ATTACHMENT A

DESCRIPTION OF SDU ALTERNATIVE PENALTY PROVISION

Public Law 106-113 provides for alternative financial penalties for States that fail to meet statutory deadlines for establishing and operating a State disbursement unit.  These penalties are calculated as a percentage of the Federal share of expenditures (reimbursable at 66%) made to the State for the year preceding the year in which the penalty is imposed.

States were required to have in place by October 1, 1998 (i.e., Federal fiscal year 1999) a State disbursement unit which met the requirements enacted as part of the Personal Responsibility and Work Opportunity Reconciliation Act of 1996 (PRWORA).  However, States which, as of the enactment of PRWORA, processed child support payments through local clerks of court, were given until October 1, 1999, to establish an SDU.  A State which fails to meet this deadline is subject to a penalty each fiscal year until it comes into compliance with PRWORA requirements.  

The amount of the annual penalty is as follows:

Penalty Amount


SDU Compliance Date:


October 1, 1998
October 1, 1999

4% of penalty base
FY 1999
FY 2000

8% of penalty base
FY 2000
FY 2001

16% of penalty base
FY 2001
FY 2002

25% of penalty base
FY 2002
FY 2003

30% of penalty base
FY 2003
FY 2004

30% of penalty base
Any subsequent fiscal year

The "penalty base" is the amount otherwise payable to the State (Federal share of expenditures) in the preceding fiscal year at the 66% matching rate for CSE administrative costs.

Calculation of the penalty base can be a two-step process.  OCSE will calculate the initial penalty base from expenditure reports received as of the end of the preceding fiscal year.  Because States are not required to report actual expenditures for the fourth quarter until well into the next fiscal year, the initial penalty base will normally be based on three quarters of reported actual expenditures and one quarter of expenditures estimated by the State as part of its normal claiming process for child support enforcement funds.  The amounts will be calculated from the sum of the amounts on columns B and D of lines 3, 4 and 5 of Form OCSE-396A (issued 1/12/00 by OCSE-AT-00-02).  OCSE will issue a grant award reflecting the penalty, calculated using the initial penalty base, at the beginning of the fiscal year.  For FY 2000 the penalty will be taken in the first quarter after the corrective compliance plan was approved.

Upon receipt of reports showing actual expenditures for all four quarters in the preceding fiscal year, OCSE will finalize the penalty base for the fiscal year and will adjust the penalty imposed on a State accordingly.  Generally, the adjustment will occur once with respect to a penalty imposed for a fiscal year.  This adjustment will normally occur in the second quarter of the fiscal year in which the penalty is taken, based on financial reports received from States by the end of the first quarter.  Preliminary penalty base amounts for FY 1999 and FY 2000 are shown in Attachment B.

The statute places certain limitations on the SDU alternative penalty:

1. The Secretary shall waive all penalties imposed against a State, if the State achieves SDU compliance before April 1, 2000.

2. The penalty amount applicable to a State shall be one percent of the penalty base, if a State achieves SDU compliance on or after April 1, 2000 and on or before September 30, 2000.
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