f Emil E. Parker

05/15/98 10:57:29 AM

Record Type: Record

To: Melinda D. Haskins/OMB/EOP
cc: Diana Fortuna/OPD/EOP
bce:

Subject: Re: Final Passback on the HHS Contingency Fund Report Wﬁ
A few minor changes:

In the hand-written insert on the left side of the page, add "during the period from 1991 through
1994," after "34% of the months."

In the insert on the lower right side of the page, replace "degree to which States would make the
necessary expenditures to match Federal contingency funds" with "extent of these States'
expenditures beyond the CF MOE level, which are needed to match Federal contingency funds."

Thank you.

Melinda D. Haskins 05/15/98 09:53:58 AM

Melinda D. Haskins 05/15/98 09:53:58 AM

Record Type: Record

To: Diana Fortuna/OPD/EOP, Emil E. Parker/OPD/EOP, Sanders D. Korenman/CEA/EQP

cc: Anil Kakani/OMB/EOP, Jeffrey A. Farkas/OMB/EQOP
Subject: Final Passback on the HHS Contingency Fund Report

o

(

I've just faxed you the proposed final passback to HHS on its contingency fund report. Please
provide me with specific edits to the document by 10:30 a.m. today. Thanks.



Sanders D. Korenman
05/15/98 12:23:14 PM

Record Type: Record

To: Melinda D. Haskins/OMB/EOP, Diana Fortuna/OPD/EOP

cc:
Subject: Re: Final Passback on the HHS Contingency Fund Report &4 -

FR

Change the phrase "none are predicted" to something like "none are projected in current budget

\>forecasts" :

Change "These data are not conclusive” "These data alone are not estimates of the adequacy of

the contingency fund during a recession. One would also need to know how many of these
e\>)states...." then follow with the remainder of the next sentece.

Change the word "match" to "draw down" -—} W 'S Q S L,O\XYO(
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IV. ANALYSIS OF THE OPERATION OF THE CONTINGENCY

FUND

In order to examine the status and operation of the Contingency Fund fo date and consider
whether changes of improvements &r@ needed at this time, this report analyzes five key
components of the Contingency Fund.

e Total funding availadle for the Contingency Fund,

« How the eligiblity triggers target needy States;

« Contingency Fund maintsnance of effort requirements;

o Calculations under the reconcillation formula; and,

« Offsetting funds adjustments required by the Adoption and Safe Families Act of 1997.

Any evaluation of the Contingency Eund et this time must pe viewed as preliminary since the
gconomy in most areas of the country is very strong and States are in the earty stages of
implementing he new TANF program. The Contingency Fund has not yet been tested curing the
period of economic downturn for which it was designed. Thersfore, it would be premature 10
assess the long-term offectiveness of the fund.

A. Total Funding Available for the Contingency Fund

W

The PRWORA appropriated $2 pilfion for the cperauon of the Contingsncy Fund fer FY
1997 through FY 2001. The Adoption and Safe Families Act of 1997 reduced the $2
billion appropriation for the ContingenCy Fund by $40 million for @ total of $1.98 bililon.
Under current economic assumptions, all estimates indicate that the approprialed funds
are adequate to mest the needs during this period.

To date, two States nave requested §17.2 million of provisional Contingency Fund
payments--payments that must be reconciied under the process descrived later In this
report. The \ables in Appendix D provide a range of possible amounts payable to the
States under the Contingency Fund, Including the maximum amount of Contingency
Funds that each State could claim if they met the trigger and MOE requirements for a full
12 months In a fiscal year.

The Administration projects Contingency Fund outlays at $210 million for the period FY
1998-2003, while the Congressional Budget Office (CB) budget baseline prolects autlays
at $435 miltion for the same period. {Although the Contingency Fund s only authorized
and approprieted through FY 2001, the baseline asgumes continuation beyond then.)
Under either ptojection, the appropriation is sufficient to meet projected outigys. 1t should
pe noted that these outley estimates were prepared assuming that the current favorable
aconomic climate would continue. Moreover, neither CBO nor OMB forecast economic
gssumptions on 8 reglonal basis. Therefors, if 2 national economic downturn should
occut, or if the economic conditions in specific States ghould deteriorate, then the actual
ouliays may differ from the budget estmates that do not bulld in the possibiiity ofa
recessionary scenarlo.

in addttion, the statutory procedure for recovering $40 million from the Contingency Fund.
as prescribed in the Adoption and Safe Femilies Act of 1997 will have a direct impacton

W "SNTYSVH-NOdd YNAI¥0d "0 - T6T:0L #¢-60 866T-GT-AVW
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focuses on the reconcilistion process, outlines the circumstances ander which the Adoption end
Safe Families Act provision could affect the funding avallable. ’

Finally, ! is imporiant to note that under PRWORA States may reserve any unspent

- TANF funds Indefinitely as a financial cushion for future periods of increased need.

During the current period of deciining caseloads, most Stales have somo unebligated
TANF funds that may be saved for future contingencies. in addition, PRWORA
astablished a Welfare Reform Loan Fund with an appropriation of $1.7 billlon for five
years in order to assist States during economic downtum. This Loan Fund can be
accassed by a State in amounts notto axceed 10% of a State’s family Assistance
@Grant. We will aged time 10 assess the cholces States witl make about how to use these

. funds, in addition to the Contngency Funds, during 8 recsssion.
o : DIM 20+
. X -MHM‘W O ' I r i 1 qa0°s -

>Some have suggested that the contingency Fund be adjusted to better accommodate

national or regional racassions and incregs ed welfare noegds. Propoeals have included

the elimination of the current $2 billion g&p, l.e., an open‘ended fund, end an automatic
increase in the Contingency Fund level triggered by €Ne nges In specified economic

: indicators. J Ao Aslimend m,f ol whibe retficc. il WO
7}””. Aale. undi cméil.u alia)‘;:l’ui o A » ,1$M currint Fumolens © p‘f—{(_g; CF
J‘f‘a.mk)w_pd Pranonems ot i BRNeS Heve-pPu i A, -rHooasil Oy aategrdthe VMC{Aﬂ
IW M”_ " .|‘.,l.l: . NA Gyl 0NN ) nle A AacI(RSS LIS « B - & - ,'.'c“mlf.ffh'.f"
4 While it is not possidie o develop pn accurate n {mericet estimate of the demandonthe in a//
Lﬂ'*"‘aym Contingency Fund undor this-provioT ecessionifor several reasons, we canprovide  [iketih cod
g af Lo oad some contex by looking at the number of States that would have met the unemployment diiicig, a
rate trigger.and “he Numbate 7} Mmn'Tha “hiy wewt d Kaar dore Scg Severe

- were (Pfedr'cf'rd .

.. S$1H1C M) 1 Ne p
s were 2448 months | apt-rite
fates times 12months\ ~___ "

During that period .

multiply

wyw [ calculated. (The aumber ot-wanths IS derived by g8
_ times 4 years.) 0 34%, or 828, o UTo6C hs StalesWould have been sligible to
Canline recelve provisional payments based on S Soatfipency Fund unemployment fate trigges

sy gpplying the unemployment rate

prow'siomal tevel. This count of eligible months was
az 7 trigger provisions to the actusl ypef ployment rate data fordag 1091-84 State
. me % trigqer provisions take Into considers ion both the {evei of
in 34% % gfage unemployment rate for each month In tho periot-and.{he J0%
Ypn Mol wist6h which requires the unemployment rate t0 pe at least 110% of the State’s

b ’ one of the prior two yoars- :

aacd oL

qu. CF 5 Tvol known how ma

unf;yrl?w,r conen FrrotaaRuitem ph T )
‘f/u;sf* Lo sl changes made tc the Food & program by PRWORA comparable Food Stamps celiiaas
caseload data is not available to assess the number of States that would have met the ’\'k da

Food Stamps irigger during this same period ot time. et bnav had mang o

posals to change the Contingency Fund should be thoroughly Bldl StaTie
considered by the Administretion and Congress when the Contingency Fund is ostup woanld hare

2 and beyond. At that point, a compl
g for FY 2002 e ata o thapdogreatowhlch States have mt The

to-dste economic Joctions, state welfare needs, an

used TANF mnds‘t:;osstabllsh contingency or rainy gday funds should be conducted lnt CF MOE
order to have that nformation on hand as Congress and the Administration evaluate he -
gppropriate jave! of funding for the Contingency Fund. >y WM o tﬂu, d.a.ga(_
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No. of Months Potential Pay Paid Owt Percentage
Out if Number- Under Reduction
of-Months Current
Adjustraent Adjustment
were Process

Eliminatad
State A 3 $2,000,000 .5500.000 75%
State B 6 $2,000,000 $1,000,000 50%
State C 12 SZ,ODO,MO $2,000,000 0%

Tolal $6,000,000 $3,500.000

Questions have been raisad about whether the proportion of Federal funds finally retained
by needy States, 23 determined by this reconcliiation formuta, 1s 100 low compared to the
required Stete Contingency Fund MOE and matching axpenditures. An alternative 0
consider would be the elimination of this final step in the reconcliation procass. For
States that met the trigger level requireman's, this change would convert the Contingency
Fund to @ matching program for State axpenaitures in Oxcess of the Contingency Fund
MOE. Column two In the table demonstrates the impact on State funds if the
reconciliation procedures were revised to eliminate the number of months adjustment.
Under this atternetive, each State In the example would retain a 50% Federal matching
rate ragardiess of the aumber of months for which they received Contingency Funds.
This aiternative would ireat all States that quelify for Contingency Funds equally,
regardless of whether the Stete met the riggers for 2 months or for the entire year.

Any changes fo the reconcliation formula could result in significant increases in Federsl
costs.

£ Adoption and Safe Familles Act of 1997 Provision

States receiving Contingency Funds under provisional payments may have rpceived
overpayments, and may have to remit all or part of the funds. The Adoption and Safs
famiies Act ot 1997 amendments to the Contingency Fund Increased the State
remnittance smount in order to provide sufficient funding for this key adoption inltiative.
The provision increases {he remiiance amounts of all States drawing from the
Conlingency Fund. This increase. to be shared proportionally by all States drewing funds
ina year, total $2 miilion in FY 1998, $9 milion in FY 1999, $16 million in FY 2000, and
$13 milllon in FY 2001. One result of this calculation is that the fewer the number of
Siates recelving funds, the nigher thelr proportionate ghare of the offset, and the more
they will have to remit.

One way to address this issue would be to change ths remittanca formula In a way that
spreads out the recovery of funds. For example, the additional remittance amount could
be capped at somo percentage, gay 25% or 30%, 0 the Contingen nds to which the
would be othe ise entitied in a0y 8 ANOUIOE-BRBIAALNE-WBIG

————
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Anil Kakani
. 05/08/98 04:18:24 PM

Record Type: Record

To: Diana Fortuna/OPD/EOP, Emil E. Parker/OPD/EOP

cc:
Subject: CF report sentence on the $40 million offset

Forwarded by Anil Kakani/OMB/EOP on 05/08/98 04:18 PM

Anil Kakani

- WA " 05/08/98 04:16:17 PM

Record Type: Record

To: Melinda D. Haskins/OMB/EOP@EOQOP

cc: Matthew McKearn/OMB/EOP@EOP
Subject: CF report sentence on the $40 million offset

How about replacing the last sentence w/ the following:

The Administration will work with Congress to ensure that individual states are not unduly
burdened by the Adoption and Safe Families Act provision.

We've talked this over w/ Barbara and she's comfortable with it.



T MAY-05-1998 11:51 T0:182 - D. FORTUNA

FROM:DADE, .
No. of Months | Potential Pey PadOut | Percentage ]
Out Y Number- Under Reduction
of-Months Current
Adjustment Adjustment
were Process

Eliminated
State A 3 $2,000,000 $500,000 75%
State B 8 $2,000,000 $1,000,000 50%
State C 12 $2,000,000 $2.000,000 0%

Tolat $6,000,000 $3,500,000
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Diana Fortuna { 05/07/98 05:12:01

Y ] m':
Record Type: Record
To: Melinda D. Haskins/OMB/EOP
cc: Sanders D. Korenman/CEA/EOP, Emil E. Parker/OPD/EQOP, Anil Kakani/OMB/EQOP, Jeffrey A.
Farkas/OMB/EOP
bece: Records Management

Subject: Re: Redraft of "Future Funding Needs" Section of HHS' Contingency Fund Report ?ﬁ

OMB is too bare bones, while HHS's long paragraph of arithmetic is pointless. After the first
paragraph, it should say something like, "We are able to look at early 90's recession and determine
number of states that would have met ue trigger, and the number of months they would have done
s0.” (Maybe we could then say something short like, "30 states would have met trigger for at least
one month, and in 34% of those months sttes would have been eligible to receive porvision
payments.”) "However, this data is far from conclusive for a number of reasons. First, we don't
know how many of these elig. states would have met the cont fund moe requirements or the
degree to which states would make (not have!) the necessary expenditures to match fed cont
funds. In addition, due to the changes made to the food stamps program by PRWORA..." and
continue as HHS had it from there.

Melinda D. Haskins 05/07/98 01:12:06 PM

Melinda D. Haskins 05/07/98 01:12:06 PM

Record Type: Record

To: Sanders D. Korenman/CEA/EQOP, Diana Fortuna/OPD/EOP, Emil E. Parker/OPD/EQOP
cc:
Subject: Redraft of "Future Funding Needs" Section of HHS' Contingency Fund Report

I've just faxed you my and HHS' proposed redrafts of the "Future Funding Needs" section of the
Contingency Fund Report. Please provide me with your comments by 2:30 p.m. today. Thanks.
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o receive provisional payments basedgadité Contingency Fund unemployment rate rigger
gu\w & jevel. This count of eligible MORHS was CUME {ed Dy applying the unemployment rate
"b wcul& trigger provisions 10 the setdal unemployment ralreala for the 1991-84 State
)’\LD"T unemployment rsjs-dtta. The trigger provisions take IMSBaz ideration both the level of
the three montif average unemployment rete for each month in Tre~pagod and the ook
LW qu}/ back® proVision which requires the unemployment rele to be at least 110% vi-the State's
-\\N"'\’ aie’Tn one of the prior two years.

G B ] |

. B

Howern, i clata s Do (1« dutive for a ke
AR 08 e - 'karsf y we dw't " Inad ha meny of Yheat eug){,tii,
AL CF ol ) :

© R BADL Y Mo € AL qut AIS O SHe

s, circumstances u
Safe Families Act provision could affed the funding aval}
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Finally, i is imporiant to note that under PRWORA Sta y reserve any unspen
TANF funds indeflnitely as a financial cushion for fulure periods of increased need.
During the current period of deciining caseloads, most States have some unobligated
TANF funds hat may be.saved for future contingenoies. in addition, PRWORA »
established a Welfare Reform Loan Fund with an appropriation of $1.7 billion for five %
years in order to assist States during economic downtum. This Loan Fund can be ,
accessed by 8 Staie in amounts not to oxceed 10% of a State’s Family Asslstance _}_
Granl. We will need time 10 assess the cholces States will make about how to use these ‘3
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funds, in addition to the Contingency Funds, during a recession.
Future Funding Needs

Some have suggested that the Contingency Fund be adjusted 1o better accommodate
national or regional recessions and Increased welfare needs. Proposals have included
the elimination of the curvent $2 billion cap, l.e., an operended fund, and an sutomatic
increase in the Contingency Pund leve! triggered by changes in specified economic
indicators. .

10 the recession in the early 1990’s and the
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No. of Months | Potential Pay |  Paid Out Percentage
Out H Number- Under Reduclion
of-Months Current
Adjustment Adjustment
were Process
: Eliminated :
State A 3 $2,000.000 $500,000 76%
Siate B 6 . $2000000| $1.000000| 50%
State C 12 $2,000,000 $2,000,000 0%
Total $6.000,000 $3,600,000

Questions have been raised about whether the proportion of Federal funds finally retained
by needy States, a3 determined by this reconcliiation formuta, is too low compared to the
required State Contingency Fund MOE and matching expenditures. An alternative to
consider would be the elimination of this finai step In the reconcillation process. For
States that met the trigger level requitements, this change would convert the Contingency
Fund to @ matching program for State expendttures in excess of the Contingency Fund
MOE. Column two In the table demonstrates the impact on State funds if the
reconcliiation procedures were revised to eliminate the number of months adjustment.
Under this aitemative, each State In the example would retain a §0% Federal matching
rate regardiess of the number of months for which they recelved Contingency Funds.
This siternative would treat all States that quallfy for Contingency Funds equally,

- regardiess of whether the Stete met the triggers for 2 months or for the entire year,

Any changes to the reconciliation formula could resuit in significant increases In Federel
costs.

E. Adopt!oh and Safe Families Act of 1987 Provision

States receiving Contingency Funds under provisiongl payments may have received
overpayments, and may have ta remit all or part of the funds. The Adoption and Safe
Familles Act of 1997 amendments to the Contingency Fund Increased the State
remittance amount in order to provide sufficient funding for this key adoption Initiative.
The provision Increases the remittance amounts of all States drawing from the
Contingency Fund. This increase, to ba shared proportionally by all States drawing funds
in @ year, total $2 million in FY 1998, $9 million In FY 1899, $16 million in FY 2000, and
$13 miilion in FY 2001. One result of this calculation I8 that the fewer the number of
States racelving funds, the higher thel proportionate share of the offset, and the more
they will have o remit. ‘
One way to address this issue would be to change the remittanca formula in @ wey that
spreads out the racovery of funds. For example, the additional remittance amount could
be capped st some percentage, say 25% or 30%,_ of . D W

d be otherwise entitiad Ar
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proposed OMB edits:

Suggested edits to pages 7-8.

* p.7, under header "A: Total Funding Available for the Contingency Fund", delete "Current
Funding Needs."

* p. 8, delete "Future Funding Needs" and text that follows header and insert:

“Note: some have suggested that the Contingency Fund be adjusted to better accommodate
future national or regional recessions and increased welfare needs. Proposals include the
elimination of the current $2 billion cap ( i.e., an open-ended fund) and an automatic increase In
the Contingency Fund level triggered by changes in specified economic indicators.

These and other proposals to change the Contingency Fund should be thoroughly considered by
the Administration and Congress when the Contingency Fund is reauthorized for FY 2002 and
beyond. At that point, a complete analysis of the most up-to-dale economic projections, state
walfare needs, and the degree to which States have used TANF funds to esiablish contingency or
rainy day funds should be conducted in order to have that information on hand as Congress and
the Administration evaluate the appropriate level of funding for the Contingency Fund.”
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focuses on the reconciliation process. outlines the circumstances under which the Adoption and
Safe Familias Act provision could affect the funding avallable.

Finally, it is Important to note that under PRWORA Stales may reserve any unspent
TANF funds indefinitely as a financial cushlon for future periods of increased nead.
During the current period of declining caseloads, most Stales have some unobligated
TANF funds that may be saved for future contingcnoies. in addition, PRWORA
established a Welfare Reform Loan Fund with an appropriation of $1.7 billlon for five
years in order to assist States during economic downtum. Yhis Loan Fund can be
accessed by a State in amounts not to exceed 10% of a State’s Family Assistance
Grant. We will need time 10 assess the cholces States will make about how to use these
funds, in addition 10 the Contingency Funds, during a recession.

_ }( Future Punding Needs

Some have suggested that the Contingency Fund be adjusted to better accommodate
national or regional recessions arnd increased wellare needs. Proposals have included
the elimination of the current $2 billion cap, .e.. an open-ended fund, and an gutomatic
increase in the Contingency Fund level triggered by changes In specified economic
indicators.

Proponems of these changes have pointed to the recession In the early 1890’s and the
inadequacy of the current Contingency Fund to address needs of such magnitude.

While It is not possible 10 develop an accurate numerical estimate of the demand on the
Contingency Fund under thls previaus recession for scveral reasons, wa can provide
some context by looking at (he number of States that would have met the unemployment
rate trigger.

By looking back al the unemployment rates during the previous recession period (1881
through 1894). 38 of the 51 States would have met the trigger for one or more months.
During that period there were 2448 months In which State unemployment rates ware

) calculated. (The number of months Is derived by multiplying 51 States times 12 months

' times 4 years.) In 34%, or 828, of those months States would have been eligible to

recelve provisional payments based on the Contingency Fund unemployment rate trigger
level. This count of eligible months was computed by applying the unemployment rate
trigger provisions to the actual unemployment rate data for the 1991.84 State
unemployment rate data. Tho trigger provisions take Into consideration both the level of
the three month average unemployment rate for each month in the perod and the “look
back" provision which requires the unemployment rate to be at least 110% of the State's
rate in one of the prior two years.

However, it is not known how many of these sligible States wouid have met the
Contingency Fund MOE requirements or the degree to which States would have the
.., nhecessary expenditures to matoh the Federal Contingency Funds. In addition, due to the
[} - changes made 16 1he Food Stamps program by PRWORA comparable Food Stamps
casoload data Is not available to assess the numbar of States that would have met tho
Food Stamps trigger during this same pariod of time.

Thesc and other proposals to change the Contingency Fund should be thoroughly
oconsidered by the Administration and Congress when the Contingency Fund is
reauthorized for FY 2002 and beyond. Atthat point, 2 corplete analysis of the most up-
io-date economic projactions, state walfars needs, and the degres to which Slates have
used TANF funds 1o establish contingency or rainy day funds should be conducted in
order to hava that Information on hand as Congress and the Administration evaluate the
appropriate level of funding for the Contingency Fund.
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Executive Summary

The Personal Responsibiiity end Work Opportunity Reconciliation Act of 1996 (PRWORA, P.L.
104-193) reformed the gosls and structure of the nation’s welfara system. In eddition to
establishing block grants for the States, PRWORA established a Contingency Fund for State
Welfare Programs to assist Stales in meeting the nead for welfare agsistance during periods of
sconomic downturn. The Contingency Fund would make additional Federal funds avallable on a
matching basis t0 qualifylng necdy stutes that requested such funds.

Section 403(b)(8) of the Social Securlty Act as amended by PRWORA directed the Secratary of
the Department of Heslth and Human Services (HHS) to teport annually to Congress on the
stetus of the Contingency Fund. The Adoption end Safe Families Act of 1997 (soction 404, P.L.
105-89) included an amendment to the Contingency Fund, @nd aiso directed the Secretary of
HHS o repori fo Congress on rocommendations for improvemsnts. Pursuant to these
requirements, this report examines the status @nd operation of the fund to date end considers
whather changes or Improvements are needed at this time.

Under current national economic projections, the Contingcney Fund is adequate to meet the
needs of qualifying States. Any evaluation of the Contingency Fund must be viewed as
preliminary at this time, however, since the economy In most areas of the country is very strong,
and States are in the early stages of implementing the new Temporery Assistance for Needy
Families (TANF) progrem. The Gontingency Fund has not yel been tested curing the periode of
economic downturn {or which it was desipned.

Therefore, it would be premature to assess the iong-term etfactiveness of the Contingency Fund.
Nothing in thia report should be construed es an Administration recommendation or endorsement
of an option. As States make {urther progrese in implementing their TANF programs, and we gain
more experience in implementation of the Contingency Fund, we will be in a better position to
provide u more analytical asseasment of the adequacy of the Gontingency Fund and the need for
changes in our future arnual reports 1o Congress. Our goal for these future reports will be to
pravide sufficlent information for Congress in its preparation for the raauthorization of the
Contingency Fund for FY 2002 and beyond.

For our first annual report we are sble to provide baslc infe:mation on the operation of the
Contingency Fund, exemine possible changes in several of its provisions, and attemp! {0 nss085%
tho costs associaled with such changes. In particular the report analyzes five key compononts of
the Contingency Fund:

Total funding avaliable for the Contingency Fund;

How the eligibility Iriggers target needy States;

Contingency Fund maintenance of effort requirements;

Calculations under the reconciliation formula; and,

Offsetling funds adjustments required by the Adoption and Safe Families Act of 1997.

i
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This report was prepared ufter extensive consultotions about weifare reform, Including the
Contingency Fund, with Stats TANF agency reprosentetives. in addition, the Administration on
Childron and Families (ACF) considered information and cuggestions about the Fund offared by
the National Governors’ Assoclation, the Congressional Budget Offce, Congrassional Resaarch
Service, and other Interested groups and \ndividuals.

We look forward to working with Congress, ihe States and other interested partios to more fulty
review the operation and odequacy of the Contingency Fund In the yeers shead.

sii
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. INTRODUCTION

A. Background

The PRWORA repaaled the Federal Aid to Families with Dependant Children {AFDC)
entillement program. The new leglslation replaced AEDC with the Temporary Asslstance
for Needy Families (TANF) progrein -- a block grant which provides each State with a
fixed amount of Federal funds through the fiscel yoar 2002. To address concerns that 2
fixed block grent could threaten States' ubility to meet increased needs for TANF durlng
perlods of economic downturn, 2 Contingency Fund for State Welfare Programs was
included In PRWORA (sections 403(b) and 409(a)(10) of the Soclal Security Act 8s
amended by PRWORA). '

The Fund was designed to provide additional Federal support on a matching basls for
States experiencing increased economic need. Specific stetutory provisions were
included to ensure that:

e Contingancy Funds are targeted to "needy” States;

« Stletes receiving such funds maintain thelr full tevel of historic Stete expenditures
for welfare progrems; and,

o Federal funds are appropristed for this purpose.

Under PRWORA, $2 billion was appropriated for the Contingency Fund for fiscel years
1907 through 2001 for any of tha 50 States and the District of Columbis that quailfy.
Tribes and territorles are not ciigible for the Contingency Fund. In order to offset $40
million in expenditures fot adoption and reloted activities, the Adoption and Safe Famiiles
Act of 1997 amended the Contingency Fund and changed the amount of funds that each
quelifying State may retain.

In October 1997, ACF Issued 8 Program instruction (P1) estabiishing proccdures for
notifying States adout eligibility and requests for Contingency Funds. Soc Appendix A.
To date, two States (North Carolina and New Mexico) have formally requested
Contingency Funds.

8. Statutory Requirements

Section 403(b)(8) of the: Soclal Security Act as amended by the Personal Responsibility
and Work Opportunity Reconclliation Act of 1096 contained a provision that the Sacretary
of Heallt: and Human Services should annually report to the Congress on the status of the
Contingency Fund. In addition, the Adoption and Safe Families Act of 1997 required tha

! Scction 403 (b) was amended by P.L. 104-327 and P.L. 105-33. P.L. 104-327 permils the add on of
funds to the State Pamily Assistance Grant (SFAG) for cenain States for FY 1997 bascd on those States’
ability to meet cerain Contingenly Fund reguirements. P.L. 105-33 makes technical changes to the
Contingency Fund MOT, the Federsl Medica) Assistance Percentage (FMAP) rate and the penalty
provisions. These changes are dizcussed in more detail in Appendix A.
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Secrelary to make recommendations to Congress for improving the operation of the
Contingency Fund.

C. Scope of Report

This first Annual Report to Congress on the Contingency Fund examines what is known about the
slotus and operation of the Contingency Fund and considets somod paesibliities for changing its
operation. Under current economic projections, the Contingency Fund is adequate to meet the
needs of quelifying States and the Administration does not recommend thet eny changes be made
1o it. Of course, any evaluation of the Contingency Fund must be viewad as preliminery at this
time. since the economy in most areas of the country ia very strong, and States are in the early
stages of implementing the new Tomporary Assistance for Needy Familles (TANF) program.

As States make further ptogress In implementing their TANF programs, and we galn more
experiencs In Implementation of the Contingency Fund, we will be in a better posiuon to provide &
more analytical assessment of the long term adequacy of the Contingency fund and tha naed for
changes in our future annual reports to Congress. Our goal for these future reports will be to
provide sufficient informatlon for Congress in Its preparation for the reauthorization of the
Contingency Fund for FY 2002 and beyond.

D. Definition of Terms

Following are definitions of special terms related to the Contingsncy Fund as used in this
report with relevant statutory roferences:

eligible month - - Amonth Inthe 2-month period that begins with any month for which
the State is 8 needy State. Section 403(b)(5)

child care expenditures - - When referencing historic State expenditures, the term
child care expenditures means the Stete end Fadoral share of chiid care expenditures in
FY 1984 under Title IV-A of Lhe Soclel Security Act, which includes AFDC/JQES ¢hild
care. Transitional child care and Al-Risk child cere.

contingency fund maintenance of effort (MOE) requirement -- in addition to
quelifying 2e a needy State, @ State's expenditures for the fiscal year must exceed 100%
of a State's hietoric spending level In 1884. TANF MOE expenditures may be used to
mest tho Contingency Fund MOE reguirement un'ess they are child care expenditures or
expenditures made under “separete Stole programs.” Sectlon 403(b)(4)

historic State expenditures - - The State’s share of AFDC benefit payments, AFDC
administrative costs, Femily Assistarice Maintenance Information Systems (FAMIS),
Emergency Assisterice and JOBS expenditures during certain time periods. Saction
408(a)(7)(B)

needy State - - A State i3 8 needy Stae for @ month if it meats either the Unamploy-
ment or Food Stamp trigger levels. Section 403(b)(6)

provisional payment - - A prefiminary Federal Contingency Fund payment made to a
State for an eligible month. Provisional payments are made when e Siete Is notified of ite
oligibility for a month and then requests u payment. Section 403(b)(3)
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reconciliation - - An annual calculation mads at tha end of tha fiscal year to determine
how much of tho provisional payments a State must rem't to the Federal government.
Section 403(b)(4)

remittance - - The amount of Federel Contingency Funds peid to the State that must be
raturned to the Federal government, as calculated in the annual reconciiiation. Section

403(bX4)

State - - Each of the S0 States of the United Statcs and the District of Columblia.
Section 403(b)(7)

trigger - - A statutorially defined tevel for either the average rate of totei unemployment
in tho Siate or the average Food Stamp caseload in the State. See Section I of thie
report for @ more detalled definition of the triggers. Section 403(bX8) ’

L7
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. AGCESS TO CONTINGENCY FUNDS

The foliowing explalns the specific statutory requirements of the Contingency Fund and the
calculation for providing Contingency Funds to a State. The discussion is arranged in the order In
which tho steps taka place, from determining that a State qualifies as 8 “needy State” to final
caleulation of the amount of Contingency Furids to be retained by & State for a given fiscel year.

TRIGGERS

To raceive Contingancy Funds a State must first qualify es A needy State according to statutory
detinition, for one or more months in a fiscal year. A "needy State” s 8 State that has met either

the Unemployment Trigger or Food Stamp Triggeor.

Unemployment Trigger - - the State's average uncmpioyment rate for the most recent 3-
month period Is at 1east 6.5 percent and et lcast equal to 110 percent of the State rate for

the corresponding 3-month period in either of the two preceding calendar years.

Food Stamp Trigger - - the State's monthly average of individuels particlpating in the
Food Stamp program (as of the last day of the manth) for the most recent 3 month perlod

ls equal to al least 110 percent of its monthly average of individuals in the corresp

3-month period in the Food Stemp casaload for FY 1994 or FY 1995, whichever Is less,
had the immigrant provisions of Title 1V and the food stamp provisions under Titie Vill of

PRWORA been in effect in those years.

PROVISIONAL PAYMENTS

A State may request Contingency Funds for any month for which it qualifies as a needy State.
Based on a request for Contingency Funds, the Secratary of Health and Human Services will
provide a provisional payment of Federal Contingericy Funds for each qualifying month, limited by
stalute to one-twelfth of 20 parcant of the State’s family assistance grant (SFAG). This payment
is provisional beceuse at the end of the fiscal yeer an annual recongliiation must be conducted to

determine the final amount of Contingency Funds a State may retain.

ELIGIBLE MONTHS

Once a State qualifies as needy and elects to recelve Contingency Funds, the State wili recsive
payment for & minimum perlod of two consecutive months. Payments are made for a 2.-momth
period becauss the stetute defines an eligible month as “a month In the 2-month period that
begins with any month for which the State Is a needy Steto” (Section 403(b)(5)). (While qualifying
for 8 minimum 2-month period under the statule, a State has the option to request a payment for

only one montn.)

P. 10/20
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RECONCILIATION PROCESS

After the close of the fiscal year, a reconciliation process must be conducted to delermine whether
a noady State may retaln its provisional Contingency Fund sayment or whether it mus1 remit
some, or i, of the provisional payment back to the Federal Treasury. In order to maintain pay ot
the provisional payment, HHS Inltially must defermine that tho State has expended a sufticient
amount of State funds In a manner that meets the Contingency Func maintenance of effort
requirement eel forth in section 403(h){4). Additional guidance concerning maintenance of affort
requirements was lssued by ACF in January 1997 (Pollcy Announcement No. TANF-ACF- PA-87-
1).

if 8 State meots the Contingency Fund maintenance of etfon requirement, then the amount of
Contingency Funds it may reioln Is the lesser of two amounts. The first amount is the
Contingency Funds paid 10 tho State for the flscal year. The second amount I8 the State
expenditures above its MOE level, multiptiad by: {1ythe State's Federal Medicel Assistance
Percentage (FMAP) rate applicable for the year In which funds are awarded and (2) 1/12 imes
the number of months during the fiscal year that the State recelved Contingency Funds.

For example, a Stete’s expenditures for FY 97 are $103 million. This amount includes $2.5
million in Contingency Funds tha: have been pald to the State for & months. The State’s
Contingoncy Fund MOE level is $85 milllon. The State's FMAP for FY 97 is 60%. In
determining how much a State may retain of its Contingency Funds, first subtract from the
expenditures made by the State, the Contingency MOE level of expenditures; i.0., $103 miltion
minus $95 milion. This difference of $8 million must then be multiplied Dy the State's FY 97
FMAP rate of 50%. That amount is $4 million. Next, multiply the $4 miilion by 1/12 times B
months. The resuit I8 $2 million. This is the smount of Cantingency Funds that may ba retained
by the State. Because the Slate hud bean pald $2.6 miliion for the fiscal year, the State must
remit $500,000.

The Adaption and Safe Famities Act of 1887 amendesd the annual reconciliation proces& by
increasing the emount States receiving Contingency Funds must remit (repay) to the Federal
government in FY's 4998-2001. In effect, this change decreases the amour:t of funds each State
may retain after the reconciiation process. The amount of each State’s increased remittance is
based on ite proportion of total Contingency Fund payments for tha fiscal year. The Increased
remittance total is $40 milicn over four years (82 million In FY 1998, $8 million tn FY 1089, $16
mililon in FY 2000, and $143 miilion in FY 2001).

See Appendix B ‘or additional reconclilation examples.
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. ELIGIBILITY STATUS OF STATES IN FY 1997

in FY 1997, eight States mel either the Unemployment or Food Stamp triggers for a1 least one
month In the year. The States are:

Alaska

Californla

District of Columbia
Hawall

New Mexico

New York

North Carolina
Washington

Appendix C contains tables showing in which months these States met the Unemployment
and/or Food Stamp Triggers. Itis notable that in 1897 seven of the eight States met the Food
Stamp trigger while only Now Mexico met the unemployment trigger. In order to relain
Contingency Funds, these States must also meet the Contingancy Fund MOE requiremeant and
complete the annual reconoifiation process.

in Octobar 1897, HHS issued a Program Instruction (P1), TANF-ACF-PI-97-8, to provide guidanco
to States on eligibllity requirements and application procedures for Contingercy Fund. Appendix
A conlains a copy of the Pl. (The Pl also describes the TANF gran! add-on furds which are
simllar to Contingency Funds and which were avallable oniy for periods in FY 1987 before a
State's iImplementation of the TANF program. See pages 9 and 10 of Appendix A.)

The Pl advised States that they would be informed by lelter aboul any months in which they
qualified as a neady State for Contingency Funds. HHS will notify any State quelifying as needy
on the basis of meeting elther the Unemployment or Food Stamps tigger. The first such lstters 1o
the Governors were malled in early March 1998. States had 16 days from recelpt of those letters
to request Contingency Funds. Two States, North Carofina and New Mexico, have formally
requetted Contingency Funds. North Carolina will receive State Famlly Assistance Grant add-on
funds for threg months totaling $15.1 miition. New Mexico will receive $18.9 million of State
Family Assistance Grent add-on funds for @ months of eligibllity prior to thelr TANF program
implementation date and 2.4 milllon of Contingency Funds for on® month after their TANF
progrem began. (See pages 7 and 8 of Appendix A for an explanation of how Stetes can be
eligible for add-on funds prlor to {helr TANF Implementation date.)

)

o
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Iv. ANALYSIS OF THE OPERATION OF THE CONTINGENCY
FUND

\n order to exemine the status and operation of the Contingency Fund 1o date and conslder
whether changes or improveinents are needed at this tima, this report analyzes five key
components of the Contingency Fund:

Total funding availgble for the Contingency Fund;

How the eligiblity triggers target needy States,

Contingency Fund maintenance of effort requirements;

Calculations under the reconciliation formula; and,

Offselting funds adjustments required by the Adoption and Sate Families Act of 1997.

Any avaluation of the Contingency Fund &t this lime must be viewed a8 preliminary since the
ecchomy in most areas of the country is very sirong end States are in the early stages of
implementing the new TANF program. The Contingency Fund has not yet been teste during the
period of economic downturn for which it was designed. Therefore, it would be premature i0
assess the long-term effectiveness of the fund.

A. Total Funding Available for the Contingency Fund

Current Funding Needs

The PRWORA eppropriated $2 billion for the operation of the Contingency Fund for FY
10897 through FY 2001. The Adoption and Safe Families Act of 1897 reduced the $2
billion appropriation for the Contingency Fund by $40 mitlion for a total of $1 .96 billion.
Under cuirent economic assumptions, all estimates indicate thet the appropriated funds
are adequate to mest the neecs during this perlod.

To date, two States have requested $17.2 milion of provisional Contingency Fund
payments--payments that must ba raconclied under the procass descrived later in this
report. The tables in Appendix D provide a range of possible amounis paysble {o the
States under the Contingancy Fund, including the maximum amount of Contingency
Funds that each State could claim if they met the trigger and MOE requirements for a full
12 months in a fisca! year.

The Administration projects Contingency Fund outlays at $210 million for the perlod FY
1898-2003, while the Congressional Budget Offico (CB) budget baseline projects outiays
at $435 million for the same period. (Although the Contingency Fund Is only authorized
and appropriated through FY 2001, the baseline assumes conlinuation beyond then )
Under either projection, the appropriation is sufficlent to meat projected outlays. it should
be noted that these outiay estimates were prepared assuming that the current favorable
aconomic climate would continue. Moreover, nelther CBO nor OMB foracast economic
gssumptions on a reglonal basis. Thoralore, If 8 national economic downturn should
occur, or if the ecenomic conditions in epecific States should deteriorate, then the actual
outlays may differ from the budget estimates thet do not bulld in the possibility of &
recesslonery scenario.

In addition, the statutory procedure for recavering 840 million from the Contingency Fund,
83 prescribed in ihe Adoption and Safe Families Act of 1997 will have s direct impact on
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the amount of funds avallable to needy States. Subsection D below, which focuses on
the reconciliation process, outlines the clrcumstances under which the Adoption and Safe
Families Act provision could affect the funding available.

Finally, it s inportant to note that under PRWORA States may reserve any Linspant TANF
funds Indefinitely as a financial cushion for future periods of Increased need. During the
current period of declining caseloeds, most States have some unobligated TANF funds
that may be saved for future contingencles. In addition, PRWORA established a Welfare
Reform Loan Fund with an appropriation of $1.7 billion for five years in order to assist
States during economic downturn. This Loan Fund can be sccessod by a State In
amounts not (o exceed 10% of a State’s Family Asslstance Grant. We will need time 1o
assess the choloas States will make about how to use these funds, in addition to the
Contingency Funds, during @ recession.

Future Funding Needs

Some have suggested that the Contingercy Fund be edjusted to better accommodate
national or regional recessions and increased welfare needs. Proposals have included
the elimination of the current $2 billion cap, Le., an open-ended fund, and en automatic
increase In the Contingancy Fund level triggered by changes in specified economic
indicators.

Proponents of these changes have pointed {o the recession In the eerly 1890's and the
inadequacy of the current Contingency Fund to address needs of such magnitude. For @
very rough example of how great the need might be in a recassion, we looked back atthe
unemployment rates during the previous recossion period (1991 through 1894). During
that period there were 2448 months In which State unemployment rates were calculated.
{The number of months ls derived by multiplylng 51 States times 12 months times 4
yoars.) In 34%, or 828, of those months States would have met the Contingency Fund
unemployment rete trigger lovel. This count of eligible ronths was computed by &pplying
the unemployment rate trigger provislons to the actual unemployment rete data for the
1981-94 Stale unemployment rato data. The trigger provisions teke into considaration
both the level of the three month average unemployment rato for each month in the period
and the “look back” provision which requiros the unemployment rate to be at least 110%
of the State's rete in one of the prior two years.

In this theoretical recession scenario in which there were 828 cligible months of high
unemployment, we assumed that all eligible States requested Contingency Fund
provisional payrnents for all ellgible months and that el eligible States would meet the
Contingency Fund MOE requirements. Under these assumptions the total provisional
payments to States would be approximately $6.7 billion. Whiile this $6.7 billien figure Is @
very high, rough estimate representing the maximum amourit of “provisional payments”
that would be made to States under a recession scenario given States would siill have to
meet MOE requirements, it does provide some sense of the potentlal demand on the
Contingency Fund in the event of a major recession.

‘These and other proposals to change tha Contingency Fund should be thoroughly
considered by the Administration and Congress when the Contingency Fund is
reauthorized for FY 2002 and beyond. At that point, & complete analysis of the most up-
to-date economic projections, state welfare needs, and the degtee to which States have
used TANF funds to establish contingency or rainy day funds should be conducted in
order to have that Information on hand es Congress and the Administration evaluate the
appropriate lavel of funding for tho Contingency Fund.
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B. Triggers

Targeting Needy States

Do the slatutory trigger levels properly larget States given that the Cornitingency Fund was
designed to help States that are {mpacted by a recession or economic downturn? As
discussed in Section It of this Report, in order to 1acaive Conlingency Funds a State must
first qualify as a nesdy State for one or more months in a fiscal year. A “needy Stete’ Is a
Stata that has met elther the Unemployment Trigger or the Food Stamp Trigger.
Therefore the triggers need 1o be evaluated fo see if they effactively identiy the States
impacted by recession or economic downturn.

This eection of the report examines four toplcs related to operation of the triggers: level of
the triggers, the duration of 8 Stale’s e'igibility, the “look back” trigger requirement and the
lag in avallability of the tripger data.

Level of the Triggore

One consideration In evalualing the effsctiveness of the triggers is whather the (avel of the
irigger is set at 2n appropriate point to Identify or mirror changes in the economic cycle.
Are the trigger lavels good measuros of an economic downturn? [t is too soon to judge
whether the State unemployment rete trigger and the Food Stamp trigger are serving this
function adequately. We will continue to analyze this provision as we gain more
axperlence with the Contingency Fund.

Durstion of a State's Eligibiiity

States are elgible for Contingency Funds if they meet the Unemployment Rate or Food
Stamp trigger for only ons month {e'though the trigger is based on a comparison of
3.month averages of unemployment rates or Food Stamp caseloads). Since the State
unemployment rale is &n estimate basad In part on 8 sample survey, some flucluations in
monthly unemployment rates will occur simply because of survey sempling error. One
issue Is whether a 3-month average Is sufficient to smooth such error 60 thet fluctuations
represent genuine changes in the stete’s economic situation.

in other words, does meeting elther the unemploytnent or Food Stamp trigger for only one
month maan that a State has increasing welfare needs? Does meeting the 6.5%
unemployment rete for @ month o two reflect an economic trend or only some fluctuations
in the unemployment estimates? Conversely, If a State meets elther trigger for @
significant number of consacutivé months, would that be a better measure of a State
experiencing an econormic downturn?

in considering whether short term eligibility for Contingency Funds Is desirable, one could
examins the effect of a change in the quatifying requirements. For example, one oplion
might require States to meet elther trigger for three congecutive months to be eligible to
recelve Contingoncy Funds. Another option might allow a State that has met the
trigger(s) for six consecutive months to become ellgible to receive Contingency Funds for
the entire fiscs! year.

Ancther way to address tho duration of neod concern Is to provide anly one month's
paymaent for each eligile month. Currently, the statute defines an eligible month as "a
month in the 2-month period that begins with any month for which a State is & needy
State.” Therefore. a State that Is necdy In one month is deemed needy in the next month



"MAY-05-1998 11:51 TO:182 - D. FORTUNA FROM:DADE, 4. P. 16/20

end may recaive Conlingency Fund payments for two conseculive months. This provision
was designed to smooth the transhion to recovery for States. An alternative, @s noted, Is
to provide ono monthly payment for one month of eligibility for Contingency Funds,
thereby reducing the amount of Contingency Funds which a State maeting the trigger for
one month will recelve (but also reducing the amount the state would need to return to the
Federal government in the reconclliation process).

The “Look Back™ Trigger Requirement

Another triggering question relates to what might be called the *look back” provision in the
Food Stamps and unemployment rate triggers: the requirerrent that the Stato
unemployment rate or ¥ ood Stamp caseload for a month be at teast 110% of the level it
was in a corresponding three month perlod In sither of the preceding two years. In other
words, @ State’s unemployment rate or Food Stamp caseload must not only be at a high
level, but it must also be Increasing over past levels. The Food Stamp trigger was
designed, in part, to address this Issue.

This definition excludes certain States with high welfare needs, namely, those States with
consistently high, but level unemployment rates. For example, undsr the current trigger
sequirement a State with a 6.0% unemployment rate in one year and &n Increased tate of
8.6% in the second year would be eligible, while a State with a steady rate of 10% in three
consecutive years would not be aligible.

Lug in Avallability of Trigger Data

There glso is a question concerning implementation of the provision given the time lag in
complling and pubtishing trigger ¢ata. Once a State has qualified s a needy State and
roquested funds, it must expend the Contlngency Funds within the fiscal year, 8s well as
oxpend State funds to meet the Contingency Fund MOE level. For planning purposes, It
would be helpful for States o be informed of thelr eliglbility status prior to the end of the
fiscal year. Duse to the process the Department of Agriculture uses to collect monthly
Food Stamp data, the data are not available until 90 1o 920 days after the end of the
month. For Steles mosting the triggers late in the fiscal yaar, there s little, if any, time to
obligate the Contingency Funds within that year or make obligation decislons to setisfy
Contingency Fund MOE requirements.’

For example If a State meets the Food Stamp trigger in August of FY 97, it would not bs
notified until the start of the next fiscal ycar. At that point the State would be reimbursed
for Its previous yeur's Stale expenditures with the Gontingency Funds for FY 97.

One epproach to resolving this problem would be to allow Stetes which qualify for the
Conlingency Fund on the basls of meeting aithes the Food Stamps or unemploymont
triggers after May 31 to be eligibte for Contingency Funds In the following fisce! year. The
purpose of such an spproach would be to allow a State which was eligible to receive
Contingency Funds in June through September to expend the corresponding State
matching funds in the next fiscal year. For example, a Stete would meet the Food Stamp
Trigger in June 1998, but would be ellgible for Contingency Funds In October 1998, which
is the beginning of FY 1939, State matching expenditures, which are expenditures in
excess of the CF MOE lavel, would be mads In FY 1949 and reconcllialion of these funds

2 while the statute does nol reguire qualifying expendituras to be made before the close of the
fiscel year, the HHS Uniform Administrative Requirements (45 CFR Peart 82) do require obligations
for such expenditures to be made before the end of the fiscel year.

10
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would be after the end of FY 1989, Seplember 30. Under this approach, the 12 months
used for reconoliiation purposes would have to be redefined as June through May for all

Slates.

11
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C. Maintenance-Of-Effort (MOE) and Matching Requirements

The Contingency Fund MOE requirement differs from the TANF MOE requirement In the
following ways:

(1) States must expand 100% of historic State expenditures for FY 1894 to
meet the Contingency Fund MOE requirement, whereas States must expend 75%
or 80% to meet the TANF MOE requirement.

(2) As authorized by the PRWORA statute, Stales may expend their own funds
in separate State programs {0 serve TANF eligible Individuals. State
expenditures in separate State programs do not count toward the Contingency
Fund MOE, while such expenditures do count towards the TANF MOE.

(3) The Contingency Fund MOE exciudes the Slate’s child care expenditures
under Title IV-A from the hisioric base leval. while the TANF MOE includes the
State’s historic child care expenditures.

PRWORA included both the TANF and Contingency Fund MOE requirements In orcer to
snsure thal States continued their cseentia! partnership rofa in support of welfare
programs. A highsr and more stringent MOE was required for the Contingency Fund so
that States would meet key goals of the TANF program, while sharing the burden of
increased needs during periods of recession or economic difficutties. In essence the law
says that, in order for the Federal government to increase its spending to more then 100%
of historical ievels, States must spend at least 100% of historical leve!s.

There have baen a range of concerns raised about the Contingency Fund MOE
reguirements -- both from the perspactive that TANF MOE and Contingency Fund MOE
should be more consistent to the dasire for greater Federal support (o Stetes during
economlc downturns. Greater consistency in the MOE requirements could relax funding
constraints and ease administrative burdsns on the States by making it easier for States
to retaln Contingency Funds. Any such change would not necessarily make the
Contingency Fund more effoctive and could waaken the Incentives put Into place to
ensure that States share the burden in the svent of an economic downlturn.

While the Administration doss not recommend any change et this lime, several options
could be cons'dered to adjust the CF MOE requirements. One approach would be to
aliow Stales fo court expenditures fof both chiid cere and separate State programs
toward the Cantingency Fund MOE, thersby making the {reatment of such expenditures
consistent with the TANF MOE raquirement. A second alternative would be to allow
States to count only the expendilures on separaie State programs toward the
Contingency Fund MOE. A third possiblu alternative would be to count only child care
exponditures towards the Contingency Fund MOE.

There are advaitages and disadvantages to each of these alternatives. Making TANF
and Contingency Fund MOE requirerneits similar, would provide administrative simplicity.
However, slrce experditures under the AFDC child care progrems were excluded from
{he base as well a3 from the Contingency Fued MOE level. we assume that an
adjustment would be roquired in the Contingency Fund MOE base lavel to reflect State
child cere expenditures made under the AFDC child care programs in 1894, This
adjustment would produce & highet historical spending level and consequently a higher
MOE requirement, as shown in the table in Appendix E. In addition, If child care

12
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spending were included in the Contingency Fund MOE and matching requirements
(lncludlng amounts expended by States to qualify for Federal child care matching
payments), States could use the same State child care spending to qualify for Federal
funds from two sourcos - - the Contingency Fund and the child care matching amounts
made avallabls In section 418.

Expanding the qualifying exponditures definition for the Contingency Fund MOE to includo
separate State program expenditures, but not child care expenditures, would not be
equitable to &l Siales. Currently, only 16 States are expending TANF funds in separate
State programs. His (00 early in the implomentation of the TANF program to know If this
number wili Increase or decrease. While offering the opportunity for 8 greater number of
States to retain Contingency Funds, this alternative does not simplify the Contingency
Fund calculation because It does not treat TANF and Contingency Fund MOE
requirements in the same manner. Further, it could provide unintended incentives to
States to shift more resources from their TANF progrem to separete Stato programs
where TANF work requirements and other requltements do not apply. Similar arguments
could be made for changing the definition to Inciude child care, but not separate State
program expenditures. While this alternative would benefit those States who spend
relatively large amounts of their TANF funds on child cere, It does not simplify the
Contingency Fund calculation since there continue to be differences between the TANF
and Contingency Fund MOE requirements.

Any changes to the definition of the Contingency Fund MOE requirements could result in
significent increases in Federal costs. |t remains unclear whether such changes would
improva the effecliveness of the fund or maintain the shared Faderal /State burden In the
event of an economic downturn.

D. Reconclliation Formula

Soction 403(b)(6) of the Social Security Act as amended by PRWORA provides that State
expenditures above the Contingency Fund MOE level are to be matched, at the
applicable FMAP rate, by Federal Contingency Funds. In tho reconciliation procedurs,
the amount of matching funds a State may retain decreases for those States recelving
Contingency Funds for less than 12 months in a fiscal year. The last step in the
raconcillation formula reduces the Federal funds payable to the State to 1/42 times the
number of ronths the State received Contingency Funds In the fiscal year (see page 7).
Therefore. 8 State receiving Contingency Funds for only a portion of the year recelves a
smaller proportion of Federal funds than a State eligible for all twelve months.

For example, State expenditures In excess of the Contingency Fund MOE amount entitied
the State to recaive $2 million at the FMAP rate. However, since the State was eligible for
only 6 months In the year. the last step in the reconcliiation formula reduced the $2 miliion
by 8/12ths or $1 million.

The table below gives additional examples of the application of the reconciliation formula.
In this table, the assumption ls made that prior to the last step In the process in which the
number of monthe adjustment is made, all Siates were retalning $2 millon. However,
Stato A recolved Contingency Funds for 3 months: Stete B for 8 months: and State C for
42 monthe. Column three of the table lllustrates the effect on funding to Stetes under the
current formula. In this example. assuming a State’s FMAP rate Is 50%, State A's finel
Federal matohing rate is 12.5%, State B's Is 259, and Stala C's remains at 50%.

13



PAYMENTS
Hypothetical Calcuation of CF Payments Based on Actual 1991-34 Unemployment Rates

— | A (8) l {Ax B)
| # of months #of Conting. Fund @ 1991-1984
L met UR 1-month TOTAL TANF Monthly PROWVISIONAL
STATE trigger extra payments | MONTHS Allocation Aliocation PAYMENTS |
AK Alaska 24 2 28 63,809,072 1,060,151 27,563,931
AL Alabama | 12] 3 15 93 315,207 1,655,253 23,328,802
AR Arkansas N 5 2 7 56,732,858 945 548 6,618,833 |
A2 Arzona i 2 2 24 222,413,988 3,707,000 88,967,395
CA  |Calfornia 38 1 30| 3733817784 62,230,206 | 2.428,981,559
co Colorado - 0 0 0 136.056,600 2,267,611 -
cY Connecticut 21 1 2 266,788,107 4,448 468 87,822,306 |
DC__ |District of Columbia : 30 3 33| 92609,815 1,543,497 | 50,835,398
DE __ |Defaware 5 21 7 32,290,681 538,183 3,767 261
FL Flotida 24 1 25 562,340,120 9,372,335 234,308,383
GA  [Georgia 11 1 12 330,741,739 5,512,362 66,148348 |
HI Hawall 0 9 0 98,904,788 1,648.413 -
1A lowa 0 0 0 131,524,858 2,192,083 -
1D daho 4 1 5 31,938,052 532,301 2,661,504
IL llinofs 23 5| 28 585,056,960 8,750,849 273,026,581
IN _lindiana 7 1 8 206.798,109 3,446,652 27,573,215
KS Kansas 0 0 0 101,931,061 1,608,854 -
KY Kentucky 20 1 21 181,287,669 3,021,481 63,450,684
LA Loulslana 31 8 37 183,971,685 2,732,886 101,116,058
MA  [Massachusetts 24 1 25 459,371,116 7,656,185 191,404,632
MD _ |Marytand 11 1 12 226,098,032 3,818,301 45,815,608
ME Maine 30 4 H 78,120,888 1,302,015 44,268,504
M ichigan 21 1 2 775,352,858 12,922,548 284,296,048
MN  [Minnesota 0 0 0 267,684 888 4,468,415 -
MO [Missour 14 2 18 217,051,740 3,817,529 57,860,464
MS Mississippi 18 2 20 86,767,578 1,446,126 28,822,526
MT Montana 20 2 22 45,534,608 758,800 16,835,802
NC North Carolina 0 0 0 302,239,589 5,037,327 -
ND North Dakota 0 0 0 26,396,809 438,007 -
NE Nebraska 0 0 0 58,026,579 967,143 -
NH New Hampshire 26 1 27 38,521,261 842,021 17,334 567
NJ New Jersey 28 3 25 404,034,823 6.733.914 195,283 498
NM_ |New Mexico 19 3 2 126,103,156 2,101,719 46,237,824
NV Nevada 20 2 22 43,976,750 732,946 16,124 808
NY  iNew York 28 1 27|  2,442,830,602 40,715,510 | 1,099,318,771
OH _|Ohb 19 4 2 727,968,250 12,132,804 279,054,500
CK Oklahoma 7 . A 8 148,013,558 2,466,883 19,735,141
OR __ [Oregon 23 1 24 167,824,513 2,798,742 67,168,805
PA Pennsytvania 24 i 5 719,480,305 11,881,855 299,781,377
Ri Rhode Island 24| 1 25 85,021,587 1,583,683 39,592,328
SC South Cerolina 18 2 23 99,867,824 1,666,130 33,322,608
sD South Dakota 0 0 0 21,863,519 364,852 -
N Tennessee 12 2 14 191,523,797 3,162,083 44,688 888
TX Texas 18 1 20 486,258,752 8,104,279 162,085,584
uT Utah [} 0 0 76,829,219 1,280,487 -
VA Virginia (] 1 7 158,285,172 2,838,088 18,486,603
VT Vermont 17 3 20 47,353,181 789,220 15,784 394
WA __ [Washington 25 1 28 404,331,754 8,738,863 175,210,427
wi Wisconsin 0 i 0 318,188,410 5,303,140 -
WV |West Virginia 27 2 28 110,176,310 1,838,272 53,251,883
WY [Wyoming 0 0 0 21,781,446 383,024 -
TOTAL 753 828 | 16,488,667,235 274,811,121 |  6,746,011465

Page 1



APR-28-1998 16:01 T0:182 - D. FORTUNA FROM:DADE, J. P. 1/11

Total Pages: il

LRM ID: MDH178
EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
Washington, D.C. 20603-0001

Tuesdey, April 28, 1898 Ll R G E N T

LEGISLATIVE REFERRAL MEMORANDUM

T0: lative Llalson Offlcer - See Distribution below
FROM: Janet R Forsgren (Tor) Asslstant Dlrec@gr\reglslatwe Referencs
OMB CONTACT: Melinda D. Haskins

PHONE: (202)395-3923 FAX: (202)395-6148
SUBJECT: 2nd REVISION to the HHS Report on the Status of the Contigency Fund
DEADLINE: Noon Wednesday, April 29, 1998

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above
subject before advising on its relationship to the program of the President. Please advise us If this
ltem will affect direct spending or recelpts for purposes of the "Pay-As-You-Go" provisions of Title
XIli of the Omnibus Budget Reconcillation Act of 1990.

COMMENTS: Attached Is the proposed "final" of the HHS Contingency Fund Report to Congress.
Please provide Melinda Haskins with “must changes™ only by noon tomorrow {4/29). (Note: only
Appendix D is being racirculated for comment. The other appendices remain unchanged from
previous versions.)

if we do not hear from you by the comment deadline, we will assume that you have no objection to
the report.

DISTRIBUTION LIST

AGENCIES:

EOP:

Barbara Chow
Barry White

Jack A. Smalligan
Anil Kakani
Jeffrey A. Farkas
Matthew McKearn
Emil E. Parker
Diana Fortuna
Sanders D. Korenman
Maria J. Hanratty
Richard B. Bavier
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LRM ID: MDH176 SUBJECT: 2nd REVISION to the HHS Report on the Status of the
Contigency Fund

RESPONSE TO
LEGISLATIVE REFERRAL
MEMORANDUM

If your response to this request for views is short (e.g., concur/no comment), we prefer that you respond by
e-mail or by faxing us this response sheet. If the response Is short and you prefer to call, please call the
braach-wide line shown below (NOT the snalyst's line) 10 leave a message with a legisletive sssistant.

You may afso respond by:

(1) calling the enalyst/attomeys direct line (you will be connscted to volce mall if the analyst does not
answer); or

(2) sending us a memo or letter
Please include the LRM number shown above, and the subject shown below.

TO: Moelinda D. Hasking Phone: 395-38923 Fax: 395-6148
Office of Management and Budget
Branch-Wide Line (to reach legislative assistant): 385-7362

FROM: (Date)

¢ (Name)

{Agency)

(Telephone)

The following is the response of our agency to your request for views on the above-captioned subject:
Concur
_____No Objection
No Comment
See proposed edits on pages

Other:

FAX RETURN of pages, atteched 1o this response sheet
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Executive Summary

The Personal Responsibiiity and Work Opportunity Reconcliialion Act of 1896 (PRWORA. P.L
104-1¢3) reformad the goals ano structure of the nation's welfere system. in addition to
estabiishing block grants for the States, PRWORA estabiished a Contingency Fund for State
Walfare Programs to assist States in meeting the need for welfare assistance during periods of
economic downtum. The Contingency Fund would make additional Federal funds evaliable on a
melching basis o qualifying needy states that requested such funds.

Section 403(b){8) of the Social Security Act 85 amended by PRWORA directed the Secretary of

. tha Department of Health and Human Services (HHS) io report annually to Congress on the
status of the Contingency Fund. The Adoption and Sefe Famllies Act of 1997 (section 404 PL.
105-89) included en amendment to the Contingency Fund. end also directed the Secretary of
HHS to report to Congress on recommendations for improvements. Pursuant to these
raquIrAMADIR, this raport axaminex tha status and opartion of the fund to date and considers
whether changes or improvements are neaded at this time.

Under current national economic projections, the Contingency Fund is fully adequale fo mestthe

noads of qualfying States. Any evalugtion of the Contingency Fund must be viswed a¢ =4 5 k
preliminary at this ime, however, gince the economy in most areas of the country is very strong.

ond Statos are in tho parly stagos of implomenting the now Tomporary Assistance for Needy

Families (TANF) program. The Contingency Fund has not yet been tested during the periods of

economic downtum for which it was designed.

Theiefore, it would be premalure to assess the lony-tenn effectiveness of the Gontingency Fund.
“Nothing in this report shodld b& constied es an Administration recommendation of efidorsement N‘ZW

of an option,~As-States make further progress In impiementing their TANF programs, and we gain

Tnore experience in implamentation of the Contingency Fund, we will be in a better position to

provide a more analytical essessment of the adequacy of the Contingency Fund and the need for

changes in our future annual reports to Congress. Our gosl for thess future reports will be 10

provide sufficient Information for Congress in its preparation for the reauthorization of the

Contingency Fund for FY 2002 and beyond.

For our first annual report we ara able to provide basic information on the operation of the
Contingency Fund, examine possibie changes in several of lis provisions, and attempt to assess
the costs sssoclated with such changes. In partloular the report anslyzes five key components of
the Contingency Fund:

Totat funding avallable for the Contingency Fund;

+ How the sligiblity triggers target needy Stales.

« Contingency Fund maintenance of effort requirements:

« Calculations under tha renonciliatinn farmuls: and,

Offsetting tunds adjustments required by the Adoption and Safe Families Act of 1897.

This report was prepared sfter extensive consuhtations about welfare reform, including the

Contingency Fund, with State TANF ggoncy ropresaentstivec. In addition, the Adminietrabon on
Children and Families (ACF) considered information and suggestions abeut the Fund offered by
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the Natlonal Governors’ Association, the Congressional Budget Office. Congressiona; Research
Service, and other Interested groups ang indiviouals.

We look forward to working with Congress, the States and other interested parties to more fully
review the operation end sdequacy of the Contingency Fund in the years ahead.

iii
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I INTRODUCTION

A. Background

The PRWORA repealed the Federal Aid to Familiee with Dependent Chikiren (AFDC)
enlitiement program. The naw legisiation replsced AFDC with the Temparary Assistance .
for Needy Famllies {TANF) progrem -- a block gront which providos caoch Stato with a
fixed amount of Federal funds through the fisce! year 2002. To address concems thal a
fixed block grant could thresten Glates’ ability to meet increased needs for TANI" during
periods of economic downium, a Contingency Fund for State Welfare Programs was also
incduded In PRWORA (wdtiions 403(D) and 408(a)(10) of the Soclal Securlty Act as
amended by PRWORA). ! '

The Fund was designed to provide additional Federal support on & matching basis for
States expensncing nereased sconomic naed. Spacific statutory provisions were
included to ensure that:

Contingency Funds are targeted to *neady” States:

States receiving such funds maintain their full leve! of historic State expenditures for
wetfare programs, and,

Federe! funds are appropriated for thia purpose.

Under PRWORA, $2 billion was appropriated for the Contingency Fund for fiscal years
1887 theough 2001 for any of the 50 States and the District of Columbia that qualify.

_Tribal Temporary Asslswence to Needy Families programs are not eligibie for the
Contingency Fund. in order to offset $40 miliion in m@enditures tor adoption and ralatad
activities, the Adoption and Safe Familias Act of 1997 amended the Contingency Fund
and chgnged the smount of funds that sach qualitying State may retain.

in October 1997, ACF issucd o Program Instruption (Pl) ettablehing proceduree for
notifying States about eligiblity and requests for Contingency Funds. See Appendix A.
To date, two States (North Carolina and New Mexico) have formally requested

“Contingency Funds... -

B. Ststutory Requirements

Section 403(b)(8) of the Soclal Security Act as amended by the Personal Responsibility

' Section 403 (b) was amended by P.L. 104-327 and P.L. 105-33. P.L. 104-327 permits
the add on of funds to the State Family Assistance Grant (SFAG) for certain States for
FY 1997 based on those States’ ability to meet certain Contingency und requircments.
P.L. 105-33 wiukes echnical chunges w We Contugeucy Fund MOE, dic Federul Medicul
Assistance Perccniage (FMAP) rate and the penalty provisions. These changes are
discusscd in more detail in Appendix A.
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and Work Opportunity Reconciliation Act of 1896 contained @ provision that the Secretary
of Health and Human Services should annuslly report to the Congress on the status of the
Contingency Fund. In addition, e Adoption and Safe Famliies Act of 1697 requited the
Secretary to make recommendstions io Congrass for improving the operation ofthe
Contingency Fund.

C. Scope of Report

This first Annual Report to Congress on the Contingency Fund examines what ls known aboul the
stalus and operation of the Contingancy Fund and considers some possibiliics for changing its
operation. Under current economic projections, the Contingency Fund is fully adeguate to meetl

~ the needs of quallfylng States and the Administration does nol recommend any changes be made
toit Ofcourse, any evaluation of the Contingency Fund must be viewed as preliminary at this
time. since the economy in most areas of the country is very strong. and States are in the early
stages of impiementing the new Temporary Assistance for Needy Families (TANF) program.

As Stales make further prograss in impiementing their TANF programs, and we gain more
experience in implemeniation of the Contingency Fund, we will be in & battar position 1o provida a
more analytical assessment of the long term adequacy of the Conlingency Fund and ihe need for
changes in our future annual reports 1o Congress. Our gos! for these tuture reports will be (0
provide sufficient information for Congress in its preparation for the reauthorization of the
Contingoncy Fund for FY 2002 and beyond.

D. Definition of Terms

Following are definitions of specia! terms related to the Contingency Fund as used in this
report with relevant statutory references: '

eligible month - - A month in the 2-month period thet begins with any month for which
the Stata I A nrarly Stata. Saction 403(h)(R)

ehild caro oxpondituros - - When referencing historic Stete expenditures, the term
child care expenditures means the State and Federal share of chiid care expenditures in
FY 1084 undor Titka IV A of the Soaint Socurity Act, which ingludoa AFDC/JOBS child
care, Transitional child-care and Al-Risk child care. : :

contingency fund maintenance of effort (MOE) requirement — In addition to
qualifying as a needy State, a State's expenditures for the fiscal year must exceed 100%
of @ State's historic spending level in 1984. TANF MOE expenditures may be used to
muset the Contingency Furd MOE 1equilsnwnt utdess they ere chikd care expendliures or
expendiures made under "separate State programs.” Section 403(b)(4)

historic State expenditures - - The State’s share of AFDC benefit payments, AFDC
agministrative costs, Family Assisianca Maintenance Informaton Systems (FAMIS),
Emergancy Assistance and JOBS expenditures during certain Uma periods. Section
408(a)(7)(B)

needy State - - A State is a needy State for & month If it meets either tha Unemploy-
ment or Food Stamp trigger levels. Soction 403(b)(6)
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provisional payment - - A preliminary Fedaral Contingency Fund payment madeto a
State for an eligibie month. Provisional payments are made when a Siata s notified of its
sligibliity for a month and then requests a payment. Secion 403(b)(3)

macanclistion - - An annual calculation made at the end of the fiscal year to determine
how much of the provisional payments a State must remit to the Federal government.
Section 403(b)(4)

remittsnce - - The amount of Federal Contingency Funds paid to the Stale that must be '
retumed to the Federal govemment, as calculated in the annual reconcliiation. Section
403(b){4)

State - - Each of the 50 Btates of the United States and the Distriot of Columbia.
Section 403(b)(7)

trigger - - A statutorially defined level for elther the average rale of total unemployment
in the S1ate or the average Food Stamp cassload in the Stats. See Saclivn Il of thiy -
report for @ more detalied definition of the triggers. Section 403(b)(6)
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. ACCESS TO CONTINGENCY FUNDS

The following explains the specific statutory requirements of the Contingency Fund and the .
calcuiation for proviging Conungency Funds to a State. The discussion Is arranged in the order in
which the steps take place, from determining that a State qualifies as a “needy State” to final
calculation of the amount of Contingency Funds to be retained by a State for a given fiscal year.

TRIGGERS

To receive Contingency Funds a State must first quslify as a needy State according to statutory
definition, for one or more months in a fiscal year. A “needy State” is a State that has met either
the Unemployment Trigger or Food Stamp Trigge’.

Unemployment Trigger - - the Stata's averags unemployment rate for the most recent 3-
month period Ie at lossl 8.5 percent and et least equel to 110 percent of the State rate for
the corresponding 3-manth parind in althar of the hwn prarerding calendar yrsrs

Food Stamp Trigger - - the State's monthly average of individuals perticipating in the
Food Stemp program (8s of the last day of the month) frr the most recent 3-month period
io at loast oquo! to 110 peroent of lte monthly average of individuate in the correcponding
3-month pariod in the Food Stamp caseload for FY 1984 or FY 1895, whichever is less,
hed the immigrent provisions of Ttle IV and the food stemp provisions under Title Vill of
PRWORA been in effact in thase years.

PROVISIONAL PAYMENTS

A State may request Contingency Funds for any month for which it qualifies as a needy State.
Based on a requaes! for Contingency Funds, the Secretary of Health and Human Services will
provide a provisional payment of Federal Contingency Funds for each qualifying month, limited by
statute 10 1/12 of 20 percent of the State's family assigtance grant (SFAG), This payment is
provigional because st the end of the fiscal year an annusal reconciliation must be conducted to
determine the final amount of Contingency Funds a Stste may retain.

ELIGIBLE MONTHS

Once a State qualifies 88 needy and elects to receive Contingency Funds, tha State will recaive
payment for a minimum period of two consacutive months. Paymants are made for a 2-month
period because the statute defines an eligible month as "a month in the 2-month period that
haging with any month for which tha State Is 8 neady State” (Section 403(b)(5)). Note: While

qualifying for 8 minimum 2-month period under the statute, a State has the option fo request 8
paymant for only one month.
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RECONCILIATION PROCESS

Alter the close of the fiscat year. a reconciliglion process must be conducted to determine whether
8 needy State may retain its provisional Contingency Fund payment or whether It must remit
some, or all, of the provisional payment back to the Federal Treasury. In order o maintaln any of
the provisional paymant, HHS initislly must determine that the State has expended a sufficient
amount of State funds In & manner that meets the Contingency Fund maintenance of effort
requirement set forth in section 403(b)(¢). Addiional gukianca concaming maintenanos of affort
requirernents was lssued by ACF in January 1897 (Policy Announcement No. TANF-ACF-PA-B7-

1).

H & State meets the Contingency Fund maintenanoe of effort requirement, then the amount of
Contingency Funds it may retain is the lessar of two smounts. The first amount is the
Contingenoy Funds paid to the State for the fiscal year. The second amount ia the State

. expenditures above its MOE level, multiplied by: (1) the State's Federal Medical Assistance
Percentage (FMAP) rate applicable for the year in which funds are awarded and {2) 1/12 times
the number of months during the fiscal year that the State recsived Contingency Funds.

For exampie, a State's expenditures for FY 87 are $103 million. This amount includes §2.6
mililon in Contngency Funds that have been paid to the State for 6 monihs. The State's
Contingency Fund MOE level is $36 million. The State's FMAP for FY 87 Is 50%. In
getsnmining how Much a State may retain of its Cantingency FUNgs, hirst subtract from the
expenditures made by the State, the Contingency MOE level of expenditures; L.e., $1 03 miliion
minus $95 milion. This differance of $8 miflion must then be multiplied by the State’s FY 87
EMAP rate of 50%. That amount is $4 milion. Next, multiply the $4 million by 1/12 times 6
months. The resukt is $2 million. This Is the amoun{ of Contingency Funds that may ba retained
by the State. Becauss the State had been paid $2.6 milion for the fiscal year, the Stale must
remit $500,000,

The Adoption and Safe Families Act of 1897 amended the annual reconcilation process by
increasing the amount States recelving Contingancy Funds must remit (repay) to the Federal
government in £Y's 1988-2001. In effect, this change decreases the amourt of funds each Stete
may retain after the raconclliiation proceas. Tha amount nf aach Rinta's innrarrad ramittanes is
based on its proportion of total Contingency Fund payments for the fiscal year. The increased
remittance total is $40 million over four years ($2 mitiion in FY 1908, $0 milion in FY 1999, $16
million In FY 2000, and $13 milfion in FY 2001).

See Appendix B for additional reconciliation examples.
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. ELIGIBILITY STATUS OF STATES IN FY 1997

In FY 1697, elght Staies met either the Unsmployment or Food Stamp triggers for at least one
month in the year. The States are:

Alaska

Califomia

Digtrict of Columbia
Hawali

New Mexico

New York

North Carolina
Waghington

‘ Appendix C contoins tablos chowing in whioh monthe thece States met the Unemployment

and/or Food Stamp Triggers. It is notable that in 1997 seven of the eight States met the Food
Stamp trigger while only New Mexico met the unemployment thgget. 10 order to retain
Contingency Funds, these States must also mest the Contingency Fund MOE requirement and

wrplale Uie annual reconciiation process.

In October 1887, HHS issued a Program instucliou (Pl), TANF-ACP-PI-87-8, W provide guidanve
to States on eligility requirements and application procedures for Contingency Fund. Appendix
A contains a copy of the PI. (The Pl also describes the TANF grant add-on funds which are
similar to Contingency Funds ard which were aveliable only for periods in FY 1887 before 8
Stale's impiementation of tne TANF program Ses pages ¥ and 10 of Appendix A)

The Pl advised States that they would be Informed by letter about any months in which they
qualified as a needy State for Contingency Funds. NHS will notify any State qualifying as needy
on the basis of meeting elther the Unemployment or Food Stamps trigger. The first such latters to
the Governors were mailed in earty March 1898. States had 15 days from receipt of those letters
to request Contingency Funds. Two States, North Carolina and New Maxico, have formally
requested Contingency Funds. North Carofina will receive State Family Assistance Grant add-on
funds for three months totaling $15.1 million. New Maxico will receive $18.9 million of State
Famlly Assislance Grant add-on funds for 8 months of eligibity prior to their TANF program
implementsation date and $2.1 million of Contingency Funds for one month after their TANF
program bagan. (Ses pages 7 and 8 of Appendix A for an ayplanation af haw Statas £.an ha
aligible for add-on funds prior to their TANF implamentstion date.)
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IV. ANALYSIS OF THE OPERATION OF THE CONTINGENCY
FUND - -

In order to examine the status and oparation of the Contingency Fund to date and consider
whaether changes or improvements are needed at this time, this report analyzes five key
components of the Contingancy Fund:

Total funding svailable for the Contingency Fund,

« . liow the oligibility triggers terget needy Otates;

« Contingency Fund maintanance of efforl requirements;

o Gulcutatiuns undsr the reconcillstion formule; and. .
Offsetting funds adjustmants required by the Adoption and Sate Families Act of 1997.

Any evaluation of the Contingency Fund at this ime must be viewed as preliminary since the
economy in most areas of the country Is very strong and States are In the early stages of
implemanting the naw TANF program. The Contingency Fund has not yet been tested during the
period of economiz downturn for which it was designed. Theretore, it would be prematue to
255035 the long-term effectiveness of the fund.

A. Total Funding Availabie for the Contingency Fund

Current Funding Needs

The PRWORA appropriated $2 billion for the aperation of the Contingency Fund for FY
1897 through FY 2001. The Adoption and Safe Families Act of 1897 reduced the 32
billion appropriation for the Contingency Fund by $40 million for a total of $1.86 biltion.
Under current econoimic assumptions, all estimates indicate that the appropristed funds
are more than adequate to mest the needs during this period.

To date, two States have requested $17.2 million of provisional Contingency Fund
paymsnis—payments that must be reconciled under the process described later in this
report. The tables in Appendix D provide a range of possible amounts payable to the
States under the Contingency Fund, inciuding the maximum amount of Contingency
Funds that each State could claim if they met the trigger and MOE requirements for a full
12 months in a fiscal year.

The Administration projects Contingency Fund outlays at $210 million for the period FY
1998-2003, whila the Cangressional Budget Office (C8) budget basaline projacis ouliays
af $435 million for the same period. Under elther projection, the appropristion is sufficient
tn ‘MBaT projecied outlays. It should be notad that these nutlay estimates were prepared
assuming that the current favorable economic climate would continue. Moraover, nelther
CBO nor OMB forecsst economic aesumptions on 8 regionsi basis. Therefore, ifa
national economic downturn should eccur, or if the economic conditions in speoific States
should deteriorate, then the aciual outlays may differ from the budget estimates that do
not bulld in the possibility of 8 recessionary-scenario. ..

In addition, the stabstory procedure for recovering $40 miilion from the Contingency Fund,
as prescribed in the Adeption snd Befe Families Act of 1997 will have a direc! impact on
the amount of funds available to needy States. Subsection D below, which focuses on
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the recondlilation process, outlines the circeumstances under which the Adoption and Safe
Families Act provision could affect the funding avallabie.

P. 14/11

Finally. it s important in note that under PRWORA States may reserve any unspent TANF

funds indefinliely as a financial cushion for future perlods of increased need. During the
current period of declining ceseicads, most States have soma unobligated TANF funds

that may be saved for future contingencies. in aadition, PRWORA estabishad a Weifare .

Reform Loan Fund with an appropristion of $4.7 billion for five years in order to assist
States during economic downturn, This Loan Fund can be accessed by a State in
amounts not to execed 10% of a Stolo’s Family Aseletance Grant. We will need time to
assess the choices States will make about how to use these funds, in addition to the
Contingency I'unds, during a recassion. '

Pulure Punding Noeds

some have suggested W&t the Contingency Fund be adjusted 1o better accommodute
nalional or regionsl recessions and increased welfare ngeds. Proposals have included
the almington of the current $2 billion cap, |.e., an apen-endad fund, and an automatic
increase in the Contingency Fund lcvel triggored by changes in speciied economic
indicators. , ,
Sepann D~ CERC
Proponents of these changes have pointed to the recegsion in the early 1990's and tha
_inadequacy of the current Contingency Fund to add needs of such magnitude. For 3
very rough exampie of how great the nead might be In & recession, wa looked back at the
unemployment rates during the previous recession period (1920 through 1884). During
thet period thare were 3060 months in which State unemployment retes were calculated.
The number of months is derived by multiplylng 51 States times 12 months times S years.
In forty porcent, or 1218, of those monthe States had monthly unemployment rates of

& 6% or highar. {Thia eaunt of high unemployment months in the recession did not take
into consideration whether any of those States would have met the *look back’ portion of
trigger rate provision which requires the unemployment rate to be at least 110% of the
Stete's rate In one of the prior two years.) in a theorelical recession scenario in which
there were 1218 monthe of high unemploymant, in which svery Stats met the “look back'
provision and In which every State requested Contingency Fund provisiona! payments,
tho total provisional paymonts to Statos would bo npproximmoly'million on amount
far exceading the $2 billion now available for this purpose. While this $8:6 billion figure is
a very high estimatc representing the maximum amount of “provisionsl payments” that

\Cer,

OMS *

would be made o Statas under a recession scenario given States would stlil have to mest

MOP requitbirsts, il duey pruvide surie swhwe of the polenlial demand on Ue
Contingency Fund In the évent of a major recession. ’

These and other proposals to change the Contingency Funa should be thoroughly
considered by the Administration snd Congrese when the Contingoncy Fund Is
reauthorized for FY 2002 and beyond. At that polnt, a complete analysis of the most up-
to-date economic projectians, state weitere naeds, and the degree t which States have
used TANF funds to establish contingency or rainy day funds should be conducted in
order to have that information on hand as Congress and the Administration evaluate the
appropriate level of funding for the Contingency Fund.

’,
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B. Triggors

Targeting Neody S'ates

Do the statutory trigger levels property target States given that the Contingency Fund was
designed 1o help 5tales that are Impactod by & rccosslon or oconomic downtum? As
discussad in Secton It of this Report, in order fo receive Contingency Funds & State must
first qualify as a needy State for one or more months in a fiscal year. A “needy State” s a
State that has met either ihe Unemployment Trigger or the Food Stamp Trigger.
Therefore the triggers need o be evalualed to see If they effectivaly identity the States
impacted by recession or aconomic downtum.

Thig section of the report examinas four topics related to operation of the triggers: leve! of
the triggers, the duration of @ State's eligibllity, the “look back" trigger requirement and the
lag in availability of the rigger data.

Leve! of the Triggers

One consideration in evaluating the effactiveness of the triggers is whether the level of the _
trigger is sot al an appropriate point 10 identify or mirror changes in the economic cycle. Chyy
Are the trigger lavala gond maagurag nf an ancnomic downhim? 1 is fon anon o Judge
whathar the State unemployment rats trigger and the Food Stamp frigger are serving this
function adequately. We will continue to analyze this provision as we gain more
experience with the Cantngerney Fund. ollon

Duration of a State’s Eligibility

States are eligible for Contingency Funds If they meet the Unemployment Rate or Food
Stamp trigger for only one month (sithcugh the trigger is based On & cormparison of
3-month averages of unemploymant rates or Food Stamp caseloads). Since the Stste
unemployment rate Is an estimate based in part on 8 sample survey, some fluctuations in
monthly unemployment rates will occur simply because of survey sampling esror. One
issue is whether a 3-month average is Sufficient to smooth such error 80 that fluctuations
represent genuins changes In the state’s sconomic situation.

in other words, does meeting elther the unemployment or Food Stamp trigger for only one
month mean thal a State has increasing welfare needs? Does meeting the 6.5%
unemployment rate for a month or two reflact an economic trend or only soma fluctuations
in the unemployment estimates? Conversely, if a Stale meets either trigger tor @
significant number of consecutive months, woukd that be a better measure of a State
experiencing an economic downturn?

In considering whether shart term eligibility for Contingency Funds Is desirable, one could
examine ihe effect of a change in the qualifying requirements. For example, ane option
considered might require States 1o meet either trigger for three consecutive months ta be
.aligihia tn racaive Continganny Fiinds - Another option might allow a State that has met
the trigger(s) for 8ix consecutive months to become eligible to receive Contingency Funds
for the entire fiscal year.

Another way to address the duration of nead concem is to provide only one month's
payment for each eligible month. Currently, the statute defines an eligible month as “a
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month in the 2-month period that begins with any month for which @ State is 8 nesdy
State." Therefore. a State that is needy in one month Is deemed needy in the next month
and may receive Contingency Fund payments for two consecutive menths. This provision
was designard to kmanth tha transition to recovery for States. An abermnasiive, ak nitad, is
to provide one monthly payment for one month of eligibility for Contingency Funds,
thereby reducing the amount of Contingency Funds which 8 State meeting the trigger tor
one month will receive (but aiso reducing the amount the state wouid need to return 1o the
Fedaral governmaent in the reconciligtion process).

The “Look Bsok" Triggor Roquiremont

Another triggering question relates to what might be called the “look back™ prevision in the
Food Stamps and unemployment rale triggers: the requiremant thet the State
unemployment 1ale o1 Fuod Stany caxelond for u rmonth be el lesst 110% of the kevel
was in a corresponding three month period in either of the preceding two years. In other
words, @ State’s unemployment rate or Food Stamp ceseioad must not only be &t 8 high
jevel, but it must also be incraasing over pasi levels. The Food Stamp trigger was
gesigned, it pam, o sadress this 18sue.

This definition excludes certain States with high weltare needs, namely, those States with
consistently high, but leve! unemployment retes. For example, under the current trigger
requirement 8 State with a 6.0% unemployment rate in one year and an increased rate of
8.8% In the sacond yaar would ba eligible, while a Stste with a steady rate of 10% in three
consecutive yea be etigible.

sul % 9
Lag In Availability of Trigger Dats

Thers also is a8 Question conceming impismentation of the provision given the time lag In
enmpiling and publishing trigpar data  Onen a Stafa har qualifiad A A nrady State and
requestad funds, it must expend the Conlingency Funds within the fiscal year, as well as
expend State funds to meet the Contingency Fund MOE level. For planning purposes, i
would be heipful for Stales to be informed of thair aligibility status prior tc the end of the
fiscal year. Due to the process the Depariment of Agricuiture uses lo oallect monthly
Food Stamp data, the dats are not available until 80 to 120 days after the end of the
month. For States maating ths triggars ate in the fiscal year, thers is litie. if any, time to
expend the Contingency Funds within that year or make expenditure decisions to satisfy
Contingency Fund MOE reguirementa.

For uxamiple il & Susle mesly the Foud Stanyp tigget in August of FY 97, It would not be
nofified untl the start of the next fiscal year. At that point the State would offset its
previous years State expenchures with the Contingency FUnds for FY 97. A reduction in
the State’s expendiiures for FY 97 could have an impact on the State's abliity to meet the
Gontingency Fund MOE requirements. .

One approach 1o resolving this problem would be to allow States which quaity for the
Contingency Fund on te basls of meeting either the Food Stamps or unemployment

triggers efier May 31 to be sligibla for Contingency Funds In the following fiscal year. The
purpose of such an approach would be to allow a State which was oligibls to recalve
Contingency Funds in June through September to expend the corresponding State

matching funds in the next fiscal yosr. For exampie, & State would meet the Food Stamp

Trigger in June 1898, but would be eligible for Contingency Funds in October 1898, which ’
is the beginning of FY 1989. Stale matching expenditures. which are expendtiures in

io
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excass of the CF MOE level, would be made In FY 1899 and reconciliation of thess funds
would be after the end of FY 1083. September 30. Under this appreach. the 12 months
uvsed for reconciliation purposes would have to be redefined as June through May for all
Stutex

C. Maintenance-Of-Effort (MOE) and Matching Requirements

The Contingency Fund MOE requiremant differs from the TANF MOE requirement in the
foliowing ways:

(1) Ststes must axpend 100% of historic State expanditures for FY 1894 to
meet the Contingency Fund MOE requirament, whereas States must expend 75%
or 80% to meet the TANF MOE requirement.

(2) As authorized by the PRWORA statute, States may expend their own funds in
saparaie Siate pmgrama to serve TANF eligible individusls. State expenditures in
saparate Stale programs do not count toward the Contingency  Fund MOE, while such
expenditures do count towams the TANF MOE.

(3) The Contingency Fund MOE excludes the State's child care exponditures
under Title IV-A from the historic basa lsvel, while the TANF MOE includes the  State's
historio ohiid care sxpenditures.

PRWORA included both the TANI and Contingency Mund MOC 1equirements in order {o
ensure that States continued thelr essential partnership role in support of welfare
programe. A ligher and iore stringent MOE was required for the Contingency Fund so |
that States wouki meet key goals of the TANF program, while sharing the burden of
increased nees during periods of recession of economic difficulties. In essence the law
says that, in order for the Federal govenment to increase its spending to more than 100%
ot histo Smtes must increase their spending from 80% to 1G0% of historicat
levals.

There have been @ range of concarns raised about the Contingency Fund MOE
requirements — both from the perspective that TANF MOE and Contingency Fund MOE
shouid be more consistent to the desire for greater Federal support to States during
economic downtums. Grealer consistency in the MOE requirements could ease
administrative burcans on tha Siates and relax funding constraints by'making it easier for
States to retain Contingency Funds. Any such change would hot necessarily make the
Contingency Fund more effective and could weaken the incentives put into plece to / /
ensurs that States share the burden in the event of an economic downtum.

While the Administration doss not recommend any change-at thistime, several options

“couikd be considated to adjusito-adjuet the CF MOE requirements. One approsch wouid

be fo allow States to count expenditures for both child care and separate State programs
toward the Contingency Fund MOE, thereby making ths treatment of auch expenditures
consistent with the TANF MOE requirement. A seconc alterngtive would be to aliow
States to count only the expenditures on separate State programe toward the
Contingency Fund MOE, A third possible alternative would be to count only chlid care
oxpondituros towsrds the Contingency Fund MOE. .

P.17/21
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Thoere are advantagee and disagvanages to each of these altematives. Making TANF
and Contingoncy Fund MOE roquiromonts simifar, would provido odminiotativo aimplioHy.
Howavor, sincc cxpenditures under the AFDC child cers programe were oxoluded from
the base as well as from the Contingency Fund MOE level, we assume that an
adjuatment would be required In the Centingency I'und MOL base leve! fo reflect 3tate
child care sxpsnditures made under the AFDC chiid care programs in 1994. This
adjustment would produce a higher hisiorical spending level and consugquenly 8 bighet

'MOE remultentiont, shian s U Gabls b Appendis E (I uddition, If child care

spending wore Included In the Contingency Fund MOE and matching requirements
{including amounts expended by States o qualy for Federal chiid care maiching
payments), States could use the same State child care spending 1o quelify for Federal
fungs trom two sources - - the Contingency Fund and the child care matching amounts
made avallabia in section 418.

Expanding the qualfying expenditures definition for the Contingency Fund MOE to include
separsie Staie program expenditures, bul not child care expenditures, would not be
equitable to ail States, Currently, cnly 18 States are expending TANF funds in separste
State programs. It is too early in the implementation of the TANF program to know if this
number will Increass or decraass. Whie offering the opportunity for e greater number of
States to retain Contingency Funds, this altemnative does not simplify the Contingency
Fund cakulation because I does not treat TANF and Contingency Fund MOE
requirements in the sema manner. Further, it could provide uniniendsd incentives to
Statas tn shift mor rasoilreas fmm hair TANF program tn separate State programs
where TANF work raquirements and other requirements do not app'y. Simlisr erguments
could be made for changing the definition to inciude child care, but not separato State
program expenditures. While this alternative would benefit those States who spend
relatively large amounts of thelr TANF funds on ohiid sare, it doee not simplify tho
Continganoy Fund oaloulation since there continuc to be differencos between the TANF
and Contingongy Fund MOE roguiromonte,

Any changes to the definition of the Contingency Fund MOE requirements could result in
significant increases in Federal coats. it remains unclear whelw: such chiungss wuuld
inprove the effectiveness of the fund ot twinkdn Lw staied Federal /State burden in the |
event of an economic dowaturn.

D. Reconcliiation Formula

Section 403(0)(8) of the Sockal Securlty Act as amended by PRWORA provides that State

oxpenditures above the Contingency Fund MOE level are to be matehod, at tho

applicablo FMAP rato, by Fodarel Contingoney Fundo. in the raconailiation procedure,
tho amount of motohing funds 8 Etate mey raimin decreasss for those Dtates receiving
Contingency Funds for ieas than 12 months In a fiscal year. The last etep in the
reconailistion formule reduces the Mederal funds payable to the State to 1/12 times the
number of months the Otate recelved Contingsncy Funds in the fiscal year (see paye 7).
Therefora, 8 State recelving Contingency Funds for only & poitun uf the yodr receives a
smaller proportion of Federal luads Lhan s Swie digible fur all twelve months.,

For wxampls, Stsle wxpenditures in axcass of the Contingency Fund MOE emount entitied

the Stete to receive 52 million at the FMAP rate. However, since the Slale was elgible for
only 8 manthe In Me yvear, the iast step in the raconciimtion tomuia reduced the $2 million
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by 8/12ths or $1 million.

The table below gives additional examples of the application of the reconciliation formuls.
In this tabie, the 2ssumption is made that prior to the last step in the process in which the
number of months adjustment is made, sil States were retaining $2 milion. However,
State A received Contingency Funds for 3 months; State R for B mnnthe; and Stata G for
12 months. Column three of the table dlustrates the affect on funding to States under the
cument formula. [n this example, sssuming a State's FMAP rate is 0%, State A's fina!
Federal matching rate Is 12.6%, State 8's is 26% and State C's remsins at 50%.

No. of Months | Potential Pay Paid Out Perceninge
Out If Number- Under Reduction
of-Meonths current
Adjustment Adjustment
were Process
Eliminated
Siate A 3 $2,000,000 $300,000 2%
State 8 6 $2.000,000 $1,000,000 50%
State C 12 $2,000,000 $2.000,000 0%
Total $6,000,000 $3.600.000

Questions have been raised about whether the proportion of Federal funds finally ratainan
by needy States, as detanmined by this raconcliiation formula, is too low compared to the
required State Contingency Fund MOE snd matching expenditures. An gltemative to
consider would be the elimination of this fina! step in the reconcillation process. For
Statcs that met the triggor lovol requirements, this chango would conveit the Contingency
Fund to a matching program for State expenditures in excess of the Contingancy Fund
MOL. Column two In the table demonstraies the impact on State funds if the
reconciliation procedures were revised to eliminats the number of months adjustment.
Undet this allernative, each Slale in the exdinple would retain i 60% Feugial matcling
rate regardiess of the number of months for which they received Contingency Funds.
This atemative would trest all Staies that quailfy for Contingency Funds equally,
ragardless of whether the State met the triggers for 2 months or for the entire year.

Any changas to the reconciliation formula could result in significant increases in Federal
costs.

E. Adoption and Safe Femilies Act of 1997 Provision

Statcs reoeiving Contingency Funds under provisional payments may have raceived
overpeyments, and may have to remit &l o part of the funds. The Adoption and Safe
Families Act of 1897 amendments to the Contingency Fund increased the State
remittance amount In order to provide sulficlent tunding for this key adoption initiative.
The provision Increases the iemilnoe amounty of ull Stetes drawing fom the
Contingency Fund. This increase. to be shared proportionally by all States drewing funds
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in @ year, total $2 milion in FY 1888, $9 million in FY 1893, $16 million in FY 2000, and
$13 million in FY 2001. One result of this calculation Is that the fewer the number of
States receiving funds, the higher their proportionate share of the offset, and the more
they will have to remit.

Ona way fo addracs this issue would be to change the remittance formula in 8 way that
spreads out the recovery of funds. For example, the additional remittance amount could
be capped ut soma percentage, say 26% or 30%. nf the Contingency Funds 1o which thay
would be otherwise entitled. Another sitemative would be to took for other sources for
thic $40 million offsat in order to svoid such consequences for States mosting the

triggers.
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Appendix D

BIG EIGHT STATES® MINIMUM AND MAXIMUM
CONTINGENCY FUND AMOUNTS

STATE Annugl SFAG*  Contingency Fund Contingency Fund
Aliocation Eligible One Month  Eligible 12 Months
CALIFORNIA 3,733.817,784 02,230,256 740,703,837
FLORIDA 562,340,120 9,372,335 112,468,024
ILLINOIS 585,056,960 9,750,849 117,011,392
MICHIGAN 775.362.858 12,922,548 185,070,572
NEW YORK 2,442,930,802 40,715,510 488,586,120
OHIO 727,088,280 12,132,804 145,503 652
PENNSYLVANIA 719,498,305 11,991,655 143,800,861
TEXAS 486,288,762 8,104,279 97,251,350
Total 10,033,222 ,641 167,220,377 2,006,644,6528
Tebie D-2
-

* SFAG = Siste Family Assistance Grant which is tre statutory term for the TANF block grant,



