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a significant impact on a substantial 
number of small entities. The primary 
impact of these rules is on State 
governments and on the operation of the 
Federal Government. Neither is 
considered a small entity under the 
Regulatory Flexibility Act. 

In developing this interim final rule, 
we sought to implement the new 
requirements of the Deficit Reduction 
Act of 2005 in a way that does not 
impinge on a State’s ability to design 
effective and responsive programs. At 
the same time, we sought to address 
concerns about inconsistency of work 
measures among States and to focus 
renewed attention on strengthening 
efforts to help more low-income families 
enter the workforce and succeed at 
work. We considered alternatives along 
the spectrum of these goals and believe 
the policies adopted in this interim final 
rule achieve a balance between the aims 
of the DRA to improve effectiveness of 
the program and preserving States’ 
ability to continue using creativity and 
ingenuity to help families succeed 
under the TANF work goals and 
objectives. The balance we strove to 
attain encompassed such issues as: how 
to count and verify allowable work 
activities; who is a work-eligible 
individual; and how to ensure that State 
internal control procedures will result 
in accurate and consistent work 
participation information. 

In determining how to count and 
verify allowable work activities, we 
considered establishing a single 
documentation standard in which States 
would verify an individual’s 
participation in work activities each 
day. We rejected this alternative as 
excessive and cumbersome for States to 
implement; moreover we feared it might 
discourage employers from hiring TANF 
recipients, thus undermining the 
program. Instead, as we describe above, 
we chose a set of guidelines that allows 
variation in documentation by the type 
of work activity in question. Not only 
does this let a State tailor its 
documentation procedures to the nature 
of the activity, but also it approximates 
the standards in the working world. 

With regard to the definition of a 
work-eligible individual, we considered 
a range of alternatives looking at each 
type of family in which a parent resides 
with a child recipient of assistance to 
determine whether it was appropriate to 
include that group of families in the 
calculation of the work participation 
rates. As we examined each of these 
types of families, we considered the 
ability of each to work and sought to 
balance this ability to work with the 
need for consistent work participation 

rates as envisioned under the Deficit 
Reduction Act and State flexibility. 

As an alternative to our regulatory 
approach to monitoring State internal 
control procedures for verifying work 
participation information, we 
considered developing a system in 
which we would regularly draw one or 
more samples of cases and validate 
critical data needed to calculate the 
work participation rates, using an error 
percentage as a means of determining 
whether a State might be liable for a 
work verification penalty. Ultimately, 
we decided this alternative would be 
too burdensome, reminiscent of quality 
control systems of the past. We 
determined that the best approach was 
to describe in detail what we expect 
States to include in the Work 
Verification Plan and then to use the 
existing audit process as the principal 
means of assessing the accuracy of work 
participation data. We discuss this 
approach to regulating in greater detail 
throughout the preamble to these rules. 

VI. Regulatory Impact Analysis 
Executive Order 12866 requires that 

regulations be reviewed to ensure that 
they are consistent with the priorities 
and principles set forth in the Executive 
Order. The Department has determined 
that this interim final rule is consistent 
with these priorities and principles. 
These regulations primarily implement 
statutory changes to TANF included in 
the Deficit Reduction Act of 2005. 

VII. Unfunded Mandates Reform Act of 
1995 

Section 202 of the Unfunded 
Mandates Reform Act of 1995 requires 
that a covered agency prepare a 
budgetary impact statement before 
promulgating a rule that includes any 
Federal mandate that may result in the 
expenditure by State, local, and Tribal 
governments, in the aggregate, or by the 
private sector, of $100 million or more 
in any one year. 

If an agency must prepare a budgetary 
impact statement, section 205 requires 
that it select the most cost-effective and 
least burdensome alternative that 
achieves the objectives of the rule 
consistent with the statutory 
requirements. Section 203 requires a 
plan for informing and advising any 
small government that may be 
significantly or uniquely impacted. 

The Department has determined that 
this interim final rule, in implementing 
the new statutory requirements, would 
not impose a mandate that will result in 
the expenditure by State, local, and 
tribal governments, in the aggregate, or 
by the private sector, of more than $100 
million in any one year. In enacting the 

provisions of the Deficit Reduction Act, 
the Congress maintained the basic 
funding structure and flexibility of the 
TANF program. Over each of the next 
five years, the TANF block grant will 
provide States with $16.5 billion in 
Federal funds and a total of over $27 
billion annually when including State 
Maintenance of Effort (MOE) funding. 
With the continued commitment of full 
funding for TANF, along with $2.1 
billion in reported unobligated TANF 
balances at the end of FY 2005, States 
will have the resources to successfully 
meet the requirements of the Deficit 
Reduction Act. The funding level for 
States remains fixed and is based on 
historic levels of welfare spending when 
states used to serve a cash-dependent 
welfare caseload of more than twice its 
current size. States retain significant 
flexibility in the use of their TANF 
dollars to design their programs and 
have wide flexibility to determine 
eligibility criteria, benefit levels and the 
type of services and benefits available to 
TANF recipients. 

In addition, over five years (FYs 
2007–2011), the Department estimates 
that the States will pay penalties of $51 
million due to failure to meet work 
requirements. In general, our estimate 
assumes that most States will meet the 
work participation rates, because States 
retain considerable programmatic 
flexibility, along with increased 
motivation to develop a stronger focus 
on moving people to work and more 
accurate reporting systems. For those 
States that fail to meet work 
participation requirements, we do not 
anticipate assessing penalties until FY 
2009. Once penalty liability is identified 
States will have an opportunity to 
correct the problem prior to the 
assessment of a penalty. We estimate 
issuing penalties amounting to $7 
million in FY 2009, $16 million in FY 
2010 and $28 million in FY 2011. Our 
estimated penalty assessment level 
increases during this period, in part, 
because the penalty percentage rate is 
progressive. Accordingly, we have not 
prepared a budgetary impact statement 
or prepared a plan for informing 
impacted small governments. 

VIII. Congressional Review 
This regulation is not a major rule as 

defined in 5 U.S.C. Chapter 8. 

IX. Assessment of Federal Regulation 
and Policies on Families 

Section 654 of the Treasury and 
General Government Appropriations 
Act of 1999 requires Federal agencies to 
determine whether a proposed policy or 
regulation may negatively affect family 
well being. If the agency’s determination 
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is affirmative, then the agency must 
prepare an impact assessment 
addressing seven criteria specified in 
the law. The Department has conducted 
a Family Policymaking Assessment in 
accordance with this requirement and 
determined that these regulations will 
not have a negative impact on family 
well being as defined in the legislation. 

X. Executive Order 13132 

Executive Order 13132, Federalism, 
requires that Federal agencies consult 
with State and local government 
officials in the development of 
regulatory policies with federalism 
implications. Consistent with Executive 
Order 13132, we specifically solicit 
comment from State and local 
government officials on this interim 
final rule. We will seriously consider 
these comments in developing the final 
rule. 

List of Subjects 

45 CFR Parts 261 and 262 

Administrative practice and 
procedure, Day care, Employment, 
Grant programs-social programs, 
Penalties, Public assistance programs, 
Reporting and recordkeeping 
requirements, Vocational education. 

45 CFR Part 263 

Administrative practice and 
procedure, Day care, Employment, 
Grant programs-social programs, Loan 
programs-social programs, Penalties, 
Public assistance programs. 

45 CFR Part 265 

Administrative practice and 
procedure, Day care, Employment, 
Grant programs-social programs, 
Penalties, Public assistance programs, 
Reporting and recordkeeping 
requirements. 

Dated: March 23, 2006. 
Wade F. Horn, 
Assistant Secretary for Children and Families. 

Approved: May 25, 2006. 
Michael O. Leavitt, 
Secretary of Health and Human Services. 

For the reasons stated in the 
preamble, we are amending 45 CFR 
chapter II by revising part 261, part 262, 
part 263, and part 265 as set forth 
below: 
� 1. The authority citation for part 261 
is revised to read as follows: 

Authority: 42 U.S.C. 601, 602, 607, and 
609; Pub. L. 109–171. 

� 2. Revise § 261.1 to read as follows: 

§ 261.1 What does this part cover? 
This part includes the regulatory 

provisions relating to the mandatory 

work requirements of TANF and State 
work participation data verification 
requirements. 
� 3. Revise § 261.2 to read as follows: 

§ 261.2 What definitions apply to this part? 
(a) The general TANF definitions at 

§§ 260.30 through 260.33 of this chapter 
apply to this part. 

(b) Unsubsidized employment means 
full-or part-time employment in the 
public or private sector that is not 
subsidized by TANF or any other public 
program. 

(c) Subsidized private sector 
employment means employment in the 
private sector for which the employer 
receives a subsidy from TANF or other 
public funds to offset some or all of the 
wages and costs of employing a 
recipient. 

(d) Subsidized public sector 
employment means employment in the 
public sector for which the employer 
receives a subsidy from TANF or other 
public funds to offset some or all of the 
wages and costs of employing a 
recipient. 

(e) Work experience (including work 
associated with the refurbishing of 
publicly assisted housing) if sufficient 
private sector employment is not 
available means a work activity, 
performed in return for welfare, that 
provides an individual with an 
opportunity to acquire the general skills, 
training, knowledge, and work habits 
necessary to obtain employment. The 
purpose of work experience is to 
improve the employability of those who 
cannot find unsubsidized employment. 
This activity must be supervised by an 
employer, work site sponsor, or other 
responsible party on an ongoing basis 
no less frequently than daily. 

(f) On-the-job training means training 
in the public or private sector that is 
given to a paid employee while he or 
she is engaged in productive work and 
that provides knowledge and skills 
essential to the full and adequate 
performance of the job. On-the-job 
training must be supervised by an 
employer, work site sponsor, or other 
responsible party on an ongoing basis 
no less frequently than daily. 

(g) Job search and job readiness 
assistance means the act of seeking or 
obtaining employment, preparation to 
seek or obtain employment, including 
life skills training, and substance abuse 
treatment, mental health treatment, or 
rehabilitation activities for those who 
are otherwise employable. Such 
treatment or therapy must be 
determined to be necessary and certified 
by a qualified medical or mental health 
professional. Job search and job 
readiness assistance activities must be 

supervised by the TANF agency or other 
responsible party on an ongoing basis 
no less frequently than daily. 

(h) Community service programs 
mean structured programs and 
embedded activities in which TANF 
recipients perform work for the direct 
benefit of the community under the 
auspices of public or nonprofit 
organizations. Community service 
programs must be limited to projects 
that serve a useful community purpose 
in fields such as health, social service, 
environmental protection, education, 
urban and rural redevelopment, welfare, 
recreation, public facilities, public 
safety, and child care. Community 
service programs are designed to 
improve the employability of recipients 
not otherwise able to obtain 
employment, and must be supervised on 
an ongoing basis no less frequently than 
daily. A State agency shall take into 
account, to the extent possible, the prior 
training, experience, and skills of a 
recipient in making appropriate 
community service assignments. 

(i) Vocational educational training 
(not to exceed 12 months with respect 
to any individual) means organized 
educational programs that are directly 
related to the preparation of individuals 
for employment in current or emerging 
occupations requiring training other 
than a baccalaureate or advanced 
degree. Vocational educational training 
must be supervised on an ongoing basis 
no less frequently than daily. 

(j) Job skills training directly related to 
employment means training or 
education for job skills required by an 
employer to provide an individual with 
the ability to obtain employment or to 
advance or adapt to the changing 
demands of the workplace. Job skills 
training directly related to employment 
must be supervised on an ongoing basis 
no less frequently than daily. 

(k) Education directly related to 
employment, in the case of a recipient 
who has not received a high school 
diploma or a certificate of high school 
equivalency means education related to 
a specific occupation, job, or job offer. 
Education directly related to 
employment must be supervised on an 
ongoing basis no less frequently than 
daily. 

(l) Satisfactory school attendance at 
secondary school or in a course of study 
leading to a certificate of general 
equivalence, in the case of a recipient 
who has not completed secondary 
school or received such a certificate 
means regular attendance, in accordance 
with the requirements of the secondary 
school or course of study, at a secondary 
school or in a course of study leading 
to a certificate of general equivalence, in 
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the case of a recipient who has not 
completed secondary school or received 
such a certificate. This activity must be 
supervised on an ongoing basis no less 
frequently than daily. 

(m) Providing child care services to an 
individual who is participating in a 
community service program means 
providing child care to enable another 
TANF recipient to participate in a 
community service program. This 
activity must be supervised on an 
ongoing basis no less frequently than 
daily. 

(n)(1) Work-eligible individual means 
an adult (or minor child head-of- 
household) receiving assistance under 
TANF or a separate State program or a 
non-recipient parent living with a child 
receiving such assistance unless the 
parent is: 

(i) A minor parent and not the head- 
of-household or spouse of the head-of- 
household; 

(ii) An alien who is ineligible to 
receive assistance due to his or her 
immigration status; or 

(iii) At State option on a case-by-case 
basis, a recipient of Supplemental 
Security Income (SSI) benefits. 

(2) The term also excludes: 
(i) A parent providing care for a 

disabled family member living in the 
home who does not attend school on a 
full-time basis, provided that the need 
for such care is supported by medical 
documentation; and 

(ii) An individual in a family 
receiving MOE-funded assistance under 
an approved Tribal TANF program, 
unless the State includes the Tribal 
family in calculating work participation 
rates, as permitted under section 261.25. 
� 4. Revise Subpart B to read as follows: 

Subpart B—What Are the Provisions 
Addressing State Accountability? 

Sec. 
261.20 How will we hold a State 

accountable for achieving the work 
objectives of TANF? 

261.21 What overall work rate must a State 
meet? 

261.22 How will we determine a State’s 
overall work rate? 

261.23 What two-parent work rate must a 
State meet? 

261.24 How will we determine a State’s 
two-parent work rate? 

261.25 Does a State include Tribal families 
in calculating these rates? 

§ 261.20 How will we hold a State 
accountable for achieving the work 
objectives of TANF? 

(a) Each State must meet two separate 
work participation rates in FY 2006 and 
thereafter, one—the two-parent rate 
based on how well it succeeds in 
helping work-eligible individuals in 

two-parent families find work activities 
described at § 261.30, the other—the 
overall rate based on how well it 
succeeds in finding those activities for 
work-eligible individuals in all the 
families that it serves. 

(b) Each State must submit data, as 
specified at § 265.3 of this chapter, that 
allows us to measure its success in 
requiring work-eligible individuals to 
participate in work activities. 

(c) If the data show that a State met 
both participation rates in a fiscal year, 
then the percentage of historic State 
expenditures that it must expend under 
TANF, pursuant to § 263.1 of this 
chapter, decreases from 80 percent to 75 
percent for that fiscal year. This is also 
known as the State’s TANF 
‘‘maintenance-of-effort’’ (MOE) 
requirement. 

(d) If the data show that a State did 
not meet a minimum work participation 
rate for a fiscal year, a State could be 
subject to a financial penalty. 

(e) Before we impose a penalty, a 
State will have the opportunity to claim 
reasonable cause or enter into a 
corrective compliance plan, pursuant to 
§§ 262.5 and 262.6 of this chapter. 

§ 261.21 What overall work rate must a 
State meet? 

Each State must achieve a 50 percent 
minimum overall participation rate in 
FY 2006 and thereafter, minus any 
caseload reduction credit to which it is 
entitled as provided in subpart D of this 
part. 

§ 261.22 How will we determine a State’s 
overall work rate? 

(a)(1) The overall participation rate for 
a fiscal year is the average of the State’s 
overall participation rates for each 
month in the fiscal year. 

(2) The rate applies to families with 
a work-eligible individual. 

(b) We determine a State’s overall 
participation rate for a month as 
follows: 

(1) The number of TANF and SSP– 
MOE families that include a work- 
eligible individual who meet the 
requirements set forth in § 261.31 for the 
month (i.e., the numerator), divided by, 

(2) The number of TANF and SSP– 
MOE families that include a work- 
eligible individual, minus the number of 
such families that are subject to a 
penalty for refusing to work in that 
month (i.e., the denominator). However, 
if a family with a work-eligible 
individual has been penalized for 
refusal to participate in work activities 
for more than three of the last 12 
months, we will not exclude it from the 
participation rate calculation. 

(3) At State option, we will include in 
the participation rate calculation 

families with a work-eligible individual 
that have been penalized for refusing to 
work no more than three of the last 12 
months. 

(c)(1) A State has the option of not 
requiring a single custodial parent 
caring for a child under age one to 
engage in work. 

(2) At State option, we will disregard 
a family with such a parent from the 
participation rate calculation for a 
maximum of 12 months. 

(d)(1) If a family receives assistance 
for only part of a month, we will count 
it as a month of participation if a work- 
eligible individual is engaged in work 
for the minimum average number of 
hours in each full week that the family 
receives assistance in that month. 

(2) If a State pays benefits 
retroactively (i.e., for the period 
between application and approval of 
benefits), it has the option to consider 
the family to be receiving assistance 
during the period of retroactivity. 

§ 261.23 What two-parent work rate must a 
State meet? 

Each State must achieve a 90 percent 
minimum two-parent participation rate 
in FY 2006 and thereafter, minus any 
caseload reduction credit to which it is 
entitled as provided in subpart D of this 
part. 

§ 261.24 How will we determine a State’s 
two-parent work rate? 

(a)(1) The two-parent participation 
rate for a fiscal year is the average of the 
State’s two-parent participation rates for 
each month in the fiscal year. 

(2) The rate applies to two-parent 
families with two work-eligible 
individuals. However, if one of the 
parents is a disabled work-eligible 
individual, we will not consider the 
family to be a two-parent family; i.e., we 
will not include such a family in either 
the numerator or denominator of the 
two-parent rate. 

(b) We determine a State’s two-parent 
participation rate for the month as 
follows: 

(1) The number of two-parent TANF 
and SSP–MOE families in which both 
parents are work-eligible individuals 
and together they meet the requirements 
set forth in § 261.32 for the month (i.e., 
the numerator), divided by, 

(2) The number of two-parent TANF 
and SSP–MOE families in which both 
parents are work-eligible individuals 
during the month, minus the number of 
such two-parent families that are subject 
to a penalty for refusing to work in that 
month (the denominator). However, if a 
family with a work-eligible individual 
has been penalized for more than three 
months of the last 12 months, we will 
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not exclude it from the participation 
rate calculation. 

(3) At State option, we will include in 
the participation rate calculation 
families with a work-eligible individual 
that have been penalized for refusing to 
work no more than three of the last 12 
months. 

(c) For purposes of the calculation in 
paragraph (b) of this section, a two- 
parent family includes, at a minimum, 
all families with two natural or adoptive 
parents (of the same minor child) who 
are work-eligible individuals and living 
in the home, unless both are minors and 
neither is a head-of-household. 

(d)(1) If the family receives assistance 
for only part of a month, we will count 
it as a month of participation if a work- 
eligible individual in the family (or both 
work-eligible individuals, if they are 
both required to work) is engaged in 
work for the minimum average number 
of hours in each full week that the 
family receives assistance in that month. 

(2) If a State pays benefits 
retroactively (i.e., for the period 
between application and approval of 
benefits), it has the option to consider 
the family to be receiving assistance 
during the period of retroactivity. 

§ 261.25 Does a State include Tribal 
families in calculating the work 
participation rate? 

At State option, we will include 
families with a work-eligible individual 
that are receiving assistance under an 
approved Tribal family assistance plan 
or under a Tribal work program in 
calculating the State’s participation 
rates under §§ 261.22 and 261.24. 
� 5. Revise § 261.31 to read as follows: 

§ 261.31 How many hours must a work- 
eligible individual participate for the family 
to count in the numerator of the overall 
rate? 

(a) A work-eligible individual counts 
as engaged in work for a month for the 
overall rate if: 

(1) He or she participates in work 
activities during the month for at least 
a minimum average of 30 hours per 
week; and 

(2) At least 20 of the above hours per 
week come from participation in the 
activities listed in paragraph (b) of this 
section. 

(b) The following nine activities count 
toward the first 20 hours of 
participation: Unsubsidized 
employment; subsidized private-sector 
employment; subsidized public-sector 
employment; work experience; on-the- 
job training; job search and job 
readiness assistance; community service 
programs; vocational educational 
training; and providing child care 

services to an individual who is 
participating in a community service 
program. 

(c) Above 20 hours per week, the 
following three activities may also count 
as participation: Job skills training 
directly related to employment; 
education directly related to 
employment; and satisfactory 
attendance at secondary school or in a 
course of study leading to a certificate 
of general equivalence. 

(d) We will consider a work-eligible 
individual who participates in a work 
experience or community service 
program for the maximum number of 
hours per week that a State may require 
by dividing the combined monthly 
TANF grant and food stamp allotment 
by the appropriate minimum wage 
under the minimum wage requirement 
of the Fair Labor Standards Act (FLSA) 
to have participated 20 hours per week 
if actual participation falls short of 20 
hours per week. This policy is limited 
to States that have adopted a food stamp 
workfare program and a Simplified 
Food Stamp Program. For families that 
need additional hours beyond the core 
activity requirement, these hours must 
be satisfied in some other TANF work 
activity. 
� 6. Revise § 261.32 to read as follows: 

§ 261.32 How many hours must work- 
eligible individuals participate for the family 
to count in the numerator of the two-parent 
rate? 

(a) Subject to paragraph (d) of this 
section, a family with two work-eligible 
parents counts as engaged in work for 
the month for the two-parent rate if: 

(1) Work-eligible parents in the family 
are participating in work activities for a 
combined average of at least 35 hours 
per week during the month, and 

(2) At least 30 of the 35 hours per 
week come from participation in the 
activities listed in paragraph (b) of this 
section. 

(b) The following nine activities count 
for the first 30 hours of participation: 
Unsubsidized employment; subsidized 
private-sector employment; subsidized 
public-sector employment; work 
experience; on-the-job training; job 
search and job readiness assistance; 
community service programs; vocational 
educational training; and providing 
child care services to an individual who 
is participating in a community service 
program. 

(c) Above 30 hours per week, the 
following three activities may also count 
for participation: Job skills training 
directly related to employment; 
education directly related to 
employment; and satisfactory 
attendance at secondary school or in a 

course of study leading to a certificate 
of general equivalence. 

(d) We will consider a family with 
two work-eligible parents in which one 
or both parents participate in a work 
experience or community service 
program for the maximum number of 
hours per week that a State may require 
by dividing their combined monthly 
TANF grant and food stamp allotment 
by the appropriate minimum wage 
under the minimum wage requirement 
of the Fair Labor Standards Act (FLSA) 
to have participated 30 hours per week 
if actual participation falls short of 30 
hours per week. This policy is limited 
to States that have adopted a food stamp 
workfare program and a Simplified 
Food Stamp Program. For families that 
need additional hours beyond the core 
activity requirement, these hours must 
be satisfied in some other TANF work 
activity. 

(e)(1) If the family receives federally 
funded child care assistance and an 
adult in the family is not disabled or 
caring for a severely disabled child, then 
the work-eligible individuals must be 
participating in work activities for an 
average of at least 55 hours per week to 
count as a two-parent family engaged in 
work for the month. 

(2) At least 50 of the 55 hours per 
week must come from participation in 
the activities listed in paragraph (b) of 
this section. 

(3) Above 50 hours per week, the 
three activities listed in paragraph (c) of 
this section may also count as 
participation. 

(4) We will consider family with two 
work-eligible parents receiving federally 
funded child care in which one or both 
parents participate in a work experience 
or community service program for the 
maximum number of hours per week 
that a State may require by dividing 
their combined monthly TANF grant 
and food stamp allotment by the 
appropriate minimum wage under the 
minimum wage requirement of the Fair 
Labor Standards Act (FLSA) to have 
participated 50 hours per week if actual 
participation falls short of 50 hours per 
week. This policy is limited to States 
that have adopted a food stamp 
workfare program and a Simplified 
Food Stamp Program. For families that 
need additional hours beyond the core 
activity requirement, these hours must 
be satisfied in some other TANF work 
activity. 
� 7. Revise Subpart D to read as follows: 

Subpart D—How Will We Determine 
Caseload Reduction Credit for 
Minimum Participation Rates? 

Sec. 
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261.40 Is there a way for a State to reduce 
the work participation rates? 

261.41 How will we determine the caseload 
reduction credit? 

261.42 Which reductions count in 
determining the caseload reduction 
credit? 

261.43 What is the definition of a ‘‘case 
receiving assistance’’ in calculating the 
caseload reduction credit? 

261.44 When must a State report the 
required data on the caseload reduction 
credit? 

§ 261.40 Is there a way for a State to 
reduce the work participation rates? 

(a)(1) If the average monthly number 
of cases receiving assistance, including 
assistance under a separate State 
program (as provided at § 261.42(b)), in 
a State in the preceding fiscal year was 
lower than the average monthly number 
of cases that received assistance, 
including assistance under a separate 
State program in that State in FY 2005, 
the minimum overall participation rate 
the State must meet for the fiscal year 
(as provided at § 261.21) decreases by 
the number of percentage points the 
prior-year caseload fell in comparison to 
the FY 2005 caseload. 

(2) The minimum two-parent 
participation rate the State must meet 
for the fiscal year (as provided at 
§ 261.23) decreases, at State option, by 
either: 

(i) The number of percentage points 
the prior-year two-parent caseload, 
including two-parent cases receiving 
assistance under a separate State 
program (as provided at § 261.42(b)), fell 
in comparison to the FY 2005 two- 
parent caseload, including two-parent 
cases receiving assistance under a 
separate State program; or 

(ii) The number of percentage points 
the prior-year overall caseload, 
including assistance under a separate 
State program (as provided at 
§ 261.42(b)), fell in comparison to the 
FY 2005 overall caseload, including 
cases receiving assistance under a 
separate State program. 

(3) For the credit calculation, we will 
refer to the fiscal year that precedes the 
fiscal year to which the credit applies as 
the ‘‘comparison year.’’ 

(b)(1) The calculations in paragraph 
(a) of this section must disregard 
caseload reductions due to requirements 
of Federal law and to changes that a 
State has made in its eligibility criteria 
in comparison to its criteria in effect in 
FY 2005. 

(2) At State option, the calculation 
may offset the disregard of caseload 
reductions in paragraph (b)(1) of this 
section by changes in eligibility criteria 
that increase caseloads. 

(c)(1) To establish the caseload base 
for FY 2005 and to determine the 

comparison-year caseload, we will use 
the combined TANF and Separate State 
Program caseload figures reported on 
the Form ACF–199, TANF Data Report, 
and Form ACF–209, SSP–MOE Data 
Report, respectively. 

(2) To qualify for a caseload 
reduction, a State must have reported 
monthly caseload information, 
including cases in separate State 
programs, for FY 2005 and the 
comparison year for cases receiving 
assistance as defined at § 261.43. 

(d)(1) A State may correct erroneous 
data or submit accurate data to adjust 
program data or to include unduplicated 
cases within the fiscal year. 

(2) We will adjust both the FY 2005 
baseline and the comparison-year 
caseload information, as appropriate, 
based on these State submissions. 

(e) We refer to the number of 
percentage points by which a caseload 
falls, disregarding the cases described in 
paragraph (b), as a caseload reduction 
credit. 

§ 261.41 How will we determine the 
caseload reduction credit? 

(a)(1) We will determine the overall 
and two-parent caseload reduction 
credits that apply to each State based on 
the information and estimates reported 
to us by the State on eligibility policy 
changes using application denials, case 
closures, or other administrative data 
sources and analyses. 

(2) We will accept the information 
and estimates provided by a State, 
unless they are implausible based on the 
criteria listed in paragraph (d) of this 
section. 

(3) We may conduct on-site reviews 
and inspect administrative records on 
applications, case closures, or other 
administrative data sources to validate 
the accuracy of the State estimates. 

(b) In order to receive a caseload 
reduction credit, a State must submit a 
Caseload Reduction Report to us 
containing the following information: 

(1) A listing of, and implementation 
dates for, all State and Federal eligibility 
changes, as defined at § 261.42, made by 
the State since the beginning of FY 
2006; 

(2) A numerical estimate of the 
positive or negative average monthly 
impact on the comparison-year caseload 
of each eligibility change (based, as 
appropriate, on application denials, case 
closures or other analyses); 

(3) An overall estimate of the total net 
positive or negative impact on the 
applicable caseload as a result of all 
such eligibility changes; 

(4) An estimate of the State’s caseload 
reduction credit; 

(5) A description of the methodology 
and the supporting data that a State 

used to calculate its caseload reduction 
estimates; and 

(6) A certification that it has provided 
the public an appropriate opportunity to 
comment on the estimates and 
methodology, considered their 
comments, and incorporated all net 
reductions resulting from Federal and 
State eligibility changes. 

(c)(1) A State requesting a caseload 
reduction credit for the overall 
participation rate must base its 
estimates of the impact of eligibility 
changes on decreases in its comparison- 
year overall caseload compared to the 
FY 2005 overall caseload baseline 
established in accordance with 
§ 261.40(d). 

(2) A State requesting a caseload 
reduction credit for its two-parent rate 
must base its estimates of the impact of 
eligibility changes on decreases in 
either: 

(i) Its two-parent caseload compared 
to the FY 2005 comparison-year two- 
parent caseload baseline established in 
accordance with § 261.40(d); or 

(ii) Its overall caseload compared to 
the FY 2005 comparison-year overall 
caseload baseline established in 
accordance with § 261.40(d). 

(d)(1) For each State, we will assess 
the adequacy of information and 
estimates using the following criteria: its 
methodology; its estimates of impact 
compared to other States; the quality of 
its data; and the completeness and 
adequacy of its documentation. 

(2) If we request additional 
information to develop or validate 
estimates, the State may negotiate an 
appropriate deadline or provide the 
information within 30 days of the date 
of our request. 

(3) The State must provide sufficient 
data to document the information 
submitted under paragraph (b) of this 
section. 

(e) We will not calculate a caseload 
reduction credit unless the State reports 
case-record data on individuals and 
families served by any separate State 
program, as required under § 265.3(d) of 
this chapter. 

(f) A State may only apply to the 
participation rate a caseload reduction 
credit that we have calculated. If a State 
disagrees with the caseload reduction 
credit, it may appeal the decision as an 
adverse action in accordance with 
§ 262.7 of this chapter. 

§ 261.42 Which reductions count in 
determining the caseload reduction credit? 

(a)(1) A State’s caseload reduction 
credit must not include caseload 
decreases due to Federal requirements 
or State changes in eligibility rules since 
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FY 2005 that directly affect a family’s 
eligibility for assistance. 

(2) At State option, a State’s caseload 
reduction credit may include caseload 
increases due to Federal requirements or 
State change in eligibility rules since FY 
2005 if used to offset caseload decreases 
in paragraph (a)(1) of this section. 

(3) A State may not receive a caseload 
reduction credit that exceeds the actual 
caseload decline between FY 2005 and 
the comparison year. 

(4) A State may count the reductions 
attributable to enforcement mechanisms 
or procedural requirements that are 
used to enforce existing eligibility 
criteria (e.g., fingerprinting or other 
verification techniques) to the extent 
that such mechanisms or requirements 
identify or deter families otherwise 
ineligible under existing rules. 

(b) A State must include cases 
receiving assistance in separate State 
programs as part of its FY 2005 caseload 
and comparison-year caseload. 
However, if a State provides 
documentation that separate State 
program cases overlap with or duplicate 
cases in the TANF caseload, we will 
exclude them from the caseload count. 

§ 261.43 What is the definition of a ‘‘case 
receiving assistance’’ in calculating the 
caseload reduction credit? 

(a) The caseload reduction credit is 
based on decreases in caseloads 
receiving assistance (other than those 
excluded pursuant to § 261.42) both in 
a State’s TANF program and in separate 
State programs that address basic needs 
and are used to meet the MOE 
requirement. 

(b) A State that is investing State MOE 
funds in eligible families in excess of 
the required 80 percent or 75 percent 
basic MOE amount need only include 
the pro rata share of caseloads receiving 
assistance that is required to meet basic 
MOE requirements. 

§ 261.44 When must a State report the 
required data on the caseload reduction 
credit? 

A State must report the necessary 
documentation on caseload reductions 
for the preceding fiscal year by 
December 31. 

Subpart F—[Redesignated as Subpart 
H] 

� 8. Redesignate Subpart F as subpart H. 

§ 261.60 [Redesignated as § 261.80.] 

� 9. Redesignate § 261.60 as § 261.80. 

� 10. Add a new subpart F to read as 
follows: 

Subpart F—How Do We Ensure the 
Accuracy of Work Participation 
Information? 

Sec. 
261.60 What methods may a State use to 

report a work-eligible individual’s hours 
of participation? 

261.61 How must a State document a work- 
eligible individual’s hours of 
participation? 

261.62 What must a State do to verify the 
accuracy of its work participation 
information? 

261.63 When is the State’s Work 
Verification Plan due? 

261.64 How will we determine if the State 
is meeting the requirement to establish 
and maintain work verification 
procedures that ensure an accurate 
measurement of work participation? 

261.65 Under what circumstances will we 
impose a work verification penalty for 
failure to submit a work verification plan 
or for failure to maintain adequate 
internal controls to ensure consistent 
measurement of the work participation 
rate? 

§ 261.60 What methods may a State use to 
report a work-eligible individual’s hours of 
participation? 

(a) A State must report the actual 
hours that an individual participates in 
an activity, subject to the qualifications 
in paragraphs (b) and (c) and 
§ 261.61(c). It is not sufficient to report 
the hours an individual is scheduled to 
participate in an activity. 

(b) For the purposes of calculating the 
work participation rates, actual hours 
may include the hours for which an 
individual was paid, including paid 
holidays and sick leave. For 
participation in unpaid work activities, 
it may also include excused absences for 
hours missed due to holidays and a 
maximum of an additional 10 days of 
excused absences in any 12-month 
period, no more than two of which may 
occur in a month. In order to count an 
excused absence as actual hours of 
participation, the individual must have 
been scheduled to participate in an 
allowable work activity for the period of 
the absence that the State reports as 
participation. A State must describe its 
excused absence policies and 
definitions as part of its Work 
Verification Plan, specified at § 261.62. 

(c) A State may not count more hours 
toward the participation rate for a self- 
employed individual than the number 
derived by dividing the individual’s 
self-employment income (gross income 
less business expenses) by the Federal 
minimum wage. A State may propose an 
alternative method of determining self- 
employment hours as part of its Work 
Verification Plan. 

§ 261.61 How must a State document a 
work-eligible individual’s hours of 
participation? 

(a) A State must support each 
individual’s hours of participation 
through documentation in the case file. 
In accordance with § 261.62, a State 
must describe in its Work Verification 
Plan the documentation it uses to verify 
hours of participation in each activity. 

(b) For an employed individual, the 
documentation may consist of, but is 
not limited to pay stubs, employer 
reports, or time and attendance records 
substantiating hours of participation. A 
State may presume that an employed 
individual participated in unsubsidized 
employment for the total number of 
hours for which that individual was 
paid. 

(c) For unsubsidized employment, 
subsidized employment, and OJT, a 
State may report projected actual hours 
of employment participation for up to 
six months based on current, 
documented actual hours of work. Any 
time a State receives information that 
the client’s actual hours of work have 
changed, or no later than the end of any 
six-month period, the State must re- 
verify the client’s current actual average 
hours of work, and may report these 
projected actual hours of participation 
for another six-month period. 

(d) For an individual who is not 
employed, the documentation for 
substantiating hours of participation 
may consist of, but is not limited to, 
time sheets, service provider attendance 
records, or school attendance records. 

(e) For an individual who is self- 
employed, the documentation must 
comport with standards set forth in the 
State’s approved Work Verification 
Plan. Self-reporting by a participant 
without additional verification is not 
sufficient documentation. 

§ 261.62 What must a State do to verify the 
accuracy of its work participation 
information? 

(a) To ensure accuracy in the 
reporting of work activities by work- 
eligible individuals on the TANF Data 
Report and, if applicable, the SSP–MOE 
Data Report, each State must: 

(1) Establish and employ procedures 
for determining whether its work 
activities may count for participation 
rate purposes; 

(2) Establish and employ procedures 
for determining how to count and verify 
reported hours of work; 

(3) Establish and employ procedures 
for identifying who is a work-eligible 
individual; 

(4) Establish and employ internal 
controls to ensure compliance with the 
procedures; and 
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(5) Submit to the Secretary for 
approval the State’s Work Verification 
Plan in accordance with paragraph (b) of 
this section. 

(b) A State’s Work Verification Plan 
must include the following: 

(1) For each countable work activity: 
(i) A description demonstrating how 

the activity meets the relevant definition 
at § 261.2; 

(ii) A description of how the State 
determines the number of countable 
hours of participation for self-employed 
individuals; and 

(iii) A description of the 
documentation it uses to monitor 
participation and ensure that the actual 
hours of participation are reported; 

(2) A description of the State’s 
procedures for identifying all work- 
eligible individuals, as defined at 
§ 261.2; 

(3) A description of how the State 
ensures that, for each work-eligible 
individual, it: 

(i) Accurately inputs data into the 
State’s automated data processing 
system; 

(ii) Properly tracks the hours though 
the automated data processing system; 
and 

(iii) Accurately reports the hours to 
the Department; 

(4) A description of the procedures for 
ensuring it does not transmit to the 
Department a work-eligible individual’s 
hours of participation in an activity that 
does not meet a Federal definition of a 
countable work activity; and 

(5) A description of the internal 
controls that the State has implemented 
to ensure a consistent measurement of 
the work participation rates, including 
the quality assurance processes and 
sampling specifications it uses to 
monitor adherence to the established 
work verification procedures by State 
staff, local staff, and contractors. 

(c) We will review a State’s Work 
Verification Plan for completeness and 
approve it if we believe that it will 
result in accurate reporting of work 
participation information. 

§ 261.63 When is a State’s Work 
Verification Plan Due? 

(a) Each State must submit its interim 
Work Verification Plan for validating 
work activities reported in the TANF 
Data Report and, if applicable, the SSP– 
MOE Data Report no later than 
September 30, 2006. 

(b) If HHS requires changes, a State 
must submit them within 60 days of 
receipt of our notice and include all 
necessary changes as part of a final 
approved Work Verification Plan no 
later than September 30, 2007. 

(c) If a State modifies its verification 
procedures for TANF or SSP–MOE work 

activities or its internal controls for 
ensuring a consistent measurement of 
the work participation rate, the State 
must submit for approval an amended 
verification plan by the end of the 
quarter in which the State modifies the 
procedures or internal controls. 

§ 261.64 How will we determine if the State 
is meeting the requirement to establish and 
maintain work verification procedures that 
ensure an accurate measurement of work 
participation? 

(a) We will determine that a State has 
met the requirement to establish work 
verification procedures if it submits an 
interim Work Verification Plan by 
September 30, 2006 and a complete 
Work Verification Plan that we approve 
by September 30, 2007. 

(b) A ‘‘complete’’ Work Verification 
Plan means that: 

(1) The plan includes all the 
information required by § 261.62(b); and 

(2) The State certifies that the plan 
includes all the information required by 
§ 261.62(b) and that it accurately reflect 
the procedures under which the State is 
operating. 

(c) For conduct occurring after 
October 1, 2007, we will use the single 
audit under OMB Circular A–133 in 
conjunction with other reviews, audits, 
and data sources, as appropriate, to 
assess the accuracy of the data filed by 
States for use in calculating the work 
participation rates. 

§ 261.65 Under what circumstances will we 
impose a work verification penalty for 
failure to submit a work verification plan or 
for failure to maintain adequate procedures 
to ensure a consistent measurement of the 
work participation rate? 

(a) We will take action to impose a 
penalty under § 262.1(a)(15) of this 
chapter if: 

(1) The requirements under 
§§ 261.64(a) and (b) have not been met; 
or 

(2) We determine that the State has 
not maintained adequate 
documentation, verification, or internal 
control procedures to ensure the 
accuracy of the data used in calculating 
the work participation rates. 

(b) If a State fails to submit an interim 
or complete Work Verification Plan by 
the due dates in § 261.64(a), we will 
reduce the SFAG payable for the 
immediately succeeding fiscal year by 
five percent of the adjusted SFAG. 

(c) If a State fails to maintain adequate 
internal controls to ensure a consistent 
measurement of work participation, we 
will reduce the adjusted SFAG by the 
following percentages for a fiscal year: 

(1) One percent for the first year; 
(2) Two percent for the second year; 
(3) Three percent for the third year; 

(4) Four percent for the fourth year; 
and 

(5) Five percent for the fifth and 
subsequent years. 

(d) If a State complies with the 
requirements in this subpart for two 
consecutive years, then any penalty 
imposed for subsequent failures will 
begin anew, as described in paragraph 
(c) of this section. 

(e) If we take action to impose a 
penalty under §§ 261.64(b) or (c), we 
will reduce the SFAG payable for the 
immediately succeeding fiscal year. 

PART 262—ACCOUNTABILITY 
PROVISIONS—GENERAL 

� 1. The authority citation for part 262 
is revised to read as follows: 

Authority: 31 U.S.C. 7501 et seq.; 42 U.S.C. 
606, 609, and 610; Pub. L. 109–171. 

� 2. In § 262.1, revise paragraphs (a)(13) 
and paragraph (a)(14), add paragraph 
(a)(15), and revise paragraph (c) to read 
as follows: 

§ 262.1 What penalties apply to States? 
(a) * * * 
(13) A penalty equal to the amount of 

the State’s Welfare-to-Work formula 
grant for failure to meet its basic MOE 
requirement during a year in which it 
receives the formula grant; 

(14) A penalty of not less than one 
percent and not more than five percent 
of the adjusted SFAG for failure to 
impose penalties properly against 
individuals who refuse to engage in 
required work in accordance with 
section 407 of the Act; and 

(15) A penalty of not less than one 
percent and not more than five percent 
of the adjusted SFAG for failure to 
establish or comply with work 
participation verification procedures. 
* * * * * 

(c)(1) We will take the penalties 
specified in paragraphs (a)(1), (a)(2), and 
(a)(7) of this section by reducing the 
SFAG payable for the quarter that 
immediately follows our final decision. 

(2) We will take the penalties 
specified in paragraphs (a)(3), (a)(4), 
(a)(5), (a)(6), (a)(8), (a)(9), (a)(10), (a)(11), 
(a)(12), (a)(13), (a)(14), and (a)(15) of this 
section by reducing the SFAG payable 
for the fiscal year that immediately 
follows our final decision. 
* * * * * 
� 3. Amend § 262.2 by adding a new 
paragraph (d) as follows: 

§ 262.2 When do the TANF penalty 
provisions apply? 

* * * * * 
(d) The penalty specified in 

§ 262.1(a)(15) takes effect on October 1, 
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2006, for failure to establish work 
participation verification procedures 
and on October 1, 2007, for failure to 
comply with those procedures. 
� 4. Amend § 262.3 by revising 
paragraph (a)(1) to read as follows: 

§ 262.3 How will we determine if a State is 
subject to a penalty? 

(a)(1) We will use the single audit 
under OMB Circular A–133, in 
conjunction with other reviews, audits, 
and data sources, as appropriate, to 
determine if a State is subject to a 
penalty for misusing Federal TANF 
funds (§ 263.10 of this chapter), 
intentionally misusing Federal TANF 
funds (§ 263.12 of this chapter), failing 
to participate in IEVS (§ 264.10 of this 
chapter), failing to comply with 
paternity establishment and child 
support requirements (§ 264.31 of this 
chapter), failing to maintain assistance 
to an adult single custodial parent who 
cannot obtain child care for a child 
under 6 (§ 261.57 of this chapter), failing 
to reduce assistance to a recipient who 
refuses without good cause to work 
(§ 261.54 of this chapter), and after 
October 1, 2007 failing to comply with 
work participation verification 
procedures (§ 261.64 of this chapter). 
* * * * * 
� 5. Amend § 262.6 by revising 
paragraphs (e) and (f) to read as follows: 

§ 262.6 What happens if a State does not 
demonstrate reasonable cause? 

* * * * * 
(e) The corrective compliance plan 

must correct or discontinue the 
violation within the following time 
frames: 

(1) For a penalty under §§ 262.1(a)(4), 
(a)(9), or (a)(15), by the end of the first 
fiscal year ending at least six months 
after our receipt of the corrective 
compliance plan; and 

(2) For the remaining penalties, by a 
date the State proposes that reflects the 
minimum period necessary to achieve 
compliance. 

(f) During the 60-day period following 
our receipt of the State’s corrective 
compliance plan, we may request 
additional information and consult with 
the State on modifications to the plan 
including in the case of a penalty under 
§ 262.1(a)(15), modifications to the 
State’s work verification procedures and 
Work Verification Plan. 
* * * * * 

PART 263—EXPENDITURES OF STATE 
AND FEDERAL TANF FUNDS 

� 1. The authority section for Part 263 
is revised to read as follows: 

Authority: 42 U.S.C. 604, 607, 609, and 
862a; Pub. L. 109–171. 

� 2. Revise § 263.2 to read as follows: 

§ 263.2 What kinds of State expenditures 
count toward meeting a State’s basic MOE 
expenditure requirement? 

(a) Expenditures of State funds in 
TANF or separate State programs may 
count if they are made for the following 
types of benefits or services: 

(1) Cash assistance, including the 
State’s share of the assigned child 
support collection that is distributed to 
the family, and disregarded in 
determining eligibility for, and amount 
of the TANF assistance payment; 

(2) Child care assistance (see § 263.3); 
(3) Education activities designed to 

increase self-sufficiency, job training, 
and work (see § 263.4); 

(4) Any other use of funds allowable 
under section 404(a)(1) of the Act 
including: 

(i) Nonmedical treatment services for 
alcohol and drug abuse and some 
medical treatment services (provided 
that the State has not commingled its 
MOE funds with Federal TANF funds to 
pay for the services), if consistent with 
the goals at § 260.20 of this chapter; and 

(ii) Pro-family activities that are 
consistent with the goals at §§ 260.20(c) 
or (d) of this chapter, but do not 
constitute ‘‘assistance’’ as defined in 
§ 260.31(a) of this chapter; and 

(5)(i) Administrative costs for 
activities listed in paragraphs (a)(1) 
through (a)(4) of this section, not to 
exceed 15 percent of the total amount of 
countable expenditures for the fiscal 
year. 

(ii) Costs for information technology 
and computerization needed for 
tracking or monitoring required by or 
under part IV-A of the Act do not count 
towards the limit in paragraph (5)(i) of 
this section, even if they fall within the 
definition of ‘‘administrative costs.’’ 

(A) This exclusion covers the costs for 
salaries and benefits of staff who 
develop, maintain, support, or operate 
the portions of information technology 
or computer systems used for tracking 
and monitoring. 

(B) It also covers the costs of contracts 
for the development, maintenance, 
support, or operation of those portions 
of information technology or computer 
systems used for tracking or monitoring. 

(b) With the exception of paragraph 
(a)(4)(ii) of this section, the benefits or 
services listed under paragraph (a) of 
this section count only if they have been 
provided to or on behalf of eligible 
families. An ‘‘eligible family’’ as defined 
by the State, must: 

(1) Be comprised of citizens or aliens 
who: 

(i) Are eligible for TANF assistance; 
(ii) Would be eligible for TANF 

assistance, but for the time limit on the 
receipt of federally funded assistance; or 

(iii) Are lawfully present in the 
United States and would be eligible for 
assistance, but for the application of 
title IV of PRWORA; 

(2) Include a child living with a 
custodial parent or other adult caretaker 
relative (or consist of a pregnant 
individual); and 

(3) Be financially eligible according to 
the appropriate income and resource 
(when applicable) standards established 
by the State and contained in its TANF 
plan. 

(c) Benefits or services listed under 
paragraph (a) of this section provided to 
a family that meets the criteria under 
paragraphs (b)(1) through (b)(3) of this 
section, but who became ineligible 
solely due to the time limitation given 
under § 264.1 of this chapter, may also 
count. 

(d) Expenditures for the benefits or 
services listed under paragraph (a) of 
this section count whether or not the 
benefit or service meets the definition of 
assistance under § 260.31 of this 
chapter. Further, families that meet the 
criteria in paragraphs (b)(2) and (b)(3) of 
this section are considered to be eligible 
for TANF assistance for the purposes of 
paragraph (b)(1)(i) of this section. 

(e) Expenditures for benefits or 
services listed under paragraph (a) of 
this section may include allowable costs 
borne by others in the State (e.g. local 
government), including cash donations 
from non-Federal third parties (e.g., a 
non-profit organization) and the value of 
third party in-kind contributions if: 

(1) The expenditure is verifiable and 
meets all applicable requirements in 45 
CFR 92.3 and 92.24; 

(2) There is an agreement between the 
State and the other party allowing the 
State to count the expenditure toward 
its MOE requirement; and 

(3) The State counts a cash donation 
only when it is actually spent. 

(f)(1) The expenditures for benefits or 
services in State-funded programs listed 
under paragraph (a) of this section count 
only if they also meet the requirements 
of § 263.5. 

(2) Expenditures that fall within the 
prohibitions in § 263.6 do not count. 

(g) State funds used to meet the 
Healthy Marriage Promotion and 
Responsible Fatherhood Grant match 
requirement may count to meet the 
MOE requirement in § 263.1, provided 
the expenditure also meets all the other 
MOE requirements in this subpart. 
� 3. Revise § 263.6 to read as follows: 
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§ 263.6 What kinds of expenditures do not 
count? 

The following kinds of expenditures 
do not count: 

(a) Expenditures of funds that 
originated with the Federal government; 

(b) State expenditures under the 
Medicaid program under title XIX of the 
Act; 

(c) Expenditures that a State makes as 
a condition of receiving Federal funds 
under another program that is not in 
Part IV-A of the Act, except as provided 
in § 263.3; 

(d) Expenditures that a State made in 
a prior fiscal year; 

(e) Expenditures that a State uses to 
match Federal Welfare-to-Work funds 
provided under section 403(a)(5) of the 
Act; and 

(f) Expenditures that a State makes in 
the TANF program to replace the 
reductions in the SFAG as a result of 
penalties, pursuant to § 264.50 of this 
chapter. 

PART 265—DATA COLLECTION AND 
REPORTING REQUIREMENTS 

� 1. The authority citation for part 265 
is revised to read as follows: 

Authority: 42 U.S.C. 603, 605, 607, 609, 
611, and 613; Pub. L. 109–171. 

� 2. Amend § 265.1 by revising 
paragraph (c) to read as follows: 

§ 265.1 What does this part cover? 

* * * * * 
(c) If a State claims MOE expenditures 

under a separate State program(s), this 
part describes the case record 
information (disaggregated and 
aggregated) on individuals and families 
in the quarterly SSP–MOE Data Report 
that each State must file. 
* * * * * 
� 3. Revise § 265.2 to read as follows: 

§ 265.2 What definitions apply to this part? 
(a) Except as provided in paragraph 

(b) of this section, the general TANF 
definitions at §§ 260.30 through 260.33 
and the definitions of a work-eligible 
individual and the work activities in 
§ 261.2 of this chapter apply to this part. 

(b) For data collection and reporting 
purposes only, family means: 

(1) All individuals receiving 
assistance as part of a family under the 
State’s TANF or separate State program 
(including noncustodial parents, where 
required under § 265.5(g)); and 

(2) The following additional persons 
living in the household, if not included 
under paragraph (b)(1) of this section: 

(i) Parent(s) or caretaker relative(s) of 
any minor child receiving assistance; 

(ii) Minor siblings of any child 
receiving assistance; and 

(iii) Any person whose income or 
resources would be counted in 
determining the family’s eligibility for 
or amount of assistance. 
� 4. Revise § 265.3 to read as follows: 

§ 265.3 What reports must the State file on 
a quarterly basis? 

(a) Quarterly reports. (1) Each State 
must collect on a monthly basis, and file 
on a quarterly basis, the data specified 
in the TANF Data Report and the TANF 
Financial Report (or, as applicable, the 
Territorial Financial Report). 

(2) Each State that claims MOE 
expenditures for a separate State 
program(s) must collect on a monthly 
basis, and file on a quarterly basis, the 
data specified in the SSP–MOE Data 
Report. 

(b) TANF Data Report. The TANF 
Data Report consists of four sections. 
Two sections contain disaggregated data 
elements and two sections contain 
aggregated data elements. 

(1) Disaggregated Data on Families 
Receiving TANF Assistance—Section 
one. Each State must file disaggregated 
information on families receiving TANF 
assistance. This section specifies 
identifying and demographic data such 
as the individual’s Social Security 
Number and information such as the 
amount of assistance received, 
educational level, employment status, 
work participation activities, citizenship 
status, and earned and unearned 
income. The data must be provided for 
both adults and children. 

(2) Disaggregated Data on Families No 
Longer Receiving TANF Assistance— 
Section two. Each State must file 
disaggregated information on families 
no longer receiving TANF assistance. 
This section specifies the reasons for 
case closure and data similar to the data 
required in section one. 

(3) Aggregated Data—Section three. 
Each State must file aggregated 
information on families receiving, 
applying for, and no longer receiving 
TANF assistance. This section of the 
TANF Data Report requires aggregate 
figures in such areas as: The number of 
applications received and their 
disposition; the number of recipient 
families, adult recipients, and child 
recipients; the number of births and out- 
of-wedlock births for families receiving 
TANF assistance; the number of 
noncustodial parents participating in 
work activities; and the number of 
closed cases. 

(4) Aggregated Caseload Data by 
Stratum—Section four. Each State that 
opts to use a stratified sample to report 
the quarterly TANF disaggregated data 
must file the monthly caseload data by 
stratum for each month in the quarter. 

(c) The TANF Financial Report (or 
Territorial Financial Report). (1) Each 
State must file quarterly expenditure 
data on the State’s use of Federal TANF 
funds, State TANF expenditures, and 
State expenditures of MOE funds in 
separate State programs. 

(2) If a State is expending Federal 
TANF funds received in prior fiscal 
years, it must file a separate quarterly 
TANF Financial Report (or, as 
applicable, Territorial Financial Report) 
for each fiscal year that provides 
information on the expenditures of that 
year’s TANF funds. 

(3) Territories must report their 
expenditure and other fiscal data on the 
Territorial Financial Report, as provided 
at § 264.85 of this chapter, in lieu of the 
TANF Financial Report. 

(d) SSP–MOE Data Report. The SSP– 
MOE Data Report consists of four 
sections. Two sections contain 
disaggregated data elements and two 
sections contain aggregated data 
elements. 

(1) Disaggregated Data on Families 
Receiving SSP–MOE Assistance— 
Section one. Each State that claims MOE 
expenditures for a separate State 
program(s) must file disaggregated 
information on families receiving SSP– 
MOE assistance. This section specifies 
identifying and demographic data such 
as the individual’s Social Security 
Number, the amount of assistance 
received, educational level, employment 
status, work participation activities, 
citizenship status, and earned and 
unearned income. The data must be 
provided for both adults and children. 

(2) Disaggregated Data on Families No 
Longer Receiving SSP–MOE 
Assistance—Section two. Each State that 
claims MOE expenditures for a separate 
State program(s) must file disaggregated 
information on families no longer 
receiving SSP–MOE assistance. This 
section specifies the reasons for case 
closure and data similar to the data 
required in section one. 

(3) Aggregated Data—Section three. 
Each State that claims MOE 
expenditures for a separate State 
program(s) must file aggregated 
information on families receiving and 
no longer receiving SSP–MOE 
assistance. This section of the SSP–MOE 
Data Report requires aggregate figures in 
such areas as: The number of recipient 
families, adult recipients, and child 
recipients; the total amount of 
assistance for families receiving SSP– 
MOE assistance; the number of non- 
custodial parents participating in work 
activities; and the number of closed 
cases. 

(4) Aggregated Caseload Data by 
Stratum—Section four. Each State that 

VerDate Aug<31>2005 17:33 Jun 28, 2006 Jkt 208001 PO 00000 Frm 00030 Fmt 4701 Sfmt 4700 E:\FR\FM\29JNR2.SGM 29JNR2jle
nt

in
i o

n 
P

R
O

D
1P

C
65

 w
ith

 R
U

LE
S

2



37483 Federal Register / Vol. 71, No. 125 / Thursday, June 29, 2006 / Rules and Regulations 

claims MOE expenditures for a separate 
State program(s) and that opts to use a 
stratified sample to report the SSP–MOE 
quarterly disaggregated data must file 
the monthly caseload by stratum for 
each month in the quarter. 

(e) Optional data elements. A State 
has the option not to report on some 
data elements for some individuals in 
the TANF Data Report and the SSP– 
MOE Data Report, as specified in the 
instructions to these reports. 

(f) Non-custodial parents. A State 
must report information on a non- 
custodial parent (as defined in § 260.30 
of this chapter) if the non-custodial 
parent: 

(1) Is receiving assistance as defined 
in § 260.31 of this chapter; 

(2) Is participating in work activities 
as defined in section 407(d) of the Act; 
or 

(3) Has been designated by the State 
as a member of a family receiving 
assistance. 
� 5. Revise § 265.4 to read as follows: 

§ 265.4 When are quarterly reports due? 
(a) Each State must file the TANF 

Data Report and the TANF Financial 
Report (or, as applicable, the Territorial 
Financial Report) within 45 days 
following the end of the quarter or be 
subject to a penalty. 

(b) Each State that claims MOE 
expenditures for a separate State 
program(s) must file the SSP–MOE Data 
Report within 45 days following the end 
of the quarter or be subject to a penalty. 

(c) A State that fails to submit the 
reports within 45 days will be subject to 
a penalty unless the State files complete 

and accurate reports before the end of 
the fiscal quarter that immediately 
succeeds the quarter for which the 
reports were required to be submitted. 
� 6. Revise § 265.8 to read as follows: 

§ 265.8 Under what circumstances will we 
take action to impose a reporting penalty 
for failure to submit quarterly and annual 
reports? 

(a) We will take action to impose a 
reporting penalty under § 262.1(a)(3) of 
this chapter if: 

(1) A State fails to file the quarterly 
TANF Data Report, the quarterly TANF 
Financial Report (or, as applicable, the 
Territorial Financial Report), or the 
quarterly SSP–MOE Data Report (if 
applicable) within 45 days of the end of 
the quarter; 

(2) The disaggregated data in the 
TANF Data Report or the SSP–MOE 
Data Report are not accurate or a report 
does not include all the data required by 
section 411(a) of the Act (other than 
section 411(a)(1)(A)(xii) of the Act) or 
the nine additional elements necessary 
to carry out the data collection system 
requirements, including the social 
security number; 

(3) The aggregated data elements in 
the TANF Data Report or the SSP–MOE 
Data Report required by section 411(a) 
of the Act are not accurate and the 
report does not include the data 
elements necessary to carry out the data 
collection system requirements and to 
verify and validate the disaggregated 
data; 

(4) The TANF Financial Report (or, as 
applicable, the Territorial Financial 
Report) does not contain complete and 

accurate information on total 
expenditures and expenditures on 
administrative costs and transitional 
services; or 

(5) The annual report under § 265.9 
does not contain the description of 
transitional services provided by a State 
to families no longer receiving 
assistance due to employment. 

(b) If we determine that a State meets 
one or more of the conditions set forth 
in paragraph (a) of this section, we will 
notify the State that we intend to reduce 
the SFAG payable for the immediately 
succeeding fiscal year. 

(c) We will not impose the penalty at 
§ 262.1(a)(3) of this chapter if the State 
files the complete and accurate 
quarterly report or the annual report 
before the end of the fiscal quarter that 
immediately succeeds the fiscal quarter 
for which the reports were required. 

(d) If the State does not file all reports 
as provided under paragraph (a) of this 
section by the end of the immediately 
succeeding fiscal quarter, the penalty 
provisions of §§ 262.4 through 262.6 of 
this chapter will apply. 

(e) Subject to paragraphs (a) through 
(c) of this section and §§ 262.4 through 
262.6 of this chapter, for each quarter 
for which a State fails to meet the 
reporting requirements, we will reduce 
the SFAG payable by an amount equal 
to four percent of the adjusted SFAG (or 
a lesser amount if the State achieves 
substantial compliance under a 
corrective compliance plan). 

[FR Doc. 06–5743 Filed 6–28–06; 8:45 am] 
BILLING CODE 4184–01–P 
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