in Income Maintenance Manual (Charleston, WV: Department of Health and Human Resources,
April 2001), sec. 24.10, available from:
http://mww.wvdhhr.org/of s/Policy/I| MM anual /M anual %620PD F%20Fi | es/Chapter24/ch24_10.pdf, accessed March
15, 2003.
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federal college work study, and disability support toward work participation targets.” ™

In an attempt to impose structure on community service activities, H.R. 4 would require
that they be “ supervised” to count as adirect work activity. But because the term supervised
was not part of the original TANF legidation, we can find little public discussion of what
supervision entails. Available examples suggest that it could be quite loose. In New York City,
for example, supervision of those in community service because they are “ needed at home” to
carefor afamily member islimited to being “called in” to the office every ninety daysto verify
their status.® In fact, it appears that supervision could even be monitoring by phoning the
recipient. (Of course, the degree of actual supervision may not be that important, given the
breadth of the term “community service.”)

A broadly defined community service program could be used to expand participation
significantly (without necessarily increasing real participation). For example, in our national
calculations, we assume that 5 percent of the TANF caseload with an adult is currently caring
for adisabled child or other dependent and could be counted as community service
participants. As explained above, this percentage could easily be higher. (Our estimator allows
usersto enter their own estimate of the number of community service participants.)

H.R. 4 would give HHS explicit regulatory authority over these definitions, making
them “ subject to such regulations as the Secretary may prescribe.”8! (As mentioned, current
TANF does not define these activities, and it is not clear whether HHS now has the legal
authority to use regulations to narrow their meaning.) A major question, therefore, is whether
HHS will promulgate regulations under H.R. 4 that narrow the allowable meaning of these
terms (assuming that Congress does not further define them). Although some supporters as
well as some opponents of H.R. 4 predict that HHS will do so, we believe that—given this past
history—a substantial narrowing of terms such as “community service’ through regulationsis
unlikely absent a sufficiently strong statement of congressional intent.

S. XXX's“Direct Work” Activities

S. XXX would count all nine of current TANF' s core activities as “direct work

®New York State Education Department, “Overview of the Federal Welfare Reform Legislation,” (Albany,
NY: New York State Education Department, undated), available from:
http://www.emsc.nysed.gov/workforce/wel fare/wffed.html, accessed March 15, 2003.

8seth Diamond, executive deputy commissioner of the Family Independence Administration, New York
City Human Resources Administration, e-mail message to Peter Germanis, March 25, 2003.

81Y.S. Congress, House of Representatives, Personal Responsibility, Work, and Family Promotion Act of
2003, H.R. 4, 108" Cong., 1% sess. (February 4, 2003), available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?7dbname=108_cong_bills& docid=f:h4rs.txt.pdf, accessed
December 30, 2003.
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activities,” rather than just the six counted by H.R. 4. Thus, in addition to including
unsubsidized employment, subsidized private sector employment, subsidized public sector
employment, work experience, on-the-job training, and community service (which are counted
by H.R. 4), S. XXX would also count job search and job readiness assistance (subject to
specified limits on duration),® vocational educational training,® and providing child care for
TANF recipients in community service. Unlike H.R. 4, however, it would not narrow the
potential scope of work experience or community service activities by adding a requirement
that such activities be “ supervised.” In addition, like both current TANF and H.R. 4, ateenage
head of household or married teen either maintaining satisfactory attendance at a secondary
school (or equivalent) or participating in education directly related to employment for an
average of twenty hours per week would satisfy S. XXX’ s participation requirements.

Moreover, as mentioned above, if approved by HHS, a state could count some
recipientsin athree-month activity asfull participants even if they participated for less than the
twenty-four hour minimum for direct work activities. Thiswould be alowed if a state could
demonstrate that participation is“part of a substantial and supervised program whose
effectiveness in moving families to self-sufficiency is superior to any aternative activity,” and
its effectiveness would be “ substantially impaired” if recipients were required to participate the
full twenty-four hours.

S. XXX would aso authorize the “Parents as Scholars’ program, which would permit
states to count toward participation requirements attendance in undergraduate postsecondary
education (two- or four-year degree programs) and vocational education.® In addition to

825, XXX would retain current TANF's six-week per year maximum limit on job search, but would remove
its requirement that no more than four of the weeks can be consecutive. It would also modify TANF' s provision for
allowing up to twelve weeks of job search, permitting an extended period during which job search can be counted if
the state’ s unemployment rate is 50 percent or more than the national average or, if asaresult of economic
conditions, the state experienced an increase in its TANF caseload of at least 5 percent and its food stamp caseload of
at least 15 percent in the preceding two years. (The limit on how many weeks of job search can be counted would not
apply to required hours of participation beyond the direct work activity requirement or, as described below, if
combined with an additional three-month activity.)

8L ike current TANF, S. XXX would limit the number of months participation in vocational educational
training that can be counted toward participation requirements to twelve months and the total number of recipients
(including teen parentsin high school or work directly related to education) may not exceed thirty percent of all
countable participants. Recipients in the optional * Parents as Scholars’ program, described below, would be excluded
from the cap. (These restrictions would not apply to required hours of participation beyond the direct work activity
requirement or, as described below, if combined with an additional three-month activity.)

8This provision is modeled after legislation introduced by Senator Olympia Snowe, the “ Pathways to Self-
Sufficiency Act of 2003.” See U.S. Congress, Senate, Pathways to Self-Sufficiency Act of 2003, S. 603, 108" Cong.,
1% sess. (March 12, 2003), available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?dbname=108_cong_bills& docid=f:s603is.txt.pdf, accessed
January 27, 2004.
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counting the number of actual hours of class time and participation in “related activities,”®
states would be required to count at least one hour of study time for every hour of classtime
(and could count no more than two hours), without any need to verify that such study time
actually took place.® As aresult, arecipient in postsecondary or vocational education for
twelve hours per week could also be given credit for up to twenty-four hours of study time, for
atotal of thirty-six hours of participation. Thiswould easily exceed the minimum hourly
requirements for single-parent families. (Under current TANF, states do not have such broad
flexibility in counting study time.)®’

Countabl e participation under the Parents as Scholars program (for either
postsecondary and vocational education) would be subject to several minor restrictions. First,
participation could be counted only for recipients whose past earnings indicate that they cannot
obtain work that pays enough to allow them to attain self-sufficiency (as determined by the
state) and to those who could benefit from educational activities. Because most TANF
recipients have relatively low educational levels® and poor work histories, this condition does

®Related activitiesinclude: “work study, practicums, internships, clinical placements, laboratory or field
work, or such other activities as will enhance the eligible participant’s employability in the participant’ sfield of study,
as determined by the State.” See U.S. Congress, Senate, Committee on Finance, Personal Responsibility and
Individual Development for Everyone Act of 2003, 108" Cong., 1% sess., October 3, 2003, S. Rep 108-162,
available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?7dbname=108_cong_reports& docid=f:sr162.108.pdf, accessed
December 30, 2003.

8s, XXX includes an alternative hourly calculation in which a recipient who meets the full-time educational
requirements of the degree or vocational education program could be considered in full compliance with the
participation requirements, as long as the recipient participatesin one of S. XXX’ sdirect work activitiesfor a
minimum number of hours. This minimum would be six hours per week the first year and would rise by two hours
per week for each year of participation, reaching a maximum of twelve hours per week during afourth or subsequent
year of participation. A state could reduce the number of hours per week in direct work activities for good cause, if it
determines the recipient has one or more significant barriers to participation. Because a state could broadly define a
barrier to participation, it could reduce the number of hours of participation in these additional activitiesto zero for
those with such barriers. Asaresult, this provision would appear to allow statesto give full credit to virtually any
participant in afull-time educational program.

8N the preamble to the final TANF rule, HHS cautions states to consider the “reasonableness’ of any study
time: “. .. it iseach State’ sresponsibility to defineits work activities in a reasonable manner; thus a State could
choose to include homework time as part of an activity. However, we encourage States to consider carefully how
Congress intended to treat homework in determining ‘engaging in work’ to ensure that itsinterpretation is
reasonable.” U.S. Department of Health and Human Services, “ Temporary Assistance for Needy Families (TANF):
Final Rule,” Federal Register 64, no. 69, 45 CFR, parts 260-265, (April 12, 1999): 17779, available from:
http://www.acf.dhhs.gov/programs/of altanfru2.htm, accessed January 5, 2004.

8)n 2001, about 97 percent of TANF adults had twelve or fewer years of education and nearly 50 percent
had |ess than twelve years of education. See U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. X-225, available from: http://www.acf.dhhs.qov/programs/of a/annual report5/, accessed
March 15, 2003.
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not appear to impose a serious constraint on participation. Second, recipients would be required
to maintain satisfactory academic progress, as defined by the institution operating the
postsecondary or vocational education program, and to complete their coursework within the
normal timeframe for full-time students. (At state option, the timeframe for completion could
be extended by 50 percent.) Third, the number of recipients that could be counted under this
provision could not exceed 10 percent of the TANF caseload. Because the 10 percent figureis
applied to the entire casel oad, including child-only cases, this would be alarger percentage of
the casel oad actually subject to participation requirements. For example, nationally, 37 percent
of the TANF caseload is composed of child-only cases, so the 10 percent maximum would
trandate into about 16 percent of the caseload with an adult.®®

Finaly, a single parent who provides continuous care for a child or dependent with a
physical or mental impairment would be counted as satisfying the participation requirements.
(Under current TANF, some states have counted this as community service.)

8Authors’ calculation based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
Program (TANF): Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. X-202, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/index.htm,
accessed February 25, 2003.
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Table A-2.1

Countable“Direct Work” Activities

Current TANF vs. H.R. 4vs. S. XXX

Activity Coreor Direct Work Activities Other Activities During Additional Hours
During BasicHours
Current H.R.4 S. XXX Current H.R.4 S. XXX
TANF TANF
(24 hrs) (24 hrs)e (16 hrs) (10hrs)e
(20hrs)? (10 hrs)?
TANF’sCoreActivities
Unsubsidized employment yes yes yes yes yes yes
Subsidized private sector employment yes yes yes yes yes yes
Subsidized public sector employment yes yes yes yes yes yes
Work experience yes yes (if yes yes yes yes
supervised)
On-the-job training yes yes yes yes yes yes

78




Activity

Coreor Direct Work Activities
During BasicHours

Other Activities During Additional Hours

Current H.R.4 S. XXX Current H.R.4 S. XXX
TANF TANF
(24 hrs)° (24hrs)e (16 hrs) (10 hrs)e
(20 hrs))? (10 hrs)¢
Job search and job readiness assistance yes, but only yes, but only yes, but only yes, but only yes yes
for 6 weeksper | for 3 months for 6 weeksper | for 6 weeks per
yr; 12 weeksif | out of 24 yr; 12 weeksif | yr; 12 weeksif
state unem- state unem- state unem-
ployment rate ployment rate ployment rate
is50% > is50% > is50% >
national or national or national or
food stamp TANF caseload | food stamp
caseload is is5% > & food | caseloadis
10% > stamp caseload | 10% >
preceding 3 is15% > preceding 3
months preceding 2 months
yrs. Indirect,
but only for 3
months out of
24
Community service programs yes yes (if yes yes yes yes
supervised)
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Activity Coreor Direct Work Activities Other Activities During Additional Hours
During BasicHours
Current H.R.4 S. XXX Current H.R.4 S. XXX
TANF TANF
(24 hrs) (24 hrs)e (16 hrs) (10hrs)e
(20hrs)? (10 hrs)?
Vocational educational training yes, but only indirect (if yes, but only yes, but only indirect (if yes
for<12 addresses for<12 for<12 addresses
months TANF purpose, | months; or < months TANF
but only for 3 10% of TANF purpose)
months out of caseload
24) (including
post-
secondary)
The provision of child care servicestoan | yes indirect (if yes yes indirect (if yes
individual participating in community considered considered
service unsubsidized unsubsidized
work or work or
community community
service) Service)
Education for teen parents yes yes yes yes yes yes
Work activities authorized under a yes indirect (if indirect (if yes indirect (if indirect (if
waiver in effect on August 22, 1996 addresses barrier removal addresses barrier
TANF purpose, | or qualified TANF removal or
but only for 3 rehabilitative purpose) qualified
months out of activity, but rehabilitative
24) only for 3-6 activity)

months out of
24)

Additional S. XXX Activities




Activity Coreor Direct Work Activities Other Activities During Additional Hours
During BasicHours
Current H.R.4 S. XXX Current H.R.4 S. XXX
TANF TANF
(24 hrs) (24 hrs)e (16 hrs) (10hrs)e
(20hrs)? (10 hrs)?
Parents as Scholars program for no indirect (if yes no indirect (if yes
postsecondary and vocational education addresses addresses
training TANF purpose, TANF
but only for 3 purpose)
months out of
24)
Caring for a child or adult dependent indirect (if indirect (if yes indirect (if indirect (if yes
with aphysical or mental impairment community community community community
Service) service) service) service)
Additional TANF Activities
Job skillstraining directly related to no indirect (if indirect (if yes indirect (if indirect (if
employment addresses barrier removal addresses barrier
TANF purpose, | activity, but TANF removal
but only for 3 only for 3 purpose) activity)
months out of months out of
24) 24)
Education directly related to employment | no indirect (if indirect (if yes indirect (if indirect (if
(for recipients who lack h.s. diploma or addresses barrier removal addresses barrier
equivalent) TANF purpose, | activity, but TANF removal
but only for 3 only for 3 purpose) activity)

months out of
24)

months out of
24)
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Activity Coreor Direct Work Activities Other Activities During Additional Hours
During BasicHours
Current H.R.4 S. XXX Current H.R.4 S. XXX
TANF TANF
(24 hrs) (24 hrs)e (16 hrs) (10hrs)e
(20 hrs))? (10 hrs)¢
Satisfactory school attendance at a no indirect (if indirect (if yes indirect (if indirect (if
secondary school for arecipient who has addresses barrier removal addresses barrier
not completed high school TANF purpose, | activity, but TANF removal
but only for 3 only for 3 purpose) activity)
months out of months out of
24) 24)

Sources: U.S. House of Representatives, Personal Responsibility and Work Opportunity Reconciliation Act of 1996: Conference Report to Accompany H.R. 3734 (Washington, DC: U.S.
Government Printing Office, 1996), pp. 29-30; and “H.R. 4: Personal Responsihility, Work, and Family Promation Act of 2003,” available from:
http://thomas.loc.gov/cgi-bin/query/z?2c108:H.R.4:, accessed March 15, 2003, and U.S. Senate, Finance Committee, Personal Responsibility and Individual Development for Everyone
(PRIDE), September 9, 2003, available from: http://www.senate.gov/~finance/sitepages/l eg/090803pride.pdf,, accessed September 12, 2003.

Notes:

#Under current TANF, the first twenty hours of participation must bein aset of nine core activities. Teen parents who maintain satisfactory attendance at a secondary school or equivalent
or participate in education directly related to employment for an average of twenty hours per week are also considered to have satisfied the participation requirements.

® Under H.R. 4, arecipient must participate at |east twenty-four hours per week in one of six direct work activities or for three months in atwenty-four-month period in one of five qualified
activities. Teen parents who maintain satisfactory attendance at secondary school or equivalent or participate in education directly related to employment for twenty hours per week are
considered to have satisfied the participation requirements.

¢Under S. XXX, arecipient must participate at |east twenty-four hours per week in one of nine direct work activities, the Parents as Scholars program, or for three months in a twenty-four-
month period in one of five qualified activities and an additional three monthsin one of three qualified activities. (Two-parent families would have to participate at least thirty-four hours

in adirect work activity, or fifty hoursif the family receives subsidized child care and has no disabled member.) Teen parents who maintain satisfactory attendance at secondary school or
participate in education directly related to employment for twenty hours per week are considered to have satisfied the participation requirements. Single parents who care for adisabled
child or other dependent may be considered to have satisfied the participation requirements.

4The* 10 hrs’ column under “other activities’ refers to the additional hourly requirement for single parents without a child under age six. For teen parents or single parents with a child
under age six, thereisno additional hourly requirement. For two-parent families, there is an additional requirement of at least fifteen hours.

¢The“10 hrs’ column under “other activities’ refersto the additional hourly requirement for single parents without a child age six and older. For two-parent families, there is an additional
requirement of at least fifteen hours.

T“Indirect” means the activity is not specifically identified by the authorizing statute but is one that could be counted under either bill pursuant to another provision. For example, under
H.R. 4, as an activity that addresses a TANF purpose, and under S. XXX, as an activity that is designed to remove a barrier to work or provide a qualified rehabilitative activity.

9 Additional TANF activities include three activities that are not core activities under TANF but that can be counted toward TANF' s additional hourly requirement.

82




A-3. “Three-Month” Activities

Both H.R. 4 and S. XXX contain lists of relatively specific direct work activities that
would be counted toward each bill’ s participation rate requirements. But both also allow states
to count other, less favored activities for shorter periods of time (generally three months). The
breadth of these provisions, which we call “three-month-activity” provisions, would allow
states to count almost any activity they might want to offer. (H.R. 4 allows“any other activity”
that “addresses” TANF s general purposes, and S. XXX allows any state-defined activity
“designed to remove barriersto work.”)

Thisflexibility would alow statesto raise participation rates substantially at little or no
added cost in two ways. First, it would allow them to count participation in activities that were
not countable under TANF (and, thus, were not reported). Second, it would allow them to
count participation in activities like independent job search, which states could require without
asubstantial increase in spending or services.

We estimate that the potential impact of this provision on the national participation rate
could be 20 percentage points, with an additional 15 percentage points under S. XXX’s
“additional” three-month-activity provision. (The actual impact, although still substantial,
would be considerably smaller, because some recipients in the relevant three-month periods
may not be identified by state officials or may already be participating in direct work activities
and would be countable anyway.)

Countable Activities

The general rule under both H.R. 4 and S. XXX isthat, to be counted toward the
participation requirements, arecipient must participate for at least twenty-four hours per week
ina“direct work activity.” (Under S. XXX, two-parent families must participate at |east thirty-
nine hours per week, or fifty-five hours per week if they receive federally subsidized child care,
in one of these activities.) Both bills, however, carve out an exception to this rule, which we call
“three-month-activity” provisions.

H.R. 4 would permit states to count just about any activity as a direct work activity for
three months in any twenty-four-month period. The activities that this provision would
specifically make countable are (1) “ substance abuse counseling or treatment,” (2)
“rehabilitation treatment and services,” (3) “work-related education or training directed at
enabling the family member to work,” (4) “job search or job readiness assistance,” and (5) “any
other activity” that “addresses” TANF' s general purposes. Thislast clause would make
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countable an almost unlimited number of activities, for three months, at least. In fact, HHS
Secretary Thompson has written that this provision would “allow states to designate just about
any activity aswork ... "%

Thus, this provision provides a three-month window in which the states have almost
unfettered freedom to fashion countable participation activities. Besides the activities
enumerated above, a state could also count participation in such activities as vocational
educational training, adult basic education, postsecondary education, life skills classes,
sheltered workshops, skills assessment, mental health services, domestic abuse services, and
adult literacy. A state could also include loosely defined unsupervised community service
activities such as volunteering in aschool or aHead Start program or serving as a scout leader
or youth sports coach. In fact, a state could apparently go much further, and even count
parenting and marriage-strengthening activities—because they, too, could be seen as addressing
TANF s genera purposes.

Countable activities might even be devel oped for those recipients not typically expected
to work, such as the elderly, disabled, or those with health problems. Given the broad flexibility
states have in defining activities under this provision, a state could count the time these
recipients spend applying for SSI, in counseling or education, or participating in various
specified activities with their children. After the three-month period, the state could transfer
such disabled recipients to a separate state program, thus allowing the state to maximize its
participation rate by counting all recipientsfor at least three months, rather than moving them
immediately to a separate state program.

S. XXX aso has athree-month-activity provision that would permit other “qualified
activities’ to count for up to three months (in any twenty-four-month period), but it enumerates
adifferent set of activities. In addition, for an additional three-monthsin any twenty-four-
month period, it would make countable a narrower range of “qualified rehabilitative services.”
(To avoid confusion with the first “three-month-activity provision,” we call this second period
the “additional three-month-activity provision,” and discussit separately below.)

S. XXX’ sthree-month-activity provision would also permit states to count just about
any activity asadirect work activity. The activities that this provision would specifically make
countable are (1) “postsecondary education,” (2) “adult literacy programs or activities,” (3)
“substance abuse counseling or treatment,” (4) “ state-defined programs or activities designed
to remove work barriers,” and (5) “activities authorized under awaiver approved for any state
after TANF s enactment in 1996.” Of specia note is the fourth category of activities: “state-
defined programs or activities designed to remove work barriers.” It removes amost al limits
imposed by the other elements of the provision, and would make countable almost any activity

OTommy G Thompson, “Reforming Welfarein America: Bush plan encourages self-improvement,”
JOnline: Milwaukee Journal Sentinel, May 4, 2002, available from:
http://mww.jsonline.com/news/editorial may02/40665.asp, accessed May 7, 2002 (emphasis added).
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that a state might impose.

Although S. XXX’ s three-month activities might appear to be narrower thanH.R. 4's
(which would alow participation in any activity that “addresses” TANF s general purposes),
the Senate provision is actually more generous to the states. First, the fourth category of
activities—* state-defined programs or activities designed to remove work barriers’—is almost
asbroad asH.R. 4's. A state could include ailmost all of the same activities under either
category. For example, marriage counseling would clearly be permitted under H.R. 4. Under S.
XXX, astate could argue that such counseling would address awork barrier by promoting
stable marriages, which would lead to more stable child care arrangements, which in turn would
remove awork barrier. Second, other provisions of S. XXX would alow states to count job
search and vocational educational training as direct work activities, rather than as part of the
three-month-activity provision (asit would under H.R. 4), thereby preserving room for other
short-term activities. In fact, a state could even count additional job search activities so long as
they renamed them and characterized them as “ barrier removal activities’ (to avoid triggering
the six-week per year limitation on job search). For example, a state could require participation
ina*“work preparation” activity to address awork barrier, even if, as a practical matter, the
activity was essentially the same as “job search and job readiness assistance.”



Table A-3.1
Three-Month and Additional Three-Month Activities

—H.R.4and S. XXX —

Activity Current H.R.4 S. XXX S. XXX
TANF (3 months) (3 months) (Additional 3 months)

Substance abuse counseling or | no yes yes yes (if “ certified”
treatment qualified rehabilitative

activity “determined
necessary” by “qualified
professional”)

Rehabilitation treatment and no yes indirect (if barrier | yes (if “certified”
services removal activity) qualified rehabilitative
activity “determined
necessary” by “qualified
professional”)

Work-related education or no yes indirect (if barrier no
training directed at enabling removal activity)
the family member to work
Job search or job readiness no yes indirect (if barrier no
assistance removal activity;
also counts as
direct work
activity)
Any other activity that no yes indirect (if barrier indirect (if “certified”
addresses a TANF purpose removal or qualified rehabilitative
qualified activity “determined
rehabilitative necessary” by “qualified
activity) professional”)
Postsecondary education no indirect (if yes no
addresses
TANF purpose)
Adult literacy programs or no indirect (if yes yes
activities addresses
TANF purpose)
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disability or a substance abuse
problem, if “determined
necessary” by a*“qudified
medical, mental health, or
social services professional (as
defined by the State)”

State-defined programs or no indirect (if yes indirect (if “certified”
activities designed to remove addresses qualified rehabilitative
barriersto work TANF purpose) activity “determined
necessary” by “qualified
professional”)
Work activities authorized indirect indirect (if yes indirect (if “certified”
under awaiver before (counts as addresses qualified rehabilitative
enactment of S. XXX core work TANF purpose) activity “determined
activity with necessary” by “qualified
no time professional”)
limit)
Program designed toincrease | no indirect (if indirect (if barrier | yes
proficiency in the English addresses removal activity)
language TANF purpose)
Any other rehabilitative no indirect (if indirect (if barrier | yes
activity, including for a addresses removal activity)
“certified” physical or mental TANF purpose)

Note: “Indirect” means the activity is not specifically identified by the authorizing statute, but is one that could be counted under either bill
pursuant to ancther provision. For example, under H.R. 4, as an activity that addresses a TANF purpose, or under S. XXX, asan activity that is
designed to remove a barrier to work or provide aqualified rehabilitative activity.
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Potential Impact

To assess the potential impact of both bills' two three-month-activity provisions on
participation rates, we explore three related questions: (1) How many families would fall within
the various three-month periods (every twenty-four months)? (2) How many of these families
could states successfully place in countable activities? And, last, (3) How difficult and
expensive would it be to create slotsin such activities?

(1) How many families would fall within the various three-month periods (every
twenty-four months)? We assume that the first three-month period would begin either (a) as
soon as afamily comes on welfare, or (b) in the month immediately following the first month
of assistance, if the state uses the first-month exclusion, followed by a twenty-one-month
period in which the family could not be counted in anything but a direct work activity. At the
end of the first twenty-four-month period, the cycle would be repeated. Based on CBO
estimates,* the distribution of the caseload would be as follows: months one to three or months
two to four (10 percent); months twenty-five to twenty-seven or months twenty-six to twenty-
eight (3.5 percent); and months forty-nine to fifty-one or months fifty to fifty-two (6.5
percent).” The sum of these percentages (20 percent) represents the maximum percentage of
familiesthat, in any given month, could participate under each bill’ s three-month-activity
provision.®®

Our approach probably understates the number of families that could fall within these
three-month periods. Some percentage of those returning to welfare, for example, could be

91sheila Dacey, personal communication to Peter Germanis, May 21, 2003. See also Sheila Dacey and
DonnaWong, “Estimate of the Potential Costs to States of Meeting the Work Participation Requirements of H.R. 4,
as passed by the House of Representatives, February 2003,” memorandum to interested parties, May 8, 2003.

9These estimates are based on CBO tabulations of HHS data. The CBO tabulations, however, appear to
understate the potential percentage of familiesin the relevant months, because the variable used to measure time on
welfare does not fully capture the impact of families leaving welfare and then returning, perhaps more than once. This
problem can be seen by comparing the percentage of the caseload in the first month of assistance (9 percent) to the
average monthly estimate of those that have been on assistance two months (3.3 percent). (The CBO estimated that 10
percent of families were in their second through fourth months of assistance. For simplicity, we simply assumed that
one third were in their second month of assistance.) The large difference in welfare receipt between the two monthsis
because the first-month group includes both first-time and returning welfare recipients, whereas the second-month
group is composed primarily of first-time recipients. (It would a so include anyone who had previously received
welfare for exactly one month.) In other words, in cal culating the estimated number of families that had received
welfare two to four months, the CBO estimate largely ignored those families that had received welfare during a prior
spell. We have, unfortunately, no reliable way to estimate the size of this undercount. Hence, we use their estimate of
the number of familiesin the relevant months of assistance. (Our estimator, however, allows users to enter their own
estimate of the number of familiesin the relevant months of assistance.)

%We do not include an estimate for families beyond the fifty- to fifty-two-month period, because TANF
limits assistance to most families to sixty months. Neverthel ess, because states can exempt up to 20 percent of their
caseload from the time limit, there could be families that qualify for the three-month option that have received
benefits for more than sixty months.
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counted under the three-month-activity rule, aslong as they had not been counted in the
preceding twenty-four-month period. Indeed, when a state first implements this provision, all
work-eligible adults would potentially be countabl e because none would have received
assistance during a period in which the three-month-activity rule wasin effect. Thus, a state
would not be limited to working with the 20 percent of the caseload in one of the three-month
periods, but could initially engage up to 100 percent of the caseload in state-specified activities.
Asaresult, the impact of this provision on the participation rate during the initial years of either
bill’ s implementation could be much larger than reflected in our estimates.

(2) How many of these families could states successfully place in countable activities?
We think stateswill find it relatively easy (and inexpensive) to develop activities countablein
the first three-month period, even if only through independent job search (as discussed below),
so we assume that they would place all 10 percent in a countable activity. (Our estimator allows
this assumption to be altered.)

But for the 10 percent of their casel oads in the subsequent three-month periods, we
think states will have more difficulty taking full advantage of this provision. To do so, states
would have to estimate the maximum percentage of their caseloads that they could maintain in
three-month activities on an ongoing basis, and then track them so that every eligible recipient
is placed in an appropriate activity during the correct time period (even though some recipients
may not need an activity at that time or at least not need an available activity). Thiswould
involve tracking not just the existing caseload, but also recipients who cycle on and off
assistance (to see how many have been counted for three months in the preceding twenty-four-
month period.) It would also require a careful balancing of available program slots with the
needs of eligible families to ensure meaningful participation. Thiswould require coordinating
services, such as substance abuse treatment, with available openings—especially difficult when
thereisahigh level of turnover in the caseload. (Of course, if states cannot assign every family
to athree-month activity at precisely the right time, they might be able to assign those they
miss during a subsequent period.)

Given the difficulty that states would likely have tracking families and determining their
eligibility, we assume that, in the subsequent three-month periods, states will not be able to
assign more than about half of those potentially countable under the provision (about 5 percent
of the caseload). That means that the potential size of the group that could be placed in athree-
month activity would be about 15 percent of the casel oad.

Some of the recipients who would fall within these three-month periods would already

bein adirect work activity. Because we counted them to determine the national base
participation rate, our estimator subtracts them to determine the additional number of recipients

89



potentially countable under the three-month-activity provision.** Because about 30 percent of
the adult caseload was in adirect work activity, this reduced the potential size of the group that
could be in three-month activities from about 15 percent of the caseload to about 10.5 percent.

Our calculation of the national base participation rate also includes recipients already in
athree-month activity. Hence, we also subtracted them from the number of recipientsin those
periods.

* For H.R. 4'sfirst three-month period, we subtracted all adult recipientsin job search
(about 2 percent) and one half of the number of adult recipients remaining in an activity
not considered a direct work activity (about 2 percent). For the subsequent two three-
month periods, we subtracted the remaining half of adult recipientsin an activity not
considered adirect work activity (about 2 percent).

*  For S. XXX’ sfirst three-month period, we subtracted one half of the number of adult
recipients remaining in an activity not considered a direct work activity (about 1
percent). For the subsequent two three-month periods, we subtracted the remaining
half (about 1 percent).

Thus, in the end, we estimate that the additional number of countable recipientsin these
three-month periods would be 4.5 percent under H.R. 4% and 8.5 percent under S. XX X.% (S.

%In our estimator, 33 percent of TANF adults were considered countable participants (the base participation
rate). Under H.R. 4, this consisted of 27 percent of TANF adults participating in adirect work activity and 6 percent
participating in an activity not considered a direct work activity. For this step, we subtracted the 27 percent in adirect
work activity in each of the three-month periods. Under S. XXX, this consisted of 31 percent of TANF adults
participating in adirect work activity and 2 percent participating in an activity not considered a direct work activity.
For this step, we subtracted the 31 percent in adirect work activity in each of the three-month periods. Unlike the
participation rate cal culations, these percentages do not include an adjustment for the proportional participation
credit, because the objective of the calculation is not to determine countable participation, but the percentage of
adults that should be excluded in determining the potential size of the three-month-activity provision.

%®Hereis our complete calculation: For H.R. 4's three-month-activity provision, we estimate that states
could count another 4.5 percent of their TANF adult casel oads in a three-month activity. As described above, we
derive this estimate by starting with the percent of the adult casel oad in these three-month periods (about 20 percent).
We then assume that states could find and place all of thosein the first three-month period, but only half of thosein
the subsequent two three-month periods (leaving 15 percent). To avoid double counting, we subtract all thosein a
direct work activity (4.5 percent), those in job search (2 percent), and one half of those in an activity not considered a
direct work activity in the first three-moth period (2 percent) and one half of those in the subsegquent two three-month
periods (2 percent). This leaves 4.5 percent of the adult caseload that could be counted in a three-month activity.

%Hereis our complete calculation: For S. XXX's three-month-activity provision, we estimate that states
could count another 8.5 percent of their TANF adult casel oads in athree-month activity. As described above, we
derive this estimate by starting with the percentage of the adult casel oad in these three-month periods (about 20
percent). We then assume that states could find and place al of those in the first three-month period, but only half of
those in the subsequent two three-month periods (leaving 15 percent). To avoid double counting, we subtract all
those in adirect work activity (4.5 percent), and one half of those in an activity not considered a direct work activity
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XXX’sthree-month-activity provision would generally have alarger potential impact than H.R.
4’ s because it would make countable as a direct work activity those participating in job search
and vocational educational training, so that other activities can be counted as three-month
activities. Thus, states would have more room under S. XXX’ s three-month-activity provision
to count additional participation, including more job search and vocational education.)

These estimates describe the potential reach of each bill’ s three-month-activity
provision. They are not a measure of the impact on the national participation rate, because the
magnitude of the effect of the provision would also depend on the size of the various
authorized exclusions (such as the first-month and child-under-age-one exclusions) and
unauthorized adjustments (such as the transfer of families to separate state programs).

in the first three-month period (1 percent) and one half of those in the subsequent two three-moth month periods (1
percent). (The percentage in an activity not considered adirect work activity is smaller under S. XXX than under H.R.
4 because S. XXX counts more activities as direct work activities.) This |leaves 8.5 percent of the adult casel oad that
could be counted in athree-month activity.
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Potential Impact of Three-Month-Activity Provisons

Table A-3.2

—H.R.4and S XXX —

Three-Month-Activity Provision Per centage Percentageof | Subtract Additional
of caseload caseload per centage of per centage of
involved actually caseload caseload available
placeablein an | already for 3-month
activity? counted in activities
direct work/3-
month activity
HR.4
First three-month period 10% 10% 3%/ 4% 3%
Subsequent three-month periods 10% 5% 1.5/2% 1.5%
S XXX
First three-month period 10% 10% 3%/1% 6%
Subsequent three-month periods 10% 5% 1.5%/1% 2.5%
S XXX
First “additional” three-month period 5% 5% 1.5% 3.5%
Subsequent “additional” three-month periods
10% 5% 1.5% 3.5%

Notes:

a“Actually placeable” means that there is a reasonable prospect that states can find and place recipientsin an activity

during the applicable three-month period.

And, last, (3) How difficult or expensive would it be to create slots in such activities?
Under this provision, states could count participation in substance abuse counseling or
treatment programs, rehabilitation treatment and services, work-related education or training
directed at enabling the family member to work, postsecondary education, adult literacy
programs or activities, work activities authorized under awaiver before enactment of S. XXX
(under S. XXX), aprogram designed to increase proficiency in the English language, other
rehabilitative services, aswell as any other activities that either address TANF' s general
purposes (under H.R. 4) or are designed to remove barriersto work (under S. XXX). As
described above, many states are already providing such activities that are not being counted
either because they do not fit TANF s definition of core activities or because the participation is
not for enough hours. In either case, to some extent at least, states should be able to raise their
levels of reported participation with some ease.

Actually expanding such programs, however, could be expensive and might not
necessarily be needed by most of those on welfare. Thus, we think a state wanting to maximize
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participation without spending more money will take advantage of H.R. 4 and S. XXX’ sthree-
month-activity rulesto require job search at application. Under S. XXX, thisthree-month
period of job search would start after counting job search as a direct work activity for six
weeks. (Under S. XXX, job search and job readiness assistance would remain limited to six
weeks per year, as under current TANF, but we assume that a state could relabel the activity as
abarrier removal activity under S. XXX, without changing it substantively and continue to
count it for an additional three months.) Thus, in addition to counting six weeks of job search at
application as adirect work activity, we assume states would claim an additional three months
under this provision, for atotal of up to four-and-a-half months of job search.

S. XXX'sAdditional Three-Month Activities

As mentioned, S. XXX would aso authorize a narrower range of activities for an
additional three monthsin any twenty-four-month period. (To avoid confusion with the first
“three-month-activity provision,” we call this second period the “additional three-month-
activity provision.”) During the period, three “qualified rehabilitative services’ could count as
direct work activities: (1) “adult literacy programs or activities,” (2) “aprogram designed to
increase proficiency in the English language,” and (3) any other “certified” rehabilitative
activity, including for a physical or mental disability or a substance abuse problem, if
“determined necessary” by a*“qualified medical, mental health, or social services professiona
(as defined by the State).” The actua legidlative language for the third activity is:

In the case of an adult recipient or minor child head of household who has been
certified by a qualified medical, mental health, or social services professional (as defined
by the State) as having a physical or mental disability, substance abuse problem, or
other problem that requires a rehabilitative service, substance abuse treatment, or mental
health treatment, the service or treatment determined necessary by the professional .*

Although this language may seem restrictive, it isnot: “ Certified” is not atechnical term, and it
merely means that someone has attested to the fact, probably in writing; “ social services
professional” could mean anyone “defined by the state”; and having a*“ problem” requiring a
“rehabilitative service” or “treatment” establishes no limitation on severity. Apparently, the
only limitation, such asit is, appliesto al three clauses: To be counted, recipients must
combine the “ qualified rehabilitative activity” with adirect work activity. This could include
participation in job search and job readiness assi stance and vocational educational training
without regard to any of the limitations that would otherwise apply to participation in these
activities. For example, arecipient determined to need adult literacy skills could participate for
just one hour in adult literacy activities and combine that with twenty-three hours of

97y.S. Congress, Senate, Committee on Finance, Personal Responsibility and Individual Development for
Everyone Act of 2003, 108" Cong., 1% sess., October 3, 2003, S. Rep 108-162, available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?7dbname=108_cong_reports& docid=f:sr162.108.pdf, accessed
December 30, 2003.
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independent job search in the additional three-month-activity period without regard to the six-
week limit on job search as adirect work activity that would otherwise apply. Although HHS
could regulate this provision to reduce the number of adult recipients who would qualify, this
would undoubtedly be difficult to do, given the large percentage of recipients that have limited
literacy skills, do not speak English, or suffer from a physical or mental impairment or some
other problem that requires rehabilitative services.

How many additional recipients could be placed in S. XXX’ s additional three-month-
activity provision? We do not have data on the percentage of the caseload in these additional
three-month periods, so we assume that about 5 percent of the caseload would be in each of the
additional three-month-activity periods (for atotal of 15 percent of the adult caseload).® As
with the other three-month-activity provision, we assume that states could find and place all of
those in the first additional three-month-activity period, but only half of those in the subsequent
two additional three-month-activity periods (leaving about 10 percent of the casel oad).

As before, to avoid double counting, we subtract all those already counted asbeingin a
direct work activity. Using the participation rate for the entire caseload in adirect work activity,
thiswould be about 3 percent. (Unlike the adjustment for the three-month-activity provision,
however, we do not subtract anyone in an activity not considered a direct work activity,
because we do not count anyone in the base participation rate as being in an additional three-
month activity.) Thisleaves about 7 percent of the caseload that could be counted asbeing in
an additional three-month activity.

Once again, we note that estimates such as these describe the potential reach of S.
XXX’s additional three-month-activity provisions. They are not a measure of its actual impact
on the national participation rate, because the magnitude of the effect would also depend on the
size of the various authorized exclusions (such as the first-month and child-under-age-one
exclusions) and unauthorized adjustments (such as the transfer of families to separate state
programs).

Many states already provide servicesthat could fall under this provision and thus could
be counted during this additional three-month period at no additional cost. All states, however,
can meet S. XXX’ s participation requirements without this provision, especially because the
activities largely fall under the broader three-month activity provision. Hence, for our national
composite casel oad, we did not include an estimate of this provision’simpact. (For these
reasons, our estimator aso does not include this provision.)

%This estimate assumes that the caseload is evenly distributed throughout the sixty-month period that
assistance is avail able (due to the five-year time limit). Each three-month period represents 5 percent of the total.
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A word about timing. To maximize the impact of these three-month-activity provisions,
it would be important not to use them until they are needed to boost the state’ s participation
rate (for most states probably beginning in 2006, because of the continued impact of the
caseload reduction credit under H.R. 4 and the employment credit under S. XXX )—and only
to the extent needed to satisfy the state’ s required participation rate. Thus, for example, under
H.R. 4, if astate’sfinal required participation rate in 2004 would be O percent (due to the
caseload reduction credit), it would beill advised to count afamily’s participation in job search
under the three-month-activity rule because it would then be unable to count that same
family’ s future participation in any qualified activity for another twenty-one months. (In fact,
even if al recipients were periodically put through athree-month program, their participation
should not be claimed until needed—so that their later participation in another three-month
program could be counted.)
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A-4. “Other” Activities

Under current TANF, adult recipients must participate for at least twenty hoursin core
activities. The remaining hours of required participation (for single parents with a child age six
or older and two-parent families) can be satisfied by participating in any of TANF' s core
activities or in one of the following three activities: job skillstraining directly related to
employment, education directly related to employment (in the case of arecipient who has not
received a high school diplomaor a certificate of high school equivalency) and satisfactory
school attendance at secondary school or in acourse of study leading to a certificate of general
equivalence (in the case of arecipient who has not completed secondary school or received
such acertificate).

In contrast, both H.R. 4 and S. XXX would alow participation in other activitiesto
count, for alimited number of months, as direct work activities that satisfy the twenty-four-
hour direct work activity requirement. They both would also allow participation in such
activitiesto count (indefinitely) toward the additional hours required after the twenty-four-hour
requirement has been met. The breadth of activities authorized obviates the requirement of
participation beyond twenty-four hours.

TANF' s Other Activities

Under current TANF, adult recipients must participate for at least twenty hoursin core
activities. The remaining hours of required participation (for single parents with a child age six
or older and two-parent families) can be satisfied by participating in any of TANF' s core
activities or in one of the following three activities:

*  “Job skillstraining directly related to employment,” that is, technical training focused
on aparticular job skill needed to meet the labor market needs of a community or
specific employer, but generally not leading to a certificate or degree.

e “Education directly related to employment,” that is, employment-related education for
recipients who have not received a high school diplomaor a certificate of high school
equivalency.

« “Satisfactory attendance at secondary school or in a course of study leading to a

certificate of general equivalence,” for recipients who have not received a high school
diplomaor acertificate of high school equivalency.
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H.R. 4s“Other” Activities

Under H.R. 4, the remaining sixteen hours of participation could be satisfied by
participating in any “direct work” activities or in any other state-selected activity—as|ong asit
addresses TANF s general purposes. Again, H.R. 4 does not define the activities, but authorizes
HHS to issue regulations defining them.® The latter category is also quite broad, as evidenced
by the comments of HHS Secretary Tommy Thompson: “ States will have the flexibility to
decide which activities should make up the remaining 16 hours. These could include a variety
of services the States determine are needed by the family.”1®

The mgor Senate bill in the 2002 |egidative session would have required that these
“other activities’ be “structured and supervised.”*™ But it, too, revealed how broadly
encompassing these activities could be: “ Such structured and supervised activities may include
(but are not limited to) job search, job preparation, education, training, drug treatment,
parenting education, marriage and relationship skills training, or counseling on domestic
violence.” 1%

Thus, unless HHS (or a subsequent version of H.R. 4) carefully defines these termsin
its regulations, states seem to have amost unfettered discretion in what they include in meeting
the sixteen-hour requirement. Asfor the sixteen hours of participation in “other activities,” the
possibilities seem almost boundless, as long as they could be seen as addressing TANF s goals
of strengthening families, encouraging work, and promoting child well-being. In the words of
Wade Horn, HHS assistant secretary for Children and Families: “Moving folksinto
employment is not the only goal of [the federal welfare program], asimportant asthat is. In the

%U.S. Congress, House of Representatives, Personal Responsibility, Work, and Family Promotion Act of
2003, H.R. 4, 108" Cong., 1% sess. (February 4, 2003), available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi 27dbname=108_cong_bills& docid=f:h4rs.txt.pdf, accessed
December 30, 2003.

19%Tommy G Thompson, “ Statement,” before House Committee on Ways and Means, President’s Plan to
Build on the Success of Welfare Reform Featuring HHS Secretary Thompson: Hearing before the Committee on
Ways and Means, 107" Cong., 2™ sess., March 12, 2002, available from: http://waysandmeans.house.gov/legacy/
fullcomm/107cong/3-12-02/107-53final.htm, accessed January 22, 2004.

104 S. Congress, Senate, Compassion and Personal Responsibility Act of 2003, S. 5, 108" Cong., 1° sess.
(February 14, 2003), available from: http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?dbname=108_cong_bills
& docid=f:shis.txt.pdf, accessed January 27, 2004.

102 S. Congress, Senate, Compassion and Personal Responsibility Act of 2003, S. 5, 108" Cong., 1° sess.

(February 14, 2003), available from: http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?dbname=108_cong_bills
& docid=f:sbis.txt.pdf, accessed January 27, 2004.
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end, it’ s about whether the kids are better off.” 1%

This opens the door to an apparently long list of activities not closely related to either
work or education. Besides the amorphous community service (in the sixteen-hour category;, it
need not be “ supervised”), a state could count time recipients spend volunteering in organized
activitieswith their own children, such as at a Head Start center, school, Girl or Boy Scouts, or
other recreational activities. A state could also count time recipients spend in marriage
strengthening activities, parenting classes, or other activities designed to improve child well-
being. Linda Chavez, a syndicated columnist, has written: “This new provision encourages
welfare parents to spend important and rewarding time with their children.”** It has been
suggested that a state could even count time parents spend helping their children with
homework or taking them to various activities, because such participation could be viewed as
strengthening families and promoting child well-being. The only other limitation, according to
Horn, isthat such activities would have to “ meet a reasonable-person test.”1®

This broad approach to defining “other activities,” however, comes at aprice. As Gene
Falk and Shannon Harper of the Congressional Research Service conclude: “1f such parenting
activities could be called ‘work’ for purposes of meeting the H.R. 4 requirements, it could be
argued that the work participation requirement isreally only a 24-hour per week requirement,
not a 40-hour per week requirement.”'® Indeed, in its basic cost estimate, the CBO assumed
that “anyone who currently meets a 24-hour work requirement could meet a 40-hour
requirement at no additional cost.”% We see no substantial reason to disagree.

103 s, Congress, House of Representatives, Committee on Education and the Workforce, Bill Summary:
The Personal Responsihility, Work, and Family Promotion Act (H.R. 4): Building on the Welfare Reform’'s
Unprecedented Success for America, 108" Congress, 1% sess., February 4, 2003, available from:
http://edworkforce.house.gov/issues/108th/workforce/wel fare/bill summary020403.htm, accessed March 7, 2003.

104 inda Chavez, “Beware ‘chicken littles of welfare reform,” May 7, 2002, available from:
http://www.townhall.com/columnists/lindachavez/| c20020507.shtml, accessed March 26, 2003.

105 3onathan Peterson, “Welfare Plan Would Count Family Time,” Los Angeles Times, March 28, 2002,
http:www.| ati mes.com/news/nati onworld/|a-032802wel fare. story, accessed March 28, 2002.

1%Gene Falk and Shannon Harper, TANF Work Participation Requirement Proposed in Welfare
Reauthorization Legislation (Washington, DC: Congressional Research Service, May 7, 2003), p. 26.

107sheila Dacey and Donna Wong, “ Estimate of the Potential Costs to States of Meeting the Work
Participation Reguirements of H.R. 4, as passed by the House of Representatives, February 2003,” memorandum to
interested parties, May 8, 2003, p. 3. The CBO does not expect states to try to meet the participation requirement, but
rather, “expects states would instead partially or fully avoid these costs by moving families to separate state programs
or averting the requirements by some other means.” Nevertheless, it prepared cost estimates for both bills
participation requirements to determine what the potential cost would be “if states chose to meet the new
requirements by funding more activities for recipients such aswork experience, training, and job search programs.”
Thus, the assumptionsit lays out do not represent what it considers to be the most likely scenario of what will happen.
We expect states to make a more serious effort to meet the participation requirements than does the CBO, but point
out that our approach is consistent with the CBO' s assumption about how a state would implement the bills
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Hence, for the purposes of our calculation, we ignore H.R. 4’ s requirement for
participants to engage in up to an additional sixteen hours per week in “other activities,”
because its definition of what can be considered is so broad that it does not create a serious
added burden for either states or families. (Some states, however, may take the forty-hour
requirement more seriously and may require participation in traditional work-related activities
for up to forty hours. Our estimator allows users to enter their own estimate of the number of
participants who would satisfy various hourly requirements.)

S. XXX's“Other” Activities
Unlike H.R. 4, which allows the additional hours of participation to be in virtually any

activity (aslong asit addresses TANF' s genera purposes), the additional hours of countable
participation required by S. XXX would be limited to participation in one of current TANF's
twelve activities'® or one of the following other activities:

»  “Postsecondary education.”

e “Adult literacy programs or activities.”

*  “Substance abuse counseling or treatment.”

»  “State-defined programs or activities designed to remove work barriers.”

*  “Activities authorized under awaiver approved for any state after TANF' s enactment in
1996.”

As discussed above, the fourth category—" state-defined programs or activities designed to
remove work barriers’—removes amost all limitsimposed by the other elements of the
provision and would make countable almost any activity that a state might impose (see tables
A-2.1and A-3.1).

provisionsin the event that it would actually try to meet the requirements. See also, U.S. Congress, Congressional
Budget Office, “Budget Effects,” in U.S. Congress, Senate, Committee on Finance, Personal Responsibility and
Individual Development for Everyone Act of 2003, 108" Cong., 1% sess., October 3, 2003, S. Rep 108-162,
available from:

http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?7dbname=108_cong_reports& docid=f:sr162.108.pdf, accessed
December 30, 2003.

1%Current TANF s twelve activitiesinclude S. XXX’ s nine direct work activities: unsubsidized employment,
subsidized private sector employment, subsidized public sector employment, work experience, on-the-job training,
job search and job readiness assistance, community service, vocational educational training (subject to atwelve-
month limit), and provision of child care to acommunity service participant. They aso include three additional
activities: job skillstraining directly related to employment, education directly related to employment, and satisfactory
attendance at school. (The last two activities are limited to those who do not have a high school diploma or
equivalent.) All twelve TANF activities could be used to satisfy any additional hourly requirement under S. XXX.
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Although the range of alowable activitiesis somewhat narrower than under H.R. 4 for
these hours, weignore S. XXX’ s requirement for participants to engage in additional hours (as
we did in our calculations under H.R. 4), because the definition of countable activitiesis still
broad enough so that it could be easily satisfied.!® (Some states, however, may take the
requirement more seriously and may require single parents without a child under age six to
participate in traditional work-related activities for up to thirty-four hours. Our estimator allows
users to enter their own estimate of the number of participants who would satisfy various
hourly requirements, asit doesfor H.R. 4.)

1098 asically, we assume that just about all the things that states currently require of recipients that do not

qualify as one of the other countable activities specified by S. XXX would be countable under a broad definition of
community service.
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A-5. Base Participation Rates

Thefirst step in the analysisis to estimate the size of the gap between current practices
and the required participation rates under H.R. 4 and S. XXX. We start by calculating what we
call the “base” participation rate; that is, the rate generated by current participation derived by
applying H.R. 4'sand S. XXX ‘s proposed participation rules (but without applying any of
their authorized adjustments or exclusions.) Asthis section describes, we cal cul ate base
participation rates for H.R. 4 of 33 percent and for S. XXX of 36 percent. (The only substantive
difference in the calculation at this point and the main reason the S. XXX participation rateis 3
percentage points higher is the proportional participation credit, because we assume that all
recipients who satisfy the hourly requirements also meet the requirements for extra credit to
count asa*“1.08 family.”)

“Work-Eligible Individual”

Subject to the adjustments and exclusions described in the next section, H.R. 4 defines
every “adult whose needs are included in determining the amount of cash assistance” to bea
“work-eligible individual”; that is, a person subject to federal participation requirements.
Familieswith a“work-éligible individual” are “counted families’ for the calculation of
participation rates. (The practical significance of thisis that families with two adults are treated
asasingle unit for participation rate purposes.) S. XXX also applies participation requirements
to families receiving assistance, but does not limit them to those receiving “ cash” assistance.

In determining the number of families counted in the participation rate, both H.R. 4 and
S. XXX would allow states to subtract families that do not have an adult receiving assistance
(generally called “child-only” cases). Thisrule, also in current law, is enormously important. In
2001, it served to exclude 37 percent of the entire national TANF casel oad from work
reguirements.’® Some of these child-only cases involve children placed with relatives because
their parents cannot care for them (“kinship care”). Some involve immigrant familiesin which
the adult immigrant is not eligible for benefits but their native-born children are. And some
involve situations in which the parent is receiving Supplemental Security Income (SSl) and is
not included as part of the TANF grant (but the child is).

In some states, child-only cases also include familiesin which the adult has been

10y.S. Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families Program (TANF): Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. X-202,
available from: http://www.acf.dhhs.qov/programs/of a/annual report5/index.htm, accessed February 25, 2003.
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sanctioned for some reason and is therefore off the grant. In 2001, of the nation’s 776,746
child-only cases, 37,804 or 9.7 percent involved parents who were not receiving benefits
themselves due to a sanction.™ About 23,441 or 62 percent of these cases involved a sanction
for noncompliance with awork requirement.*? (In other states, partial sanctions reduce a
family’s TANF benefit by a specific dollar amount or percentage, but do not create a child-only
case because they do not formally remove the adult from the assistance unit.) Hence, the
number of child-only cases resulting from partial sanctions would probably decrease if states
implemented H.R. 4's mandate of full-family sanctions because the parents would either begin
to comply with the participation requirements once they are subject to alarger penalty or the
entire family would be removed from the rolls by the full-family sanction (or would be
transferred to a separate state program).

At the extreme, a state could escape nearly all of TANF s requirements by simply
transforming its entire caseload into child-only cases—because participation requirements are
only applied to families with an adult receiving assistance. In other words, it could simply pay
benefitsto only the children in afamily. This need not involve areduction in assistance,
because the per-child benefit could be adjusted upward to compensate for the parent’ s removal
from the welfare grant. Thisis not asimplausible asit sounds. After al, welfare started as the
Aid to Dependent Children program. Already, severa states (including Californiaand Rhode
Island) provide child-only payments for families that reach their five-year time limit, with the
benefit amount reduced by the parent’ s share of the grant.** Although it appears that HHS
does not have the legal authority to disallow such arrangements, such a blatant attempt to
escape the proposed participation requirements would probably be politically infeasible and
would certainly arouse the ire of enough in Washington for HHS or Congress to respond.

MHHS reported dightly different numbers for child-only cases on two separate tables. We use the number
of child-only cases reported in the table used to calculate the “all-family” work participation rate. U.S. Department of
Health and Human Services, Administration for Children and Families, Office of Planning, Research, and Evaluation,
Temporary Assistance for Needy Families (TANF) Program: Fifth Annual Report to Congress (Washington, DC:
U.S. Department of Health and Human Services, February 2003), p. 111-106, p. X-211, and p. X-215, available from:
http://www.acf.dhhs.gov/programs/of a/annual report5/, accessed March 15, 2003.

"2\\fe estimate the number of child-only cases subject to awork sanction by multiplying the total number of
child-only cases subject to a sanction (75,345 cases) by the percent of all sanctions that are due to noncompliance
with awork requirement (62 percent). U.S. Department of Health and Human Services, Administration for Children
and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF)
Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human Services,
February 2003), pp. 111-106 and X-215, available from: http://www.acf.dhhs.qov/programs/of a/annualreports/,
accessed March 15, 2003.

3Center for Law and Social Policy and Center on Budget and Policy Priorities, Separate State Programs
and Sate-Only TANF Funds (Washington, DC: Center for Law and Social Policy/Center on Budget and Policy
Priorities, June 2000), p. 1, available from: http://www.spdp.org/tanf/ssp and _stateonly.pdf, accessed March 15,
2003; and Theresa J. Feeley and Deborah L. Stein, Sretching the Limits: How States are Using Welfare Flexibility
to Support Children (Washington, DC: National Association of Child Advocates, January 1999), available from:
http://www.childadvocacy.org/stretch.htm, accessed March 24, 2003.
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States would not need to transform all their TANF families into child-only casesto
avoid participation requirements. They could select defensible categories of families that
plausibly deserve such specia treatment, including familiesin which the parents have been
removed from assistance for failure to comply with participation or other requirements.**

Although even more unlikely, a state also could avoid H.R. 4’ s participation
requirements by substituting noncash benefits for cash assistance. (The participation
requirements apply only to the latter.)™> For example, it could make rental payments to
landlords on behalf of welfare familiesin lieu of providing the families a cash payment. This
would enable it to use federal TANF funds to pay for the assistance, although the
administrative burden of operating such a system would probably discourage most states from
seriously considering it. Another drawback is that noncash systems can result in a partial
reduction in benefits for recipients, because it is difficult to voucherize al of afamily’s needs.

For purposes of our calculations, we assume states will subtract child-only cases from
their total caseload,® leaving only the TANF cases with adults who are subject to participation
requirements (before applying any of H.R. 4'sor S. XXX’ s authorized adjustments or
exclusions); that is, “work-eligible individuals.”

Estimating Current “ Participation”

To begin our calculations, we estimate the “base participation rate” for both bills—from
which dl calculations are derived. Basicaly, the base participation rate is the current
participation rate applying either H.R. 4'sor S. XXX’ s rules based on participation under
TANF (before any policy or program changes, such as authorized adjustments and exclusions).
For our national estimates, we use data from 2001 because it is the latest year with sufficiently
detailed national data. (Individual states may have datafor 2002 or 2003, and our estimator
allows usersto substitute more recent data, if available.)

We start with the total number of families receiving assistance™™’ and then subtract child-

HSee Appendix A-7.

Current law applies participation requirements to those receiving “ assistance,” whether cash or noncash.
Some observers believe that limiting participation requirements to families receiving “cash” assistance was an
oversight that would likely be broadened to apply to families receiving any assistance, cash or otherwise, should a
compromise bill emerge.

18For H.R. 4, thiswould not include chi Id-only cases resulting from a work-related sanction because they would
be subject to the bill’ s full-family-sanction requirement.

1Because H.R. 4 and S. XXX drop the 90 percent participation requirement for two-parent families, most
states that transferred their two-parent families to separate state programs (to escape the participation requirement for
them) would probably transfer such cases back to TANF because they generally have a higher participation rate than
single-parent families. (In 2001, two-parent families in a separate state program had a participation rate of 41 percent
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only cases (unless they resulted from awork-rel ated sanction),8 leaving the number of families
with a“work-eligible individual” potentially subject to participation requirements. We then
estimate the number of TANF recipientsin 2001 participating in program activities that would
be countable under H.R. 4. This estimate is based on six assumptions.

First, we assume that all recipients who satisfied TANF s minimum hourly participation
requirementsin 2001 would meet both bills’ requirements, because the current TANF hourly
requirement is, on average, about the same as the hourly requirementsin H.R. 4 and S. XXX.
[Others, such as the Center for Law and Socia Policy (CLASP)," have made roughly similar
assumptions.] Current TANF requires amother with achild under age six to participate twenty
hours per week and a mother without a child under age six to participate thirty hours per week.
Because about half of TANF families with an adult have a child under age six and half do not,
the average requirement is about twenty-five hours per week.

* Under H.R. 4, arecipient would have to participate for a minimum of twenty-four
hours per week (regardless of the age of any children) in adirect work activity to be
considered in the participation rate calculation. As explained above, however, the
twenty-four-hour per week requirement may be just a twenty-two-hour requirement in
practice. Thus, the TANF requirement is arguably a higher standard and could result in
our approach underestimating the number of countable participants.

. Under S. XXX, asingle-parent recipient would have to participate for a minimum of
twenty-four hours per week (regardless of the age of any children) in adirect work
activity to count asafull participant. Although S. XXX would impose a higher, thirty-
nine-hour direct work activity requirement on two-parent families, it would also give
partial credit for single-parent families participating in direct work activities for twenty to
twenty-three hours per week. Because the number of recipientsin either of these two

compared to current TANF s participation rate of 34 percent.) [See U.S. Department of Health and Human Services,
Administration for Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for
Needy Families Program (TANF): Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health
and Human Services, February 2003), p. 111-126, available from:

http://www.acf.dhhs.gov/programs/of a/annual report5/index.htm, accessed February 25, 2003.]

We have not included these cases in our estimates, however, because the number of familiesinvolved isrelatively
small and we do not have detailed data on which activities they participated in.

B\We exclude from the number of child-only cases that will be subtracted from the total those that were
created as aresult of a participation-related sanction because parentsin such cases remain subject to participation
requirements.

19See Mark Greenberg, Elise Richer, Jennifer Mezey, Steve Savner, and Rachel Schumacher, At What Price?
A Cost Analysis of the Administration’s Temporary Assistance for Needy Families (TANF) Work Participation
Proposal (Washington, DC: Center for Law and Socia Policy, April 15, 2002), available from:
http://mww.clasp.org/DM S/Documents/1023208530.14/At_What_Price_anaylsis.pdf, accessed September 8, 2003.
There are, however, other differences between our estimator and the CLA SP approach.
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latter groups is small, we assume the two requirements offset each other, so we do not
model them.

Second, we also count those who participated in activities that would not qualify asa
direct work activity under either bill (including additional waiver activities), because states could
count them (aswell asthose in adirect work activity) under either bill’ s three-month-activity
rule (discussed below) or abroadly defined community service program.’® [Others, such as the
Congressional Budget Office (CBO),*** have made similar assumptions.] The CBO, however,
assumed that states would shift recipientsin an activity that is not considered a direct work
activity (such asjob search, education, and some training) into one that is.*2 This approach is
premised on the assumption that all program activities involve roughly the same cost, so there
isno added cost from shifting a participant from an activity not considered a direct work
activity to onethat is. States, however, may be reluctant to switch participants out of well-
established activitiesthat, in their judgment, are an important part of the welfare-to-work
eguation. Hence, rather than assume such a shift, we think that states would count these
participants under either bills' three-month option or relabel the activitiesinvolved. UnlessHHS
issues regulations prohibiting the practice, a state could probably count almost any activity
under a broad definition of community service and could do so indefinitely. Indeed, our
approach may understate the number of countable participants, because it is based on data
reported to HHS that do not include participation in activities that are not countable under
current TANF but might be counted under H.R. 4’ s three-month-activity rule.

Although S. XXX counts more activities as direct work activities than doesH.R. 4,
because we count all those who satisfy TANF s minimum hourly requirements (including
those in other than direct work activities who we count under the three-month rule) means that
the total number of actual recipientswho are considered countable participantsis the same
under both bills. (As discussed below, S. XXX’ s proportional participation credit would raise
the number counted toward participation requirements by 8 percent, resulting in a higher base
participation rate than under H.R. 4.)

Third, we assume that states will count as participating those recipients who care for a

20T his assumption would overstate the participation rate to the extent that some participants participated
longer than three months. Other related aspects of the calculation, however, understate the participation rate. For
example, many states currently require participation in activities that are not counted toward TANF, but could be
counted under the three-month-activity rule. These are excluded from our calculation, because we do not have the
data on such participation.

lgheila Dacey and DonnaWong, “ Estimate of the Potential Costs to States of Meeting the Work
Participation Requirements of H.R. 4, as passed by the House of Representatives, February 2003,” memorandum to
interested parties, May 8, 2003.

122A s explained in the main text, although the CBO expects states to “avert” both bills' participation

requirements, it also presents arange of cost estimates and assumptions about how states would implement the
requirements in the event that they chose to meet them.
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disabled child or other dependent under a broadly defined community service program.
Although H.R. 4 does not explicitly authorize this as a countabl e activity, as described above,
severa states already count such care as “community service” under current TANF and could
continue to do so under H.R. 4. S. XXX explicitly deems such care as satisfying participation
requirements.'® Thus, based on the CBO and Urban I nstitute estimates summarized above, we
conservatively estimate that about 5 percent of the national TANF casel oad with an adult would
be counted as satisfying the participation requirements through this type of community service.
(For H.R. 4, our estimator treats this as a separate community service entry to distinguish it
from other forms of community service and so a state can enter its own estimate. For S. XXX,
the estimator treatsit as a separate direct work activity.)

Fourth, we adjust the number of recipientsin individual program activities to obtain an
unduplicated count of the number of recipients satisfying participation requirements for each
activity, which is not available from published HHS data. Because TANF adults can participate
in more than one activity, the sum of those in each activity (in published HHS reports) exceeds
the total number of recipients counted toward participation requirements. To derive an estimate
of program participation for each individual work activity, we therefore proportionately reduced
the number of recipientsin all but one activity so that the total would sum to 100 percent. The
only exception we made was for those in unsubsidized employment because relatively few of
them seem to participate in other countable activities. (This adjustment also allows us to
estimate the number of recipients in the base participation rate counted under the three-month-
activity rule by summing those participating in al activities that are not considered direct work
activities))

Fifth, we ignore both bills' requirement that recipients engage in additional hours
beyond the base twenty-four hoursin “other activities.”** (Others, such as the CBO, have
made similar assumptions.)*® In an analysis of H.R. 4 that would also apply to S. XXX, aCBO
report states. “ Because most states would otherwise find these requirements difficult to meet,
we assume that states would allow abroad range of activities, including unsupervised and self-

23ynder H.R. 4, “providing care for adisabled child or dependent” is not a specified activity but would be
considered a“community service.”

2%\ treat both hills as establishing essentially the equivalent requirements for additional hours of
participation, even though there are differences between the billsin the number of hours required because the range of
activitiesthat states could allow is so broad that the requirements in each bill could easily be satisfied. Although H.R.
4 requires sixteen additional hours from all families, S. XXX’ srequirement varies by the age of the family’ s youngest
child and whether the family is a single-parent or two-parent home. Under S. XXX, asingle-parent with a child under
age six would have no added requirement, whereas a mother with no child under age six would have an additional ten-
hour requirement. Thus, S. XXX would establish alower hourly standard than would H.R. 4, but only for a putatively
narrower range of countable activities.

%A s explained in the main text, although the CBO expects states to “avert” both bills' participation

requirements, it also presents arange of cost estimates and assumptions about how states would implement the
requirements in the event that they chose to meet them.
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reported activities, to count toward the final 16 hours and the three-month period. For this
reason, we assumed that anyone who currently meets a 24-hour requirement or participatesin a
state-reported activity for at least 1 hour during the three-month period could meet a 40-hour
requirement at no additional cost.”%

Sixth, we assume that all recipients who satisfy S. XXX’ s direct work activity
requirement would also satisfy the hourly requirement for extra credit, because the extra hours
of participation can bein abroad range of activities. Thus, we multiply the number of recipients
satisfying the bill’ s participation requirements by 1.08 to reflect the maximum amount of extra
credit. (Our estimator allows usersto alter the size of the proportional credit.)

Lagt, for those in adirect work activity, we aso ignore the FLSA problem of some
states not being able to place recipients in work activities for sufficient hours (described above).
We assume that states will either adopt both food stamp program optionsto allow them to
count the value of food stampsin determining the required hours of participation, or assign
recipients to acommunity service activity that does not constitute employment and is therefore
not subject to the FL SA requirement.

Using this combination of modestly generous assumptions concerning the ability of
states to count participation in existing TANF activities as satisfying H.R. 4’ s new
requirements, we calculate that applying H.R. 4’ srules (but none of its authorized adjustments
or exclusions) would result in a base national participation rate for 2001 of about 33 percent.

S. XXX hasadlightly higher estimated base participation rate (36 percent) than that
under current TANF (34 percent) and H.R. 4 (33 percent) because, although the same factors
go into the calculation, S. XXX’ s proportional participation credit raises the composite national
caseload’ s participation rate under it by 8 percent.

TheH.R. 4 and S. XXX base participation rates are about the same as current TANF's
34 percent participation rate. They understate participation relative to TANF, however, because
they do not include various adjustments allowed under TANF, such as “disregarding” families
subject to a partial sanction for up to three months, single parents with a child under age one,
and, at state option, familiesin atribal assistance program.’?’ (As described below, we later

2%6gheila Dacey and DonnaWong, “ Estimate of the Potential Costs to States of Meeting the Work
Participation Reguirements of H.R. 4, as passed by the House of Representatives, February 2003,” memorandum to
interested parties, May 8, 2003.

21 S, Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. 111-106,
available from: http://www.acf.dhhs.gov/programs/ofa/annual reports/, accessed March 15, 2003. See dso Mark
Greenberg and Hedieh Rahmanou, TANF Participation in 2001 (Washington, DC: Center for Law and Social Policy,
March 18, 2003), available from:
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estimate the effect of these or ssimilar provisions as allowed under H.R. 4 and S. XXX.) On the
other hand, our calculation results in a base participation rate higher than TANF' s because they
include an added 5 percentage points of participation to reflect the estimated number of adult
recipients providing care for adisabled child or other disabled dependent.

Our estimates probably understate the base participation rate because they do not
include all recipients who could be counted or all current activities that would be countable
under either bill. For example, the estimates do not include two-parent families that were
transferred to separate state programs to avoid TANF' s higher two-parent participation
requirement, but who would probably be shifted back to TANF under H.R. 4 or S. XXX
(because they generally have a higher participation rate than single-parent families). They also
do not include families participating in countable activities who did not have enough hours to
be counted toward the participation requirements (about 17 percent of the adult casel oad), but
who represent a potential group for easy expansion: Many of these recipients might need only a
few more hours of activity per week to become countabl e participants. Finally, our estimates do
not include current activities that are not reported to HHS because they are either not countable
under TANF or because the state did not bother to report them because compliance with
participation requirements had already been established. (Otherwise, we might have counted
such activities as three-month activities.)

http://mww.clasp.org/DM S/Documents/1048004065.37/2001_TANF_Participation.pdf, accessed April 15, 2003.
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A-6. Participation Rate Credits

The current version of TANF has a caseload reduction credit that reduces astate’'s
required participation rate by the percentage the casel oad has fallen below the 1995 level. H.R.
4 would recalibrate the original credit (by progressively updating its base year), and it would
also add a supplementary “superachiever credit” for states that, between 1995 and 2001, had
exceptionally large caseload declines. S. XXX contains neither of these credits and, instead,
creates an “employment credit” that would reduce a state’ s required participation rate based on
the percentage of TANF familiesthat leave welfare for work.

Because H.R. 4’ s caseload reduction credit isrecalibrated, it would interact with newly
created separate state programs to reduce sharply required participation rates (by about 13
percentage points for the composite national caseload in 2008). And, because S. XXX’s
employment credit effectively doubles the impact of recipients leaving welfare for work, it
provides what most observers believe is a 20 percentage point reduction in required
participation ratesin 2008 (and alarger reduction in earlier years).’?® Hence, they both are major
reasons why the putative increase in participation requirementsis not nearly as great as some
think.

H.R. 4’ sCasaload Reduction Credit

What should happen to participation requirements when a state successfully moves a
substantial number of recipients off welfare? On the theory that it would be unfair to ignore this
achievement, TANF srequired participation rates are reduced by the * caseload reduction
credit.” (In addition, as caseloads fall, maintaining high participation levels presumably
becomes more difficult as those |eft on assistance have more barriersto work. On the other
hand, because far fewer families would be involved, the administrative burden and costs could
be lower.) The current caseload reduction credit reduces a state’ s required participation rate by
one percentage point for each percentage point that the state’ s welfare caseload falls below the
1995 level. (Caseload reductions due to eligibility changes, such as the adoption of full-family
sanctions or time limits, are not counted in measuring the caseload decline.)**® Hence, the

1287 s explained above, we add the percentage point impact of the caseload reduction credit under H.R. 4 and
the employment credit under S. XXX to the participation rates to make it easier to track their impact compared to both
bills' 70 percent required participation rate.

2950me dligibility changes, such as expansions in earnings disregards, actually increase casel oads. States are

required to identify each digibility change, estimate its effect on the casel oad (whether it decreases or increasesthe
caseload), and then adjust the caseload by the net effect of al the changes. Hereis an example of the calculation:
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caseload reduction credit gives states an incentive to adopt policies that could discourage
families from coming on assistance, encourage them to leave, or otherwise remove them from
therolls.

In most states, the large drop in welfare casel oads triggered casel oad reduction credits
that reduced effective participation rates to zero or near zero. In 2001, for example, twenty-eight
states faced afinal required participation rate of O percent, thirteen states had arequired rate of
between 0.1 percent and 10 percent, and nine states and the District of Columbiahad arate
exceeding 10 percent.’® (Indeed, only 3 percent of all TANF families with an adult were under
an actual requirement to participate in 2001.)*! All states met these reduced standards, largely
through the number of recipients combining work and welfare. And, because the base year
does not change, the current credit in effect gives states a permanent credit for earlier caseload
declines.

Recalibration. H.R. 4 attempts to remedy this situation. (S. XXX, unlike H.R. 4, does
not continue the casel oad reduction credit.)

H.R. 4 would maintain the basic structure of the caseload reduction credit but would
“recalibrate” it by progressively updating the base year for the credit so that states do not
continue to receive credit for declines that occurred many years before. For 2004, the base year
would be 1996; for 2005, it would be 1998; for 2006, it would be 2001; and for 2007 and
succeeding years, it would be four fiscal years earlier. Because caseloads in these new base
years were considerably lower than the current base year (1995), the proposed recalibration
would substantially reduce the value of the caseload reduction credit in future years.

Thisrecalibration should make the size of the credit more responsive to more recent
casel oad trends—but it opens the door to another possibility.

Under current law, states cannot claim a caseload reduction credit based on a casel oad

Suppose a state’ s casel oad declined by 20,000, from 50,000 in 1995 to 30,000 in 2001. If the state estimates that
5,000 cases were closed due to afull-family sanction and 2,000 cases were added due to an expanded earned income
disregard, then the net caseload reduction would be 17,000 cases. This 34 percent reduction would reduce the state’s
required participation rate by 34 percentage points. See U.S. Department of Health and Human Services,
Administration for Children and Families, Office of Family Assistance, “Guidance on Submitting Caseload
Reduction Credit Information, the TANF Caseload Reduction Report (Form ACF-202) and Instructions,” November
5, 1999, available from: http://www.acf.dhhs.gov/programs/ofa/pad9-2.htm, accessed February 8, 2002.

130y s, Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. 111-102,
available from: http://www.acf.dhhs.qov/programs/ofa/annual reports/, accessed March 15, 2003.

131Gene Falk and Shannon Harper, TANF Work Participation Requirements Proposed in Welfare
Reauthorization Legislation (Washington, DC: Congressional Research Service, May 7, 2003), p. 9.
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decline caused by an dligibility change adopted since 1995. This would change under H.R. 4
because of the recalibration process—which not only resets the base casel oad figure but al'so
resets the base period from which eligibility changes that reduce casel oads can be used to
trigger a caseload reduction credit. Thus, for example, a state could adopt a shorter time limit or
shift specific types of casesto a separate state program (such as New York’s policy of shifting
families that reach the five-year time limit to a separate state program)—and count the resultant
caseload reduction toward the credit.**

Continued Potency. Aswe saw, H.R. 4 would progressively raise the required
participation rate from 50 percent in 2004 to 70 percent in 2008. These statutory rates, however,
are still subject to the casel oad reduction credit that reduces them sharply (at least through 2005
if caseloads do not rise much). Furthermore, additional caseload declines, including artificial
ones created by the transfer of casesto separate state programs, could trigger an increase in the
credit.

Aswe described, beginning in 2004, H.R. 4 would begin a series of recalibrations of the
caseload reduction credit so that states no longer benefit from long-past caseload declines.
However, at |east through 2005, the credit still prevents H.R. 4’ s participation requirements
from beginning to bite. To illustrate, we perform two sets of calculations. One assumes that the
national caseload will remain relatively flat through the life of H.R. 4, and the other asks how
much casel oads would have to rise before states would have to raise participation levels.

For the purposes of our analysis, we use our estimated base H.R. 4 participation rate of
33 percent (derived by applying H.R. 4’ s proposed participation rules to data from 2001 but
without applying any of its authorized adjustments or exclusions) as the base for both sets of
calculations. These are very rough estimates: For example, we make the simplifying assumption
that the 33 percent remains steady through 2008, then the casel oad reduction credit prevents
participation requirements from beginning to bite until 2006. In addition, some states will face
greater requirements than the national average, while others will face lesser ones.

In our first series of calculations, we examine the impact of the caseload reduction credit
when caseloadsrise or fall within arelatively narrow band. We present three scenarios for the
national caseload: (1) the national caseload remainsflat, (2) it rises 5 percent ayear, and (3) it
declines 5 percent ayear. Between 2002 and 2007 (the endpoint for the calculation of the 2008
caseload reduction credit), that would be a cumulative rise of 28 percent or a cumulative decline
of 23 percent. Astable A-6.1 shows, under these scenarios, the caseload reduction credit
remains a potent force for mitigating the impact of federal participation requirements until 2006.

Beginning in 2006, however, the potency of the casel oad reduction credit would be
sharply reduced. If the casel oad remains flat, recalibrating the base year would result in a credit

1%25ee Appendix A-9.

113



of just 2 percentage points, reducing the final required participation rate from 60 percent to 58
percent. If the caseload rises 5 percent per year, the credit would fall to zero, leaving a shortfall
of 27 percentage points. Even if the casel oad declines 5 percent per year, the credit would only
be 16 percentage points, leaving a shortfall of 11 percentage points. (Our estimator allows users
to enter their own estimate of the caseload change that can be counted for the caseload
reduction credit.)

Table 6.1

Continued Potency of the Caseload Reduction Credit

Estimated Base Participation Rate vs. Adjusted H.R. 4 Participation Requirement
Under Alternative Caseload Assumptions

(Composite National Caseload)

Assumption 2004 2005 2006 2007 2008

Aflat caseload

(1) Statutory rate 50% 55% 60% 65% 70%

(2) (Caseload reduction credit) (50%) (35%) (2%) (0%) (0%)

(3) Adjusted required rate 0% 20% 58% 65% 70%

(4) Base participation rate 33% 33% 33% 33% 33%

(5) Participation surplus/(deficit) 33% 13% (25%) (32%) (37%)
(Line4-1line3)

A5 percent annual increase

(1) Statutory rate 50% 55% 60% 65% 70%

(2) (Caseload reduction credit) (50%) (29%) (0%) (0%) (0%)

(3) Final required rate 0% 26% 60% 65% 70%

(4) Base participation rate 33% 33% 33% 33% 33%

(5) Participation surplus/(deficit) 33% 7% (27%) (32%) (37%)
(Line4-1line3)

A5 percent annual decline

(1) Statutory rate 50% 55% 60% 65% 70%

(2) (Caseload reduction credit) (50%) (42%) (16%) (14%) (14%)

(3) Adjusted required rate 0% 13% 44% 51% 56%

(4) Base participation rate 33% 33% 33% 33% 33%

(5) Participation surplus/(deficit) 33% 20% (11%) (18%) (23%)
(Line4-1line3)

Notes:

(2) The “base participation rate” refersto arecal culation of the 2001 national participation rate pursuant to the proposed rulesin H.R. 4 and
without applying any adjustments or exclusions authorized by H.R. 4.

(2) Estimates of casel oad decline or growth are based from a starting point of 2002 and a caseload of 2,038,000. The base year caseloads
(excluding territories) for 2004 through 2006, respectively, are: 4,489,000 for 1996; 3,155,000 for 1998; and 2,088,000 for 2001. The
base year caseloads for 2007 and 2008 are estimated based on casel oad changes from 2002.

(3) The calculation of the caseload reduction credit does not include the impact of the full-family sanction on the casel oad.

In our second series calculations, we ask how much the nation’ s casel oad would have
to change for the caseload reduction credit not to erase H.R. 4’ sincreased participation
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requirements. By our calculation, the caseload would have to rise 83 percent between 2002 and
2003 to neutralize the casel oad reduction credit’ s eradication of the 2004 participation
requirements. The caseload would have to rise by 21 percent between 2002 and 2004 to do the
same for the 2005 participation requirements.*=

Beginning in 2006, though, states would have to increase participation, unless the
caseload fell by at least 25 percent between 2002 and 2005. Even larger declines would be
needed to escape the higher participation requirements in 2007 and 2008; 32 percent and 37
percent, respectively, for the preceding three-year period™ (seetable A-6.2).

Table 6.2
Caseload Changes Needed
to
Neutralize/Trigger the Caseload Reduction Credit

(Composite National Caseload)

Caseload Change 2004 2005 2006 2007 2008

Total percent change 83% 21% -25% -32% -37%
(2002-2003) | (2002—-2004) | (2002—2005) (2003-2006) (2004-2007)

Annual percent change | 83% 10% -9% -12% -14%
(2002-2003) | (2002-2004) | (2002—2005) (2003-2006) (2004-2007)

Notes:

(2) The estimates assume a“ base participation rate” of 33 percent—arecalculation of 2001 national participation rate pursuant to the
proposed rulesin H.R. 4 and without applying any of the adjustments or exclusions authorized by H.R. 4.

(2) Estimates of casel oad decline or growth are based from a starting point of 2002 and a caseload of 2,038,000. The base year caseloads
(excluding territories) for 2004 through 2006, respectively, are: 4,489,000 for 1996; 3,155,000 for 1998; and 2,088,000 for 2001. The
base year casel oads for 2007 and 2008 are estimated based on casel oad changes from 2002.

(3) The calculation of the caseload reduction credit does not include the impact of the full-family sanction on the casel oad.

New Interaction with Eligibility Changes. The casel oad reduction credit assumes that
the caseload decline is the result of families leaving welfare for work, marriage, or other changes
in circumstances. But what if the cause isachange in eligibility rulesthat simply makes some
familiesineligible for aid, makes it more difficult for them to stay on welfare, or transfers them

13T he nation’ s base participation rate of 33 percent falls short by 17 percentage points of the 2004 final
required participation rate of 50 percent. Thus, to satisfy the participation requirement, a caseload reduction credit of
at least 17 percent is needed, based on the decline between 1996 and 2003. Aslong as the casel oad does not rise to
more than 3,726,000 in 2003, from 2,038,000 in 2002, the caseload reduction credit will be at least 17 percentage
points. So, between 2002 and 2003, the casel oad can go up 83 percent.

13%0r 2004, 2005, and 2006, we measure the casel oad growth from 2002, based on each year’ s respective
base year. For 2007 and 2008, the base years are 2003 and 2004, respectively. The caseload reduction credit is
unaffected by caseload changes between 2002 and the recalibrated base years, so we examine the implications of
caseload changes from the new base years.
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to anonTANF assistance program (that is, for example, a separate state program)?

Under current TANF, states cannot count casel oad declines that are caused by eligibility
changes made since 1995, the base year for the credit. H.R. 4, however, recalibrates the credit
by progressively advancing the base year. This recalibration of the caseload credit would permit
counting the impact of eligibility changes made during or before the base year in the calculation
of the credit. Thus, future caseload declines caused by an eligibility change could trigger an
increase in the credit (aslong as the policy was in effect during the base year of the calculation).
For these reasons, the casel oad reduction credit gives states an incentive to adopt policies that
could discourage families from coming on assistance, encourage them to leave, or otherwise
remove them from therolls.

Significantly, a casel oad reduction credit would aso be generated by the creation or use
of separate state programs. This question has not come up under the current version of TANF
because states could not create a separate state program before or during the base year for the
credit, so cases transferred to such programs continued to be counted as part of the caseload.’®
Under H.R. 4, though, the recalibrated casel oad reduction credit could aso be triggered by the
transfer of cases to a separate state program for, say, families that have hit the time limit on
benefits, that would otherwise incur afull-family sanction,* or that have a disability or health
problem that precludes participation in awelfare reform activity. For example, for the 2007
participation rate, when the credit would be based on the caseload decline from 2003 to 2006,
shifts to a separate state program could be counted as long as the program existed on or before
2003. States could probably also manipulate the timing of when such policy changes have their
greatest impact on participation requirements. The greatest impact would be achieved by
making the eligibility change as close to 2003 as possible while reserving the ability to increase
the provision’ simpact until ayear in which the participation requirement begins to bite. (We
describe this double benefit and its timing below.)

An earlier version of this paper brought thisissue to the attention of H.R. 4’ s drafters.
We were told that they may attempt to prevent this result, but it is not clear that the credit, as
currently structured, could be modified in away that successfully prevents it from being

13 n fact, HHS has instructed the states to report caseload data for both their TANF program and any
separate state programs. As HHS explains in the preamble to the final TANF regulations: “If a State moves afamily
receiving TANF assistance to a separate state program where it receives benefits meeting the definition of assistance,
this change in the family’ s status would represent an eligibility change if we did not include separate State program
(SSP) casesin the caseload count. Therefore, unless we require and receive the SSP information, it would be
impossible to calculate the appropriate caseload reduction credit.” See U.S. Department of Health and Human
Services, “ Temporary Assistance for Needy Families: Final Rule,” Federal Register 64, no. 69, 45 CFR, parts
260-265, (April 12, 1999): 17786, available from: http://www.acf.dhhs.gov/programs/of a/tanfru2.htm, accessed
January 5, 2004. HHS appears to have adopted this approach to make it easier to estimate casel oad reductions due to
eligibility changes.

13%or adescription of why this could be done even in the face of H.R. 4's seeming prohibition, see
Appendix A-7.
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triggered by transfers to separate state programs. (Thisis one reason why many have been
attracted to a credit based on the employment of welfare leavers.)

Thetiming of an ligibility change and the speed at which it causes a caseload reduction
would be important factors in determining the size and impact of the credit. The general ruleis
that, to trigger the caseload reduction credit, the eligibility change must have been in place
during the relevant base year for the calculation of the credit. For example, because the 2007
caseload reduction is based on the decline from 2003 to 2006, the eligibility change must have
been in place in 2003 to have any decline it causes counted. (These and related issues are
discussed in the context of separate state programs, discussed below.)

As the foregoing suggests, the timing of policy changes and casel oad declines can
substantially affect the size of the caseload reduction credit. Thisinteractionisdiscussedina
later section.™*’

H.R. 4's Superachiever Credit

H.R. 4 would reward the seventeen states that, between 1995 and 2001, had
exceptionally high caseload declines (more than 60 percent).**® These states would qualify for a
“superachiever credit” that would, in effect, reduce the required final participation rate by the
amount their casel oad decline exceeded 60 percent. Although the credit could not be used to
lower the final required participation rate below 50 percent, it would be counted indefinitely. (S.
XXX, unlike H.R. 4, does not create a superachiever credit.)

To conform to TANF s framework, technically, the superachiever credit increases the
state’ s measured participation rate (by the lesser of the amount of the credit or the amount by
which the statutory participation rate exceeds 50 percent) instead of reducing the rate that must
be achieved. Thus, for example, Wisconsin's caseload decline of 76 percent between 1995 and
2001 would generate a maximum superachiever credit of 16 percentage points. As aresult,
between 2004 and 2007, the superachiever credit would be the difference between the statutory
participation rate and 50 percent, effectively increasing the state’' s participation rate O
percentage pointsin 2004, but 5 percentage pointsin 2005, 10 percentage pointsin 2006, and 15
percentage pointsin 2007. In 2008, it would reach its maximum of 16 percentage points.

137See Appendix A-9.

1T he following seventeen states would benefit from the superachiever credit, with the maximum
percentage point reduction shown in parentheses: Colorado (12 percent), Florida (15 percent), Georgia (4 percent),
Idaho (20 percent), lllinois (14 percent), Louisiana (9 percent), Maryland (5 percent), Michigan (4 percent),
Mississippi (10 percent), New Jersey (2 percent), North Carolina (6 percent), Ohio (3 percent), Oklahoma (9 percent),
South Carolina (5 percent), West Virginia (2 percent), Wisconsin (16 percent), and Wyoming (20 percent). See U.S.
Congress, House of Representatives, Committee on Ways and Means, “‘ Superachiever’ Credit: Helping States With
Large Past Caseload Declines Satisfy Rising Work Rates,” 108" Cong., 1% sess., January 31, 2003, available from:
http://waysandmeans.house.gov/medi a/pdf/21superachievercredit.pdf, accessed March 24, 2003.

117



The theory behind the superachiever credit is not clear. One justification sometimes
offered is that these seventeen states reduced casel oads so much that they are left with the
hardest-to-employ families. Another rationale is that these states are less likely to be able to
take advantage of the general caseload reduction credit because their casel oads have already
fallen to such alow level. The same would be true, however, for states that had reduced their
casel oads as much—just earlier (or later) than the designated time period. Moreover, the large
caseload declines in those states also mean that the absolute number of families that they have
to deal with isconsiderably smaller. Finaly, aside from political considerations, it isunclear
why these states should benefit from the provision indefinitely, regardless of subsequent
caseload changes, while other states have no chance of receiving asimilar credit.

In 2001, the seventeen qualifying states had 23 percent of all welfare familieswith an
adult.™ They would have qualified for superachiever credits ranging from 2 percentage points
to 20 percentage points. Because the states involved tend to have small populations, the
national impact of the credit would be small (probably an increase of less than 2 percentage
points), and we therefore do not include the superachiever credit in our national calculations.

However, some states would enjoy much larger benefits, as much as 20 percentage
points. For example, Idaho and Wyoming would receive the maximum 20 percentage-point
credit, followed by Wisconsin (16 percentage points), Florida (15 percentage points), and
[llinois (14 percentage points). (Hence, our estimator allows states with a superachiever credit to
enter its credit percentage.)

S. XXX’s Employment Credit

S. XXX would replace TANF s current casel oad reduction with an employment credit
that would give states credit for the number of recipients who leave welfare for work. The credit
would be based on aformulathat seeksto identify those familiesthat actually left welfare for
work and, at state option, those receiving adiversion grant or “substantial” child care or
transportation assistance. States could also receive “extracredit” for employed leavers with
relatively high wages.

The maximum value of the credit would start at 40 percentage pointsin 2004 and be
phased down to 20 percentage pointsin 2008. States could phase in the employment credit
(while phasing out the casel oad reduction credit), but S. XXX would cap the sum of the credits
at 40 percent in 2004, 35 percent in 2005, 30 percent in 2006, 25 percent in 2007, and 20 percent
in 2008. Like the caseload reduction credit, the employment credit would reduce a state’ sfina
required participation rate. Thus, in 2008, the required participation rate could be reduced from
70 percent to as low as 50 percent.

1A uthors’ calculations based on unpublished data for 2002 from the U.S. Department of Health and
Human Services, Administration for Children and Families.
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Both the Congressional Research Service (CRS) and the Congressional Budget Office
(CBO) estimate that, in 2008, most states would receive the maximum 20 percentage point
reduction in the participation rate due to the employment credit, and thus face afinal required
participation rate of 50 percent.1® (Our estimator allows users to enter alower value for the
employment credit, if that is the case.)

S. XXX’s employment credit would be calculated by taking twice the average quarterly
number of employed adult recipients who left welfare for at |east two months and dividing by
the average monthly number of TANF families with an adult in the previous year. Thisformula
effectively doubles their impact because they are counted twice and not included in the
denominator. The credit is so generous that virtually all states would receive the maximum
credit of 20 percentage pointsin 2008, even if they do nothing to encourage employment. Asa
practical matter, the credit is not really an employment credit, but an indirect way to reduce the
required participation rate by 20 percentage points.

Toillustrate the size of S. XXX’ s employment credit for our composite national
caseload, we use 2001 HHS data on the number of employed welfare leavers!* The data
indicate that the average monthly number of employed leaversin the third month after exit is
84,041, resulting in aquarterly average of 252,123 employed leavers. We take twice this number
(504,246) and divide by the average monthly number of TANF adults (1,367,536),* resulting in
an estimated employment credit of 37 percentage points.

Thisisjust thefirst step of the calculation. S. XXX would also give states extra credit
for leavers with earnings equal to at least 33 percent of the states' average wage, counting them
as“1.5families.” The Congressional Research Service estimates, based on an analysisin five
states, that about 50 percent of employed leavers would meet the criteriafor extra credit. This
would raise the count of leavers from 502,246 to 627,808, increasing the value of the
employment credit from 37 percentage points to 46 percentage points.

S. XXX would also allow states to count families that were not on welfare—if they
receive diversion payments or “substantial” child care or transportation assistance. (The
Secretary of Health and Human Services would be authorized to define the threshold for
determining “substantial” child care or transportation assistance, either in terms of adollar

19Gene Falk, e-mail message to Peter Germanis, September 12, 2003; and Sheila Dacey, e-mail message to
Peter Germanis, September 12, 2003.

141 S. Department of Health and Human Services, Office of the Assistant Secretary for Planning and
Evaluation, How Much Is the Administration Employment Credit Worth — Preliminary Estimates (Washington, DC:
U.S. Department of Health and Human Services, April 10, 2003).

12For our example, we assume that thisis the same as the number of counted families for participation rate
purposes.
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value or time duration.)

Thiswould undoubtedly increase the value of the employment credit because, unlike
many welfare leavers, most recipients of diversion, child care, and transportation assistance are
employed. Unless HHS regulates this provision closely, it would appear that states would be
able to count most families receiving CCDF assistance, as well as those with diversion
payments and transportation assistance.** Unlike the calculation for employed leavers,
however, states would have to add twice the quarterly number of families receiving these
various forms of assistance to both the number of employed leavers (the numerator) aswell as
to the average monthly number of TANF families with an adult in the previous year (the
denominator). Adding the number of families to the denominator mitigates the impact of the
option somewhat, but because the number of families receiving child care and the other forms
of assistance can be considerable, this option has alarge impact. For our example, if states
counted half the number of the families receiving CCDF assistance in 2001, or about 500,000
families, the employment credit for our composite national caseload would increase from 46
percentage points to 69 percentage points. (Even counting just 10 percent of families receiving
CCDF assistance would raise the employment credit to 53 percentage points.)

Thus, in 2008, the required participation rate could be reduced from 70 percent to as low
as 50 percent. Most states would not need to adopt the optional provisionsfor either extra
credit or to include families that receive diversion, child care, or transportation assistance. We
show the impact of these provisions to explain why we and other observers assume that, in
2008, all states would qualify for a 20 percentage point employment credit under S. XXX.

1435 XXX states: “In consultation with directors of state TANF programs, the Secretary isto define
substantial child care or transportation assistance, specifying athreshold for each type of aid—adollar value or atime
duration. The definition is to take account of large one-time transition payments.” See U.S. Congress, Senate,
Committee on Finance, Personal Responsibility and Individual Development for Everyone Act of 2003, 108"
Cong., 1% sess., October 3, 2003, S. Rep 108-162, available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?7dbname=108_cong_reports& docid=f:sr162.108.pdf, accessed
December 30, 2003.

1445 XXX’ s legislative language would appear to allow states to count TANF recipients with “ substantial

child care” even if they had not left welfare or were not working. Of course, HHS regulations may narrow the scope
of what is considered a“ substantial” amount of child care.
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A-7. Adjustments, Exclusions, and Exemptions

Participation requirements under both H.R. 4 and S. XXX are subject to various
optional adjustments and exclusions that, in effect, reduce the required amount of participation.
This section also describes these provisions, how states might maximize their impact, and their
likely effect on participation rates.* (States would retain the right to establish their own
exemption policies, but the provisions described below would be the only situations in which
families could be excluded from the participation rate calculation, unless a separate state
program were created, as discussed in alater section.) This section also discusses diversion
grants because, although they are not technically an exclusion from participation requirements,
they have the same practical effect.

Applying these authorized adjustments and exclusions, we estimate, would raise the
composite national caseload’ s participation rate from 33 percent to 45 percent under H.R. 4 and
from 36 percent to 67 percent under S. XXX (which includes a 20 percentage point
employment credit). Thus, these provisions also reduce the putative burdens both bills place on
the states.

%8Under current TANF, states have the option of counting adults receiving assistance under atribal family
assistance plan. They can choose to count just those recipients satisfying the participation requirements, but must
include them in both the numerator and the denominator of the calculation. (This provision can also be viewed as an
exclusion, because it allows states to exclude adults receiving assistance under atribal family assistance plan who do
not satisfy TANF' s participation requirements.) This flexibility to count participating tribal recipients on a case-by-
case basis serves as an incentive for statesto serve those receiving tribal assistance, but the number is small and this
option has a negligible effect on the participation rate for our composite national caseload. Thus, even though both
H.R. 4 and S. XXX continue this policy, we do not include it in our estimates below.

In addition, some states that have continued waiver policiesin effect under the AFDC program that allowed
them to expand the categories of families exempt from participation requirements. For example, Massachusetts
exempts parents with a child under age six (in contrast to under age one under TANF). In 2001, these waivers allowed
thirteen states to disregard an additional 85,075 families. Asthese waivers expire, however, the number of families
affected will decline. H.R. 4 would not authorize the waivers to be extended after they expire, and S. XXX would not
extend waivers that expand exemptions. (S. XXX would appear to limit the extension of waivers to those that broaden
the scope of alowable activities, and no longer permit waivers that expand exemptions.) Hence, we do not include
their possible impact in our estimates. See U.S. Department of Health and Human Services, Office of Planning,
Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual Report to
Congress (Washington, DC: Author, February 2003), p. 111-106, available from:
http://www.acf.dhhs.gov/programs/of a/annual report5/, accessed March 15, 2003.
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Full-Family Sanctions

TANF currently allows states to set their own sanction policies for noncompliance with
participation requirements. Some states reduce afamily’s grant (a partial sanction), and others
terminate it completely (afull-family sanction). Still others adopt an intermediate approach,
beginning with a partial sanction that escalates into a full-family sanction for repeated (or
continued) noncompliance. A full-family sanction can raise participation rates by removing
nonparticipating families from the welfare rolls or by inducing nonparticipating families to
comply with program requirements and be counted. H.R. 4 requires states to adopt afull-family
sanction, but S. XXX leavesit as a state option.

H.R. 4 also seeks to toughen the enforcement of participation requirements. It would
mandate that states completely remove from TANF assistance families that do not comply with
participation requirements for more than one month (called a “full-family sanction” as opposed
to a“partial sanction”).

H.R. 4 would effectively require all statesto adopt either an immediate full-family
sanction or a specified form of aprogressive full-family sanction. If an individual failed to
comply for two consecutive months, without good cause, the state would be required to
terminate al cash assistance until the individual resumed full compliance. (Initsfirst year, H.R.
4 exempts from this requirement states such as Californiaand New York that have a
constitutional or statutory requirement to provide assistance to needy parents and children.)
Hereisroughly how it would work: No later than the month after noncompliance, a state must
issue notice of itsintent to sanction; by the third month, a state must impose either afull or
partial sanction; and, by the fourth month, all assistance must be terminated, assuming that
noncompliance lasted for two consecutive months.

Thiswould be a considerable stiffening of sanction rules: Asof April 2000, only fifteen
states had immediate full-family sanctions, whereas twenty-one states had progressive
sanctions eventually leading to afull-family sanction (most of which might run afoul of H.R. 4)
and fourteen states (and the District of Columbia) had only partial sanctions.**® In 2001, about
3.9 percent of all TANF families were under a partial sanction for noncompliance with a
participation requirement.*’

Under current TANF law, a state may “disregard” afamily under a partial sanction from

146Center for Law and Social Policy and Center on Budget and Policy Priorities, Summary of Sate Sanction
Policies (Washington, DC: Center for Law and Social Policy/Center on Budget and Policy Priorities, June 2000),
available from: http://www.spdp.org/tanf/sanctions overview.pdf, accessed March 15, 2003.

147y S, Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. X-215,
available from: http://www.acf.dhhs.qov/programs/ofa/annual reports/, accessed March 15, 2003.
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the participation rate calculation for up to three months in any twelve-month period. Thisrule
provides a partial exclusion of such families from the participation rate requirement. This
exclusion is most helpful to states that allow a partial sanction to continue for three months or
longer. Because H.R. 4 requires a full-family sanction after one month of noncompliance, the
exclusion would have a smaller impact. Nevertheless, it would continue to allow states with
short-term partial sanctionsto exclude sanctioned families from the participation rate
calculation during the initial sanction period.

What about those states that do not have a full-family sanction and may not want to
adopt one? A state could avoid the full-family sanction mandate by converting sanctioned
familiesto a separate state program, much the way New York now converts families that reach
the five-year time limit from TANF to its state- and local-funded Safety Net Assistance (SNA)
program. Under SNA, families continue to receive essentially the same benefits, and the state
can count expenditures on these families toward its maintenance-of-effort requirement. A state
could adopt asimilar policy for those families that would be required to receive afull-family
sanction under H.R. 4 and continue to apply its existing sanction policy while they are in the
separate state program.®

A state would have another way to avoid this federally mandated full-family sanction: It
could make it much more difficult to impose a sanction by, for example, imposing a higher
burden on proof or arequirement of intent. Or, astate could establish very broad good-cause
exceptions, sanctioning only the most flagrant violations of participation requirements (or it
might smply not implement its formal sanction policies). Unlike transfers to a separate state
program, however, this option would make it somewhat more difficult for states to meet
participation requirements because it would keep nonparticipating families on the caseload and
therefore counted in participation calculations. Similarly, a state could loosen its enforcement or
compliance efforts, but this, too, seems unlikely because doing so would also increase the
number of nonparticipating recipients on its casel oad.

In yet another way to avoid imposing a full-family sanction, a state could, after a
sanction, provide aid only to children in the form of a child-only case. Because thereis no
“work-eligibleindividual” receiving assistance, this would avoid the sanctioning and
participation issue entirely. Thiswould not be that different from the child-only cases that some

18T he transfer to a separate state program would have to occur during the first month of asanction because,
once afamily has been sanctioned two consecutive months under TANF, the full-family sanction requirement would
apply to families receiving assistance under a separate state program. This should not be an obstacle, however. The
process of moving families to a separate state program can be nothing more than a change in accounting and need not
involve a change in program operations. For example, a state with a partial sanction could smply file afinancial
report with HHS indicating that the families that had been subject to apartial sanction for at least one month had been
transferred to a separate state program and thus became exempt from the participation and sanction requirements of
the TANF program.
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states have created for families that reach their five-year time limit.**® Last, a state could provide
non-cash assistance in lieu of cash assistance for those penalized. As mentioned above, this
might not be practical for astate’' s entire caseload, but it might be considered for families that
would otherwise be denied assistance.

We believe that most states without a full-family sanction will either adopt one or, to
avoid therule, will place some or al sanctioned familiesin a separate state program. Both
actions raise participation rates because they remove cases from the TANF caseload. For
simplicity of analysis, we assume that 75 percent of families with a partial sanction would be
removed from the rolls as the partial sanction becomes a full-family sanction.™ A full-family
sanction islikely to lead some noncomplying recipients to participate in program activities.
Hence, we al so assume that 25 percent would begin participating and end the sanction. Last, we
believe that some states will not want to adopt a full-family sanction and would respond to the
mandate by less rigorous enforcement and imposing fewer sanctions. We do not attempt to
guantify the percentage of families affected. (Our estimator allows usersto enter their own
estimate of the percentage of families with a partial sanction that would be terminated,
transferred to a separate state program or the child-only caseload, or begin complying.)

Based on these assumptions, we estimate that removing such cases from TANF rolls
would have the effect of increasing the participation rate from 33 percent to 36 percent. A full-
family sanction could also trigger a caseload reduction credit, reducing the gap between the
actual participation rate and the final required participation rate. We do not estimate a casel oad
reduction effect, however, because the effect islikely to be small due to the relatively small
number of cases with a partial sanction.’

S. XXX, unlike H.R. 4, would not require states to adopt a full-family sanction, but
would essentialy retain current TANF sanction policies. (The only modification would be to
require states to describe how they would deal with noncomplying families.)

199500 Appendix A-9.

104 R. 4 would actually allow statesto levy a partial sanction for the first month of noncompliance, which
would leave more families on the rolls. But because such families can be excluded from the participation rate
calculation for three monthsin a twelve-month period, they would not affect the number of counted families.
Because we do not have data on the number of families by the length of their sanction, we ssimply reduce the total
caseload by 75 percent of the number of partial sanctions.

BlMoreover, if astate were to implement the full-family sanction provision at the beginning of 2004, the
caseload decline would occur in the first few months of the year, which would lower the average monthly caseload
for the year by nearly the full amount of the decline. Thus, in 2008, when the eligibility change could be considered
for the caseload reduction credit, the measured decline in the average monthly casel oad between 2004 and 2007
would be much smaller than the actual number of sanctioned cases, al el se being constant. (A state could generate a
larger, one-time casel oad reduction credit for 2008 by adopting the full-family sanction policy in the last month of
2004, thereby delaying the casel oad decline until 2005. Thiswould show a casel oad decline equal to the number of
cases removed from therolls for the period between 2004 and 2007, all el se being constant.)
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Although S. XXX’ s heightened participation requirements may encourage some states
to adopt afull-family sanction (or make greater use of it, if they already have one), we make no
assumption about an increase in the number of full-family sanctions under it, and, hence, leave
the figure unchanged. (Our estimator, however, alows usersto enter their own estimate of the
additional percentage of familiesthat, under S. XXX, might be sanctioned off welfare or that
might begin complying.) Because we make no estimate of the impact of a full-family sanction,
the estimated participation rate under S. XXX remains 56 percent (which includes a 20
percentage point employment credit).

S. XXX’s Post-Sanction Exemption

Current TANF allows states to “disregard” from the participation rate calculation
families with an adult subject to awork-related sanction (as long as the sanction has not beenin
effect for more than three months in the preceding twelve-month period). This disregard applies
to families that have received a“pro rata” reduction in their welfare grant. Some states,
however, maintained the AFDC sanction policy in which the needs of the noncomplying adult
are removed from the grant. These cases become child-only cases and are not subject to
participation requirements and are excluded from the participation rate cal culation irrespective
of the length of the sanction.

Both H.R. 4 and S. XXX allow statesto continue to exclude these families, although the
practical significance of the exclusion under H.R. 4 is minimal because the bill would require
states to adopt a full-family sanction for noncompliance with participation requirements.

In 2001, about 40,000 families were reported to HHS as having been excluded due to
this provision,® even though more than 80,000 families were reported to have a partial sanction
for noncompliance with a*“work requirement.” This discrepancy may arise for three reasons.
First, the number of families excluded is limited to those that have been sanctioned less than
three monthsin the preceding twelve-month period. Second, some states may not have
reported al the families that could be excluded, because they could satisfy the participation
requirements without excluding them. Third, some states continued the AFDC sanction policy
and removed the needs of the noncomplying adult, thereby creating a child-only case that is not
subject to participation requirements.

For lack of abetter estimate, however, we use the 40,000 figure for our calculation even
though it may understate this provision’simpact. On that basis, the S. XXX’ s post-sanction
exclusion of families with a partial sanction would have the effect of increasing the participation
rate from 56 percent to 57 percent (both of which include a 20 percentage point employment

1821 S. Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families Program (TANF): Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. X-215,
available from: http://www.acf.dhhs.qov/programs/of a/annual report5/index.htm, accessed February 25, 2003.
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credit).
First Month of Assistance

Although there is some question about H.R. 4, both bills would allow states, on a
case-by-case basis, to exclude from participation requirements families that are in their first
month of assistance. This provision recognizes that there may be adelay between thetime a
family begins to receive assistance and the time it can be placed in awork activity. (This could
be aparticular issue in states that pay benefits retroactively to the date of application.)

In 2001, about 9 percent of TANF families with an adult were in their first month of
assistance and, under this provision, could be excluded from participation requirements.™ So it
might seem that thisis avery important provision. Certainly, it would reduce the number
required to participate with the stroke of the pen while imposing no administrative burden
greater than, perhaps, reprogramming the agency’ s computers. But the value of this exclusion
would depend on the participation rate of the familiesin that first month, because states would
be expected to exclude only those that do not satisfy the participation requirements.

Thus, the central question in deciding whether a state should exclude a first-month case
iswhether it is participating in a countable activity for sufficient hours. Given the emphasis on
work first and job search activities under TANF, most observers assume that participation rates
arerelatively high in the first month of assistance, but the avail able evidence suggests
otherwise. Separate analyses by both the Congressional Research Service and the
Congressional Budget Office, using participation data collected by the U.S. Department of
Health and Human Services, find that if states applied the first-month exclusion, participation
rates would rise.” This suggests that the participation rate for these familiesis lower than that
for the rest of the caseload. Unfortunately, these studies do not indicate the magnitude of the
effect.

To avoid overstating the potential impact of this provision, and in the absence of firm
data on the participation rate of families on their first month of assistance, we assume that these

B3N hereas S. XXX is clear that the provision could be applied on a case-by-case basis, H.R. 4 is ambiguous.
Most experts we consulted believe that H.R. 4’ s ambiguity would allow HHS to regulate the provision either way and
that HHS would give states maximum flexibility. Thus, we treat the provisions as if they were equivalent.

A uthors' calculation based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. X-188, available from: http://www.acf.dhhs.qov/programs/of a/annualreport5/, accessed
March 15, 2003.

%Gene Falk, Congressional Research Service, personal communication to Peter Germanis, May 8, 2003;
and Sheila Dacey, Congressional Budget Office, personal communication to Peter Germanis, June 4, 2003.
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families are participating in a countable activity at about half the rate of the caseload as awhole.
Applying this assumption, the first-month-of-assistance exclusion would, on its own, increase
the national participation rate by 3 percentage points under both H.R. 4 (from 33 percent to 36
percent) and S. XXX (from 36 percent to 39 percent). Combined with the adjustments and
exclusions described above, this would also raise the national participation rate an additional 3
percentage points under H.R. 4 (from 36 percent to 39 percent) and S. XXX (from 57 percent to
61 percent, both of which include a 20 percentage point employment credit). (But because the
number of TANF familiesin their first month of assistance and their participation rates
undoubtedly vary from state to state, our estimator allows usersto enter their own first-month
caseload and participation rate for this group.)

Child under Age One

TANF currently permits states, on a case-by-case basis, to exclude from the calculation
of participation requirements families with a child under age one. This provision, presumably, is
meant to accommodate state differences concerning the imposition of participation
requirements on mothers with very young children.

This TANF provision alows states to count, selectively, familiesthat are participating in
countable activities, while excluding those that are not. States might want to include cases or
categories of casesthat have relatively high participation rates (such as teenage parents still in
school), and they might want to exclude cases or categories of casesthat have relatively low
participation (such as mothers of newborns). For example, about a dozen states exempt
mothers with a child under age twelve weeks to give them time to recover from childbirth and
bond with their child.**®

Under HHS regulations, this provision islimited to a*“cumulative, lifetime limit of 12
months for any single custodial parent, but not necessarily a one-time disregard. Thus, if a
parent were disregarded from the rate for four months while caring for one child under age one,
he or she could be disregarded for as much as 8 months with a subsequent baby.” **

H.R. 4 would continue the TANF rule but would eliminate the lifetime limit, increasing
the potential total time afamily with ayoung child could be excluded from participation rate
counts. (H.R. 4 also extends the exclusion to two-parent families.) In 2001, about 18 percent of

6T hese exemptions apply to state participation requirements and do not automatically result in an exclusion
from the federal participation rate calculation. Center for Law and Social Policy and Center on Budget and Policy
Priorities, Work Requirements. Exemptions: As of October 1999 (Washington, DC: Center for Law and Social
Policy/Center on Budget and Policy Priorities, July 2000), available from: http://www.spdp.org/tanf/exemptions.pdf,
May 1, 2003.

187y S. Department of Health and Human Services, “ Temporary Assistance for Needy Families: Final Rule,”
Federal Register 64, no. 69, 45 CFR, parts 260-265, (April 12, 1999): 17773, available from:
http://www.acf.dhhs.gov/programs/of altanfru2.htm, accessed January 5, 2004.
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TANF families with an adult had a child under age one and thus could potentially be excluded
from the calculation of participation rates.™* In determining this provision’simpact on the
participation rate, the key question, of course, is the participation rate of these families.
Unfortunately, we could find no direct data on the subject.

Instead, to gauge the possible reach of this provision, we examined the degree to which
states exempted mothers with young children from TANF' s current participation requirements.
States that now exempt these mothers, it seems reasonable to assume, would continue to do so
under H.R. 4. In 2002, twenty-seven states exempted mothers with a child under age one from
participation requirements, whereas twenty-three states and the District of Columbia had either
no exemption or set their exemption at less than age one (generally around three months).™

In states with exemptions set at age one or older, the participation rate is probably close
to zero except perhaps for school attendance and participation in activities that would satisfy
the three-month rule. (Even states that exempt mothers with children under age one from work-
related participation requirements may under the broad flexibility of the three-month-activity
provision choose to require participation in parenting and other appropriate activities for this
group.) What about mothers in the remaining states? We have not found data on their
participation rate and, hence, assume that it is about the same as that of the rest of the caseload.

Considering these factors, and in the absence of direct data, we assume that about half
of the mothers with a child under age one are in states that exempt them, so their participation
rateisrelatively low, and that the other half are in states where their adjusted participation rate
isthe same as other mothers (about 40 percent). On this basis, for the purposes of our national
calculation, we assume that 20 percent of mothersin this group would participate and,
conseguently, we exclude the remaining 80 percent from the participation requirements.

Under H.R. 4, the child-under-age-one exclusion would, on its own, increase the
national participation rate by 5 percentage points, from 33 percent to 38 percent. Combined
with the adjustments and exclusions described above, thiswould raise the national participation
rate an additional 6 percentage points, from 39 percent to 45 percent. (Because the number of
TANF families with a child under age one that do not participate in a countable activity varies

188authors' calculation based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. X-190, available from: http://www.acf.dhhs.qov/programs/of a/annualreport5/, accessed
March 15, 2003.

S9authors' calculation based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. X11-325 and p. X11-326, available from:
http://www.acf.dhhs.gov/programs/of a/annual reports/, accessed March 15, 2003.
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from state to state, our estimator allows users to enter their own estimate for this group.)

S. XXX also would retain current TANF law, but it would not lift the twelve-month per
family lifetime limit on the use of the exclusion, as H.R. 4 would. (Our estimator, however,
makes no distinction between the bills, because the impact of the lifetime limit islikely to be
very small.)

Under S. XXX, the child-under-age-one exclusion would, on its own, increase the
national participation rate by 5 percentage points, from 36 percent to 41 percent. Combined
with the adjustments and exclusions described above, this would raise the national participation
rate an additional 6 percentage points, from 61 percent to 67 percent (both of which include a
20 percentage point employment credit). (Our estimator allows users to enter their own
estimate.)

Diversion Grants

In response to either bill, we expect states to make greater effortsto divert families from
welfare, particularly if they are not likely to satisfy the participation requirements. One way
some will do so will be trough “diversion grants.” Although they are not technically an
exclusion from participation requirements, they have the same practical effect.

Most states have an application process that seeks to encourage applicantsto look for
work or other sources of support (often called “work first”). In many states, diversion grants are
part of this process. Although keeping people off welfare is the main purpose of diversion
grants, they also reduce the number of recipients required to participate in work or work-related
activities, because they keep applicants off welfare or postpone and therefore shorten the time
they spend on welfare.

Diversion grants are supposed to help with some immediate need—usually to keep or
get ajob. TANF regulations define diversion grants as “ nonrecurrent, short-term benefits,
which (1) are designed to deal with a specific crisis situation or episode of need; (2) are not
intended to meet recurrent or ongoing needs; and (3) will not extend beyond four months.”*®

160y s, Department of Health and Human Services, “ Temporary Assistance for Needy Families: Final Rule,”
Federal Register 64, no. 69, 45 CFR, parts 260-265, (April 12, 1999): 17880, available from:
http://www.acf.dhhs.gov/programs/of altanfru2.htm, accessed January 5, 2004. The final TANF rule defines diversion
expenditures as: “ Any expenditures on nonrecurrent, short-term benefits to familiesin the form of cash payments,
vouchers, or similar form of payment to deal with a specific crisis situation or episode of need and excluded from the
definition of assistance on that basis. Do not include expenditures on support services such as child care or
transportation (including car repairs) or work activities and expenses (such as applicant job search) provided under a
diversion program; these items should have been reported in prior reporting categories.” See U.S. Department of
Health and Human Services, “ Temporary Assistance for Needy Families: Final Rule,” Federal Register 64, no. 69,
45 CFR, parts 260-265, (April 12, 1999): 17918, available from:
http://www.acf.dhhs.gov/programs/of altanfru2.htm, accessed January 5, 2004.
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Diversion grants, for example, are used to help applicants and recipients pay for the repairs of a
car needed to get to work. Payments range from a few hundred dollars to up to $3,000. In 2002,
twenty-nine states and the District of Columbia had some form of cash diversion program.6t
States do not now make many of these grants, but they could.

In 2002, states spent about $238 million on diversion payments (about 0.9 percent of
total spending).’® Because the amount and duration of diversion payments varies from state to
state, it is not possible to estimate the number of families that receive diversion grants, but the
spending estimate suggests that the number is small.

By serving as a substitute for welfare, diversion grants can reduce the number of
families on the officia caseload. And, because diversion grants are not considered “ assistance,”
families receiving them are generally not considered part of a state’ swelfare caseload and
hence are not subject to federal participation requirements or time limits. The impact on
participation rates depends on whether these families would have been more or lesslikely to
participate than existing welfare families. That could encourage targeting. Diversion grants
could be used to keep off welfare (at least temporarily) those families applying for assistance
that are unlikely to satisfy participation requirements, such as those with disabilities or
temporary health problems, and exclude them from the participation rate calculation. This
would effectively alow a state to count participants and exclude nonparticipants (as with the
exclusion for mothers with ayoung child discussed below).

Moreover, a state could continue to exclude nonparticipating families for up to the
maximum diversionary period of four months, rather than just the one-month period allowed
under H.R. 4’ sfirst-month exclusion. (If the family subsequently went on welfare, it could be
excluded for another month under the first-month exclusion, resulting in an effective five-
month exclusion from the participation rate calculation.)

Diversion grants are usually made as alump sum. But lump-sum grants can increase
welfare costs—because they provide assistance to some families that would have found some
other way of coping and, thus, would not have gone on welfare (because of stigma or for some
other reason). In addition, agrant that covers four months worth of assistance may provide
assistance for alonger period than the amount of time the applicant would have spent on

161 S. Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), pp. XI1-
341-343, available from: http://www.acf.dhhs.gov/programs/of a/annual report5/, accessed March 15, 2003,

162).S. Department of Health and Human Services, Administration for Children and Families, Fiscal Year
2002 TANF Financial Data, various tables, available from:
http://www.acf.dhhs.gov/programs/ofs/data/tanf 2002.html, accessed July 7, 2003. Thisis a minimum because the
category may exclude some types of expenditures, such as one-time car repairs, that are considered diversion
payments in some states.
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welfare. Thus, by providing diversion paymentsin lieu of regular assistance, states could
inadvertently increase costs by increasing payments to those who would have avoided (or |eft)
welfare anyway and by offering payments without any work-related requirements.

Even this problem can be avoided, however, because current federal regulations do not
require that diversion grants be made in alump sum, merely that they be “nonrecurrent.”
Minnesota' s new diversion program illustrates how this might be done. It would require
countiesto divert most welfare applicants from its basic welfare program, the Minnesota
Family Independence Program (MFIP), for up to four months while they engage in work-
focused activities. The purpose would be to help families “from ever having to apply for MFIP’
by providing support and services during the diversionary period.**® (Unlike most diversion
grants, Minnesota s grant would be paid monthly and would not exceed the MFIP cash
standard, which, in 2001, was about $828 per month for afamily of three.) Although this seems
consistent with federa rules, it isdifficult to see how this differs from regular welfare—save for
the label .2

The increased use of diversion grants would have two effects. First, the smaller welfare
casel oad would mean that the state would need to place fewer familiesin activities. Second, the
likely caseload decline could trigger a casel oad reduction credit. For example, a state could
adopt an expansive cash diversion program in 2003 but initially make very little use of it. Then,
in 2007 or later years, it could expand the program, thereby lowering casel oads by preventing
families from coming on the rolls. (Even if a state had no intention of using such a policy, it
would make sense to adopt as many policieslike this as possible in the event that the state
needed rapid casel oad reductions to generate a caseload reduction credit.)

For our national calculation, we do not include a caseload decline attributable to
diversion because there are many variations and thereis no way of telling what states will do.

13Contained in “ Topical Bill Summary: Article 1 of H.F. 905, Welfare Reform Provisions,” material
provided by Chuck Johnson, Minnesota Department of Human Services, e-mail dated March 25, 2003. See also
Reggie Wagner, Summary of 2003 Legislation on the Minnesota Family Investment Program (MFIP) (St. Paul,
MN: Legal Services Advocacy Project, June 17, 2003), available from:
http://www.mncn.orag/ao/L SAPM Fl PFactSheets603.pdf, accessed October 9, 2003.

14Minnesota s diversion program, however, is not amodel many states are likely to adopt under either bill
because the program islikely to reduce the state’' s participation rate. The program is targeted to new applicants who
must participate in “work first” activitiesto remain eligible for the diversion payment. Because these families are
likely to have very high participation rates, excluding them from TANF (for at least four months) would probably
lower the state’ s participation rate. In addition, the diversion program would exclude those applicants who are
unlikely to participate, that is, those over age sixty or applying for SSl. Instead, these applicants would be enrolled in
TANF and, because they have relatively low participation rates, they would tend to lower the state’ s participation rate.
The more effective strategy for raising participation rates would be to do the opposite: divert those unlikely to
participate and enroll those who are likely to be involved in countable activities. Neverthel ess, one advantage of the
Minnesota approach is that, when combined with the first-month exclusion and the three-month-activity rule
(discussed below), it gives states programmatic freedom for up to eight months. Another isthat it may generate
caseload declines that could trigger a caseload reduction credit.
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(Our estimator does not include a separate line to enter the potential impact of diversion on
caseloads. At user option, the predicted caseload decline can be reflected by going to the start
of the estimator and revising theinitial estimate of the caseload in future years to reflect the
estimated decline due to diversion. The estimator then automatically recal cul ates the casel oad
reduction credit.)
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A-8. Job Search and Three-Month Activities

As much as anything, job search, job readiness,*® and work first activities have
characterized welfare reform since 1994. Both H.R. 4 and S. XXX would increase the
countability of job search activities: S. XXX would make job search adirect work activity
(potentially resulting in about 2 percentage points of additional participation) and both would
make it athree-month-activity (for an additional 3 percentage points under H.R. 4 and an
additional 8 percentage points under S. XXX).

These provisions are, in effect, an invitation to states that have not already done so to
establish an application process that contains systematic job search and work first activities that
help and encourage applicantsto find alternatives to welfare by requiring them to look for ajob.
Moreover, if configured as “independent” job search, doing so would cost very little.

Job Search under TANF

Job search and job readiness programs are typically organized around a“work first”
program. They seek to encourage applicants (and recipients) to look for work and to give them
skillsto do so successfully. Specific activities can include classroom instruction on job seeking
skills, help in completing job applications and preparing resumes, access to phone banks, and
job clubs or other forms of peer support.

These activities can help applicants and recipients find (and keep) jobs through the
encouragement and concrete services they provide. Many states help applicants and recipients
prepare aresume, develop interview skills, learn about the expectations and attitudes necessary
to hold down ajob, take classroom instruction in job search techniques, and even life skills
training, motivational exercises, and family budgeting. For example, Washington state’ s work
first program begins with a one-week job search workshop and is followed by twelve weeks of

15Although TANF uses the phrase “job search and job readiness assistance” to encompass one category of
activity, practice has been to treat them as divisible activities that separately can satisfy participation requirements.
See, for example, U.S. Department of Health and Human Services, “ Temporary Assistance for Needy Families
Program (TANF); Final Rule,” Federal Register 64, no. 69, 45 CFR, parts 260-265, (April 12, 1999): 17782,
available from: http://www.acf.dhhs.gov/programs/ofaltanfru2.htm, accessed December 31, 2003, stating: “In
determining whether an individual is‘engaged in work’ for the participation rates, the statute provides for 12 different
work activities. One of those activitiesis ‘job search and job readiness assistance’; the statute does not recognize
them as separate components. As we indicated in the discussion at Sec. 261.30, we do not have the discretion to add
to those activities or to separate job search from job readiness. If a State has two different activities as part of its
TANF program, it would have to count an individual’ s participation in either one toward the limits described in this
section.”
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intensive job search for thirty-two to forty hours per week.'® This can include independent job
search aswell as group job search activities in which recipients are provided counseling, help in
preparing resumes, and other services.

Job search and other work first activities also can discourage mothers from seeking or
staying on welfare, because they add to the burden of applying for or being on
assistance—what welfare professionals often call “smoke out” and “hassle.” (Those unable to
find employment may later be assigned to other activities—often in conjunction with ongoing
job search—such as education, training, or work experience programs.) For example, one study
of the TANF application process conducted for the U.S. Department of Health and Human
Services provided suggestive evidence that job search requirements can have important
caseload effects:

The sites that have implemented applicant job search requirements have introduced an
activity that has increased the burden in time and cost for applicants. In fact, in the site
with the most stringent job search requirement (Cook County), 62 percent of the study
sample either decided not to apply for TANF or did not complete the application
process—a proportion nearly twice that of most other sites.®

And, if there were afull-family sanction for not participating, noncomplying families could be
removed from the rolls, raising the state’ s participation rate (while simultaneously producing
benefit savings from the sanction).'®

Under current TANF, an individual’ s participation in job search and job readiness
assistance can generally be counted toward participation requirements for only six weeks per
year, and only four of these weeks may be consecutive. Another six weeks of job search can be
provided if the state’ s unemployment rate is 50 percent higher than the national average or the
state has experienced an increase in its food stamp caseload of at least 10 percent in the most
recent three-month period.’®

18N orthwest Justice Project, TANF and Work First for Students (Seattle, WA : Northwest Justice Project,
2003), available from: http://www.nwjustice.org/docs/7138.html, accessed April 8, 2003.

167Christopher Botsko, Susan Schreiber Williams, Alan Werner, Kendra Lodewick, Diane Porcari, and Jesse
Valente, Sudy of the TANF Application Process. Final Report: Volume 1 (Washington, DC: U.S. Department of
Health and Human Services, April 2003), available from:
http://www.acf.dhhs.gov/programs/of @/ifr/| FR-ExecSum.htm, accessed July 23, 2003.

168 n addition, removing noncompliant families from the rolls would ordinarily increase a state's
participation rate, but not as much asif they were to meet the participation requirements and stay on therolls.

1¥9Current TANF's actual rules governing the duration of job search and job readiness assistance are
somewhat more complicated than this summary suggests. According to HHS regulations, the longer twelve-week job
search limit would be triggered if the state’ s total unemployment rate is at least 50 percent greater than the U.S.
unemployment rate and if the state meets the definition of a* needy state.” A needy state is defined as one in which:
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Job Search asaDirect Work Activity under S. XXX

S. XXX would essentially continue TANF' s provisions concerning job search (H.R. 4
would not), but it would drop the limitation that no more than four of the weeks of job search
can be consecutive. It would also modify current TANF rules governing the six-week
extension, permitting an extended period during which job search can be counted if a state’s
unemployment rate is 50 percent or more above the national average or, if asaresult of
economic conditions, its TANF caseload increased by 5 percent and its food stamp casel oad
increased by 15 percent over a comparable period in the preceding two years.™

We believe that states will maximize the use of the mandatory job search for six weeks
at application or soon thereafter.)* How many recipients could be counted under a six-week
job search requirement pursuant to S. XX X? One approach to deriving this estimate would be
to count all those in the first six weeks of assistance, assuming that none were participating in
any countable activities. As described above, according to HHS, about 9 percent of TANF
adults arein the first month of assistance, suggesting that as many as 13 percent could be in the
first six weeks of assistance and potentially eligible for job search. This may, however,
substantially overstate the percentage of TANF adults that could actually be assigned and
counted to a six-week job search activity, because some may be returning to welfare after a
brief exit and could not be counted in job search if they had participated in the activity within
the past year. In addition, some recipients leave welfare during the first month of assistance or

“(1)(i) The average rate of total unemployment (seasonally adjusted) for the most recent 3-month period for which
data are published for al States equals or exceeds 6.5 percent; and (ii) the average rate of total unemployment
(seasonally adjusted) for the most recent 3-month period equals or exceeds 110 percent of the average rate for either
(or both) of the corresponding 3-month period in the two preceding calendar years; or (2) The Secretary of
Agriculture has determined that the average number of individuals participating in the Food Stamp program in the
State has grown at least 10 percent in the most recent 3-month period for which dataare available.” [See U.S.
Department of Health and Human Services, Administration for Children and Families, “ Temporary Assistance for
Needy Families Program (TANF); Final Rule,” Federal Register 64, no. 69, 45 CFR, parts 260-265, (April 12,
1999): 17879, available from: http://www.acf.dhhs.gov/programs/ofa/tanfru4.htm, accessed April 15, 2003.]

1105, X XX’ s proposed rules governing the duration of job search and job readiness assistance are also
somewhat more complicated than suggested in the text. According to S. XXX, the six-week job search extension
would be triggered if the state’ s total unemployment rateis at least 50 percent greater than the U.S. unemployment
rate or if the state meets the definition of a“needy state.” S. XXX defines a“needy state” as onein which the TANF
caseload increased by at least 5 percent over a comparable three-month period in the preceding two years, as aresult
of economic conditions rather than state policy changes, and any of the following three criteria are met: (1) the
unemployment rate increased by the lesser of 1.5 percentage points or by 50 percent over a comparable three-month
period in the preceding two years, (2) the insured unemployment rate increased by 1 percentage point over a
comparable thirteen-week period in the preceding two years, or (3) the food stamp caseload increased by at least 15
percent over a comparable three-month period in the preceding two years.

or participation rate purposes, the six-week job search period begins as soon as afamily begins receiving
assistance, or in the fifth week of assistance, if the state uses the first-month exclusion. Although a state may aso
require job search during the application process or in the first month of assistance even if it uses the first-month
exclusion, such job search is not counted toward participation requirements.
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shortly thereafter, so for states that use the first-month exclusion, the number receiving
assistance in a subsequent six-week period would be somewhat lower than suggested by this
simple extrapolation. Finally, some recipients are likely to be counted as participating in other
activities, especially unsubsidized employment, and would not be removed from those
activitiesto be placed in job search.

Our estimate takes these factors into consideration and excludes most of those returning
to welfare (who may have participated in job search within the past year), those who left
welfare within amonth of coming on, and those participating in other countable activities.

First, to estimate the number of recipientsin thefirst six weeks of assistance, we use
CBO tabulations of HHS data that suggest that in 2001 about 10 percent of the caseload had
been on assistance for two to four months. Assuming that a state uses the first-month
exclusion, then the six-week job search period would begin in the second month and cover
about half of the three-month period for which we have data. This suggests that about 5 percent
of TANF adults could potentially be in a six-week job search activity.1”? (As explained above,
however, the CBO data may lead to an underestimate of the number of recipientsin the first six
weeks of assistance, because the variable used is based on total time on welfare, not the time
since the most recent opening. Thus, many recipients with prior welfare spells who have
returned to welfare and would be appropriate candidates for job search would not be counted
using thisvariable.)

Second, to avoid double-counting those already counted toward the participation rate
during those six weeks, we subtract all those participating in an activity other than job search.
Unfortunately, we do not have participation data based on the time recipients have been on
welfare, so we ssmply assume that the participation rate of recipientsin this six-week period is
the same as that of the rest of the caseload. In fact, they are probably less likely to participate,
because they may not have been assigned to a program activity or started working since
coming on welfare. This meansthat arelatively larger percentage of this group would be
available for job search than reflected in our estimate. Again, in the absence of firm data, we
rely on what we believe is the more conservative estimate. Thus, we conservatively estimate
that this leaves about 3.5 percent of the TANF casel oad with an adult for potential participation
in job search in the first six weeks of assistance.

Third, to gauge the degree to which the number of recipientsin job search can be
increased, we subtract all those already counted in job search. This assumesthat all existing job
search is conducted in the first six weeks of assistance. Thistoo islikely to overstate the
number that should be excluded, because some of those in job search may be in a second or
third twenty-four-month period. This reduces our estimate of the additional impact of the six-

12Thefact that the current national level of job search roughly equal's the maximum possible for job search
in the first six weeks of assistance suggests that states are reporting only as much job search asthey think is countable
or that six weeks of job search is about the standard practice.
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week job search requirement to just 2 percentage points.

Based on these assumptions, we estimate that implementing mandatory job search at
application for six weeks would, on its own, increase the national participation rate by 1
percentage point, from 36 percent to 37 percent. (The independent effect of this provision
would be 4 percentage pointsif those already participating in job search and included in the
base participation rate were counted in the six-week total.)

Combined with the adjustments and exclusions described above, this would raise the
national participation rate an additional 2 percentage points, from 66 percent to 68 percent (both
of which include a 20 percentage point employment credit). [Although our estimateis
admittedly conservative, our estimator permits a state to ater our assumptions about the
potential duration of job search, the percentage of the caseload in the six-week (or state-
specified) period, and the percentage that could reasonably be placed in ajob search activity.]

Job Search asa Three-Month Activity under Either Bill

Both H.R. 4 and S. XXX would make job search countable under their broad three-
month-activity provisions. States could count participation in job search for three monthsin a
twenty-four-month period. Thisis about the same amount of time as would be allowed under
current TANF, assuming six weeks of job search each year, but double the allowable amount in
one year. (Because many TANF recipients are not on welfare more than one year, however,
these short-term recipients would not receive more than six weeks of job search under current
TANF rules, but could receive the full three months under either bill’ s three-month-activity
rule. Thus, they would have the potential for increasing participation rates due to job search
participation compared to current TANF. )

Requiring job search as athree-month activity could have alarger effect under S. XXX
than under H.R. 4, because thereislessroomin H.R. 4’ sthree-month provision for job search
because it could also count other activities, such as vocational educational training, that are
considered direct work activities under S. XXX and do not have to be included in its three-
month provision.

Under H.R. 4, job search at application could only be counted as a three-month
activity. Based on the CBO estimates described above, we estimate that about 10 percent of
adult recipients are in the first three-month period and could participate under the three-month-
activity ruleimmediately after coming onto the welfare rolls.!” To avoid double counting
recipients already counted toward the participation requirements, we subtract those in a direct
work activity already counted toward the participation rate in the first three-month period

173§ the first-month exclusion was exercised, the three-month period would be the second through fourth
months of assistance. If the first-month exclusion was not exercised, the three-month period would be the first three
months of assistance.
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(using the participation rate for the entire caseload in a direct work activity), al adult recipients
in job search, and one half of the number of adult recipients remaining in an activity not
considered a direct work activity (because the other half is assumed to be in a subsequent
twenty-four-month period).

Hence, under H.R. 4, implementing mandatory job search at application as a three-
month-activity provision would, on its own, increase the national participation rate by 3
percentage points, from 33 percent to 36 percent. Combined with the adjustments and
exclusions described above, this would raise the national participation rate an additional 4
percentage points, from 45 percent to 49 percent. (Our estimator allows state officials or others
to enter their own estimate of the percentage of adult recipientsin the first three-month period,
the percentage that could reasonably be placed in a countable activity, and the percentage in an
activity not considered a direct work activity in the first twenty-four-month period.)

Under S. XXX, job search at application could be counted for six weeks as a direct
work activity, as described above, and then as a three-month activity. (Although job search and
job readiness assistance is limited to six weeks per year, a state could easily redefine and relabel
this activity as abarrier removal activity under S. XXX and continue to count it for an
additional three months under the three-month-activity rule.) We estimate the impact of the
three-month-activity rule under S. XXX essentially following the same basic steps used for
H.R. 4 sthree-month-activity provision. Based on the CBO tabulations described above, we
again estimate that about 10 percent of adult recipients are in the first three months of
assistance and could participate under the three-month-activity rule immediately after
completing their first six weeks of job search.'* To avoid double counting recipients already
counted toward the participation requirements, we subtract those in adirect work activity
already counted toward the participation rate in the first three-month period (using the
participation rate for the entire caseload in a direct work activity other than job search) and all
adult recipients counted in job search for six weeks, and one half of the number of adult
recipients remaining in an activity not considered a direct work activity (because the other half
is assumed to be in a subsequent twenty-four-month period).*”

Hence, under S. XXX, we estimate that using the three-month-activity provision if used
for mandatory job search would, on its own, increase the national participation rate by 7
percentage points, from 36 percent to 43 percent. Combined with the adjustments and
exclusions described above, this would raise the national participation rate an additional 8

174§ the first-month exclusion was exercised, the three-month period would follow the six-week job search
period and would be the eleventh through twenty-second week of assistance. If the first-month exclusion was not
exercised, the three-month period would be the seventh through the eighteenth week of assistance. We assume the 10
percent estimate applies to the three-month period regardless of when it actually starts.

17§ a state reports a higher number of recipientsin activities not considered direct work activities than

allowed by this calculation, we do not count the “ excess’ participants, but they could be considered under the second
three-month provision of the additional three-month-activity rule described bel ow.
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percentage points, from 69 percent to 77 percent (both of which include a 20 percentage point
employment credit). (Our estimator allows users to enter their own estimate of the percentage
of adult recipientsin the first three-month period, the percentage that could reasonably be
placed in a countable activity, and the percentage in an activity not considered a direct work
activity in the first twenty-four-month period.)

“Independent” Job Search
How easy would it be to expand job search activities?

In 2001, 4 percent of all TANF families with an adult werein job search and job
readiness assistance activities and had enough hours of participation in that or other activitiesto
be counted as participating,”® and another 2 percent werein job search and job readiness but
did not have enough hoursto be counted. They represented about 14 percent of all adultsina
countable activity. Only seven states had more than 10 percent of TANF families with an adult
participating in ajob search or job readiness activity for enough hoursin that or another activity
to be counted: New Hampshire (12 percent), Wyoming (12 percent), Tennessee (13 percent),
Maine (15 percent), Wisconsin (16 percent), daho (18 percent), and Oregon (27 percent).t”

These figures may understate the amount of actual participation in job search, because
of the limitsin counting job search for participation rate purposes and the fact that few states
have had to document all their participation to satisfy current TANF. As Mark Greenberg and
Hedieh Rahmanou of the Center for Law and Social Policy explain:

Job search and job readiness are among the most common program activities. However,
job search and job readiness only count toward federal participation rates for six weeks
per family per year (except in periods of defined high unemployment). States aretold
not to report hours of job search or job readiness for more than six weeksin the job
search/job readiness category. States may report additional job search/job readiness

16T his estimate does not necessarily match the figure we use in our estimator because it represents the total
number of recipientsin ajob search activity without adjusting for potential overlap with other activities (which we do
for the estimator), as described in Appendix A-5.

TAuthors' calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
March 15, 2003. These estimates do not necessarily match the figures we use in our estimator because they represent
the total number of recipientsin ajob search activity without adjusting for potential overlap with other activities
(which we do for the estimator), as described in Appendix A-5.
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participation as “other” but most states do not do so.!’®

Soitislikely that some states will be able to raise their participation rates merely by more fully
reporting job search activities already taking place.

We also expect states to expand and formalize their job search requirements, because it
isrelatively inexpensive and often effective in reducing caseloads. The most likely approach
would be for a state or locality to assign all new applicants to an application process'” that
screens applicants and assigns them to either (1) job search or (2) an activity designed to
address a particular barrier to employment, such as substance abuse treatment or mental health
services, for ther first four months of assistance (assuming that the first month is excluded
from the participation rate calculation). If, after the fourth month, the family has not left welfare
or gained unsubsidized employment, it could be assigned to a direct work activity such as
community service or work experience, or transferred to a separate state program.

This strategy would apply to all applicants, but there could be early transfersto alternate
activities for those who do not belong in the regular work first process, such as the elderly, the
disabled, and those with substantial health problems. We expect that most states would
eventually put most of these familiesin a separate state program anyway. The state could count
the time spent in an aternative activity for the remainder of the three-month period. After that,
if they still need treatment (or another service), they could continue to receive it and either not
be countable or be transferred to the relevant separate state program, described below.

Actuadly, a state could easily take advantage of this provision without expanding its job
search/work first programs very much—if it smply required recipients to engagein
“independent job search”; that is, to ook for work on their own. Independent job search
programs are relatively inexpensive, because few services are provided and monitoring is
minimal. The agency could supervise the activity quite lightly, if at all.

For example, supervision could be limited to periodic self reports'™® about employer

18\1ark Greenberg and Hedieh Rahmanou, TANF Participation in 2001 (Washington, DC: Center for Law
and Socia Policy, March 18, 2003), p. 3, available from:
http://mww.clasp.org/DM S/Documents/1048004065.37/2001_TANF_Participation.pdf, accessed April 15, 2003.

1"\ believe most states will require job search as soon as a family applies for welfare. For participation
rate purposes, the six-week job search period begins as soon as afamily begins receiving assistance, or in the fifth
week of assistance, if the state uses the first-month exclusion. Although a state may also require job search during the
application process or in the first month of assistance even if it uses the first-month exclusion, such job search is not
counted toward participation requirements.

1805ee Sheila Dacey and Donna Wong, “ Estimate of the Potential Costs to States of Meeting the Work
Participation Requirements of H.R. 4, as passed by the House of Representatives, February 2003,” memorandum to
interested parties, May 8, 2003, p. XXX, stating: “Because most states would otherwise find these requirements
difficult to meet, we assume that stateswould alow abroad range of activities, including unsupervised and self-
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contacts or other job search activities. We are informed that a state could have an independent
job search requirement that involves self-directed job search with one employer contact per
month. Moreover, this requirement could be used to satisfy a twenty-four, thirty-four, or forty-
hour per week participation requirement. And compliance could be verified by having someone
from the welfare agency simply call the recipient (or vice versa) to verify that the requirement
has been met. Of course, most states may want a more serious requirement, but thereisno
federal requirement that they have one.

Mark Greenberg of CLASP has expressed doubts that states could expand participation
so easily and without incurring more substantial costs, but hisreal point isthat he thinks states
should require other activities that he thinks “will lead to better employment outcomes.”
Whether or not heis correct, our point is that both billswould alow states to pursue alow-cost
job search strategy.'®! Moreover, research has shown that even light job search requirements
can increase employment and reduce welfare casel oads.’®? In addition, by helping states satisfy
thelir participation requirements at minimal cost, ajob search approach would remove the
specter of afinancial penalty and leave states the freedom to develop whatever programmatic
approach they believe will be most effective in raising employment or achieving other state
goals.

On one hand, if implemented as part of a comprehensive attempt to move more welfare
mothers to the world of work, this provision could be an important next step in the evolution of
welfare reform. On the other hand, pared down to little more than independent job search, this
would be a quick, easy, and inexpensive way to help meet participation requirements. Of
course, states do not face an either/or choice, and many might decide to adopt middle-ground
programs that are somewhat less intensive but still rigorous versions of work first programs.

Whichever approach a state adopts, another advantage of applying this provision to a
work first program is that recipients can be deemed to have begun their participation

reported activities, to count toward the final 16 hours and the three-month period. For this reason, we assumed that
anyone who currently meets a 24-hour requirement or participates in a state-reported activity for at least 1 hour
during the three-month period could meet a 40-hour requirement at no additional cost.”

8Mark Greenberg, personal communication to Douglas J. Besharov, January 8, 2004, stating: “1) Even if a
state has very broad discretion in defining which activities are countable, states still face costs for out-of-home
activities, will need to have some means of validating participation, and will face some instancesin which actual
participation is less than scheduled participation, so it isn’'t the case that states can easily and at minimal cost treat
everyone as engaged for the first 3 months or treat 24 hour participants as 40 hour participants; and 2) There are
things states might be able to do to raise their rates which will make their numbers ook better but which states either
haven’t wanted to do as a matter of policy or in some instances may actually lead to poorer program performance. So,
the question shouldn’t just be whether a particular approach will lead to a higher measured participation rate, but also
whether there’ sreason to believe that it will lead to better employment outcomes.”

¥2Dan Bloom and Charles Michal opoul os, How Welfare and Work Policies Affect Employment and
Income: A Synthesis of Research (New York, NY: Manpower Demonstration Research Corporation, May 2001).
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immediately upon assignment to it, because they can be deemed to have immediately begun
job search efforts (unlike other activities for which there may be await for aslot to become
available or a program component to begin operation.) Hence, at application, most states could
easly achieve 100 percent participation for al familiesin the activity.

Obversdly, apartial disadvantage of such a universal, intensive work first mandate is
that families cycling on and off welfare will be put through the process repeatedly but will only
be countable for participation rate purposes if they have not previously been counted within the
preceding twenty-four-month period. Thisisonly apartial disadvantage, however, because one
presumes that they might benefit from the process.

Because arigorous job search/work first program also could reduce casel oads, our
estimator makes provision for a possible casel oad decline (which could also possibly trigger a
caseload reduction credit). For our national calculation, however, we do not include a casel oad
decline because the intensity and therefore impact of job search activitieswill vary widely
among states. (Our estimator does not include a separate line to enter the potential impact of
job search on caseloads. At user option, a predicted casel oad decline can be reflected by going
to the start of the estimator and revising the initial estimate of the caseload in future years to
reflect the estimated decline due to job search. The estimator then automatically recalcul ates the
caseload reduction credit.)

Subsequent Three-Month Periods

The foregoing describes how job search could be required under H.R. 4 and S. XXX’s
three-month activity provisions. For our national composite casel oad, we assumed that states
would use the first three-month period to require job search at application. What about the
subsequent two three-month periods? States that need to raise participation rates but do not
want to increase participation in direct work activities or create separate state programs could
claim credit during the second and third three-month periods for additional activities already
taking place, or other easy-to-establish activities.

H.R. 4. How much could participation be increased under H.R. 4’ sthree-month activity
provision? Based on the CBO estimates described above, we estimate that about 10 percent of
adult recipients are in the second and third three-month periods and that states could find and
place half of them in program activities (leaving 5 percent). (As described above, we count adult
recipientsin the first three-month period in mandatory job search). To avoid double counting,
we subtract al those in adirect work activity (1.5 percent) and half of those in an activity not
considered adirect work activity in the subsequent two three-month periods (2 percent). This
leaves 1.5 percent of the adult caseload that could be counted in a three-month activity.

Hence, under H.R. 4, implementing the three-month-activity provision for the second
and third three-month periods would, on its own, increase the national participation rate by 2
percentage points, from 33 percent to 35 percent. Combined with the adjustments and
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exclusions described above, this would raise the national participation rate an additional 1
percentage point, from 49 percent to 50 percent. (Our estimator allows usersto enter their own
estimate of the percentage of adult recipients in the second and third three-month period, the
percentage that could reasonably be placed in a countable activity, and the percentage in an
activity not considered adirect work activity in the second and third three-month periods.)

S. XXX. Requiring increased participation in athree-month activity would have a
dightly larger effect under S. XXX than under H.R. 4. S. XXX counts more activities as direct
work activities than does H.R. 4, so fewer of the activitiesincluded in its base participation rate
are counted as three-month activities, leaving more room under its three-month activity
provision for increased participation.

We estimate the impact of the three-month-activity rule under S. XXX essentially
following the same basic steps used for H.R. 4’ s three-month-activity provision. Based on the
CBO tabulations described above, we again estimate that about 10 percent of adult recipients
are in the second and third three-month periods and that states could find and place half of
them in program activities (leaving 5 percent). (As described above, we count adult recipientsin
the first three-month period in mandatory job search). We then assume that states could find
and place half of those in the second and third three-month period (leaving 5 percent). To avoid
double counting, we subtract all those in adirect work activity (1.5 percent) and half of thosein
an activity not considered a direct work activity in the subsequent two three-month periods (1
percent). Thisleaves 2.5 percent of the adult caseload that could be counted in a three-month
activity.

Hence, under S. XXX, we estimate that using the three-month-activity provision in the
second and third three-month periods would, on its own, increase the national participation rate
by 3 percentage points, from 36 percent to 39 percent. Combined with the adjustments and
exclusions described above, this would raise the national participation rate an additional 3
percentage points, from 77 percent to 80 percent (both of which include a 20 percentage point
employment credit). (Our estimator allows users to enter their own estimate of the percentage
of adult recipientsin the second and third three-month periods, the percentage that could
reasonably be placed in a countable activity, and the percentage in an activity not considered a
direct work activity in the second and third three-month periods.)

S. XXX’sadditional three-month-activity provision could also be applied to raise

participation rates further, but we do not model it because we think that few if any states will
need to useit. (For thisreason, our estimator also does not include this provision.)
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A-9. Separate State Programs

Aswe saw, applying the optional adjustments and exclusions authorized by both bills
along with mandatory job search at application would bring the national caseload’'s
participation rate to about 49 percent under H.R. 4 and 75 percent under S. XXX (which
includes a 20 percentage point employment credit). Won't the states simply put enough of their
caseload in separate state programs to raise their participation rate to the required rate?®

That iswhat both the Congressional Budget Office and Congressional Research Service
suggest might happen. In regard to last year’s similar reauthorization bill, the CBO said that it
“expects that states will move many nonworking familiesinto separate state programs to
reduce the work requirements and avoid financial penalties.”*® Similarly, Gene Falk and
Shannon Harper of the Congressional Research Service observe:

The increased work participation rates and restricted set of allowable activities under
H.R. 4 could potentially lead states to create separate state programs for some families.
Under H.R. 4, anumber of states would need to substantially increase work
participation in direct work activities or face financial sanctions. Rather than accept
decreased federal TANF funds, it islikely that states would use their ability to operate
separate state programs using maintenance of effort funds to provide assistance to non-
exempt families that were not meeting the work requirements. At the extreme, states
could achieve virtually 100% participation rates by keeping only those families that
meet the ratesin the federally-funded TANF program.’®

Other factors, however, would operate to limit state use of separate state programs.

183 s, Congress, Congressional Budget Office, Cost Estimate: H.R. 4090: Personal Responsibility, Work,
and Family Promotion Act of 2002, As ordered reported by the House Committee on Ways and Means on May 2,
2002 (Washington, DC: U.S. Congressional Budget Office, May 13, 2002), pp. 7-8, available from:
ftp://ftp.cbo.gov/34xx/doc3428/HRA090.pdf , accessed December 30, 2003, stating: “ States can count funds they
spend in separate state programs toward their maintenance of effort requirement in TANF, but families served under
those programs do not count in the work participation rate.”

184 .S. Congress, Congressional Budget Office, Cost Estimate: H.R. 4090: Personal Responsibility, Work,
and Family Promotion Act of 2002, As ordered reported by the House Committee on Ways and Means on May 2,
2002 (Washington, DC: U.S. Congressional Budget Office, May 13, 2002), p. 19, available from:
ftp://ftp.cbo.gov/34xx/doc3428/hr4090.pdf, accessed December 30, 2003.

18Gene Falk and Shannon Harper, TANF Work Participation Requirement Proposed in Welfare
Reauthorization Legislation (Washington, DC: Congressional Research Service, May 7, 2003), p. 25.
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We estimate that most states will, at least, create separate state programs for recipients
who have work limitations or have hit the federal time limit on benefits. They might also create
separate state programs for those in educational programs (especially under H.R. 4). The impact
of these programs, togther with the caseload reduction credit under H.R. 4, are the final reason
why the putative requirements under both bills are much less substantial than they seem.

Attractions

Separate state programs, largely funded by Maintenance of Effort (MOE) funds, are an
easy way to provide cash assistance to needy families (including those who would otherwise be
on TANF) without being subject to federal participation requirements and time-limited benefits.
As mentioned above, in 2001, about twenty-seven states and the District of Columbia had
aready moved portions of their TANF casel oads into separate state programs for “two-parent
families, families with physical, mental health, substance abuse, or domestic violence issues;
familiesin which the parent or caretaker isreceiving or has applied for Supplemental Security
Income; familiesin which the caretaker relative is not the parent; familiesin which aparent is
attending postsecondary school; or families in which the minor parent is a student.” % (The
most common separate state programs are for two-parent families, created to avoid TANF' s
more stringent participation requirements for them: About fifteen states decided that the 90
percent participation rate for such families was unreachable, or at least impractical.)*®

Undoubtedly, more states would have created separate state programs to escape
TANF s participation requirements had not the caseload reduction credit essentially reduced

186 S, Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. 11-10,
available from: http://www.acf.dhhs.qov/programs/ofa/annual reports/, accessed March 15, 2003.

8Hereishow California’s Legislative Analyst’s Office described such a shift in California:

. . . due to concern that Californiamight not continue to meet the two-parent participation rate requirement,
even with the casel oad reduction factor, the state moved the two-parent casel oad into a separate state-funded
program in FFY 2000. . . . Separate state programs are not subject to many of the Temporary Aid to Needy
Families (TANF) regquirements, including the work participation requirement. Therefore, beginning in FFY
2000, the only applicable participation rate for Californiaisthe al-families rate, and only single-parent
families areincluded in the calculation.

We note that shifting the two-parent caseload into a separate state-funded program did not result in
additional Genera Fund costs above California’ s MOE spending requirement of $2.7 billion. Thisis
because spending on the two-parent casel oad falls within the $2.7 billion spending requirement. As aresult,
the reorganization was simply a budget-neutral shift of state and federal monies.

See Cdlifornia Legidative Analyst’s Office, “Welfare-to-Work Participation in CalWORKS Program,” The 2002-03

Budget Bill: Perspectives and I ssues, available from:
http://www.lao.ca.gov/analysis 2002/2002_pandi/pi_part_5c_calworks anl02.html, accessed March 24, 2003.
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them to zero.'® (States that still faced a participation requirement easily met it through
“unsubsidized employment”; that is, by combining work and welfare.)'® Just about all
observers expect more separate state programs under H.R. 4 and S. XXX because its higher
participation requirements leave less room for noncountable activities.

Conversely, because both bills would eliminate the separate 90 percent participation
requirement for two-parent families, we also expect some (or all) statesto close the separate
state programs they created to remove them from this tough requirement.* Because the
average level of participation for two-parent familiesis usually higher than that of one-parent
TANF families (or could easily be increased), adding them back to the caseload would make it
easier to satisfy the new participation requirements. (In 2001, under TANF' s current rules, the
participation rate for two-parent families in separate state programs was 41 percent, in contrast
to only 34 percent for all familiesin the TANF program.)™

It isan imposing phrase: “separate state program.” Setting up a separate state program,
however, is simple enough. In fact, it may involve nothing more than alabel placed on a paper
transaction. Administratively, the process of moving familiesto a separate state program can be
nothing more than a change in accounting procedures—without necessarily having to change
program operations. For example, a state wishing to create a separate state program for, say,
families with adisabled adult, need only file afinancial report with HHS indicating that such
families were in a separate state program and thus were exempt from the participation
requirements, even though they may otherwise have appeared to be part of the state’'s TANF
program. Some states have retroactively reclassified families from TANF into Maintenance-of -
Effort (MOE) funded separate state programs. For example, when HHS issued Virginiaa
penalty for failing to meet the two-parent participation rate in 1998, the state “retroactively
moved its two-parent casel oad to a separate State program and was therefore not subject to a

1885ee Douglas J. Besharov, “ Testimony,” before U.S. House of Representatives, Committee on Ways and
Means, Subcommittee on Human Resources, Implementation of Welfare Reform Work Requirements and Time
Limits, 107" Cong., 2" sess., March 7, 2002, available from:
http://www.welfareacademy.org/pubs/testimony-030702.pdf, accessed April 17, 2003.

1895ee Douglas J. Besharov, “ Testimony,” before U.S. House of Representatives, Committee on Ways and
Means, Subcommittee on Human Resources, Implementation of Welfare Reform Work Requirements and Time
Limits, 107" Cong., 2" sess., March 7, 2002, available from:
http://www.welfareacademy.org/pubs/testimony-030702.pdf, accessed April 17, 2003.

1950me states might be tempted to transfer to welfare only two-parent families that are meeting the new
participation requirements, which would be the inverse of Rhode Island’ s current practice, as described below.

191y S, Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), pp. 111-102
and I11-126, available from: http://www.acf.dhhs.qov/programs/ofa/annual reports/, accessed March 15, 2003.
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TANF participation rate or penalty for that caseload.”**> Moreover, separate state programs
need not be any more difficult to administer than keeping cases in current casel oad (although
they may involve developing new eligibility rules and operational procedures).

Separate state programs, however, face two potential limits: one financial and the other
political. Both are addressed bel ow.

| nsufficient Funds?

Some states may not have enough funds available to expand their separate state
programs sufficiently. Thisis usually described as insufficient MOE funds because up to now
most separate state programs have been financed with MOE funds. The fear is that, because
separate state programs are usually funded by M OE funds, and because MOE funds are
effectively set by aformulabased on past state spending,’*® states that had the lowest matching
contributions under AFDC or whose casel oads have fallen least since 1994 (the base year for
the MOE calculation) will have difficulty finding MOE funds to support alarge enough separate
state program. (Thisis seen as a particular problem in those southern states that have low MOE
requirements.)

The actual numbers tell adifferent story, however. Even states with relatively low MOE
requirements would, on paper at least, have enough money to move a substantial portion of
TANF families with an adult to a separate state program. Because casel oads have fallen sharply
inalmost all states, most states have sufficient MOE funds to shift at least 50 percent of their
TANF families with an adult to a separate state program and could continue to do so, unless
casel oads rose substantially.

Mississippi, for example, had the smallest percentage contribution of all statesin 1994
(21 percent) and thus might be expected to have limited capacity to shift families to a separate
state program. But we estimate that, in 2001, the state’s MOE funds could have placed 110

192 S. Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. 111-97,
available from: http://www.acf.dhhs.qov/programs/ofa/annual reports/, accessed March 15, 2003.

1%8ynder the Aid to Families with Dependent Children program (AFDC), the federal government paid 50 to
83 percent of benefit costs and 50 percent of administrative costs. States paid the remainder. TANF requires that
states continue to spend 80 percent of what they had spent on AFDC and related programsin 1994. This MOE
requirement is reduced to 75 percent for states that have met the work participation requirements. Some of the
requirements that apply to federal funds, such asthe five-year time limit on benefits, may not apply to state MOE
funds, depending on how a state structures the funding for its programs.
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percent of its TANF families with an adult into a separate state program.’* (Nearly half of the
state’ s caseload is child-only cases, which would continue to be served with federal TANF
dollars). Smilarly, West Virginia could shift 61 percent of its TANF families with an adult to a
separate state program. Even if its casel oad doubled, West Virginiacould still serve 31 percent
of itsfamiliesin a separate state program. Thus, unless casel oads rise substantially, state
funding levels do not appear to be abarrier to creating separate state programs.

Therea problem isthat most states have already committed alarge portion of their
MOE funds to various ongoing activities, so that using MOE funds for separate state programs
would require defunding other valued activities—which often have their own powerful
constituencies. Thus, the problem is not the amount of MOE funds but the fact that they are
already committed to other purposes, and that to use them for a separate state program would
require reducing support for other—currently funded—activities, such as child care.’® So the
problem is political: How to shift some or all of these funds from current activities—and from
current grantees, contractors, and recipients—to a separate state program with no existing

W estimated the number of TANF families with an adult that could be served with the state’'s MOE funds
by dividing its MOE requirement ($21.7 million) by the average annual benefit per family with an adult, plus another
15 percent for administrative costs ($2,498). This number of families with an adult that could potentially be served
was 10 percent greater than the number actually served (8,697 families vs. 7,900 families, both on an average
monthly basis).

1%gee, for example, U.S. Department of Health and Human Services, Administration for Children and
Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF)
Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human Services,
February 2003), pp. 11-8-1-9, available from: http://www.acf.dhhs.gov/programs/of a/lannual report5/, accessed March
15, 2003. HHS reports that states have used their MOE funds to provide awide range of benefits and services beyond
basic cash assistance:

While States have continued to provide the traditional supportive servicesto families, like child care and
transportation, many States have also used their funds to provide preventative services to help youth, young
children, and families at-risk of either remaining or becoming welfare recipients. Programs for youth and
children include: after-school and stay-in-school programs; teen pregnancy prevention programs; and
community youth grants. These programs provide services like tutoring, counseling, job referrals, and
community activities as alternatives to drug abuse, gang activity, sexual activity, and dropping out of school.
State expenditures on initiatives such as home visiting programs for expectant families, families of
newborns, and other at-risk families recognize the need to avert potential child abuse and neglect before it
occurs. Some States al so targeted services to further responsible fatherhood and parenting through amale
involvement program in classrooms and coalitions, and by providing parental and family counseling services.

States al so spent their MOE funds to provide services to help overcome barriers to work. These included
domestic violence services, substance abuse services, foster and kinship care services, and family
preservation services. Other supportive service expenditures that promoted family, work and job preparation
included help with utilities, rent or mortgage assistance; primary and secondary school textbook rental fee
reimbursement programs for low-income families, tuition and book fees for post-secondary school or
training programs, part-time student grant programs; and medical services not met by Medicaid/SCHIP for
children in low-income families. A few States provided income supplements by paying out the refundable
portion of the State’ s earned income or working family tax credit. One State also used M OE fundsto pay out
the refundable portion of its child and dependent care tax credit.
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constituency?

Another way exists to finance separate state programs: federal TANF funds. Unless
thereisachange in federal law or regulations, nothing seems to prevent a state from using
federal TANF funds to supplant state spending on a qualifying, nonTANF activity, and then to
use the resultant savings to finance a new separate state program for the families transferred off
TANF (Contrary to the widespread assumption that a state must first provide cash assistance
before using federal TANF funds for other purposes, there is no such provision in law or
regulation.) In fact, many states have already used federal TANF funds to supplant state
spending for awide range of state programs, including state earned income tax credits, low-
income housing tax credits, Head Start programs, public schools, pregnancy prevention
activities, immunizations, nutritional services, and many other activities”

Significant for this discussion, some states appear to have used their freed-up federa
TANF fundsto help meet their MOE requirements. Essentially, they used their surplus federal
TANF funds to replace existing state spending on programs for needy families and then used
the freed-up state funds as state M OE expenditures, either as part of the general TANF program
or to fund a separate state program.

What about states that do not have many state-supported programs that could be
supplanted (or that have already exhausted all reasonable forms of supplantation)? For
example, in Louisiana, reported the General Accounting Office, “ State budget officials said that
state general funds for social services arerelatively scarce, and there are very few programs
financed with state funds that are not already being used to match federal fundsin other
programs or to meet the TANF maintenance-of-effort requirement.”'® Although this
assessment may be correct, it may also be the case that these state officials were simply not
thinking creatively enough about potential sources for supplantation. For, the possibilities do
seem quite extensive.

The basic rule isthat states must use TANF funds for eligible, “needy”'® familieswith a
child to meet one of TANF sfour goalsto: (1) provide assistance to needy families so that

1%AIthough TANF has an antisupplantation provision regarding state MOE funds, it does not have one for
federal funds.

1975ee generally U.S. General Accounting Office, Welfare Reform: Challengesin Maintaining a Federal-
Sate Fiscal Partnership, GAO-01-828 (Washington, DC: U.S. General Accounting Office, August 2001), available
from: http://www.gao.gov/new.items/d01828.pdf, accessed June 20, 2003.

1% S, Genera Accounting Office, Welfare Reform: Challenges in Maintaining a Federal-Sate Fiscal
Partnership, GAO-01-828 (Washington, DC: U.S. General Accounting Office, August 2001), p. 87, available from:
http://www.gao.gov/new.items/d01828.pdf, accessed June 20, 2003.

199tates set their own definition of “needy,” but they must use objective criteriafor determining eligibility
and benefits.
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children may be cared for in their own homes or in the homes of relatives; (2) end the
dependence of needy parents on government benefits by promoting job preparation, work, and
marriage; (3) prevent and reduce the incidence of out-of-wedlock pregnancies and establish
annual numerical goalsfor preventing and reducing the incidence of these pregnancies; and (4)
encourage the formation and maintenance of two-parent families.”?®

Besides cash assistance, federal TANF funds have been used to support a wide range of
activities, such as: (1) cash-related assistance, including cash assistance, refundable tax credits,
kinship care programs, nonrecurring short-term benefits (diversion grants), and individual
development accounts; (2) employment and training activities, including work experience,
subsidized employment, on-the-job training, job skills training, job search, adult basic
education, postsecondary education, and vocational education; (3) support services, including
child care, transportation (van pools, public transportation, and car repair assistance), case
management, substance abuse treatment, and rehabilitation services; (4) family-related services,
including family violence counseling, family formation services (parenting skillstraining,
marriage counseling, and crisis or intervention services), pregnancy prevention (nurse home
visiting, youth counseling, and pregnancy prevention campaigns), and outreach for medical
benefits; and (5) child-related activities, including Head Start expansion and after-school
programs. (There are some restrictions on the use of federal TANF funds not relevant here.)®*

Although state funds freed up by such supplantation are often used to support low-
income families, they have also been used to support other kinds of state programs.?® The

20y.S. Congress, House of Representative, Personal Responsibility and Work Opportunity Reconciliation
Act of 1996, H.R. 3734, 104™ Cong., 2" sess., 1996, sec. 103(a)(1)/sec. 401(a) (Washington, DC: U.S. Government
Printing Office, 1996), p. 9.

2lgee generally U.S. Department of Health and Human Services, Administration for Children and Families,
Office of Family Assistance, Helping Families Achieve Self-SQufficiency: A Guide on Funding Services for Children
and Families through the TANF Program (Washington, DC: U.S. Department of Health and Human Services,
1999), available from: http://www.acf.hhs.gov/programs/ofa/funds?.htm, accessed June 20, 2003. TANF funds
cannot be used for child support enforcement activities, to finance the construction or purchase of buildings, finance
another federal program, or to support afamily that has received assistance for more than sixty months unlessit isin
an exempt category. In addition, federal TANF funds cannot be used for medical services other than prepregnancy
family planning services and, in some states, for juvenile justice and foster care activities. (The use of federal funds
for juvenile justice and foster care activitiesis limited to those states that had Emergency Assistance plans covering
these categories under the prior AFDC program.) None of these restrictions apply to separate state programs funded
with MOE doallars.

225ee Z0e Neuberger, Sharon Parrott, and Wendell Primus, Funding Issues in TANF Reauthorization
(Washington, DC: Center on Budget and Policy Priorities, February 7, 2002), p. 9, available from:
http://www.cbpp.org/1-22-02tanf5.pdf, accessed June 30, 2003, stating:

While most TANF spending over the past few years has been used to maintain or expand a broad array of
programs for low-income families, severa states have used federal TANF funds to replace or “supplant”
funds the state had previously spent on programs that now meet the broad TANF purposes. For example,
prior to 1996 a state could have had substantial state resources devoted to child welfare services, low-
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Genera Accounting Office (GAO) conducted a detailed study of supplantation in ten states,
representing “adiverse array of socioeconomic characteristics, geographic locations,
experiences with state welfare initiatives, and state fiscal and budget issues.”*® The GAO
reported that supplantation was a common practice among the ten study states, with the
amount of supplantation ranging from 5 percent to 25 percent of the annual TANF block grant.
The GAO then attempted to determine how the freed-up funds were spent.* In many cases,
the funds were used for programs that provided assistance to low-income families. For
example, Texas used some of its savings to fund certain child welfare expenditures that could
not be counted as part of the state's MOE requirement. In other cases, however, the funds were
used to support broader state objectives. Wisconsin used some of its savingsto finance a
property tax cut. Finally, some of the savings from supplantation were simply used to bolster
state reserves. Maryland used the savings to create a“ dedicated reserve for its welfare
program,” and Connecticut used them to enlarge its general funds surplus.

On balance, concluded the GAO, “when looking at the broadest level of TANF-related
social services, it is apparent that most states have maintained or even increased their own
investment over time to address the overall needs of low-income families.”* But that could
easily change under pressure to escape H.R. 4’ s participation requirements by creating separate
state programs. For example, between 2002 and 2003, New York State used about $1.6 billion
of surplus TANF funds to supplant state spending on existing programs such as
prekindergarten programs and tax credits for child care and the working poor.2® And, in 2003,

income tax credits, or services for homeless families. Some states replaced state spending in such areas with
federal TANF funds and then used the freed up state resources for other purposes, sometimesincluding state
tax relief. When this occurred, the federal TANF funds did not result in expanded services for low-income
families and were ultimately used instead for other state purposes. The 1996 welfare law prohibited such
supplantation with state M OE funds, but due to what may have been alegidative oversight, acomparable
restriction was not imposed on federal TANF funds.

28y .S, General Accounting Office, Welfare Reform: Challenges in Maintaining a Federal-Sate Fiscal
Partnership, GAO-01-828 (Washington, DC: U.S. General Accounting Office, August 2001), available from:
http://www.gao.gov/new.items/d01828.pdf, accessed June 20, 2003.

D4racking the patterns of expenditures proved difficult. As state officialsin Oregon explain, however,
“because money isfungible, it isimpossible to say precisely which programs were funded with the freed up funds. . .”
See U.S. General Accounting Office, elfare Reform: Challenges in Maintaining a Federal-Sate Fiscal
Partnership, GAO-01-828 (Washington, DC: U.S. General Accounting Office, August 2001), p. 120, available
from: http://www.gao.gov/new.items/d01828.pdf, accessed June 20, 2003.

29y .S. Genera Accounting Office, Welfare Reform: Challenges in Maintaining a Federal-Sate Fiscal
Partnership, GAO-01-828 (Washington, DC: U.S. General Accounting Office, August 2001), p. 45, available from:
http://www.gao.gov/new.items/d01828.pdf, accessed June 20, 2003.

263ordan Rau, “Records Show State Diverts Funds Earmarked For Needy,” Newsday.com, November 7,
2003, available from:
http://mww.newsday.com/news/local/state/ny-stwel f023528943nov07,0,875042.story ?col I=ny-statenews-print,
accessed November 21, 2003.
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New York used 13 percent of its TANF funds to pay for an expanded Earned Income Tax
Credit.

Such supplantation may be more difficult in those states (such as California and
Colorado) that have devolved TANF funding and programing to county government. Although
the dynamics that may make supplantation attractive at the state level will likewise make it
attractive at the county level, there may be a state-imposed prohibition (asin Colorado).

Political Defensibility

All this, however, may be too cute by half—and might stir HHS and Congress to
prohibit the practice. Already, in response to the possible use (or abuse) of separate state
programs, in 2003, Senator Jim Talent (R-MO) introduced a bill that would apply TANF's
participation requirements to adults receiving cash assistance under an MOE-financed separate
state program.®’ There is no way of knowing whether this restriction or asimilar one will
become law, but it could be easily evaded. As suggested by the foregoing discussion, all a state
would haveto do is fund an existing state-funded program with federal TANF dollars instead
(the only limitation is that the existing state program meets one of TANF' s broad objectives),
and use the freed-up state dollars to provide assistance to families that would otherwise have
been subject to TANF' s participation requirements. If the state funds were not claimed as part
of TANF s MOE requirement, the Talent provision would not apply. Consequently, this
analysisignores the possibility that this provision will be in the final law.

An antisupplantation provision for TANF funds would be more difficult to circumvent
but, given past history, we have no doubt that the states would find ways to do so. For
example, it is apparently quite easy to circumvent the existing bar on supplantation with state
MOE funds. A state can simply make minor modifications to an existing program and change
the program’ s name. Then it can use its MOE dollars to fund the program becauseit is
considered a new program.

This suggests, however, that the real limit to the use of separate state programs to avoid
H.R. 4’ s participation requirementsis political defensibility. Technically, a state can smply
move some number of nonparticipating cases out of TANF (thereby raising its participation rate
and reducing the absolute number of recipientsit needsto placein work activities). Indeed,
Rhode Island uses federal money for families that meet the two-parent participation
requirement and state money, through a separate state program, for those that do not. One
HHS official observed, “ Obvioudly, they aren’t perfect at this game, since their two-parent rate
was 94.8 percent—not 100 percent.” (This comparesto a 7.0 percent participation rate in their

27y .S, Congress, Senate, Compassion and Personal Responsibility Act of 2003, S. 5, 108" Cong., 1° sess.
(February 14, 2003), available from:
http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi ?dbname=108_cong_bills& docid=f:s5is.txt.pdf, accessed January
27, 2004.
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separate state program.)?® This blatant evasion and similar actionsin other states did not cause
an uproar because they were responses to the widely appreciated impracticality of the 90
percent participation rate for two-parent families.

Given the popularity of “welfare reform,” few state leaders will want to be accused of
undermining it. Hence, we do not expect broad, indiscriminate separate state programs that
have no putative purpose except to evade federal participation requirements. That iswhy, up to
now, most separate state programs have been based on defensible rationales. Call it the “smell
test.”

For example, the explanation given for Maryland’ s separate state program—ifor “legal
non-citizens who came to this country after August 22, 1996, single parents taking care of a
disabled child, customers who are disabled and applying for Supplemental Security Income
(SSl), customers who are not disabled enough to qualify for SSI but unable to work 20 to 30
hours aweek, [and] victims of domestic violence”—isthat it would allow the state to develop
“individualized participation requirements’ and enable Maryland to design programs for
targeted popul ations that have special needs or to create innovative approaches to support
work.”2®

Similarly, Vermont’ s separate state programs—*“for adults in postsecondary education,
parents who are not participating in work activities for the required number of hours when
necessary to meet federal work participation rate requirements, and single parents with achild
under the age of two (subject to a 24-month life-time limit)”— were justified on the grounds
that they would enhance “the state' s ability to preserve longstanding Vermont policies to meet
the federal work participation rates and preserve federal funding.”#°

Essentially, then, we expect statesto create separate state programs for those
populations whose exclusion from H.R. 4’ s strict participation requirements can be easily
defended (for example, those with work limitations). That should not be difficult. H.R. 4, after
all, would not allow states to exclude the elderly, the disabled, those with atemporary health
problem or incapacity, those in substance abuse treatment programs, or those who otherwise
have work limitations that prevent participation in work activities. Although widely abused in
the past, these conditions could easily be defended as justifying a separate state program. (As

2Bpersonal communication with Peter Germanis, May, 2003.

2Rjchard Larson, “State of Maryland Comments on Proposed TANF Regulations - Part 2,” (Washington,
DC: U.S. Department of Health and Human Services, February 18, 1998), available from:
http://mww.acf.dhhs.gov/HyperNews/get/tanf/req/39.html, accessed April 1, 2003 (emphasis added).

2%/ermont Department of Prevention, Assistance, Transition, and Health Access (PTAH), Annual Report to
the Governor and the General Assembly on Vermont’s Reach Up Program (Waterbury, VT: Vermont Department
of Prevention, Assistance, Transition, and Health Access, January 31, 2002), p. 5, available from:
http://www.dsw.state.vt.us'wrp/wrppdf/Act147 FINAL.pdf, accessed March 24, 2003.
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described below, depending on the circumstances, it could trigger a one-time or longer-term
caseload reduction credit.)

We do not expect statesto create separate state programs for child-only cases, even
though doing so could trigger a caseload reduction credit under H.R. 4. Child-only cases are
exempt from participation requirements (and the federal five-year time limit), so transferring
them to a separate state program would not help a state raise its participation rate. Indeed, doing
so would be counterproductive because it would reduce the amount of state funds availableto
establish separate state programs for TANF families with adults who are not likely to participate
and whose removal from the TANF rolls would help raiseits participation rate. (Our estimator,
however, makes provision for additional separate state programs, and a state could choose to
create one for child-only cases.)

S. XXX, like H.R. 4, would not alter the ability of statesto use separate state programs.
Unlike H.R. 4, however, separate state programs could not be used to generate a caseload
reduction credit (because S. XXX does away with it). Nevertheless, a state could increase the
value of its employment credit by shifting families that are unlikely to leave welfare for work to
a separate state program, because S. XXX would replace the credit with an employment credit.
Thiswould increase the percentage of remaining families that are employable and likely to leave
welfare for work, thereby raising the value of the employment credit. Moreover, the impact of
this shift could be felt within one year, whereas a casel oad reduction credit would only be
triggered four or more years after its creation, because of the base year issue described above.

Work-Limited Recipients

H.R. 4 and S. XXX contain no exemptions for recipients who have physical, mental, or
other work limitations, perhaps because its drafters feared that the states would use such
exemptions to eviscerate participation requirements—as has happened in the past.?*
Nevertheless, some substantial proportion of the national caseload has adisability or other
physical or mental work limitation that might preclude participation in most countable
activities. Other welfare families may face other barriers that make it difficult for themto
participate, including those with a substance abuse problem, those with alearning disability or
limited basic (reading or English-language) skills, those who are a victim of domestic violence,
or those who have a disabled child.

Given the proposed 70 percent participation requirement for 2008, most states would
surely want to exclude these recipients from the participation calculation. The easiest way to do
so would be to place them in one or more separate state programs. As Gene Falk and Shannon

2or example, in 1971, the Work Incentive (WIN) program was amended to limit state discretion to exempt
recipients from participation requirements because so few recipients were required to do so. See U.S. Congress,
Senate, Committee on Labor and Human Resources and Committee on Finance, Work and Welfare, 100" Cong., 1%
sess. (Washington, DC: U.S. Government Printing Office, 1987).
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Harper of the Congressional Research Service observe:

One strategy for doing so would be to place the “hardest to serve” portion of the
caseload, such as families with adisabled adult or disabled child, adults suffering from
substance abuse, etc., into a separate state program since these might be the families at
greatest risk for having an adult member fail to find ajob on her own.?2

As described above, states may consider first providing these families with three
months of specialized services, addressing their particular needs and counting such
participation toward the participation requirements, and then transferring them to a separate
state program until they can participate in one of either bill’ s countable activities. (For example,
a state may count participation in substance abuse and treatment for up to three monthsin a
twenty-four-month period, but many recipients will need more.) Such families should be
moved to a separate state program only after that point if a state needsto increase its
participation rate.

Ultimately, deciding the percentage of familiesthat could legitimately be exempted
because of physical or mental health problemsis a subjective judgment that surely varies by
state. There are not reliable estimates, and some are quite high. For example:

*  TheGeneral Accounting Office, using data from the Survey of Income and Program
Participation (SIPP) for the 1997 to 1999 period, estimated that 44 percent of TANF
recipients had at least one physical or mental health impairment or cared for achild with
an impairment.?3

*  Researchers at the Manpower Demonstration Research Corporation (MDRC), using
data from four large urban areas, estimated that 34 percent of nonemployed TANF
recipients had a physical problem that limited their work or the type of work they could
perform.?4

*  Researchers at the Urban Institute, using the National Survey of America s Families
(NSAF), reported that, in 1999, 17 percent of adult TANF recipients reported that their
“health limitswork” and another 28 percent said that they had “very poor mental

22Gene Falk and Shannon Harper, TANF Work Participation Requirement Proposed in Welfare
Reauthorization Legislation (Washington, DC: Congressional Research Service, May 7, 2003), p. 25.

23y .S. General Accounting Office, Welfare Reform: More Coordinated Federal Effort Could Help States
and Localities Move TANF Recipients With Impair ments Toward Employment (Washington, DC: U.S. Genera
Accounting Office, October 2001).

24D enise Polit, Andrew London, and John Martinez, The Health of Poor Urban Women: Findings from the
Project on Devolution and Urban Change (New York, NY: Manpower Demonstration Research Corporation, May
2001).
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health” (for atotal of 36 percent because of overlap).?®

* A study of mothersreceiving welfarein Californiain 1992 reported that 11 percent were
“unable to work due to a serious disability,” and that as many as 31 percent had a
disability that limited their ability to work.?®

How high can such estimates go and still be defensible? Amy Johnson and Alicia Meckstroth,
researchers at Mathematica Policy Research, Inc. (MPR), examined dozens of national and
state studies reporting the incidence of various “barriers to employment” faced by welfare
recipients.?’ Table A-9.1, which summarizes the estimates reported in their review,
demonstrates that it is possible to label avery large proportion of a state’ s welfare caseload as
“work limited.”

Table A-9.1
Welfare Recipientswith “ Barriersto Employment”

M athematica Policy Research

Work Limitation Estimated Range
Work-related disability 109%-31%
Substance abuse 5%—-27%
Mental health 4%-39%
Learning disability, including low basic skills 25%—66%
Domestic violence (current victims) 15%—-32%

Source: Amy Johnson and Alicia Meckstroth, Ancillary Services to Support Welfare to Work (Washington, DC: Mathematica Policy
Research, Inc., June 22, 1998), available from: http://aspe.hhs.gov/hsp/isp/ancillary/tbls.htm, accessed April 17, 2003.

Based on six years of experience under TANF, however, we think that most states will
take amore constrained view of work limitations. Most welfare agencies have exempted far
smaller proportions of their caseloads without any apparent adverse effects. In New York City,

Agheila Zedlewski and Donald Alderson, Do Families on Welfare in the Post-TANF Era Differ Fromtheir
Pre-TANF Counterparts? (Washington, DC: The Urban Institute, February 1, 2001), available from:
http://www.urban.org/UploadedPDF/discussion01-03.pdf, accessed April 11, 2003.

28Amy Johnson and Alicia Meckstroth, Ancillary Services to Support Welfare to Work (Washington, DC:
Mathematica Policy Research, Inc., June 22, 1998), available from: http://aspe.hhs.gov/hsp/isp/ancillary/front.htm,
accessed April 11, 2003.

27Amy Johnson and Alicia Meckstroth, Ancillary Services to Support Welfare to Work (Washington, DC:
Mathematica Policy Research, Inc., June 22, 1998), available from: http://aspe.hhs.gov/hsp/isp/ancillary/tbls.htm,
accessed April 17, 2003.
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for example, between November 1996 and April 1999, the percentage of TANF familieswith an
adult who were excused from participation due to age, disability, or atemporary incapacity fell
from about 16 percent of families to about 7 percent.?® (By August 2002, the figure had risen to
about 10 percent.) The agency accomplished this by obtaining third-party medical verifications
for families claiming adisability or health problem and by assigning those with a health or
physical problem to other appropriate activities.?'®

Hence, athough a state might be able to justify exempting a higher percentage of
families, we conservatively estimate that, in most states, between 10 and 20 percent of the total
adult caseload could be considered sufficiently “work limited” to be excused from participation
requirements. For our calculations, we assume a mid-point estimate of 15 percent. We also
assume that those placed in the separate state program would otherwise have a 0 percent
participation rate, because, if they are participating, we do not expect the state to transfer them
from TANF.

Adopting a separate state program for those with awork limitation would, on its own,
increase the national participation rate by 16 percentage points, from 33 percent to 49 percent
(which includes a 10 percentage point caseload reduction credit). Combined with the
adjustments and exclusions described above, this would raise the national participation rate an
additional 22 percentage points, from 50 percent to 72 percent (which includes a 10 percentage
point caseload reduction credit). (Because the number of work-limited families and their
participation rates vary from state to state, our estimator allows users to enter their own
estimates of the percentage of the adult caseload considered for transfer to a separate state
program for the work limited, their participation rate, and the percentage of already participating
cases that would be transferred.)

Thetransfer of familieswith awork limitation to a separate state program has the
potential for generating a caseload reduction credit, but the credit could be short lived. A shift
involving a one-time and rapid casel oad decline would provide a caseload reduction credit
boost for only asingle year. For example, if the transfer occurs at the end of 2004, a caseload
reduction credit would be generated in 2007 (when the casel oad reduction credit calculation
would be based on the decline between 2004 and 2006). In 2008, however, the credit would not
apply, because the caseload decline occurred by 2005 and there would have been no additional
decline between 2005 and 2007 (the period used to determine the size of the credit in 2008). For
our national composite casel oad, we assume a state would create a separate state programin
2004, but not transfer a significant number of families to the program until 2006 or later, when
doing so would help raise participation rates. Thiswould also extend the period over which a

28Authors' cal culations based on Douglas J. Besharov and Peter Germanis, “Work Experiencein New York
City,” unpublished draft, March 21, 2003, table A.7.

29D ouglas J. Besharov and Peter Germanis, “Work Experiencein New York City,” unpublished draft,
March 21, 2003.
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caseload reduction credit could be generated, because it ensures that the policy isreflected in
the base year of the calculation, but the actual caseload decline does not occur until several
years later.

Under S. XXX, adopting a separate state program for those with awork limitation
would, on its own, increase the national participation rate by 6 percentage points, from 36
percent to 42 percent. Combined with the adjustments and exclusions described above, this
would raise the national participation rate an additional 14 percentage points, from 80 percent to
94 percent (both of which include a 20 percentage point employment credit). (Remember, there
is no caseload reduction credit.)

Moreover, as described above,? doing so could increase the value of the employment
credit by removing cases from the welfare rolls that are least likely to leave for work. Of course,
if the employment credit is at its maximum even without this shift, it would have no impact on
the credit. (Our estimator allows users to enter their own estimates of the percentage and
characteristics of the adult caseload transferred to a separate state program for the work
limited.)

Additional Education

TANF restricts the degree to which education and training activities can be counted
toward the required participation rate. TANF’ s limitations on countable education and training
activitiesare asfollows:

o “Job skillstraining directly related to employment,” “education related to employment,”
and “secondary school or GED completion” do not count toward the first twenty hours
of participation (out of thirty after 1999, except in the case of ateen head of household
who is attending secondary school or the equivalent or participating in education
directly related to employment).?*

*  "Vocational educational training” beyond twelve months for any individual does not
count toward TANF' s participation requirements.??

*  Vocationa educational training or teenage parents engaged in education cannot count

205ee Appendix A-6.

211 S. Congress, House of Representatives, Personal Responsibility and Work Opportunity
Reconciliation Act of 1996, H.R. 3734, 104™ Cong., 2" sess. (Washington, DC: U.S. Government Printing Office,
1996), sec. 407(c)(1)(A) and 407(c)(2)(C).

22 S, Congress, House of Representatives, Personal Responsibility and Work Opportunity
Reconciliation Act of 1996, H.R. 3734, 104" Cong., 2" sess. (Washington, DC: U.S. Government Printing Office,
1996), sec. 407(d)(8).

159



for more than 30 percent of the individuals who are counted as “engaged in work” for
the purpose of meeting TANF' s requirements.?

*  Job search, which can have an educational component, can count for only six weeks, or
twelve weeks in a state with high unemployment.?*

*  Some education and training activities, such as postsecondary education, are not
countable at all, although many states apparently allow college coursework under their
vocational education or job skillstraining programs.

Asaresult, relatively few TANF recipients are reported to be in education and training
activities. In 2001, for example, states reported that only about 6 percent of adult welfare
recipients were enrolled in TANF-related education programs (including vocational, job skills
training, and education related to employment).?

TANF srestrictions on education and training have been a matter of widespread
criticism since its passage,*® and have been amajor point of contention in the debate over
TANF sreauthorization. (Of course, welfare and other agencies in the community often
provide education and training, supported by other funding streams, so this discussion isreally
only about such programs funded by TANF.)

Officia data, however, undoubtedly understate current participation in education and
training activities, because states have only alimited reason to report them because they are not

23 S. Department of Health and Human Services, “ Temporary Assistance for Needy Families: Final Rule,”
Federal Register 64, no. 69, 45 CFR, parts 260-265, (April 12, 1999): 17887, available from:
http://www.acf.dhhs.gov/programs/of altanfrud.htm, accessed January 5, 2004.

24 S, Congress, House of Representatives, Personal Responsibility and Work Opportunity
Reconciliation Act of 1996, H.R. 3734, 104™ Cong., 2" sess. (Washington, DC: U.S. Government Printing Office,
1996), sec. 407(c)(2)(A).

25Authors’ calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), pp. 111-106, 111-110, and 111-118, available from:
http://www.acf.dhhs.gov/programs/of a/lannual reports/, accessed March 15, 2003. The percentage participating would
bejust 4 percent if the calculation were limited to families that satisfied TANF s participation requirements.

265ee, for example, Jared Bernstein and Mark Greenberg, “Reforming Welfare Reform,” The American
Prospect, vol. 12, issue 1, January 2001, available from: http://www.prospect.org/print/\VV 12/1/bernstein-j.html,
accessed January 21, 2002, stating:

At the very least, it should be up to each state to decide what role education and training will play inits
welfare efforts. Federal law could go further and require states to explain how they will use block grant
funds to expand access to education and training programs for low-income families and how they will
effectively coordinate their welfare reform efforts with broader state strategies for work force development.
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needed to meet participation requirements (and are often not countable, either). A survey
conducted by the Center for Law and Social Policy (CLASP), for example, found that, in 2002,
at least forty states provided postsecondary training or education and that at |east twenty-three
states allowed “ more access than is countable toward federal work rates under current law,
something that is possible only because of the caseload reduction credit.” %

Up to now, most states have provided these education and training activities under
TANF, with only afew using separate state programs created for the purpose. The CRS reports
that some states allow “ participation in Adult Basic Education, literacy or English as a second
language classes, parenting and life skills training and substance abuse or mental health
treatment. At least half of the 54 TANF jurisdictions report some provision for recipientsto
engage in postsecondary education, although a number of these also require simultaneous
participation in other work activities.”?®

According to Dan Bloom and his colleagues at the Manpower Demonstration Research
Corporation, as of September to December 2001, four states (Maine, New Mexico, Vermont,
and Wyoming) had created separate state programs for recipientsin postsecondary
education.” They explain: “ These states have created separate state programs because the
federa TANF regulations do not encourage the use of postsecondary education to satisfy the
requirements for work-related activity.”*°

Maine, for example, operates a separate state program, “Parents as Scholars,” that
allowslow-income families eligible for TANF to participate in atwo- to four-year
postsecondary education program and receive the same benefits they would have received
under TANF ($9,348 per year in TANF and food stamp benefits for afamily of threein
2001).%! Although the program does not pay for tuition,?? except in limited situations, it does

2T Center for Law and Social Policy, Forty Sates Likely to Cut Access to Postsecondary Training or
Education Under House-Passed Bill (Washington, DC: Center for Law and Social Policy, June 19, 2002), p. 1,
available from: http://www.clasp.org/DM S/Documents/1024591897.16/doc_Postsec_survey 061902.pdf, accessed
May 12, 2003.

28Emilie Stoltzfus, Vee Burke, and Gene Falk, Wel fare Reform: State Programs of Temporary Assistance
for Needy Families (TANF) (Washington, DC: Congressional Research Service, September 28, 2000), p. 19.

2Dan Bloom, Mary Farrell, Barbara Fink, with Diana Adams-Ciardullo, Welfare Time Limits; Sate
Poalicies, Implementation, and Effects on Families (New York, NY: Manpower Demonstration Research
Corporation, July 2002), table A.5, pp. 113-115.

20Dan Bloom, Mary Farrell, Barbara Fink, with Diana Adams-Ciardullo, Welfare Time Limits; Sate
Poalicies, Implementation, and Effects on Families (New York, NY: Manpower Demonstration Research
Corporation, July 2002), p. 21.

ZlE|igibility for the program is limited to those who (1) are eligible for TANF, (2) are enrolled in atwo- or

four-year post-secondary degree program, (3) do not already have a marketable bachelor’ s degree, (4) do not havethe
skillsto earn at least 85 percent of state’s median earnings, (5) will be able to improve their ability to support their
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provide help with support services. This can include assistance with child care and
transportation; up to $500 per year for car repairs; up to $300 per year for auto insurance; up to
$750 per year for books and supplies not covered by grants and scholarships; up to $300 per
year for work expenses and special clothing; up to $500 per year for tools, licenses, and fees per
year; Medicaid; and tuition assistance, for those who areineligible for financial aid. Although
the program is limited to 2,000 participants, actual enrollment is between 850 and 900 families.
If these families were added back to the TANF rolls, they would represent about 10 percent of
TANF families with an adult.

On balance, H.R. 4 is more restrictive in counting education activities than is current
TANF. Like current TANF, it would count, for teen parents, either high school attendance or its
equivalent, or participation in education directly related to employment for an average of
twenty hours per week. But it would not consider vocational educational training as a core or
direct work activity. Instead, it would allow a state to count virtually any educational
activity—>but only for three months in any twenty-four-month period.

S. XXX takesamore liberal view of education activities than does current TANF (and
H.R. 4). Like current TANF, it would count vocational educational training as a direct work
activity for twelve months, and, for teen parents, either satisfactory attendance at a secondary
school (or equivalent) or participation in education directly related to employment for an
average of at least twenty hours per week. Like H.R. 4, S. XXX would broaden what can count
by alowing a state to count virtually any educational activity for three monthsin any twenty-
four-month period. In addition, it would permit an additional three months of participationin
each twenty-four-month period in two specific educational activities—adult literacy programs
or activities and a program designed to increase proficiency in the English language. Perhaps
most important, it would allow states to adopt the “Parents as Scholars’ program (modeled on
the Maine program of that name), which would allow them to count recipients participating in
undergraduate postsecondary education and vocational educational training.?* (For recipients
in afour-year undergraduate degree program, participation could be counted for up to six
years.)

family by participating in the program, and (6) are determined to have the aptitude to complete the educational
program chosen.

22pgrticipants are supposed to apply for any and all available financial aid, including scholarships, grants,
and loans.

28 jke current TANF, S. XXX would limit the number of months of participation in vocational educational
training that can be counted toward participation requirements to twelve months per individual and the total number
of recipients (including teen parents in high school or work directly related to education) may not exceed 30 percent
of al countable participants). These restrictions would not apply to recipientsin the “ Parents as Scholars’ program or
to recipients supplementing hours spent in direct work activities.

2%The number of recipients who could be counted under this provision could not exceed 10 percent of the
TANF caseload.
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If these provisions of S. XXX became law, most states would probably use them to the
extent that they would like to place recipients in education activities. If, however, H.R. 4
becomes law, we assume that many states will create separate state programs to accommodate
educational activities. Although H.R. 4’ sthree-month-activity rule would make it easier for
states to provide education and training activities, many states might want countable credit for
providing such services for longer periods of time. Moreover, H.R. 4’ srequired participation
reguirements leave less room for noncountable activities. Unfortunately, we have only alimited
basis for estimating the size and extent of such separate state programs.

If measured by the number of recipients who might qualify for postsecondary
education, the number could be quite large. For example, Kenya L.C. Cox and William E.
Spriggs, researchers at the National Urban League Institute for Opportunity and Equality, using
datafrom the National Survey of America’s Families, report that 23 percent of welfare
recipients who were high school graduates were taking college coursesin 1998.%° Since about
half of all welfare recipients have twelve or more years of education,? this suggests that about
10 percent may be in college or postsecondary education. (This estimate may be too high,
because the 23 percent in college is not an average monthly figure, but counts anyone who
attended in 1998.)

If measured by past state practices, however, relatively few recipients will be placed in
such programs. For, despite the rhetoric, most current programs are relatively small—even
though there were no significant barriers (except cost) to enrolling recipientsin postsecondary
programs under TANF. The few programs for postsecondary education that we have found
generally involve no more than about 10 percent of the TANF adult casel oad, and often much
|e$_237

On thisvery limited basis, we conclude that, if H.R. 4 becomes law, only about half the
states will create a separate state program for postsecondary education (including vocational
educational training beyond the three-month limit), and that they will place only about 6

25K enya L.C. Cox and William E. Spriggs, Negative Effects of TANF on College Enrollment (Washington,
DC: National Urban League Institute for Opportunity and Equality, June 2002), figure 3, available from:
http://cai.nul .org/tanf/, accessed May 17, 2003.

236Y.S. Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. X-225,
available from: http://www.acf.dhhs.qov/programs/ofa/annual reports/, accessed March 15, 2003.

270ne study reports that, among the eleven states that permit higher education as a stand-alone activity, the
number of participants ranged from lessthan 1 percent to 10 percent of the TANF casel oad, with most at the lower
end of thisdistribution. See Jim Mayfield, Full-Time Higher Education Under TANF: Other Sates Practices and
Policy Options for Washington (Olympia, WA : Washington State Institute for Public Policy, November 2001), p.
18, available from: http://www.wsi pp.wa.gov/hlthwel fare/pdf/Full Time%20Hi gher%20Educati on%20Under%
20TANF.pdf, accessed July 7, 2003.
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percent of their total adult caseload in such a program. Our estimator makes provision for such
separate state programs, but we decided against making a national estimate of the number of
families that might be placed in them because we could not tell which states would establish
such a program (besides those that already have one) and therefore could not estimate how
many families might be involved. (Again, our estimator for H.R. 4 allows users to enter their
own estimate of the percentage of the adult caseload considered for transfer to a separate state
program for those in an education program, their participation rate, and the percentage of
participating cases that would be transferred.)

As suggested above, under S. XXX, states would probably not need separate state
programs for recipientsin postsecondary education programs because the Parents as Scholars
program would enable them to be counted as being in adirect work activity. But some
recipientsin postsecondary education might not meet al of the standards for the Parents as
Scholars program, so there is a small chance that a state might decide to create a separate state
program for them. (Our estimator allows usersto enter their own estimates of the percentage
and characteristics of the adult caseload transferred to a separate state program for those in an
education program.)

In addition, the Parents as Scholars program is limited to postsecondary and vocational
educational training. It does not include other educational activities, such as Adult Basic
Education or English as a Second Language. Although states could count participation in these
activities under the three-month-activity provision and, to alesser extent, the additional three-
month-activity provision, some may wish to create a separate state program for recipients who
need more time (or to retain their ability to use both bills' three-month-activity provisions and
S. XXX’ s additional three-month-activity provision for other activities, such asjob search).

Hence, our estimator retains this provision. Aswith H.R. 4, we do not make a national
estimate of the number of families that might be placed in such a separate state program, but
we allow astate to enter its own estimate.

Time-Limited Recipients

TANF, of course, contains afive-year time limit on federal benefits. States are allowed
to use federal funds to continue paying benefits to families that pass the time limit, but only for
up to 20 percent of the current year’ s caseload, which actually could be as much as 30 percent
of the cases subject to the time limit.>® Almost always, families are allowed to stay on welfare if
terminating benefits would cause a*“hardship,” especialy if the adult had “ played by the rules’
by looking for ajob.

28The 20 percent calculation is based on a state’ s entire casel oad, including child-only cases that are not
subject to the time limit. In 2001, 37 percent of the casel oad was composed of child-only cases, so a 20 percent
exemption for the entire caseload would allow states to exempt about 32 percent of the caseload with an adult.
Although exempt from the time limit, these families are not exempt from participation requirements.
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States usually continue such families on TANF. But New York, in contemplation of
wanting to keep more families on assistance after the time limit than the federally allowed 20
percent, created a separate state program for those hitting the time limit. And California
transforms such cases into child-only cases. Given H.R. 4’ stougher participation requirements,
we expect more states to transfer their time-limited cases to a separate state program or, less
likely for the reasons described below, to transform them into child-only cases.

The decision about whether to remove such families from the casel oad subject to
participation requirements depends, in large part, on their participation rate. At first glance, one
would think that they would have arelatively low participation rate, because they have
remained on welfare so long and may be difficult to reach and expensive to help. On the other
hand, they could have arelatively high participation rate, perhaps because many of those who
combine work and welfare (usualy in states with relatively high benefits and generous earnings
disregards) tend to stay on the welfare rolls. State participation patterns probably vary greztly,
but the available data suggest that, nationally, the two factors are essentially in balance.?®
Hence, for our national calculation, we assume that the participation rate of those reaching the
time limit is the same as that for the rest of the caseload.

In most states, however, these considerations could be dwarfed by the impact that
transferring such cases has on the state’ s casel oad reduction credit (described next). Thiswould
be the main advantage of a separate state program over transforming time-limited cases into
child-only cases (although child-only cases would continue to receive federal funding). Because
thisis an essentially costless and easily defended separate state program, baring a changein law
or regulation, we expect most if not all states to create one.

For our national calculation, we assume that, each year, about 5 percent of the total
adult caseload could be transferred to a separate state program (until a steady state is achieved
in about five to ten years). We also assume that those who reach the time limit would have a
participation rate about equal to that of the rest of the casel oad. However, we think that states
would not transfer those who are participating, because retaining them on the casel oad would
raise the participation rate more than the increase in the value of the caseload reduction credit

2YRobert Moffitt of Johns Hopkins University and David Stevens of the University of Baltimore find that
there has been little change in the characteristics of welfare recipients despite the large casel oad declines: “An analysis
of Current Population Survey (CPS) data, administrative data from the state of Maryland, and areview of other
studies leadsto the conclusion that, after netting out the effect of the economy, there is no strong evidence that
welfare reform per se has been selective in who has |eft the rolls and who has stayed on with respect to labor market
skill: thereis no strong evidence that the welfare caseload is becoming less skilled.” See Robert A. Moffitt and David
Stevens, “Changing Caseloads: Macro Influences and Micro Composition,” February 2001, available from:
http://www.econ.jhu.edu/People/M offitt/froms2c all.pdf, accessed July 7, 2003.
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that might result from transferring them.?©

The differenceisrelatively small when caseloads are flat. But during periods of caseload
growth, our approach is more favorable to states because the participation rate is still increased
even though the size of the caseload reduction credit is smaller or nonexistent.

Under H.R. 4, adopting a separate state program for those reaching atime limit who are
not countable toward participation requirements would, on its own, increase the national
participation rate by 10 percentage points, from 33 percent to 43 percent (which includes a4
percentage point caseload reduction credit). Combined with the adjustments and exclusions
described above, thiswould raise the national participation rate an additional 12 percentage
points, from 72 percent (which includes a 10 percentage point caseload reduction credit) to 84
percent (which includes a 13 percentage point casel oad reduction credit). (Because the number
of families reaching atime limit and their participation rates vary from state to state, our
estimator allows users to enter their own estimates of the percentage of the adult caseload
considered for transfer to a separate state program for those reaching atime limit, their
participation rate, and the percentage of participating cases that would be transferred.)

The transfer of families reaching atime limit to a separate state program has the
potential for generating a casel oad reduction credit over a number of years because the number
of families that have hit the time limit would continue to grow until asteady state is reached,
which may not be for five to ten years.

S. XXX would not continue the caseload reduction credit. Hence, under it, adopting a
separate state program for those reaching atime limit and not countabl e toward participation
requirements would, on its own, increase the national participation rate by 5 percentage points,
from 36 percent to 41 percent. Combined with the adjustments and exclusions described
above, thiswould raise the national participation rate an additional 8 percentage points, from 94
percent to 102 percent (both of which include a 20 percentage point employment credit). (Our
estimator allows users to enter their own estimates of the percentage and characteristics of the
adult caseload transferred to a separate state program for those reaching atime limit.)

As described above,?* such shifting of time-limited cases could also increase the value
of the employment credit by removing cases from the welfare rolls that are least likely to leave
for work. Of course, if the employment credit is at its maximum even without this shift (which
we assume for 2008), it would have no impact on the credit.

290n the one hand, keeping families that satisfy participation requirements on the rolls (while transferring
those that do not) raises the participation rate. On the other hand, doing so resultsin alarger caseload, which, in turn,
reduces the potential size of the caseload reduction credit.

215ee Appendix A-6.
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Triggering a Caseload Reduction Credit

As described above, although the caseload reduction credit was meant to acknowledge
state successes in reducing casel oads, because H.R. 4 would recalibrate the credit each year, it
could also apply when a state merely transfers families from its TANF program to a separate
state program (as long as the separate state program was in effect during the base year of the
caseload reduction credit calculation).

Hereisasimplified but telling example.?” Like a number of states, New York State did
not want to impose an absolute time limit on benefits. Apparently fearing that the 20 percent
exemption would not be large enough to cover all those that remained on welfare after the five-
year federal limit on benefits, New York State created a separate state program called “ Safety
Net Assistance” into which it transferred the families that reached the five-year time limit and
did not qualify for an exemption.?®

Theresult is striking. By assuming that H.R. 4’ srecalibration of the caseload reduction
credit had been in the original TANF, we can calculate the credit’s impact in New York over a
three-year period (the time frame for calculating the casel oad reduction credit once H.R. 4 is
fully phased in). Between November 2001 and October 2003, the state’'s TANF caseload
declined by 67,081 cases (32 percent), from 207,863 to 140,782. About two-thirds of this
decline, or 23 percent of the total decline, was due to the 48,638 cases that were transferred to
the Safety Net Assistance program for those who reached the five-year time limit. Assuming
the caseload remains flat through October 2004, this transfer of cases to the Safety Net
Assistance program would generate an increase in the state’ s casel oad reduction credit of 23
percentage points.2*

22This example simplifies the casel oad reduction calculation by taking the casel oad decline between two
months rather than the decline in the average monthly casel oad between two fiscal years. As explained below, by
adopting the policy in November, near the beginning of the fiscal year, much of the benefit of the caseload reduction
credit would disappear because most of the declinein New York State' s casel oad occurred immediately, reducing the
size of the caseload in the base year. Nevertheless, with careful timing the state could have achieved a similar decline
between two fiscal years by adopting the separate state program in the last month of afiscal year and beginning the
transfer of familiesin the first month of the next fiscal year. Thiswould essentially leave the size of the average
monthly casel oad unchanged for the base year and thus show the maximum decline over the measurement period for
the caseload reduction credit.

23ramilies with an adult with a physical or mental impairment expected to |ast more than six months or who
are caring for a child or other family member with such impairments may be exempted from the time limit. See Dan
Bloom, Mary Farrell, Barbara Fink, with Diana Adams-Ciardullo, Welfare Time Limits: State Policies,
Implementation, and Effects on Families (New York, NY: Manpower Demonstration Research Corporation, July
2002), p. 155.

24New York State, Office of Temporary and Disability Assistance, Temporary and Disability Assistance
Satistics: November 2001 (Albany, NY: New York State Office of Temporary and Disability Assistance, 2002),
available from: http://www.otda.state.ny.us/bdma/2001/stats1101.pdf, accessed January 12, 2004, and New York
State, Office of Temporary and Disability Assistance, Temporary and Disability Assistance Statistics: October 2003
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Contrast thiswith California, which, as noted, transforms cases hitting the federal time
[imit into child-only cases. To pay for them, it uses state funds that are part of the TANF
program but are segregated from federal TANF funds. Asaresult, its TANF caseload is not
reduced and its casel oad reduction credit does not increase.

Thetiming of an ligibility change and the speed at which it causes a caseload reduction
would be important factors in determining the size and impact of the credit. The general ruleis
that, to trigger the caseload reduction credit, the éligibility change (here a separate state
program) must have been in place during the relevant base year for the calculation of the credit.
For example, because the 2007 casel oad reduction is based on the decline from 2004 to 2006,
the separate state program must have been in place in 2003 to have any decline it causes
counted.

Aswe have seen, the nature of the cases transferred could also have a big impact on the
size of the caseload reduction credit. A shift involving a one-time and rapid caseload decline
would provide a caseload reduction credit boost for only one, single year. For example, a shift
of 15 percent of the composite national adult caseload to a separate state program for, say, the
disabled, would lower the total caseload by about 10 percent, where, al else being constant, it
would remain. (As described above, transferring 15 percent of the adult caseload to a separate
state program would reduce our composite national caseload by 10 percent because child-only
cases comprise more than one-third of the total caseload and their number would be unaffected
by the shift.) This would generate a one-timerise in the casel oad reduction credit of up to 10
percentage points four years later, when the year of the policy change becomes the base year
for calculating the credit.?®

In contrast, if the separate program involved an ongoing shift of replenished cases, as
with aprogram for those who reach the federal time limit, the result could be a steady declinein
the TANF caseload for many years (until a steady state is reached). For example, suppose a
state adopted a two-year time limit that reduced its total caseload by 5 percent per year. Once
fully implemented, the casel oad reductions caused by the time limit would effectively resultin a
caseload reduction credit of 13 percent, based on an annual decline of 5 percent over the three-
year measurement period (again, assuming no other caseload changes). Of course, the process
would eventually reach a steady state, as the number of casestransferred to the separate state
program eventually equal the number of similar cases entering the TANF casel oad.

Even with a one-time shift, timing could be crucial. For example, transferring families
off welfare in 2004 could make it easier for a state to meet participation requirements in 2007

(Albany, NY: New York State Office of Temporary and Disability Assistance, 2003), available from:
http://www.otda.state.ny.us/bdma/2003/stats1003.pdf , accessed January 12, 2004.

25This example assumes that the shift to a separate state program occurs in 2003 or |ater, once the casel oad
reduction credit is measured over athree-year period.
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(because of the caseload reduction credit). However, if the transferred families had relatively
high levels of participation, doing so would also make it more difficult for the state to meet the
requirements in 2004, because the families remaining on assistance would have |ower-than-
average participation rates.

Timing within a particular year could also be important. Because the credit is based on
the change in the average monthly casel oad for the year, a shift at the beginning of the year
would lower the caseload immediately and sharply reduce the base year casel oad, reducing the
potential impact of the casel oad reduction credit. A shift at the end of the year, however, would
have arelatively small impact on the average monthly caseload for the base year, and would
thus maximize the casel oad reduction credit. Of course, if other factors cause the caseload to
rise, the timing becomes a moot issue.

To summarize the impact of separate state programs. In 2008, after these adjustments,
the adjusted participation rate for H.R. 4 is estimated to be 84 percent (which includesa 13
percentage point caseload reduction credit). For S. XXX, it is 102 percent (which includes a 20
percentage point employment credit). As aresult, they exceed the final required participation
rate by 14 percentage points and 32 percentage points, respectively. This 18 percentage point
differenceislargely the result of S. XXX’ s proportional participation credit and its more
generous three-month-activity provision, and the fact that the employment credit is more
generous than the casel oad reduction credit, assuming aflat caseload except for transfersto
Separate state programs.
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A-10. Expanded Work and Wor k-Related Activities?

The calculationsin this paper are based on four assumptions: that states will adopt all
the steps we lay out in the proper sequence and timing, that the provisionsof H.R. 4 and S.
XXX will not be narrowed in the subsequent legislative or regulatory process, that welfare
caseloads will not rise appreciably, and that HHS data about participation are reasonably
accurate.

Based on our analysis, if all states were to take the steps described above, six states
would not meet H.R. 4’ s participation requirements. Georgia, Maryland, M assachusetts,
Nebraska, Pennsylvania, and Vermont. All states would meet S. XXX’ s participation
requirements. But, as described above, the uncertainties involved would probably lead other
states to seek to raise their participation rates.

How would states try to do so? And what steps, if any, would they take to prepare for
the potential gap? Although many states might be in sympathy with both bills’ increased
participation requirements, based on past experience, they will most likely look for waysto
minimize both programmatic changes and additional expenses.

A state could decide to accede to the relevant federal penalty, of course, as some have
done under TANF. (Both bills maintain TANF' s existing penalties for states that do not meet
the participation requirements.) But we think that most states would try to avoid the penalty,
unlessit was small and did not involve political embarrassment.

Another possibility would be simply to expand further their separate state programs
beyond the proportions described above. Doing so, of course, would be the easiest and |east
expensive approach, but, as explained above, most states will be reluctant to appear to be so
blatantly emasculating welfare reform. Thus, we think most states will, at least initially, limit
thelr separate state programs to the politically defensible ones described above.

Before expanding their separate state programs further, therefore, we think the states
will look to seeif it is not too expensive and not too administratively or politically difficult to
expand the number of recipientsin countable activities. That, in turn, will depend on the size of
the gap and the apparent ease or difficulty stateswill haveinfilling it.

Without wanting to make too much of the point, we would first note that raising

participation rates might be much easier than widely assumed. In estimating participation levels,
we counted only the recipients who met TANF' s minimum hourly participation requirements
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in 2001. We did not count any of the substantial number who did not have enough hours of
participation. In 2001, about 223,000 adult recipients (17 percent of the adult casel oad)
participated in a TANF activity to some degree, although not for enough hours to be counted.*®
(They were distributed across activities in roughly the same proportions as countable
participants.)

Thiswould be a potential group for easy expansion, because many recipients might
need only afew more hours of activity per week to become countable participants. Maryland,
for example, does not impose a minimum hourly participation requirement. Millspaugh notes,
“We do not currently have a state mandated minimum hourly requirement for TANF
participants. Therefore, many local departments allow clients to continue to receive benefitsif
they are participating 5 or 10 hours aweek.” %" As aresult, in 2001, the state reported that 1,106
families had sufficient hours to satisfy TANF' s participation requirements; nearly twice that
number (1,811 families) were participating in an activity, but not for enough hours of
participation to count.?® This would be a potential group for easy expansion, because many of
the participants may need only afew more hours of activity per week to become countable
participants.

If just half of these recipients were then countable against participation requirements,
under both bills the base participation rate would increase 8 percentage points (from 33 percent
to 41 percent under H.R. 4 and from 36 percent to 44 percent under S. XXX).

Assuming that states would still have to increase the number in activities, what activities
would the states be most likely to expand? The best answer is probably found in the activities
that higher-participation-rate states have used under TANF. Presumably, what these states are

287 s described in the main text, the CBO appears to have counted at |east some of these recipients because it
assumed that anyone who “ participates in a state-reported activity for at least 1 hour during the three-month period
could meet a 40-hour requirement at no additional cost.” See Sheila Dacey and Donna Wong, “ Estimate of the
Potential Coststo States of Meeting the Work Participation Requirements of H.R. 4, as passed by the House of
Representatives, February 2003,” memorandum to interested parties, May 8, 2003. As explained in the main text, the
CBO does not actually expect statesto try to meet the participation requirements, but rather, “ expects states would
instead partially or fully avoid these costs by moving familiesto separate state programs or averting the requirements
by some other means.” Nevertheless, it prepared cost estimates for both bills' participation requirements to determine
what the potential cost would be “if states chose to meet the new requirements by funding more activities for
recipients such as work experience, training, and job search programs.” Thus, the assumptions it lays out do not
represent what it considers to be the most likely scenario of what will happen.

2A\ark Millspaugh, program analyst, Maryland Family Investment Administration, e-mail message to Peter
Germanis, May 15, 2003.

28 uthors’ calculation based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-110 and 111-118, available from:
http://www:.acf.dhhs.gov/programs/of a/annual reports/, accessed March 15, 2003.
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now doing isagood indication of what the other states would do. Asthe following discussion
reveals, under TANF, just four activities—unsubsidized employment, job search, vocational
educational training, and work experience—account for nearly 90 percent of the countable
participation under current TANF. Moreover, low-participation-rate states tend not to have a
large proportion of their caseloads in these activities, but high-participation states (see figure 2).
Hence, we think the expansions will be mainly among these activities.®

29The following discussion makes no distinction between H.R. 4 and S. XXX activities because they are
essentially the same, except that, as table A-10.1 portrays, some H.R. 4 activities would be countable for shorter
periods of time.
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Table A-10.1

Countable Direct Work Activities

—H.R.4and S. XXX —

Activity Current H.R. 4 S. XXX
TANF?

Unsubsidized employment yes yes yes

Subsidized private sector employment yes yes yes

Subsidized public sector employment yes yes yes

Work experience yes yes (if supervised) | yes

On-the-job training yes yes yes

Job search and job readiness assistance yes, but only for 6 yes, but only for 3 | yes, but only for 6
weeks per yr; 12 months out of 24 | weeks per yr; 12
weeksif state weeksif state

unemployment rateis
50% > national or

unemployment rateis
50% > national or

food stamp casel oad TANF caseload is 5%
is10% > preceding 3 > & food stamp
months caseload is 15% >
preceding 2 yrs.
Indirect, but only for
3 months out of 24
Community service programs yes yes (if supervised) | yes
Vocational education training yes, but only for <12 | indirect (if yes, but only if <12
months addresses TANF months; or < 10% of

purpose, but only | TANF caseload
for 3 months out (including post-
of 24) secondary)
The provision of child care servicesto an yes indirect (if yes
individual participating in community considered
service unsubsidized
work or
community
service)
Education for teen parents yes yes yes
Work activities authorized under awaiver in | yes indirect (if indirect (if barrier
effect on August 22, 1996 addresses TANF removal or qualified

purpose, but only
for 3 months out
of 24)

rehabilitative activity,
but only for 3-6
months out of 24)
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Activity Current H.R. 4° S. XXX¢
TANF2
Parents as Scholars program for no indirect (if yes
postsecondary and vocational educational addresses TANF
training purpose, but only
for 3 months out
of 24)
Parents caring for a disabled child or adult indirect (if indirect (if yes
dependent community service) community
Service)

Notes:

“Indirect” meansthe activity is not specifically identified by the authorizing statute, but is one that could be counted under either hill
pursuant to ancther provision. For example, under H.R. 4, as an activity that addresses a TANF purpose, or under S. XXX, asan activity that is
designed to remove a barrier to work or provide aqualified rehabilitative activity.

#Under current TANF, the first twenty hours of participation must bein aset of nine core activities. Teen parents who maintain satisfactory
attendance at a secondary school or equivalent or participate in education directly related to employment for an average of twenty hours per
week are also considered to have satisfied the participation requirements.

P Under H.R. 4, arecipient must participate at |east twenty-four hours per week in one of six direct work activities or for three monthsin a
twenty-four-month period in one of five qualified activities. Teen parents who maintain satisfactory attendance at secondary school or
equivalent or participate in education directly related to employment for twenty hours per week are considered to have satisfied the
participation requirements.

¢Under S. XXX, arecipient must participate at |east twenty-four hours per week in one of nine direct work activities, the Parents as Scholars
program, or for three months in a twenty-four-month period in one of five qualified activities and an additional three monthsin one of three
qualified activities. (Two-parent families would have to participate at least thirty-four hoursin adirect work activity, or fifty hoursif the
family receives subsidized child care and has no disabled member.) Teen parents who maintain satisfactory attendance at secondary school
or participate in education directly related to employment for twenty hours per week are considered to have satisfied the participation
requirements. Single parents who care for adisabled child or other dependent may be considered to have satisfied the participation
requirements.
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Unsubsidized Employment

In most states, the predominant work or work-related activity under TANF has been
“unsubsidized employment”; that is, employment with a public or private employer not
supported by TANF or other public funds in which the worker receives compensation for
services performed. (Although TANF calls this “ unsubsidized employment,” thisisclearly a
misnomer because the families can take advantage of earnings disregards to combine work and
welfare to continue to receive welfare payments, which can be a substantial portion of their
original grants. Hence, we sometimes call it “combining work and welfare.”)

In 2001, states reported that about 18 percent of all TANF families with an adult werein
unsubsidized employment and had enough hours of participation in that or other activitiesto be
counted as participating,® and another 9 percent did not have enough hours to be counted.?!
By far the largest category of recipientsin awork activity, they accounted for about 60 percent
of all adultsin a countable activity.?>

Support for alowing recipients to combine work and welfare seems strong, and the
states understand how their earnings disregards create incentives for doing so. Hence, it might
seem that this would be the first place states would look to expand participation. Mark
Greenberg and his colleagues at CLASP, however, argue that states may be reluctant to adopt
this approach:

Note that states could also respond to these requirements by altering their program
eligibility rules so that low-income working families become more likely to qualify for
and receive TANF assistance. However, we were hesitant to assume that states would
actively seek to increase the number of families receiving assistance. Note that if states
were to do so, they would incur the costs of cash assistance, case management,
administration, and supportive services for such families.®®

Thisisthe national average, however. In five states, more than 30 percent would be counted as
participants and in eight states more than 25 percent would be.

Slauthors' calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
March 15, 2003.

22The sum of adultsin individual activities may total more than 100 percent because some recipients
participate in more than one activity.

Z3\1ark Greenberg, Elise Richer, Jennifer Mezey, Steve Savner, and Rachel Schumacher, At What Price? A
Cost Analysisfor the Administration’s Temporary Assistance for Needy Families (TANF) Work Participation
Proposal (Washington, DC: Center for Law and Socia Policy, April 15, 2002), p. 18, available from:
http://mww.clasp.org/DM S/Documents/1023208530.14/At_What_Price_anaylsis.pdf, accessed March 5, 2003.
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Their analysis seems misdirected for four reasons. First, the correct comparison is not between
the costs and burdens of administering a program of unsubsidized employment for those on
welfare versus families smply being off welfare. Rather, it should be between unsubsidized
employment versus other forms of direct work activities. In that comparison, of course,
unsubsidized employment looks quite attractive. When recipients are combining welfare with a
private sector job, there is no need to find or supervise sites nor to monitor recipient
attendance—both necessary for most other forms of participation.

Second, their analysisignores the vast disparities among states in the percentage of
adult recipients participating for sufficient hours to be counted that were in unsubsidized
employment: From alow of 4 percent reported in Georgiato a high of 38 percent reported in
Indiana. The differenceislargely afunction of the size and structure of the state’ s earnings
disregard. Georgia, for example, retained the old AFDC earnings disregard, which generally
reduces welfare benefits dollar for dollar after the first $90 in earnings.®* In contrast, Indiana
alowed familiesto retain their full grant with earnings up to the poverty line.®

Third, some states have not refined their earnings disregard as much as they might to
maximize its work incentive and minimize its welfare dependency-inducing quality. In the
guotation above, it is possible that Greenberg and his colleagues were thinking of the well-
known fact that most earnings disregards cause casel oads to grow, as recipients who might
otherwise leave welfare for ajob instead decide to stay on welfare which becomes, in effect, an
income subsidy to ajob (which may be part time). But this effect can be reduced.

Charles Michalopoul os and Gordon Berlin of the Manpower Demonstration Research
Corporation (MDRC) explain, for example, that states could restructure earnings disregards to
reduce their impact on welfare costs and casel oads by limiting them to those who work full
time and targeting the |east-employable groups.®® They observe, for example, that Canada’'s
Self-Sufficiency Project (SSP), which limited earnings supplements to full-time workers, was
more “efficient” than the Minnesota Family Investment Program (MFIP), which included a
more traditional earnings disregard expansion, because the SSP increased both earnings and
cash transfers, whereas MFIP actually reduced earnings somewhat. They explain: “Thisisa

4ror the first four months of employment, recipients are allowed to retain the first $120 plus one-third of
remaining earnings, and for the next eight months they can keep the first $120 in earnings. After one year, this amount
is reduced to $90.

Z5Erik Beecroft, Kevin Cahill, and Barbara D. Goodson, The Impacts of Welfare Reform on Children: The
Indiana Welfare Reform Evaluation (Bethesda, MD: Abt Associates Inc., June 2002), available from:
http://mww.acf.dhhs.gov/programs/opre/indiana welfare/indiana welfare_reform_eval.pdf, accessed July 23, 2003.

26Charles Michal opoul os and Gordon Berlin, “Financial Work Incentives for Low-Wage Workers:
Encouraging Work, Reducing Poverty, and Benefiting Families,” in The Incentives of Government Programs and
the Well-Being of Families, ed. Bruce Meyer and Greg Duncan (Evanston/Chicago, IL: Joint Center for Poverty
Research, 2001).
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common problem with enhanced earnings disregards: they encourage some parents to work,
but allow others to cut back their work effort but still enjoy the financial benefits of the earnings
supplement.” %" Because the SSP was limited to full-time workers, it restricted the amount
participants could cut back on employment and remain eligible for the supplement.

Fourth, some states could increase the proportion of their caseload combining work and
welfare by counting families receiving work-related TANF “nonassistance” payments. For
example, many states use TANF dollars to fund a state earned income tax credit (outside the
TANF program) as an alternative to expanding earnings disregards. Although calling such
payments “ assistance” would increase the TANF casel oad, the growth in the number of
participating families would be even larger.

Some states, however, may not be able to expand their earnings disregards easily. Some
states have such low benefit levels that they cannot increase their earnings disregard in away
that increases participation without spending considerably more on welfare and substantially
increasing the welfarerolls. For example, in 2001, if the six states with the lowest TANF
benefits expanded their earnings disregard to 50 percent (the approximate level for states with
higher benefits),® amother with two children working at the minimum wage would lose her
eligibility for assistance before working the minimum number of hours needed to count as a
direct work participant under H.R. 4. Consider Alabama, with its monthly grant of $164. If the
state expanded its earnings disregard to 50 percent, a mother working at the minimum wage
would lose her eligibility by working just sixteen hours per week.

Of course, if the earnings disregards are raised high enough, even states with relatively
low benefits may be able to increase the number of countable participants. For example, in
Virginia, recipients can earn up to the poverty level without having their TANF benefits
reduced. Thislevel of generosity isnot uncommon. In January 2000, twenty-two states allowed
TANF families to earn over the poverty level (for afamily of three) and remain eligible for
assistance, although ten of these states limited the higher earnings disregard to less than seven
months.®

Such policies undoubtedly increase the number of countable participants by raising the

2ICharles Michal opoul os and Gordon Berlin, “Financial Work Incentives for Low-Wage Workers:
Encouraging Work, Reducing Poverty, and Benefiting Families,” in The Incentives of Government Programs and
the Well-Being of Families, ed. Bruce Meyer and Greg Duncan (Evanston/Chicago, IL: Joint Center for Poverty
Research, 2001).

ZB\\ith a 50 percent earnings disregards, TANF benefits would be reduced by fifty cents for each dollar
earned.

Z9Authors’ calculations based on Center on Law and Social Policy and Center on Budget and Policy
Priorities, Earnings Eligibility Limits: Sngle-Parent Family of Three (As of January 2000), available from:
http://mwww.spdp.org/tanf/financial/earnlmt2000.PDF, access January 12, 2004.
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number who combine work and welfare, but they also increased the state’ s welfare casel oad
and costs. Hence, some states may simply not want to have large numbers of recipients
combining work and welfare. In Maryland, for example, where just 5 percent of adult recipients
participating for sufficient hours to be counted were in unsubsidized employment, state
officials have not significantly expanded earnings disregards because their goal isto move
families off welfare. Instead, they provide support to the working poor through state tax credits.
AsMark Millspaugh explains, state officials believe that “welfare should not be used as an
employment subsidy. Rather, [the] state EITC isbetter for thissinceit is not time limited and
has proven to be a better poverty reduction program. We work to move families off of welfare
and into work, not keep them on welfare so that we can count them toward our rate.” ?®

Work Experience

“Work experience” is TANF s name for what the public usually calls “workfare”; that
is, work or some other work-related activity performed as a condition of receiving welfare.
Some people see workfare as away of paying the community back for assistance, others seeit
asaway for individuals with little previous employment experience to gain basic skills, and still
others see it as performing both functions.

In 2001, states reported that only about 3 percent of all TANF families with an adult
were in work experience and had enough hours of participation in that or other activitiesto be
counted as participating,?! and another 1 percent did not have enough hours to be counted.
They represented about 9 percent of all TANF adults in a countable activity.?®

But there is considerable room to expand such activities, as reflected by differencesin
current patterns among the states. In 2001, only five states reported more than 10 percent of
TANF families with an adult participating in awork experience activity for enough hoursin that
or another activity to be counted, but in some states, the reported percentage was quite high:
New Jersey (14 percent), Ohio (20 percent), Wyoming (30 percent), Montana (34 percent), and
Wisconsin (38 percent).?®

2O\Mark Millspaugh, program analyst, Maryland Family Investment Administration, e-mail message to Peter
Germanis, July 23, 2003.

2IThis figure does not necessarily match the figure we use in our estimator because it represents the total
number of recipientsin awork experience activity without adjusting for potential overlap with other activities (which
we do for the estimator), as described in Appendix A-5.

22The sum of adultsin individual activities may total more than 100 percent because some recipients
participate in more than one activity.

23Authors' calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
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Nevertheless, we do not expect many states to expand their work experience programs
under either bill.** For, despite the political rhetoric surrounding TANF, these small numbers
should not be a surprise. Work experience has never been afavorite of state officials because it
is expensive,® difficult to manage, and is usually fiercely opposed by unions who fear that the
work slots“displace” regular workers. As Thomas Brock and his MDRC colleagues write: “On
the whole, the experience of the 1960s and 1970s led to two conclusions: First, that when there
was a choice of implementing work-related services and actua work requirements, services
usually took precedence; and second, where work requirements were attempted, they generally
proved difficult to implement.” 2 Moreover, some states may not be able to assign recipients to
the requisite number of hours because of the FLSA problem, as described above.®”

That iswhy we expect unsubsidized work and community service to be the major ways
that states seek to raise participation rates under either H.R. 4 or S. XXX.

Community Service

“Community service” has traditionally meant an unpaid activity in which the participant
provides a service to the community at large. However, as discussed above,?® the definition of
community service has been broadened by practice under TANF, which has broadened the
concept to include care for one’ s disabled family members and, probably, various “ self-
improvement” activities, such as education, training, counseling, or other activities.®®

March 15, 2003. These estimates do not necessarily match the figures we use in our estimator because they represent
the total number of recipientsin awork experience activity without adjusting for potential overlap with other
activities (which we do for the estimator), as described in Appendix A-5.

24A1though H.R. 4 would add a requirement that work experience be “supervised,” it does not define the
term, so we do not believe that it would significantly narrow the potential scope of work experience activities.

25The CBO estimates that a full-time work experience slot, including child care, costs $6,900 per year.
[SheilaDacey, U.S. Congress, Congressional Budget Office, conversation with Peter Germanis, January 27, 2003.]

265ee, for example, Thomas Brock, David Butler, and David Long, Unpaid Work Experience for Welfare
Recipients: Findings and Lessons from MDRC Research (New York: Manpower Demonstration Research
Corporation, 1993), pp. 8-9.

27see Appendix A-1.
28500 Appendix A-2.

295ee Appendix A-2. See, for example, Northwest Justice Project, Questions and Answers about Workfirst
(Seattle, WA: Northwest Justice Project, 2003), available from: http://www.nwjustice.org/docs/7126.html, accessed
April 8, 2003, in which an advocacy group in the state of Washington states: “ Community service is unpaid work for
anon-profit or government organization or volunteer work that benefits a person’s community or family. Some
examples are: arecipient caring for adisabled family member, agrandparent caring for agrandchild or arecipient
participating in drug or alcohol treatment.”
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Asaresult, community service can be either work for welfare (also called “work
experience” or “workfare”) or anonwork (or volunteer-like) activity without the attributes of an
actual job. Thisdual definition has caused substantial confusion in the debate over TANF's
reauthorization because one side speaks of increasing community service and means nonwork
activities such as caring for asick child, while the other side interprets the phrase to mean
workfare.

In any event, under TANF s undifferentiated definition, in 2001, states reported that 2
percent of all TANF families with an adult were in community service and had enough hours of
participation in that or other activities to be counted as participating,?® and another 1 percent
did not have enough hours to be counted. Those in community service accounted for about 6
percent of all TANF adults in a countable activity.?™

How much room for expansion is there? In 2001, only three states reported more than 5
percent of their TANF families with an adult participating in acommunity service activity for
enough hoursin that or another activity to be counted: Kentucky (6 percent), South Dakota (24
percent) and Washington (25 percent).?

The high level of participation in community service in South Dakota and Washington
is probably dueto their broad definitions of what counts as community service. For example,
among other activities, Washington includes caring for a disabled family member and
participation in substance abuse assessment or treatment, family violence counseling, and a
“pregnancy to employment pathway” program, among other activities.?”

Hence, the number of families placed in community service activities could easily grow

29T his figure does not necessarily match the figure we use in our estimator because it represents the total
number of recipientsin awork experience activity without adjusting for potential overlap with other activities (which
we do for the estimator), as described in Appendix A-5. And, for H.R. 4, it aso does not include the 5 percent of
TANF families with an adult participating in community service because they are caring for adisabled child or other

dependent.

2MThe sum of adultsin individual activities may total more than 100 percent because some recipients
participate in more than one activity.

22 uthors' cal culations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
March 15, 2003. These percentages do not include the 5 percent of TANF families with an adult we count as
participating in community service because they are caring for adisabled child or other dependent. These estimates do
not necessarily match the figures we use in our estimator because they represent the total number of recipientsin a
community service activity without adjusting for potential overlap with other activities (which we do for the
estimator), as described in Appendix A-5.

23see Appendix A-2.
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substantially under H.R. 4’ s pressure to raise participation rates—especially given therelative
breadth of activities that might fall under the term. (Although H.R. 4 would add a requirement
that community service be “ supervised,” it does not define the term. Hence, for the reasons
described above,?“we do not believe that it would significantly narrow the potential scope of
community service activities.)

Such activities could easily be seen as “busy work” that does not raise the employability
of recipients, so one hopes that the activities do more to build skills. Earlier, we discussed the
possibility that alegidative change or HHS regulation might narrow the kinds of activities that
might fall under community service.?” For present purposes, we merely note that too loose a
definition of community service could be perceived as undermining welfare reform—and could
remove the incentive for recipients to leave welfare for real work.

Subsidized Employment

“Subsidized employment” is employment with a public or private sector employer in
which the participant’ s wages are subsidized by government funds (TANF or other). Compared
to unsubsidized employment, relatively few TANF recipients have been put in this activity.

In 2001, states reported that less than 1 percent of all TANF families with an adult were
in private or public subsidized employment, including both those who had enough hours of
participation in that or other activitiesto be counted as participating, as well as those who did
not have enough hours to be counted.?”® They represented about 1 percent of all TANF adults
in a countable activity.*”

Moreover, in no state was thisawidely used activity. In 2001, only four states reported
more than 1 percent of TANF families with an adult participating in a subsidized private or
public employment activity for enough hoursin that or another activity to be counted: Alabama
(2 percent), Colorado (2 percent), Oregon (2 percent) and Washington (5 percent).?® Hence, we

2Msee Appendix A-2.
2see Appendix A-2.

21T his figure does not necessarily match the figure we use in our estimator because it represents the total
number of recipientsin awork experience activity without adjusting for potential overlap with other activities (which
we do for the estimator), as described in Appendix A-5.

2"The sum of adultsin individual activities may total more than 100 percent because some recipients
participate in more than one activity.

28 uthors' calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
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do not expect much of an expansion of subsidized employment.
On-the-Job Training

“On-the-job training” (OJT) generally denotes training provided by an employer in
which the participant receives awage and the employer is reimbursed for the cost of training.
Despiteitstheoretical attractions, on-the-job training has proven to be the one of the least
widely used activity under TANF.

In 2001, states reported that less than 1 percent of all TANF families with an adult were
in on-the-job training, including both those who had enough hours of participation in that or
other activities to be counted as participating,?”® as well as those who did not have enough
hours to be counted. They represented about 0.2 percent of all TANF adultsin a countable
activity.® In fact, no state seemsto consider this amajor welfare reform activity. In 2001, only
two states reported more than 1 percent of TANF families with an adult participating in an on-
the-job training activity for enough hoursin that or another activity to be counted: Wyoming (1
percent) and South Dakota (2 percent).?!

Given this experience and the other options available to states, it seems unlikely that
they would expand on-the-job training to any measurable degree.

Education for Teen Heads of Household

“Education for teen heads of household” isfor single teen heads of household or, under
S. XXX, married teens who are either maintaining satisfactory attendance at a secondary school
or equivalent or participating in education directly related to employment for an average of
twenty hours per week. Under both H.R. 4 and S. XXX, thiswould satisfy participation

March 15, 2003. These estimates do not necessarily match the figures we use in our estimator because they represent
the total number of recipientsin a subsidized employment activity without adjusting for potential overlap with other
activities (which we do for the estimator), as described in Appendix A-5.

21%This figure does not necessarily match the figure we use in our estimator because it represents the total
number of recipientsin awork experience activity without adjusting for potential overlap with other activities (which
we do for the estimator), as described in Appendix A-5.

20The sum of adultsin individual activities may total more than 100 percent because some recipients
participate in more than one activity. These estimates do not necessarily match the figures we use in our estimator
because they represent the total number of recipientsin an on-the-job training activity without adjusting for potential
overlap with other activities (which we do for the estimator), as described in Appendix A-5.

Blauthors' calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
March 15, 2003.
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requirements. (Although S. XXX includes married teens, very few would probably fall under
this provision, so we ignore them in our estimates.)

In 2001, states reported that about 6 percent of all TANF families with an adult were
headed by teens (about 83,000 teens) who could potentially take advantage of this provision.?
But only about 1 percent of all TANF families with an adult were teen mothersin an
educational activity and had enough hours of participation in that or other activitiesto be
counted as participating,® and another 1 percent did not have enough hours to be counted.
Only two states reported more than 5 percent of TANF families with an adult participating in an
educational activity for teen parents for enough hoursin that or another activity to be counted:
Minnesota (6 percent) and Wisconsin (15 percent).®*

We doubt that Minnesota and Wisconsin are the only states with alarge number of teen
mothersin school, so we assume that at |east some states are simply not reporting the data.
Hence, it seems reasonabl e to expect at |east some increased participation in this category (real
or reported).

Job Search and Job Readiness Activities

As discussed above,®® we expect amajor increase in job search under either bill.
Vocational Educational Training

“Vocational education training” isformal occupational skillstraining, rather than

generalized academic instruction, designed to help individuals develop specific job or career
skills. Thetraining is generally provided in either a classroom or workplace setting and can

22Authors' calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-210, available from: http://www.acf.dhhs.qov/programs/of a/annual report5/, accessed
December 24, 2003.

23This figure does not necessarily match the figure we use in our estimator because it represents the total
number of recipientsin awork experience activity without adjusting for potential overlap with other activities (which
we do for the estimator), as described in Appendix A-5.

B4 uthors' calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), pp. 111-118-119, available from: http://www.acf.dhhs.gov/programs/of a/annual report5/,
accessed March 15, 2003. These estimates do not necessarily match the figures we usein our estimator because they
represent the total number of teen parentsin an educational activity without adjusting for potential overlap with other
activities (which we do for the estimator), as described in Appendix A-5.

255ee Appendix A-8.

184



include college, community college, technical, vocational, or other course work leading to a
degree, certificate, or license.

In 2001, states reported that about 3 percent of all TANF families with an adult werein
vocational educational training and had enough hours of participation in that or other activities
to be counted as participating,?® and another 1 percent did not have enough hoursto be
counted.® They represented about 11 percent of all adultsin a countable activity.?® Once
again, these percentages may understate the amount of actual participation in vocational
educational training because, under current TANF, states can report a recipient’ s participation
only for twelve months.

S. XXX would allow states to count up to twelve months of vocational educational
training for any individual. The number of recipientsin vocational educational training counted
toward a state’ s participation requirements, however, could not exceed 10 percent of the state’s
TANF caseload.® H.R. 4, however, would only allow states to count these activities under the
three-month-activity rule or toward the remaining sixteen-hour per week requirement (after the
twenty-four-hour requirement is met), but it does not have the 10 percent limitation.

In 2001, three states reported more than 10 percent of TANF families with an adult
participating in avocational educational training activity for enough hoursin that or another
activity to be counted: Illinois (10 percent), Ohio (11 percent), and Idaho (17 percent).” Hence,
it is possible that there will be a somewhat limited expansion of vocational educational training
under either bill.

26This figure does not necessarily match the figure we use in our estimator because it represents the total
number of recipientsin awork experience activity without adjusting for potential overlap with other activities (which
we do for the estimator), as described in Appendix A-5.

BTYnder TANF, vocational educational training could not be counted for a recipient for more than twelve
months.

28The sum of adultsin individual activities may total more than 100 percent because some recipients
participate in more than one activity.

29Under current TANF, vocational educational training can account for no more than 30 percent of astate’s
countable participants.

20Authors’ calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
March 15, 2003. These estimates do not necessarily match the figures we use in our estimator because they represent
the total number of recipientsin ajob search activity without adjusting for potential overlap with other activities
(which we do for the estimator), as described in Appendix A-5.
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Providing Child Carefor TANF Recipientsin Community Service

“Providing child care for TANF recipients in community service” isadirect work
activity under current TANF and would continue to be one under S. XXX. Although H.R. 4
doesnot list it asadirect work activity, it could be counted as “ unsubsidized employment” if
recipients are paid for providing the child care; and it could be counted as “work experience’ if
they are not paid but perform this service in exchange for their welfare grant.

“Providing child care for TANF recipientsin community service” has been the least
used of TANF s activities, because the number of TANF recipientsin community service has
been small and because most TANF recipients use other child care providers. In 2001, states
reported that only 143 TANF families with an adult in eight states (and two territories) were
providing child care for TANF recipients in community service, including both those who had
enough hours of participation in that or other activities to be counted as participating, as well as
those who did not have enough hours to be counted.”:

“Parents as Scholars”

“Parents as Scholars,” directly authorized only by S. XXX, allows TANF recipients to
participate in postsecondary education and vocational education programs. Unlike other
education activities authorized under H.R. 4’ sand S. XXX’ s three-month-activity rules, the
program would permit full-time participation for aslong as the recipient made satisfactory
progress and was on schedul e to compl ete the coursework within the normal time frame for
full-time students. (In some cases, however, this could be for up to six years.) As described
above, we assume that only about half the states will create a separate state program for
postsecondary education and that they will place only about 6 percent of their total adult
caseload in such a program. Although we do not include an estimate of the number of adult
recipientsin postsecondary education for our composite national caseload, our estimator allows
state officials or others to enter their own estimate of the number of recipients that might be
placed in them.

Parents Caring for a Disabled Child or Adult Dependent

“Parents caring for adisabled child or adult dependent” counts parents caring for a
disabled child or adult dependent as full participants. Before TANF, such parents were exempt
from participation. Under TANF, however, some states started counting such recipients as
participants (usually as acommunity service). Although we do not have data on the number of

2lauthors' calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
March 15, 2003.
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parents who could be counted, research indicates that about 5 to 10 percent of the adult
caseload is providing such care and under S. XXX would be considered countabl e participants.
Hence, for our calculation, we have assumed that all states will claim about 5 percent of their
caseloads as being in this activity. (We include this estimate in our base participation rate.)

Additional Waiver Activities

As explained above, TANF allows some states to continue activities authorized under a
waiver in effect on August 22, 1996. Many of these waivers alow statesto operate their
programsin ways that may be inconsistent with TANF' s other provisions. In some states, these
waivers allow the counting of participation in otherwise noncountable activities, such as
substance abuse treatment and various education-related activities. In addition, the waivers may
modify the scope of existing activities or the total hourly requirements. For example, some
states have waivers that allow them to count job search beyond the annual maximum of six
weeks.

In 2001, states reported that about 2 percent of all TANF families with an adult were
classified as being in an “additional waiver activity” and had enough hours of participationin
that or other activities to be counted as participating,?? and another 1 percent did not have
enough hoursto be counted. Those in an additional waiver activity accounted for about 7
percent of all TANF adults in a countable activity.”®

Apparently, however, not all such waiver activities are classified in the additional waiver
activity category. We are informed that some number are embedded in the other activity
categories. (For example, some may be recipients participating in job search for more than six
weeks because of a state waiver extending the duration of job search.) Thus, the additional
waiver activity count islikely to understate the percentage of adult recipients who are counted
due to awaiver. Unfortunately, HHS data do not allow us to estimate the undercount of waiver
activities, but their maximum effect would be 4.5 percentage points because the 2001
participation rate with waiversis 4.5 percentage points higher than without them, 34.0 percent
vs. 29.9 percent.® (Some part of this differential, however, islikely dueto waivers that affect
other aspects of the participation rate cal culation, such as exemptions affecting the number of

292This figure does not necessarily match the figure we use in our estimator because it represents the total
number of recipientsin awaiver activity without adjusting for potential overlap with other activities (which we do
for the estimator).

2%The sum of adultsin individual activities may total more than 100 percent because some recipients
participate in more than one activity.

24 .S. Department of Health and Human Services, Administration for Children and Families, Office of
Planning, Research, and Evaluation, Temporary Assistance for Needy Families (TANF) Program: Fifth Annual
Report to Congress (Washington, DC: U.S. Department of Health and Human Services, February 2003), p. 111-102,
available from: http://www.acf.dhhs.gov/programs/ofa/annualreport5/, accessed January 5, 2004.
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adults required to participate.)

In 2001, only four states reported more than 10 percent of TANF families with an adult
participating in an additional waiver activity for enough hoursin that or another activity to be
counted: Oregon (67 percent), Kansas (41 percent), Montana (26 percent), and Tennessee (16
percent).® Only fourteen states reported anyone in an additional waiver activity.

Earlier we discussed the possibility that these waivers might be continued in the fina
reauthorization. For present purposes, we simply note that, if the waivers are continued, some
states may increase the activities under them.

2PAuthors’ calculations based on U.S. Department of Health and Human Services, Administration for
Children and Families, Office of Planning, Research, and Evaluation, Temporary Assistance for Needy Families
(TANF) Program: Fifth Annual Report to Congress (Washington, DC: U.S. Department of Health and Human
Services, February 2003), p. 111-118, available from: http://www.acf.dhhs.gov/programs/ofa/annual report5/, accessed
March 15, 2003. These estimates do not necessarily match the figures we use in our estimator because they represent
the total number of recipientsin awaiver activity without adjusting for potential overlap with other activities (which
we do for the estimator), as described in Appendix A-5.
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A-11. Participation Rate Estimator

— Composite National Caseload H.R. 4 and S. XXX —

1. Obtain count of “work-eligible” caseload. Start with the total number of TANF cases (that
is, cases with an adult and child-only cases) for 2004. [For our national estimate, we use the
caseload asit stood in 2001 (in numbers and characteristics) because it isthe latest year with
sufficiently detailed national data. Individual states may have data for 2002 or 2003.]

*  Estimatethe caseload in future years (include effects of an increase in diversion
activities and grants, but exclude effects of the other policy changes described below).
[For our national estimate, we first assume aflat caseload during the entire period;
subsequent cal culations assume casel oad increases of 10 percent, 25 percent, and 50
percent.]

*  Estimate the number of child-only casesin future years. For H.R. 4, subtract child-only
cases (not created as aresult of awork-related sanction) from each year’ s estimated
total caseload, which leaves the TANF cases that are subject to participation
requirements. For S. XXX, subtract al child-only cases from each year’ s estimated total
caseload, which leaves the TANF cases that are subject to participation requirements.
[For our national estimate, we assume no change in the number of child-only cases.]

2. Calculate base participation rate. Estimate the number of adult recipients satisfying
participation requirementsin future years. Count all adult recipients who participated in adirect
work activity for sufficient hours to meet TANF s minimum hourly participation requirements.
Under S. XXX, the number counted as participating in job search islimited to the estimated
maximum number of adult recipients that can be in a six-week job search activity at any one
time.® In addition, at state option, add all or some of those who are caring for adisabled child
or adult dependent and who could fall under S. XXX’ s provision on the subject or a broadly

2%This means estimating the percentage of adult recipientsin the six-week job search period (converted by
the estimator to the number of adult recipientsin the six-week period), determining the percentage in the period that
could reasonably be placed in ajob search activity, and subtracting the number of adult recipientsin an activity (other
than job search) already counted toward the participation rate in the six-week period. If the first-month exclusion was
exercised, the six-week job search period would be the fifth through the tenth week of assistance. If the first-month
exclusion was not exercised, the six-week job search period would be the first six weeks of assistance. [For our
national estimate, for those not otherwise participating, we assume 100 percent of adult recipients could reasonably
be placed in ajob search activity.] (At user option, ater the assumptions about the potential duration of job search,
and thus the percentage of adult recipientsin the designated period, and the percentage of adult recipientsin the
six-week, or aternative, period that could reasonably be placed in ajob search activity.)
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defined community service program under H.R. 4. [For our national estimate, we assume that
thiswould be about 5 percent of TANF adults under both bills.]

Also, count all adult recipients who participated in activities not considered direct work
activities but who would count under the three-month-activity rule, subject to the estimated
maximum number of adult recipients that can be in athree-month activity at any one time.’
[For our national estimate, we use data from 2001 (the most recent available) and assume no
change in the number of participants during the entire period.] For S. XXX, apply the
proportional participation credit. [For our national estimate, we assume that all adult recipients
counted toward S. XXX’ s participation requirements would meet the criteriafor maximum
extra credit and would be counted asa“1.08 family.”] (At user option, alter the assumption
about the proportional participation credit.)

* Under H.R. 4, the base participation rate is estimated to be 33 percent.

e Under S. XXX, the base participation rate is estimated to be 36 percent (3 percentage
points higher that under H.R. 4) because of the proportional participation credit.

Then determine whether participation requirements are met.

3. Apply participation rate credits. For H.R. 4, these are the casel oad reduction credit and the
superachiever credit. For S. XXX, it is the employment credit.

*  For H.R. 4, estimate the caseload reduction credit in future years. [For our national
estimate, we assume that the caseload is flat between 2004 and 2008 and thus do not
apply the caseload reduction credit.]*®

For H.R. 4, dso apply the superachiever credit. [For our national estimate, we do not
apply the superachiever credit because it appliesto fewer than twenty states.]

*  For S. XXX, estimate employment credit in future years. [For our national estimate, we

2™This means estimating the percentage of adult recipientsin the designated three-month periods (converted
by the estimator to the number of adult recipientsin the designated three-month periods), determining the percentage
in each of these periods that could reasonably be placed in a countable activity, and subtracting the number in a direct
work activity already counted toward the participation rate in each of the three-month periods. [For our national
estimate, we assume that 10 percent, 3.5 percent, and 6.5 percent of the adult caseload isin the first, second, and third
three-month period, respectively, and that a state could find and place 100 percent of adult recipients not otherwise
participating during each of the designated three month-periods. In practice, this may be difficult for the second and
third three-month periods, but we use this percentage to establish amaximum.] (At user option, ater the assumptions
about the percentage of adult recipients in various three-month periods and the percentage in each three-month period
that could reasonably be placed in a countable activity.)

2%The casel oad reduction credit will also be applied at |ater pointsin this estimator, to capture the effect of
possible caseload declines from full-family sanctions and transfers to separate state programs.
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assume the employment credit is 20 percentage pointsin every year.]
Then determine whether participation requirements are met.

4. Apply full-family sanction. Estimate the number of families that would become subject to a
full-family sanction in future years.

Apply the estimated impact of afull-family sanction (including estimates of the percent of
familiesthat are terminated, transferred to a separate state program, and begin complying with
program requirements) to each year’ s caseload. [For our national estimate, we assume no
change in the number of familieswith a sanction.]

*  For H.R. 4, we assume that 75 percent of families with a sanction are terminated or are
transferred to a separate state program and that 25 percent begin complying with
program reguirements. Some states may not want to impose a full-family sanction, but
our estimate does not reflect this possibility because of the lack of data and the
probability that most states will. (At user option, ater the assumptions about the
number of full-family sanction cases and the percentage of families that are terminated,
the percentage transferred to a separate state program or transformed to a child-only
case to avoid the requirement, or the percentage that begins complying if afull-family
sanction is applied.) The estimator automatically reapplies the caseload reduction and
superachiever credits.

*  For S. XXX, we assume no change in the number of families with a sanction and that
no state changesits current sanction policy. With S. XXX’ s heightened participation
requirements, however, some states may want to impose a full-family sanction. (At user
option, alter the assumptions about the number of full-family sanction cases and the
percentage of familiesthat are terminated, the percentage transferred to a separate state
program or transformed to a child-only case to avoid the requirement, or the percentage
that begins complying if afull-family sanction is applied.) The estimator automatically
reapplies the proportional participation and employment credits.

Then determine whether participation requirements are met.

5. Apply post-sanction exclusion. Estimate the number of families with a partial sanction that
could be excluded from the participation rate calculation. This means determining the number
of partial sanctions resulting from noncompliance with participation requirements and
excluding those with such sanctions that have not been in effect for more than three monthsin
the preceding twelve-month period. For S. XXX, apply the partial-sanction exclusion. [For our
national estimate, we assume no change in the number of families.] (At user option, ater the
assumption about the number of families with a partial sanction that could be excluded from
the participation rate estimate.) For S. XXX, the estimator automatically reapplies the
proportional participation and employment credits.
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6. Apply first-month exclusion. Estimate the number of familiesin their first month of
assistance and their participation rate in future years. Apply first-month exclusion and exclude
adult recipients not participating from the participation rate calculation. [For our national
estimate, we assume that the participation rate of familiesin the first month of assistance is 50
percent of the total caseload. Our estimate assumes no change in the number of first-month
families or their participation rate during the entire period.] (At user option, alter the
assumptions about the number of familiesin the first month of assistance and their
participation rate.) For H.R. 4, the estimator automatically reapplies the casel oad reduction and
superachiever credits. For S. XXX, the estimator automatically reapplies the proportional
participation and employment credits. Then determine whether participation requirements are
met.

7. Apply child-under-one exclusion. Estimate the number of families with a child under age
one and their participation rate in future years. Apply the child-under-one exclusion and
exclude adult recipients not participating from the participation rate calculation. [For our
national estimate, we assume that the participation rate of families with a child under age oneis
50 percent of the rest of the caseload (after the application of the full-family sanction). Our
estimate assumes no change in the number of families with a child under age one during the
entire period.] (At user option, alter the assumptions about the number of families with achild
under age one and their participation rate.) For H.R. 4, the estimator automatically reappliesthe
casel oad reduction and superachiever credits. For S. XXX, the estimator automatically
reapplies the proportional participation and employment credits. Then determine whether
participation reguirements are met.

8. Establish mandatory job search program at application. For H.R. 4, thiswould be under
the rubric of the three-month-activity rule. For S. XXX, this would be under the rubric of (1)
job search as adirect work activity for six weeks and (2) job search as a three-month activity, if
combined with other activities to avoid triggering the six-week per year limitation on job search.
Our estimator calculates the effect of each of these provisions separately.

» For H.R. 4’ sjob search as a three-month activity, this means estimating the percentage
of adult recipientsin the first three-month period (converted by the estimator to the
number of adult recipientsin the first three-month period), determining the
percentage that could reasonably be placed in ajob search activity, and subtracting (1)
the number of adult recipientsin adirect work activity already counted toward the
participation rate in the first three-month period, (2) the number of adult recipientsin
job search already counted toward the base participation rate under the
three-month-activity provision, and (3) half of the number of adult recipients remaining
in an activity not considered a direct work activity already counted toward the base

29)f the first-month exclusion was exercised, the three-month period would be the second through fourth
months of assistance. If the first-month exclusion was not exercised, the three-month period would be the first three
months of assistance.
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participation rate under the three-month-activity provision (because the other half was
in subsequent three-month periods), subject to the estimated maximum number of
adult recipients that can be in athree-month activity during the first three-month
period.*® [For our national estimate, for those not otherwise participating, we assume
100 percent of adult recipients could reasonably be placed in ajob search activity.] (At
user option, alter the assumptions about the percentage of adult recipientsin the first
three-month period, the percentage that could reasonably be placed in a countable
activity, and the percentage in an activity not considered a direct work activity in the
first three-month period.) The estimator automatically reapplies the caseload reduction
and superachiever credits. Then determine whether participation requirements are met.

For S. XXX’ s six-week job search activity, this means estimating the percentage of
adult recipientsin the six-week job search period (converted by the estimator to the
number of adult recipientsin the six-week period),** determining the percentagein the
period that could reasonably be placed in ajob search activity, and subtracting the
number of adults recipientsin an activity (other than job search) already counted
toward the participation rate in the six-week period and all adultsin job search counted
in the base participation rate. (If the number of adultsin job search in the base
participation rate exceeds the maximum number in a six-week period, we assume the
excess job search participants are counted under the three-month-activity rule below.)
[For our national estimate, for those not otherwise participating, we assume 100 percent
of adult recipients could reasonably be placed in ajob search activity.] (At user option,
ater the assumptions about the potential duration of job search, and thus the percentage
of adult recipientsin the designated period, and the percentage that could reasonably be
placed in ajob search activity.) The estimator automatically reapplies the proportional
participation and employment credits. Then determine whether participation
requirements are met.

For S. XXX’ sjob search as athree-month activity, this means estimating the percentage
of adult recipientsin the first three-month period (converted by the estimator to the

30This means estimating the percentage of adult recipientsin the first three-month period (converted by the

estimator to the number of adult recipientsin the first three-month period), determining the percentage that could
reasonably be placed in a countable activity, and subtracting the number of adult recipientsin adirect work activity
already counted toward the participation rate in the first three-month period. (At user option, alter the assumptions
about the percentage of adult recipientsin the first three-month period and the percentage that could reasonably be
placed in a countable activity.)

3L the first-month exclusion was exercised, the six-week job search period would be the fifth through the

tenth week of assistance. If the first-month exclusion was not exercised, the six-week job search period would be the
first six weeks of assistance.
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number of adult recipientsin the first three-month period),*? determining the
percentage that could reasonably be placed in ajob search activity, and subtracting (1)
the number of adult recipientsin adirect work activity already counted toward the
participation rate in the first three-month period, (2) the number of adult recipientsin
job search in excess of the number in the six-week job search period (if any) already
counted toward the base participation rate under the three-month-activity provision, and
(3) half of the number of adult recipients remaining in an activity not considered a direct
work activity (because the other half wasin a subsequent three-month period) aready
counted toward the base participation rate under the three-month-activity provision,
subject to the estimated maximum number of adult recipientsthat can bein a
three-month activity during the first three-month period.*® [For our national estimate,
for those not otherwise participating, we assume 100 percent of adult recipients could
reasonably be placed in ajob search activity.] (At user option, alter the assumptions
about the percentage of adult recipientsin the first three-month period, the percentage
that could reasonably be placed in ajob search activity, and the percentage in an activity
not considered a direct work activity in the first three-month period.) The estimator
automatically reapplies the proportional participation and employment credits. Then
determine whether participation requirements are met.

9. Apply three-month-activity rulein subsequent three-month periods. Estimate the
number of families that might be placed in three-month activities in the second and third
three-month periods. This means using the existing estimates of the percentage of adult
recipients in the second and third three-month periods (converted by the estimator to the
number of adult recipientsin the second and third three-month periods) and the percentagein
each of these periods that could reasonably be placed in a countable activity. Using the
resulting estimate of the potential number of adult recipients that can participatein a
three-month activity, subtract (1) the number of adult recipientsin adirect work activity already
counted toward the participation rate, (2) the number of adult recipientsin job search already
counted toward the base participation rate under the three-month-activity provision, and (3)
half of the number of adult recipientsin an activity not considered a direct work activity or job
search (because the other half wasin the first three-month period). (At user option, alter the
assumptions about the percentage of adult recipientsin various three-month periods, the
percentage in each three-month period that could reasonably be placed in a countable activity,

392 the first-month exclusion was exercised, the three-month period would follow the six-week job search
period and would be the eleventh through the twenty-second week of assistance. If the first-month exclusion was not
exercised, the three-month period would be the seventh through the el ghteenth week of assistance.

3%This means estimating the percentage of adult recipientsin the first three-month period (converted by the
estimator to the number of adult recipientsin the first three-month period), determining the percentage that could
reasonably be placed in a countable activity, and subtracting the number of adult recipientsin adirect work activity
already counted toward the participation rate in the first three-month period. (At user option, alter the assumptions
about the percentage of adult recipientsin the first three-month period and the percentage that could reasonably be
placed in a countable activity.)
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and the distribution of adultsin activities not considered direct work activities in the second and
third three-month periods.) [For our national estimate, for those not otherwise participating, we
assume 100 percent participation during each of the designated three-month periods.] For H.R.
4, the estimator automatically reapplies the casel oad reduction and superachiever credits. For S.
XXX, the estimator automatically reapplies the proportional participation and employment
credits. Then determine whether participation requirements are met.

10. Establish a separ ate state program for recipientswho arework limited. Estimate the
number of families with an adult that would not receive TANF assistance in future years due to
the shift to the separate state program for the work limited. [For our national estimate, we
assume reductions in the adult caseload of O percent in 2004, 15 percent in 2007, and 15 percent
in 2008. We also assume that these families would otherwise have a 0 percent participation rate
because, if they were participating and could be counted, the state would not have transferred
them from TANF] (At user option, alter the assumptions about the percentage of the adult
caseload considered for transfer to the separate state program, their participation rate, and the
percent of already participating cases that would be transferred.) For H.R. 4, the estimator
automatically reapplies the casel oad reduction and superachiever credits. (At user option, alter
the assumptions about the percentage of the caseload considered for transfer in 2004 and 2007
to control the additional caseload reduction credit generated for 2008 by the separate state
program. A checkbox allows the user to indicate whether the separate state program is activein
2004 and thus could generate another caseload reduction credit for 2008.) For S. XXX, the
estimator automatically reapplies the proportional participation and employment credits. Then
determine whether participation requirements are met.

11. Establish a separ ate state program for recipientswho arein education programs.
Estimate the number of families with an adult that would not recelve TANF assistance in future
years due to the shift to the separate state program for those in education programs. [ For our
national estimate, we do not make an estimate of the number of families that might be placed in
such programs. If any were placed in a program, we assume that they would otherwise have a0
percent participation rate because, if they were participating and could be counted, we would
not expect the state to transfer them from TANF] (At user option, alter the assumptions about
the percentage of the adult casel oad considered for transfer to the separate state program, their
participation rate, and the percent of already participating cases that would be transferred.) For
H.R. 4, the estimator automatically reapplies the casel oad reduction and superachiever credits.
(At user option, alter the assumptions about the percentage of the caseload considered for
transfer in 2004 and 2007 to control the additional caseload reduction credit generated for 2008
by the separate state program. A checkbox allows the user to indicate whether the separate state
program is active in 2004 and thus could generate another caseload reduction credit for 2008.)
For S. XXX, the estimator automatically reapplies the proportional participation and
employment credits. Then determine whether participation requirements are met.

12. Establish a separate state program for other state-designated groups. (Our estimator
allowsthe user either to rename an existing separate state program or to combine several
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separate state programsinto asingle entry.) Estimate the number of families with an adult that
would not receive TANF assistance in future years due to the shift to the separate state program
and their participation rate. (At user option, alter the assumptions about the percentage of the
adult caseload considered for transfer to the separate state program, their participation rate, and
the percent of already participating cases that would be transferred.) For H.R. 4, the estimator
automatically reapplies the caseload reduction and superachiever credits. (At user option, alter
the assumptions about the percentage of the caseload considered for transfer in 2004 and 2007
to control the additional caseload reduction credit generated for 2008 by the separate state
program. A checkbox allows the user to indicate whether the separate state program is activein
2004 and thus could generate another caseload reduction credit for 2008.) For S. XXX, the
estimator automatically reapplies the proportional participation and employment credits. Then
determine whether participation requirements are met.

13. Establish a separate state program for recipientswho reach atime limit on assistance.
Estimate the number of families with an adult that would not recelve TANF assistance in future
years due to the shift to a separate state program for time-limited reci pients because they both
hit the time limit and are not countabl e toward participation requirements. [For our national
estimate, we assume transfers to the separate state program of 0 percent in 2004, 14 percent in
2007, and 19 percent in 2008. We al so assume that those who reach the time limit would have a
participation rate about equal to that of the rest of the caseload and that states would not
transfer those who are participating, because retaining them on the caseload would raise the
participation rate more than the increase in the value of the caseload reduction credit that might
result from transferring them.] (At user option, alter the assumptions about the percentage of
the adult casel oad considered for transfer to the separate state program, their participation rate,
and the percent of already participating cases that would be transferred.) For H.R. 4, the
estimator automatically reapplies the caseload reduction and superachiever credits. (At user
option, alter the assumptions about the percentage of the caseload considered for transfer in
2004 and 2007 to control the additional caseload reduction credit generated for 2008 by the
separate state program. A checkbox allows the user to indicate whether the separate state
program is active in 2004 and thus could generate another caseload reduction credit for 2008.)
For S. XXX, the estimator automatically reapplies the proportional participation and
employment credits. Then determine whether participation requirements are met.

14. Expand number of recipientsin direct work activities. Enter the increase in the number
of adults participating in adirect work activity for sufficient hoursto meet H.R. 4 or S. XXX’s
participation requirements. [For our national estimate, we have not assumed an increasein
direct work activities because most states do not need to place more recipients in direct work
activities to satisfy the participation requirements.] (At user option, increase the number of
recipientsin adirect work activity by changing the initial count of recipientsin direct work
activities. The estimator then automatically recal culates the participation rate by applying all of
the subsequent provisions.) Then determine whether participation requirements are met.
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