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Special points of interest:

= Kentucky hasa budget
problem—fiscal year 2002
saw a $687 million budget
shortfall, fiscal year 2003
has a $81 million shortfall;

= Kentucky'sfiscal problem
isimpactingitswelfare
program;

« K-TAPisanational model,

allows up to 24 months of
post-secondary education;

= Targeted Assessment Pro-

gramassists K-TAP recipi-

entswith multiple barriers
to employment—many K -
TAP recipients face mental
health, substance abuse,
and domestic abuse.
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Kentucky’s Welfare Reform Program:

How Kentucky’s Fiscal Crisis and Federal TANF
Reauthorization Could Impact K-TAP

Summary

Changes included in the TANF reauthorization bill passed by the U.S House of
Representatives in 2003 could severely hanper the progress Kentucky has made
helping people move from welfare to work. In particular, higher work
participation rates, more restrictive eligible work activities, and limited childcare
funding could mean changes to Kentucky's nationally renowned Ready-to-Work
program, the Targeted Assessment Program that assists recipients with multiple
barriers to employment, and its childcare programs. Coupled with a flailing state
economy, these changes, if enacted, could mean greater difficulty for people

transitioning from welfare to work.

l. Introduction

The 1990's were good to Kentucky. Ma-
jor education reforms were enacted.
Welfare casdoads dropped. Revenues
steadily grew. Poverty shrunk.

As much as the prior decade was good
for Kentucky, though, the new decade
has presented equally dramatic difficul-
ties. Declining state revenues and rising
unemployment each contributed to Ken-
tucky’s worst fisca stuation in decades.
Coupled with rising welfare caseloads
and significant budget cuts to human ser-
vices, including childcare subsidies and
welfare, the situation has become even
bleaker.

This paper examines Kentucky’s fiscal
situation specificaly as it affects the
sate’'s welfare program. A  brief
overview of Kentucky’'s fiscal crisis
leads off followed by a closer look at
some of the budget cuts aready made to
the Cabinet for Families and Children,

the state agency responsible for welfare
operations. Next, we highlight what the
state's fiscal crisis has meant to K-TAP
(Kentucky Temporary Assistance
Program), which is the state’'s name for
its TANF (Temporary Assistance to
Needy Families) program. Lastly, we
discuss the implications of the U.S.
House-passed TANF reauthorization bill
on Kentucky’s K-TAP program.

II. Kentucky’ sFiscal Crisis

Like most sates, Kentucky is in the
midst of a fiscal criss. Revenues have
faltered the past few years and the cost
of previous tax cuts looms large. In fact,
state revenues declined year-over-year in
fiscal year 2002 for the first time snce
1954. (See Chart 1 below.) Of particular
consequence, is the $687 million budget
shortfal in fisca year 2002. Kentucky
balanced that shortfall by completely
draining the state’'s $240 million rainy
day fund, reducing state spending by
$231 million, and redlizing $113 million
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Kentucky had a $687
million budget shortfall
in fiscal year 2002,
which is about 10
percent of its general
fund budget.
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6.0 FYO01 Actual | FY02 Actual = FYO3Est. FY04 Est.
Total (in billions) 6.654 6.560 6.782 7.038
% Change 7.3% -1.4% 3.4% 3.8%
New $ (in billions) 0.453 (0.094) 0.221 0.257

FYO03 Estimate includes projected $81 million shortfall, 5/2003

$300 million in one-
time funds from spe-
cid accounts (eg.,
Kentucky Board of
Nursing) to the state’s
generd fund. Funds in
these special accounts
represent fees paid by,
for example, nurses, to
ensure that their pro-

fesson is propely
regulated and li-

censed. Second, Ken-
tucky held what many

Chart 1

in lower interest costs on the stae's
long-term debt.

Fiscal year 2003 is not faring much bet-
ter. On the heds of the $687 million
budget shortfal, the State Budget Direc-
tor in May projected a budget shortfall of
$81 miillion in fiscal year 2003. This fig-
ure appears much less daunting than last
fiscal year's shortfal. However, severa
specia circumstances help mask the size
of tis shortfal. The true size is much
larger.

First, to baance the fiscd year 2003
budget, legidators transferred more than

state officials deemed
a very successful tax
amnesty program dur-
ing the summer of 2002. Slightly more
than $100 million was collected. Again,
these are one-time funds that were used
to balance the fiscal year 2003 budget.
They will not be there next year. Third,
Kentucky redlized an unexpected jump
in inheritance tax revenues. All totaled,
more than $400 million in one-time
funds were used to baance the fiscal
year 2003 budget. If these funds were
unavailable, the projected budget short-
fall this fisca year would have been
closer to $500 million.

The state’'s economy has yet to turn the
proverbia corner either, making near-
term chances for an economic rebound
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highest rate in the past
ten months. (See
Chat 2) Pus, cot
sumer spending, par-
ticularly as reflected
in sales tax revenues,
has been dow to re-
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2002 2003 | cover. Excluding a
one-time boost in
sales tax revenues

during the beginning

Chart 2

of the fisca year, pri-
marily due to higher
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automobile sales, sales tax revenues c-
clined in four of the past six months
(November 2002—April 2003) compared
to the prior year. This is particularly
troubling since this period covers the
holiday shopping season—the make or
break time for some businesses.

Previous state tax cuts aso cloud the
revenue picture. (See Chart 3 below.)
Enacted when the economy was
stronger, these tax cuts now mean the
state foregoes hundreds of millions of
dollars in genera fund revenue each fis-
ca year. These tax cuts include some
that Kentucky passed on its own and
ones passed by Congress that impact
Kentucky (e.g., repea of the federa e-
tate tax—See KY A publication “How to
Help Balance the Budget—Keep Ken-
tucky’s Estate Tax” for a detailed expla-
nation on how this affects Kentucky and
what Kentucky can do to stop this reve-
nue loss.)

budget has been reduced in recent years.
To help balance the fiscal year 2002 state
budget, the Cabinet’s budget was cut by
4.6 percent, or $15.6 million. These cuts
were achieved largely by reducing the
level of state spending in Kentucky's
TANF program, known as K-TAP. Un-
der federa law, states must meet a
“maintenance-of -effort” (MOE) spend-
ing requirement in exchange for receiv-
ing federa TANF block grant dollars.
The minimum required MOE is 75 per-
cent if states meet certain gods; if the
goas are unmet, the minimum MOE is
80 percent. Although Kentucky has met
these gods in past years, the Cabinet has
also consistently budgeted MOE above
the minimum 75 percent mark. In 2002,
the state’'s MOE spending was dropped
from 85 percent to 80 percent of the
amount the state spent on welfare pro-
gramsin the baseline year of 1994.

Other agency cuts were also made in fis-

for FY 1996 thru FY 2006)

Past Tax Cuts Cost Kentucky $2.6 Billion
(Annual State General Fund Tax Revenue Losses

ca year 2002. The Cab-
net discontinued the wel-
fare to work match for lo-
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State genera fund appro-
priations declined by 0.6
percent, or -$1.9 million,
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grow by 3.0 percent, or

Chart 3

[11. Cabinet for Families and

Children

In this current environment of shrinking
state revenues and rising unemployment,
K-TAP has come under increased fiscal
pressure. Here is how the Cabinet, in
generd, and then K-TAP havefared.

The Cabinet for Families and Children

$9.2 million. Of this

amount, $5 million repre-

sents new base funding
for childcare services. Another $4 mil-
lion corresponds to the re-appropriation
of Phase | tobacco dollars from prior fis-
ca years.

Childcare subsidies, however, are facing
severe funding problems. To dea with
this problem, the Cabinet has frozenthe
number of persons receiving these subsi-
dies (except for persons transitioning

Maintenance of Effort
(MOE) appropriations
have dropped from 85
percent to 80 percent;
reflecting, in part, a lack
of state funds.
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from K-TAP .and teen mOth' KY TANF Allocation in Percent: 1997
ers). Further, income € [o]] bil- Source: University of Louisville Kent School of Social Work. June
ity for new entrants has been 2002
lowered from 165 percent of
Work Related
poverty to 150 percent of pov- i f
erty. Persons who enter the T

Childcare spending in
K-TAP accounted for
21 percent of all
spending in 2001, up
from 3 percent in 1997.

program a 150 percent or
lower of poverty, however,
can remain in the program ut
til their income exceeds 165
percent of poverty.

Basic Asst.
75%

Risng human service needs
coupled with no spending n-
crease may create program
difficulties in fiscal year 2004.
How realistic is such a sce-
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Social Service
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Admin.
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Case Mgt.
5%

nario? In an appearance before
a House budget subcommittee

Chart4

in January 2003, the Secretary
of the Cabinet for Families
and Children told legidators
that the state’s fiscal crisis is
cause for great concern. She
told legidlators that flat fund-
ing, while technicaly not a
funding reduction, isin fact a
budget cut that would mean
reductions to wefare pro-
grams, such as helping single
mothers find suitable employ-
ment. In a poignant remark
about the stat€'s precarious
fiscd dtuation, the secretary
commented:

40%

Source: University of Louisville Kent School of Social Work. June

Childcare-Direct

Basic Asst.

KY TANF Allocation in Percent: 2001

2002

7% Work Related
16%

Kinship Care
% (- .

Transfer to
~~— Childcare

14%

Transfer to
Social Service
Case Mgt. Admin. Grant
6% 10% 3%

This is the first time I've
ever been really scared
about our ability to care for
our families and kids.*

IV. TANF

Since the inception of K-TAP in 1997,
significant changes have occurred in how
the state spends its TANF funds. In
1997, three-quarters of TANF funds
were spent on basic assistance and only
three percent on childcare and two per-
cent on work-related activities. By 2001,
basic assistance accounted for only 40
percent of total spending, while childcare
rose to 21 percent and work activities

Chart5

rose to 16 percent.2 Administration
spending accounted for 13 and 10 per-
cent, respectively, of TANF spending in
1997 and 2001. (See Charts 4 and 5
above)

Somewhat surprisingly given the recent
economic downturn, Kentucky's K-TAP
caseload has only grown dlightly over
the past eighteen months. (See Chart 6
below.) From March 2001 through De-
cember 2002 caseloads have actualy
fallen 7.6 percent.3 Only when looking at
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the most recent quarter do Kentucky K-TAP Caseload: Mar. 2001 - Dec. 2002
caseloads show an increase.

Between September 2002 and
December 2002, caseloads n- 35000 77 34633
creased by 0.1 percent.4 popotl

33,500 33,308
Part of the reason for the dow | § 33000 -
growth is likely attributable to | g 325 7 sieso] L3LO78| [ 32016
recipients nearing or meeting | © ;o -
the federaly required sixty 31,000
month time limit. In a Univer- 28288 1
sity of Louisville study spor- ’ March 2001I Sept. 2001I July 2002 I Sept2002  Dec-02
wraj by the Cabl net for Farn- Source: Center on Law and Social Policy
lies and Children, thirteen per-
cent of ative K-TAP partici-
pants (as of 2001) had twelve Chart6
months or less of digibility
remaining.> Another twelve percent had signed to promote the success of K-TAP
between twelve and twenty-four months  recipients who attend community and
of digibility left. Anecdotal evidence in technical colleges. Currently, Kentucky
Kentucky suggests that welfare recipi- alows up to twenty-four months of \o-
ents—the ones who can seek work or  cationa education as an alowable work
work-training activities—may voluntar-  activity. The U.S. House-passed hill
ily leave these state programs prior to  would limit vocationa education to three
exhausting their lifetime benefits as a  months during a twenty-four month pe- The Ready-to-Work

way to avoid the time limit.

V. Potential Negative Effects of
House-Passed TANF Reauthori-

zation Bill

Changes included in the TANF reau
thorization bill passed by the U.S. House
of Representatives could severdly ham-
per the progress Kentucky has made
helping people move from welfare to
work. In particular, higher work partici-
pation rates, more restrictive eligible
work activities, and limited childcare
funding could mean changes to Ken
tucky’s nationally renowned Ready-to-
Work program, the Targeted A ssessment
Program that assists recipients with mul-
tiple barriers to employment, and its
childcare programs.

The Ready-to-Work Program is a part-
nership between the Kentucky Commu-
nity and Technica College System
(KCTCS) and the Kentucky Cabinet for
Families and Children (CFC). It is a-

riod. Clearly, such action would hamper
Kentucky's ability to extend vocationa
education to as many people as it does
now (currently, more than 1,000).

The U.S. House-passed hill dso sets
higher work participation rates for TANF
and restricts the types of digible work
activities.  Both actions will hamper
Kentucky’s ability to help people transi-
tion to employment. By limiting the
types of eligible work activities, Ken-
tucky will have a difficult time allowing
clients to pursue vocational education for
longer than three months.

The impact of this action would be short-
and long-term. In the short-term, Ken-
tucky would have to find eigible work
activities for those K-TAP clients who
no longer participate in the Ready-to-
Work program. In the long-term, Ken
tucky’s former K-TAP clients will have
fewer job-related skills than they could
have had by attending post-secondary
education. Generdly, fewer job skills
and lower education levels go hand-in-

program is a nationally
recognized program that
helps K-TAP recipients
develop valued work
skills through post-
secondary degrees.
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A majority of TAP
clients have at least one
barrier—mental health,

substance abuse,
domestic violence, or
learning problems.

hand with lower pay and a dow-growing
state economy.

The U.S. House-passed hill could also
lead to troubling changes in Kentucky's
Targeted Assessment Program (TAP).
This program identifies and addresses
significant barriers to sdlf-sufficiency
faced by some TANF clients. Targeted
Assessment Specidists, located on-site at
public assistance and child protective
services offices in 18 communities, con-
duct assessments of TANF clients and
provide pre-treatment and follow-up ser-
vices focused on menta health, domestic
violence, substance abuse, and learning
problems. Clients who participate in
TAP often are referred to activities a-
signed to address their barriers to en
ployment but which do not meet the cur-
rent law definition of “work activities.”

The Universty of Kentucky's Ingtitute
on Women and Substance Abuse cor+
ducted a study of the TAP program. The
study confirmed that TAP participants
have serious barriers to employment.
The researchers found that two-thirds of
TAP participants have a mental health
problem, amost one-third have a sub-
stance abuse problem, amost one-
quarter have a domestic violence prab-
lem, and nearly one-in-five have a learn-
ing problem or disability. Many recipi-
ents experienced more than one of these
serious barriers to employment.

The House-passed TANF hill places
grict limits on the types of activities that
can be counted toward the work partici-
pation requirements and increases the
participation rates states must meet. Un-
der the House bill, states can count ac-
tivities designed to address barriers to
employment toward the work participa-
tion rates for only three months. After
the three-month period, barrier-removal
activities would only count if the recipi-
ent also worked in a subsidized or unsub-
sidized job at least 24 hours each week.
Under this structure, many TAP partici-
pants with serious barriers to employ-

ment who are engaged in activities ¢
signed to address those barriers would
likely not count toward the state's over-
al participation rates. Because failing to
meet the participation requirements car-
ries a ftiff fiscal penalty, Kentucky likely
would be unable to provide the treatment
and other services to recipients with seri-
ous problems now provided through the
TAP program. K-TAP recipients likely
would be forced to leave the TANF sys-
tem, voluntarily or involuntarily, because
their barriers were not treated. The finan-
cid assstance of TANF would be lost to
vulnerable families and children.

Limited childcare funding could aso
pose great difficulty. Many K-TAP -
cipients depend upon childcare assis-
tance so they can work or attend school.
Evidence aso shows that people living
inrura areas have greater difficulty find-
ing quality childcare services near their
homes. Since Kentucky is a rurd date,
limited childcare funding could com-
pound this problem. Based upon com-
ments from current and former K-TAP
recipients, childcare assistance was one
of their top three issues.

The Senate Finance Committee soon will
consider TANF reauthorization legisa-
tion. It is unclear how key issues related
to work requirements — including the
flexibility states will have to place
TANF recipients in education, training,
and activities designed to address barri-
ers to employment and the hours of par-
ticipation that will be required — and
funding levels will be resolved. Ken
tucky will be unable to build on its wel-
fare reform successes unless final TANF
reauthorization legidation includes rea-
sonable work participation rules, ex-
panded flexibility that will alow Ken-
tucky to continue its innovative and €-
fective education efforts and initiatives
to help parents with disabilities and other
barriers to employment, and adequate
resources for childcare and work pro-
grams.
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Kentucky’s Welfare Reform Program:

How Kentucky’s Fiscal Crisis and Federal TANF Reauthorization
Could Impact K-TAP

VI1II. Conclusion
Kentucky’s state fiscal crisis has begun
to undermine its K-TAP program.

To avoid furthering crippling Kentucky’s
nationally recognized programs to move
people from welfare to work, Congress
should include the following in its TANF
reauthorization legidation:

1. Allow up to 24 months of post-
secondary education as an dligible
work activity;

2. Provide states with the ability to d-
agnose TANF recipients with multi-
ple barriers and treat them for longer
than 3 months;

3. Provide additional childcare funds—
in order for parents to successfully
move from welfare to work, child-
careis critically important.
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