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Welfare Innovation Act of 1996

This enrolled bill reforms the State’s welfare system by eliminating the existing Aid to
Families with Dependent Children (AFDC) program and replacing it with the Family
Investment Program. The bill establishes demonstration projects involving case management
programs, cooperative living initiatives, and school-based programs. The bill also repeals the
Welfare Reform Pilot Program in Anne Arundel County, Baltimore City, and Prince
George’s County that was enacted in 1995.

If required federal waivers have not been approved by the U.S. Department of Health and
Human Services and the U.S. Department of Agriculture by December 31, 1996, the
provisions that require such waivers will not take effect. This bill takes effect July 1, 1996.

Fiscal Summary

State Effect: The bill increases State expenditures by $16.8 million in fiscal 1997 ($9.6
million in general funds and $7.2 million in federal funds). This reflects the difference
between the $41.6 million in program enhancements and the $24.8 million in cost savings
that result from decreased public assistance expenditures and increased child support
collections. However, a portion of these increased expenditures are offset by the projected
increase in child support revenues generated from the driver’s license suspension initiative
adopted during the 1995 session. Accordingly, State expenditures could increase by a net
total of $4 million in fiscal 1997 ($3.2 million in general funds and $0.8 million in federal
funds). Exhibit 1 provides a detailed analysis of the bill’s fiscal impact.

Local Effect: None.
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Fiscal Analysis

Bill Summary: The Welfare Innovation Act of 1996 provides for the following:

• repeals the current AFDC program and replaces it with the Family Investment
Program;

• establishes temporary cash assistance grants as an entitlement;

• enables local departments to contract with charitable, private, and religious
organizations and institutions of postsecondary education for providing clients
with assistance;

• provides child care to the extent resources permit, to applicants and recipients
required to participate in a job search activity;

• provides applicants with an initial needs assessment;

• provides for one-time only welfare avoidance grants;

• enables DHR to provide services to noncustodial parents who are in need of
employment services in order to pay for child support obligations;

• prohibits DHR from imposing a 100-hour work rule or employment history
requirement as a condition of eligibility;

• provides that certain income of a step-parent be disregarded when determining
AFDC eligibility of a child;

• authorizes the Secretary of Human Resources to establish a schedule of reductions
and terminations of temporary cash assistance for noncooperation with program
requirements;

• requires DHR to provide intervention services to the extent resources permit, for
individuals who do not comply with program requirements;

• requires temporary cash assistance to be paid beginning 14 days after the
application date;
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• eliminates the increment in cash benefits due to the birth of an additional
dependent child and provides child specific benefits to affected individuals;

• contingent on federal legislation, limits temporary cash assistance payments to 60
months (five years) and to 24 months (two years) if the recipient is not
participating in a work activity;

• requires DHR to provide post welfare benefits to certain organizations for the
purpose of assisting individuals who lose AFDC eligibility due to noncompliance;

• considers the income and resources of a legal immigrant’s sponsor in determining
the immigrant’s eligibility for cash assistance;

• requires the Secretary of Human Resources to allocate at least 10% of the savings
generated by the Family Investment Program (FIP) to demonstration projects;

• requires DHR to establish a representative payee or a voucher program of benefits for
the minor children in a family which has received more than 60 months of temporary
cash assistance;

• establishes a Second Chance Home Pilot Program to provide supervised living
arrangements and health care to needy teen parents and their children;

• requires employing units to report new hires to the Department of Labor, Licensing
and Regulation within 20 days of employment;

• establishes a joint committee on welfare reform comprised of members of the
General Assembly;

• makes technical changes to the driver’s license suspension provision;

• requires the Governor to allocate general funds in the fiscal 1997 appropriation for
the Family Investment Program so that funds for enhancements may not exceed
cost savings by more than 9%;

• establishes a maintenance of effort provision;

• requires the Governor to provide sufficient funds to the program to ensure that the
value of temporary cash assistance, combined with federal food stamps, is at a
minimum equal to 61% of the State minimum living level; and
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• requires the Secretary of Human Resources to report to the General Assembly on the
first full year of operation of the FIP before the start of the 1998 Session of the
General Assembly.

State Effect: The bill increases State expenditures by up to $16.8 million in fiscal 1997 ($9.6
million in general funds and $7.2 million in federal funds). This reflects the difference
between the $41.6 million in program enhancements and the $24.8 million in cost savings
anticipated to result from decreased public assistance expenditures and increased child
support collections. However, a portion of these increased expenditures could be offset by
the projected increase in child support revenues generated from the driver’s license
suspension initiative adopted during the 1995 session. Accordingly, State expenditures could
increase by a net total of $4 million in fiscal 1997 ($3.2 million in general funds and $0.8
million in federal funds). Exhibit 1 provides a detailed analysis of the bill’s fiscal impact.

Program Enhancements in FY 1997 $41.6 million

Program Cost Savings in FY 1997 $24.8 million

SB 778 Impact in FY 1997 ($16.8 million)

Driver’s License Suspension Provision $12.8 million

Net Impact in FY 1997 ($4.0 million)

The ability to fund most of the program enhancements with the projected cost savings will
depend upon the Department of Human Resource’s (DHR) success at moving welfare
recipients into unsubsidized employment. Furthermore, the number of welfare recipients
finding employment and no longer requiring cash assistance will be affected by the State’s
job market and the individuals’ education and employment skills. In addition, unless the
Governor provides DHR with a deficiency appropriation in 1997, the department may be
forced to allocate less funding than anticipated for child care and job training programs.
Consequently, this could reduce the number of welfare recipients participating in job
readiness programs, resulting in fewer individuals leaving public assistance and lower
projected cost savings available to fund program enhancements. A more detailed discussion
on the proposed savings and additional costs of the Welfare Innovation Act is provided
below.
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Proposed Cost Savings

Cost savings from eligibility policy, administration, and cash assistance programs are
estimated at $24.8 million in fiscal 1997. These savings come from the following:

Policy/Administration Changes $10.9 million
Welfare Avoidance Grants 2.0 million
Child Support First 1.9 million
Up-front Job Search 2.3 million
Work Requirements 7.1 million
Child Support Collection 0.5 million
Demonstration Projects 0.1 million
New Hires Reporting Requirement 0
Total FY 1997 Projected Savings $24.8 million

Eligibility Policy and Administration Changes

DHR has proposed six policy initiatives that would reduce State expenditures by $10.9
million in fiscal 1997 and $18.2 million on an annualized basis. Four of these initiatives
require federal waivers or the enactment of federal block grant legislation. The bill prohibits
DHR from counting federal Supplemental Security Income (SSI) benefits when determining
eligibility for the temporary cash assistance payments. This eliminates approximately $8.4
million in additional potential cost savings in fiscal 1997.

These regulations include the following: Annualized
Cost Savings

º Reduce the time period by 5 days from when DHR $2.1 million*
takes action on a written notice;

º Allow clients to retain the first 20% of earning once $2.4 million*
they go to work;

º Eliminate “pass through” to clients of the first $50 $3.0 million*
of child support collected in a month;
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º Increase deduction in payment for individuals in $3.6 million
federally subsidized housing from $45 to $60
per month;

º Increase monthly repayment from 5% to 10% in $1.4 million
active overpaid cases; and

º Begin assistance payments 14 days after the $5.7 million*
application date.

Total Annualized Impact:$18.2 million

*need to receive a federal waiver

Welfare Avoidance Grants

Approximately 5% (136) of employable eligible cases would request one-time-only welfare
avoidance grants each month. State expenditures are expected to decrease by $2 million in
fiscal 1997.

Child Support First Provision

This provision requires individuals to apply for child support services at the time they apply
for AFDC. Under current law DHR begins to collect child support payments only after an
individual becomes eligible for AFDC. This would reduce State expenditures by $1.9
million in fiscal 1997. Future year cost savings increase to $2.2 million in fiscal 1998 and
$3.8 million by fiscal 2001. In addition, this provision will increase AFDC related child
support enforcement collections.

Up-front Job Search

Approximately 2,546 new applicants each month and 2,495 current recipients who are not in
a job training program will participate in up-front job search programs. Approximately 2%
(101) of these individuals will find employment, thereby reducing State expenditures by
approximately $1.5 million in fiscal 1997. Also, approximately 1% (25) of current cases each
month would find part-time employment, thereby resulting in a reduction in their AFDC
grant. This would reduce State expenditures by $220,000 in fiscal 1997. In addition,
approximately 3% (76) of new applicants each month and 3% (75) of current recipients each
month would be sanctioned for non-cooperation. This would reduce State expenditures by
approximately $532,700 in fiscal 1997. In sum, State expenditures would decrease by
approximately $2.3 million in fiscal 1997.
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Work Requirements

Approximately 62,000 current recipients are eligible to participate in employment training
programs. Proposed federal mandated participation rates require that 20% of current
recipients be enrolled in some type of employment training program. These mandatory
participation rates increase to 40% by fiscal 2001. It is estimated that 15,700 recipients
would participate in employment training in the first year, which is an 8,100 recipient
increase from the prior year. DHR anticipates that 1,000 program participants would gain
employment each month, which represents a 650 person increase over the current JOBS
program. Of these participants, approximately 50% or 325 each month will find full-time
employment. It is assumed, however, that 100 of these individuals would have found
employment through the initial up-front job search. Therefore, 225 cases each month or
2,700 cases annually will find full-time employment and no longer require public assistance.
Accordingly, State expenditures would decrease by $3.5 million in fiscal 1997.

Further, an additional 325 cases a month would find a part-time job, thereby reducing State
expenditures by $2.3 million annually. In addition, approximately $1.3 million in AFDC
expenditures is saved due to sanctions for non-cooperation. In sum, the bill’s work
requirement reduces State expenditures by $7.1 million in fiscal 1997. The Department of
Fiscal Services advises that the number of job placements will depend upon the
economic condition and the number of entry level/service related jobs in each
jurisdiction, and the ability of DHR to provide adequate child care and job training
services to program participants.

Program Enhancements

Program enhancements associated with reforming the AFDC system would total
approximately $41.6 million in fiscal 1997. These costs include the following:

Information Management and Reporting $ 5,300,000
Welfare Avoidance Grants 1,500,000
Job Training* 10,000,000
Child Care Services* 16,300,000
Two-Parent Policy** 1,790,000
Step-Parent Provision** 2,455,000
Transitional Assistance 1,570,000
New Hires Reporting Requirement 1,000,000
Earned Income Disregard 1,708,800
Total FY 1997 Program Enhancements $41,623,800

* includes funding for demonstration projects
** includes medical assistance costs
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Information Management

DHR advises that $5.3 million would be needed in fiscal 1997 and 1998 for information
management and reporting costs. The Department of Fiscal Services advises that DHR
has indicated in previous discussions that modifying the department’s current
computer system could cost up to $15 million.

Welfare Avoidance Grants

It is estimated that 136 applicants each month or 1,632 annually would request welfare
avoidance grants. Assuming individuals receive a grant totaling three months of AFDC
payments, State expenditures would increase by $1.5 million annually.

Job Training

DHR advises that an additional 8,000 participants will be required to enroll in job training or
work experience programs assuming proposed federal work requirement provisions are
implemented. By fiscal 2001, an additional 22,000 participants will be required to enroll in
job training. Currently, Project Independence serves approximately 7,600 individuals (who
meet proposed federal requirements) annually at a cost of $18 million. DHR advises that an
additional $10 million would be needed to provide job training and work experience services
for the added caseload annually. The Department of Fiscal Services advises that
additional funds may be required in future years to accommodate the projected 290%
increase in countable program participants.

Child Care Costs

DHR estimates that an additional $16.3 million is needed to provide child care services to
program participants. Of this amount $4.3 million is targeted to cash assistance recipients,
$7.5 million is for working poor JOBS graduates, and $4.5 million is for working poor
families. This estimate is based on the following assumptions:

• Approximately 20% of applicants in up-front job search would request subsidized
child care at a cost of $150 per applicant;

• Approximately 40% of program participants in job training and work experience
activities would request child care at a cost of $308 a month; and

• Approximately 40% of working poor families would request subsidized child care
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at a cost of $243 a month.

In sum, DHR proposes to provide $16.3 million in additional child care funding in fiscal
1997 and $57.8 million by fiscal 2001. Additional child care services are funded primarily
with savings that result from clients obtaining unsubsidized employment. In fiscal 1996, 49%
of all the potential savings went for additional child care and by fiscal 2001, nearly 82% of
the savings will go to child care. Accordingly, unless DHR is successful at diverting
current welfare recipients into unsubsidized employment, the department will not be
able to fund the additional child care slots with existing resources.

Two-Parent Family Policies

The two-parent family provision, which eliminates the 100-hour work rule and the
employment history requirement, would increase expenditures by approximately $1.8 million
in the first year of implementation, with the State portion totaling $900,000.

Step-Parent Provision

The step-parent provision would increase expenditures by approximately $2,455,000 in the
first year of implementation, with the State portion totaling $1,227,500.

Transitional Assistance

DHR is required to provide post welfare benefits to certain organizations for the purpose of
assisting individuals who lose AFDC eligibility due to non-compliance. This could increase
expenditures by approximately $1.57 million in the first full year of implementation, with the
State portion totaling $785,000. Total expenditures could increase to $2 million in the
second year, with the State portion totaling $1 million. This estimate is based on 3% of
current recipients each month being sanctioned for non-cooperation during the up-front job
search stage and losing their cash assistance grant and 3% of participants in the JOBS
program being sanctioned for one month and losing their cash assistance grants.

Employers Reporting Requirement to DLLR

Employing units are required to report the following information to the Secretary of Labor,
Licensing, and Regulation within 20 days of an employee’s start of employment: (1) the
social security number of the employee; (2) the employing unit’s unemployment insurance
employer identification number; and (3) the date of employment. This would increase
AFDC-related child support collections by $1.5 million in fiscal 1998 and by $4.9 million in
fiscal 1999. Additional child support collections decrease to $1.7 million by fiscal 2002.
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DLLR advises that the cost to develop a computerized database system to handle the
reporting requirement could range between $1 million to $2 million.

Local Department of Social Services Flexible Funding Allocation

This bill requires DHR to provide local departments of social services with funds for child
care, welfare avoidance grants, emergency assistance, administration, and job training/job
search/work activities. In fiscal 1997, local departments would receive approximately $145
million in flexible fund allocations. This funding comes from the following:

Cost Savings* $19.0 million
Child Care Funds 61.9 million
Emergency Assistance Payments 4.9 million
Project Independence 16.5 million
Local Administration 42.5 million

Total $144.8 million **

* excludes the $5.8 million needed for information management, reporting costs, and an evaluation
that is required by the federal waiver.

** The amount of funds allocated to the local flexibility fund could be significantly less if DHR is
unable to make programmatic reductions elsewhere in the department to make the bill cost
neutral or if the Governor does not make a deficiency appropriation to DHR.

Additional Comments: This bill repeals the welfare reform pilot program enacted during the
1995 Session (Chapter 491 of the Acts of 1995). The pilot program targeted 3,000 families
from Baltimore City and Anne Arundel and Prince George’s counties. DHR advises that the
cost to implement the pilot program statewide would total approximately $187 million in the
first year. Major provisions of the pilot program include a three-month limit on AFDC
benefits, welfare avoidance grants, up-front job search and mandatory work requirements.
DHR was also required to provide participants with supportive services, including child care
and transportation.

Information Source(s): Department of Human Resources, Department of Fiscal Services
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