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part must be used in addition to, and 
not in lieu of, the base amount. 

(e) Requests for approval of expend-
ing incentives on activities not cur-
rently eligible for funding under the 
IV–D program, but which would benefit 
the IV–D program, must be submitted 
in accordance with instructions issued 
by the Commissioner of the Office of 
Child Support Enforcement.

§ 305.36 Incentive phase-in. 
The incentive system under this part 

will be phased-in over a three-year pe-
riod during which both the old system 
and the new system will be used to de-
termine the amount a State will re-
ceive. For fiscal year 2000, a State will 
receive two-thirds of what it would 
have received under the incentive for-
mula set forth in § 304.12 of this chap-
ter, and one-third of what it would re-
ceive under the formula set forth under 
this part. In fiscal year 2001, a State 
will receive one-third of what it would 
have received under the incentive for-
mula set forth under § 304.12 of this 
chapter and two-thirds of what it 
would receive under the formula under 

this part. In fiscal year 2002, the for-
mula set forth under this part will be 
fully implemented and would be used 
to determine all incentive amounts.

§ 305.40 Penalty performance meas-
ures and levels. 

(a) There are three performance 
measures for which States must 
achieve certain levels of performance 
in order to avoid being penalized for 
poor performance. These measures are 
the paternity establishment, support 
order establishment, and current col-
lections measures set forth in § 305.2 of 
this part. The levels the State must 
meet are: 

(1) The paternity establishment percent-
age which is required under section 
452(g) of the Act for penalty purposes. 
States have the option of using either 
the IV–D paternity establishment per-
centage or the statewide paternity es-
tablishment percentage defined in 
§ 305.2 of this part. Table 4 shows the 
level of performance at which a State 
will be subject to a penalty under the 
paternity establishment measure.

TABLE 4—STATUTORY PENALTY PERFORMANCE STANDARDS FOR PATERNITY ESTABLISHMENT 
(Use this table to determine the level of performance for the paternity establishment measure that will incur a penalty.) 

PEP Increase required over previous year’s 
PEP 

Penalty FOR FIRST FAILURE if in-
crease not met 

90% or more .............................................. None ........................................................ No Penalty. 
75% to 89% ............................................... 2% ........................................................... 1–2% TANF Funds. 
50% to 74% ............................................... 3% ........................................................... 1–2% TANF Funds. 
45% to 49% ............................................... 4% ........................................................... 1–2% TANF Funds. 
40% to 44% ............................................... 5% ........................................................... 1–2% TANF Funds. 
39% or less ............................................... 6% ........................................................... 1–2% TANF Funds. 

(2) The support order establishment 
performance measure is set forth in 
§ 305.2 of this part. For purposes of the 
penalty with respect to this measure, 
there is a threshold of 40 percent, below 
which a State will be penalized unless 
an increase of 5 percent over the pre-
vious year is achieved—which will 
qualify it for an incentive. Perform-

ance in the 40 percent to 49 percent 
range with no significant increase will 
not be penalized but neither will it 
qualify for an incentive payment. 
Table 5 shows at which level of per-
formance a State will incur a penalty 
under the child support order establish-
ment measure.

TABLE 5—PERFORMANCE STANDARDS FOR ORDER ESTABLISHMENT 
(Use this table to determine the level of performance for the order establishment measure that will incur a penalty.) 

Performance level Increase over previous year Incentive/Penalty 

50% or more .............................................. no increase over previous year required Incentive. 
40% to 49% ............................................... w/5% increase over previous year .......... Incentive. 

w/out 5% increase ................................... No Incentive/No Penalty. 
Less than 40% .......................................... w/5% increase over previous year .......... Incentive. 
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TABLE 5—PERFORMANCE STANDARDS FOR ORDER ESTABLISHMENT—Continued
(Use this table to determine the level of performance for the order establishment measure that will incur a penalty.) 

Performance level Increase over previous year Incentive/Penalty 

w/out 5% increase ................................... Penalty equal to 1–2% of TANF funds 
for the first failure, 2–3% for second 
failure, and so forth, up to a maximum 
of 5% of TANF funds. 

(3) The current collections performance 
measure is set forth in § 305.2 of this 
part. There is a threshold of 35 percent 
below which a State will be penalized 
unless an increase of 5 percent over the 
previous year is achieved (that quali-
fies it for an incentive). Performance 

in the 35 percent to 40 percent range 
with no significant increase will not be 
penalized but neither will it qualify for 
an incentive payment. Table 6 shows at 
which level of performance the State 
will incur a penalty under the current 
collections measure.

TABLE 6—PERFORMANCE STANDARDS FOR CURRENT COLLECTIONS 
(Use this table to determine the level of performance for the current collections measure that will incur a penalty.) 

Performance level Increase over previous year Incentive/Penalty 

40% or more .............................................. no increase over previous year required Incentive. 
35% to 39% ............................................... w/5% increase over previous year .......... Incentive. 

w/out 5% increase ................................... No Incentive/No Penalty. 
less than 35% ............................................ w/5% increase over previous year .......... Incentive. 

w/out 5% increase ................................... Penalty equal to 1–2% of TANF funds 
for the first failure, 2–3% for second 
failure, and so forth, up to a maximum 
of 5% of TANF funds. 

(b) The provisions listed under § 305.32 
of this part also apply to the penalty 
performance measures.

§ 305.42 Penalty phase-in. 
States are subject to the performance 

penalties described in § 305.40 based on 
data reported for FY 2001. Data re-
ported for FY 2000 will be used as a 
base year to determine improvements 
in performance during FY 2001. There 
will be an automatic one-year correc-
tive action period before any penalty is 
assessed. The penalties will be assessed 
and then suspended during the correc-
tive action period.

§ 305.60 Types and scope of Federal 
audits. 

(a) OCSE will conduct audits, at least 
once every three years (or more fre-
quently if the State fails to meet per-
formance standards and reliability of 
data requirements) to assess the com-
pleteness, authenticity, reliability, ac-
curacy and security of data and the 
systems used to process the data in cal-
culating performance indicators under 
this part; 

(b) Also, OCSE will conduct audits to 
determine the adequacy of financial 
management of the State IV–D pro-
gram, including assessments of: 

(1) Whether funds to carry out the 
State program are being appropriately 
expended, and are properly and fully 
accounted for; and 

(2) Whether collections and disburse-
ments of support payments are carried 
out correctly and are fully accounted 
for; and 

(c) OCSE will conduct audits for such 
other purposes as the Secretary may 
find necessary. 

(1) These audits include audits to de-
termine if the State is substantially 
complying with one or more of the re-
quirements of the IV–D program (with 
the exception of the requirements of 
section 454(24) of the Act relating to 
statewide-automated systems and sec-
tion 454(27)(A) and (B)(i) relating to the 
State Disbursement Unit) as defined in 
§ 305.63 of this part. Other audits will be 
conducted at the discretion of OCSE. 

(2) Audits to determine substantial 
compliance will be initiated based on 
substantiated evidence of a failure by 
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