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BACKWHERE [T BELONGS: CALIFORNIA CAN USE NEW FLEXIBILITY TO
INCREASE CHILD SUPPORT PAID TO FAMILIES

hild support provides a crucial source of income for children who are not living with both parents. When absent parents
c do not support their families, the government steps in to help, collecting payments through the state’s child support
program. However, families who receive, or formerly received, cash assistance through the state’s GalWORKs Program do not
receive all of their child support. The state and federal governments retain — and treat as revenue — a portion of these payments
in order to recoup the cost of cash benefits provided to these families. California can use two recent changes in federal law to
increase the amount of child support paid to these families — with the federal government sharing the cost. In addition, states

are now required to charge, and share with the federal government, a $25 fee for certain families. California should consider

paying the fee with state funds, rather than charging parents or reducing child support payments to families.

Child Support Provides a Crucial Source of
Income for Families

Child support provides a crucial source of income for parents

and their children. Nationally, child support is the second largest
source of income for families who receive such payments —

after the mother’s earnings — and lifts hundreds of thousands

of children out of poverty." Research shows that child support
comprises approximately one-sixth (16.8 percent) of the income
of the families who receive it. These payments make up a larger
share (30.0 percent) of the income of families with incomes below
the federal poverty threshold.2 However, many absent parents do
not meet their child support obligations, in part because they have
low incomes and thus have limited ability to pay the amounts they
owe.3

The Child Support Program: An Dverview

California’s child support program uses state and federal dollars
to collect payments owed to parents and their children.* Families
are eligible for services regardless of income, although the
program tends to serve lower-income families, who generally

are unable to privately enforce their child support orders.®

Many families receive all of the child support collected on their
behalf. However, families who receive, or formerly received,
cash assistance through the California Work Opportunity and
Responsibility to Kids (CalWORKs) Program do not receive all of
their child support.6 Federal law requires the state to retain —
and share with the federal government — a portion of the child
support collected on behalf of these families in order to recoup
the cost of cash benefits.” However, policymakers, particularly at
the national level, have begun to shift the focus of the program
toward ensuring that children receive more of the child support
paid by their parents, regardless of whether children have
received cash assistance.8 For example, the federal Office

of Child Support Enforcement characterizes the child support
program as a “family-first program, intended to ensure families’
self-sufficiency by making child support a more reliable source of
income.”®

The Child Support Program Benefited Nearly 2 Million
California Children in FFY 2005

In federal fiscal year (FFY) 2005, the child support program
benefited 1.9 million California children — 11.1 percent of

1107 9th Street, Suite 310 m Sacramento, CA 95814 m P: (916) 444-0500 www.cbp.org



Table 1: Families and Children Served by the Child Support Program, California and US, FFY 2005

California us
Number Percentage Number Percentage
Families with Children Currently Receiving TANF-Funded Cash Assistance 454,564 25.8% 2,495,817 15.7%
Families with Children Who Formerly Received TANF-Funded Cash Assistance 856,573 48.6% 7,292,828 46.0%
Families with Children Who Have Never Received TANF-Funded Cash Assistance 451,859 25.6% 6,072,108 38.3%
Total Families* 1,762,996 100.0% 15,860,753 100.0%
Total Children* 1,914,459 n/a 17,173,286 n/a

* Figures include a small number of children who were receiving at the time, or who had formerly received, foster care services.

Source: US Department of Health and Human Services, Office of Child Support Enforcement

the 17.2 million children in the program in the US as a whole
(Table 1). A majority of families served through the program in
both California and the US are current or former recipients of
Temporary Assistance for Needy Families (TANF), the federal block
grant that provides funding for the state’s CalWORKs Program.
These families comprised a larger share of child support cases in
California (74.4 percent) than in the US as a whole (61.7 percent)
in FFY 2005.10

California’s Child Support Program Collected $2.2
Billion in California in FFY 2005

California’s child support program collected $2.2 billion from
absent parents in FFY 2005 — 9.7 percent of child support
collected nationwide ($23.0 billion). In California, nearly two-
thirds (65.0 percent) of child support was collected on behalf of
current and former CalWORKs families (Table 2). In contrast, in
the US as a whole, a majority (55.2 percent) of child support was
collected on behalf of families who had never received TANF-
funded cash assistance.

Families Receive a Smaller Share of Child Support
Collections in California Than in the US as a Whole

Families receive a smaller share of child support collected in
California than in the US as a whole.!" This is because families

receiving TANF-funded cash assistance must “assign”— or sign
over — all of their unpaid child support to the state, and such
families comprise a larger share of California’s child support
caseload than that of the US.12 California’s families will receive
approximately three-quarters (76.6 percent) of child support
collected in 2006-07 — $1.8 billion out of an estimated $2.4
billion (Table 3).'3 In contrast, families in the US as a whole
received about nine out of 10 child support dollars (90.6 percent)
collected in FFY 2005 — $20.8 billion out of $23.0 billion.14

California Can Use New Flexibility to Increase
the Amount of Child Support Paid to Families

The Deficit Reduction Act (DRA) of 2005, signed by President
Bush in February 2006, made several changes to the federal
child support program.'® These changes included new options
for states designed to increase the amount of child support

paid to families who receive, or formerly received, TANF-funded
cash assistance, such as through the CalWORKs Program. The
federal government has offered financial incentives to encourage
states to adopt these changes. These options give California an
opportunity to increase the financial security of the state’s low-
income families while encouraging more fathers to pay their child

support.'6

Table 2: Amount of Payments Collected by the Child Support Program, California and US, FFY 2005

California us
Dollars in Percentage of Dollars in Percentage of
Collections on Behalf of: Thousands Total Thousands Total
Families with Children Currently Receiving TANF-Funded Cash Assistance™ $293,657 13.2% $1,042,751 4.5%
Families with Children Who Formerly Received TANF-Funded Cash Assistance* $1,151,526 51.8% $9,253,967 40.2%
Families with Children Who Have Never Received TANF-Funded Cash Assistance $776,863 35.0% $12,709,163 55.2%
Total $2,222,045 100.0% $23,005,880 100.0%

* Figures include collections on behalf of a small number of children who were receiving at the time, or who had formerly received, foster care services.

Source: US Department of Health and Human Services, Office of Child Support Enforcement




Table 3: Families Will Receive About Three-Quarters of Child

Support Collected in California, 2006-07

Dollars in Share of Total
Thousands Collections
Collections Paid to Families* $1,806,634 76.6%
Collections Not Paid to Families $551,604 23.4%
Total Collections $2,358,238 100.0%

* Includes approximately $100 million collected in California on behalf of other
states.

Note: Data are estimated for 2006-07 as of November 2006.

Source: CBP analysis of Department of Child Support Services data

California Can Pass Through More Child Support to
CalWORKs Families, While Reducing or Only Modestly
Increasing the State’s Cost

Currently, states may keep all of the child support collected on
behalf of a family receiving cash assistance; provide the entire
amount to the family; or keep a portion and give the remainder
to the family. However, states must share a portion of these
collections with the federal government, regardless of how much
child support a state “passes through” to families. The federal
government receives 50 percent of these California collections.!”
For on-time payments, California passes through up to $50 per
month to CalWORKs families and “disregards” — does not count
— that amount in determining a family’s eligibility for CalWORKs
or the grant amount. The state pays the full cost of this pass-
through to CalWORKs families — an estimated $30.3 million in
2006-07.1® The state does not share any child support with a
CalWORKs family if the payment is overdue, or in “arrears.”!®

Starting on October 1, 2008, the federal government will waive a
limited portion of its share of child support that is passed through
to CalWORKs families. The federal government will forgo its share
of up to $100 per month for families with one child and up to
$200 per month for families with two or more children, whether
the payment is on time or overdue.?? For example, if California
increased the pass-through to provide up to $100 in child support
to a CalWORKs family, the federal government would pay up to
$50 from its share of the amount collected.?!

Due to this new federal incentive, California can provide more
child support to CalWORKs families while either reducing or only
modestly increasing the state’s cost (Table 4). For instance, the
state can double the monthly pass-through — from $50 to $100 —
while reducing the state’s cost by $3.5 million compared to the
current state policy. The state’s cost would be reduced because
the federal government would share half the cost of providing a
$100 pass-through to CalWORKs families. In contrast, California
bears the full cost of the current $50 pass-through.

Moreover, California can give up to $100 per month to CalWORKs
families with one child and up to $200 per month to families with

two or more children for a modest additional annual state cost
of $4.0 million.22 Increasing the pass-through by these amounts
would provide CalWORKs families with an estimated additional
$38.0 million in child support, with most of this increase paid by
the federal government.

California Can Provide More Child Support to Former
Cal\WWORKs Families, with the Federal Government
Sharing Half the Cost

Families who leave CalWORKs currently receive all ongoing
monthly payments and most of the overdue support collected

on their behalf, including child support recovered from a state
tax refund owed to the absent parent. However, the state and
federal governments currently keep overdue child support that is
recovered from a federal tax refund owed to the absent parent.
Starting on October 1, 2008, the federal government will waive,
with no limits, its share (50 percent) of child support recovered
from a federal tax refund if California pays the entire amount to a
family who has left CalWORKs. For example, if a $2,000 federal
tax refund is recovered, the family would receive the full amount,
while the state and federal governments would each forgo
$1,000 that would otherwise be used to recoup the cost of cash
assistance previously paid to the family.2?

The CBP estimates that former CalWORKs families could receive
more than $100 million per year in overdue child support if
California adopts this option.2* The state’s cost in forgone
revenue would be slightly less than half the amount families
would receive. In addition to boosting the incomes of former
CalWORKs families, this option would allow California to treat
state and federal tax refunds equivalently by giving all of the
funds to former CalWORKs families who are owed overdue child
support payments.

Policymakers Should Consider Using State
Funds to Pay the New Federal Fee

In addition to the new options to provide more child support to
families, the DRA requires states to charge an annual $25 fee if at
least $500 in child support is collected in a year for families who
have never received TANF-funded cash assistance.?8 California
must comply with this provision starting on January 1, 2008.2
The state must pay approximately two-thirds of the fee ($16.50)
to the federal government and can keep the remaining $8.50. In
order to implement the fee, California may:

e Reduce the child support paid to a family by the amount of the
fee;

e (Charge the fee to a parent; or

e Pay the federal share of the fee out of state funds.



Table 4: California Can Substantially Increase Child Support Paid to CalWORKs Families

While Reducing or Only Modestly Increasing the State’s Costs
(Dollars in Millions)

Total Amount Additional Child Support
Passed Through Provided Annually to | Annual State Savings
Annually to CalWORKs Families (-) or Cost (+)

Amount of Child Support the State “Passes Through” to CalWORKs CalWORKs Federal | State | Compared to Current | Compared to Current
Families: Families Share | Share State Policy State Policy
Current State Policy*
Up to $50, regardless of the number of children $30.0 | $0.0 | $30.0 | n/a | n/a
Options for Increasing Child Support Paid to CalWORKs Families
Up to $50 for one child and up to $100 for two or more children $37.0 $18.5 | $18.5 $7.0 -$11.5
Up to $100, regardless of the number of children $53.0 $26.5 | $26.5 $23.0 -$3.5
Up to $80 for one child and up to $160 for two or more children $57.0 $28.5 | $28.5 $27.0 -$1.5
Up to $100 for one child and up to $200 for two or more children $68.0 $34.0 | $34.0 $38.0 $4.0

* The Department of Child Support Services assumed a current annual state cost of $30 million in estimating the total annual cost of increasing child support paid to CalWORKs

families. The state cost of the current pass-through is estimated to be $30.3 million in 2006-07.

Source: CBP analysis of Department of Child Support Services data

Taking the fee out of a payment would reduce the amount of child
support received by families. Charging the fee to parents could
be costly and administratively cumbersome. For example, the
state would have to modify its computer system to collect and
track the fee, which would be “prohibitively costly,” according to
the Department of Child Support Services.2® In addition, the state
would have to pay the federal share of the fee if the state cannot
collect the fee from a parent. Although the state could keep $8.50
of each $25 fee collected, this amount would likely be more than
offset by the state’s start-up and ongoing costs related to the fee.
Policymakers should consider paying the federal share of the fee
out of state funds, at an estimated cost of $1.8 million in 2007-
08, as the Governor proposes in his 2007-08 Proposed Budget.2?

Conclusion

Child support provides a crucial source of income for parents
and their children. However, the state and federal governments
keep — and treat as revenue — a portion of the child support
collected on behalf of current and former CalWORKs families.
Recent changes in federal law allow California to increase the
amount of child support paid to these families, with the federal
government sharing the cost. For example, California can pass
through substantially more child support to CalWORKSs families
while either reducing or only modestly increasing the state’s cost
compared to the current $50 pass-through policy.

In addition, the state can boost the incomes of former CalWORKs
families by providing these families with overdue child support
recovered from a federal tax refund, which is currently retained by

the state and federal governments. Families could receive more
than $100 million per year in overdue child support if California
adopts this option. The state’s cost in forgone revenue would be
slightly less than half the amount families would receive. This
cost may appear to be prohibitive, given the state’s ongoing
fiscal constraints. However, providing more child support to
these families would increase their incomes, thereby increasing
the well-being of low-income parents and children who have
transitioned off CalWORKs.

Finally, the state should consider paying the federal share of

the new $25 fee with state funds at an estimated cost of $1.8
million in 2007-08, rather than charging parents or reducing child
support payments to families by the amount of the fee.
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