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Welfare and Work Assumptions:
A Guide to Comparing Spendable Income

Current welfare reform proposals center on moving families from cash assistance to
income from work and other sources (child support, work-based tax credits). As the concept of
welfare reform developed in the early 1990s, Oregon’s Department of Human Resources (DHR)
sought to debunk the fallacy that welfare payment levels were a disincentive to work. DHR
produced a chart comparing monthly spendable income from public assistance (cash and
foodstamps) to monthly spendable income from work. See Attachment A, 1992 chart. This
“welfare-to-work” chart demonstrated that, even at minimum wage, full-time work always
resulted in more spendable income on a monthly basis for the typical1 family leaving public
assistance.2 While some rules continue to run counter to encouraging work, the amount of
spendable income from cash assistance and food stamps is (and was) always less than the amount
received from full-time work.

Over time, DHR has revised their welfare-to-work chart and it has been used to consider
policy options to better reflect a “make work pay” ethic. In addition, there have been changes in
the state’s tax, child support, and wage laws, and changes in the value of benefits such as the child
care subsidy, and new information about the characteristics of the typical family.

The DHR chart is a useful policy tool. However, there are several assumptions DHR
makes in order to produce the chart that bear closer, and more critical, examination. This paper
will examine each of those assumptions and make recommendations.

1. Spendable income: monthly or annual?

Monthly income can be very different from annual income because some income supports
are not available, or are only partially available, on a monthly basis. For example, the state earned
income and working family credits are not available on a monthly basis, and only part of the
federal earned income credit is available on a monthly basis.

Recommendation: The Department should produce both monthly and annual charts to
observe the interplay of policy choices.
                                               
1 The typical family receiving public assistance is a single-parent with two children, and that is the family
type generally used in "welfare-to-work" discussions. A study of two parent families might also be useful because
tax implications are different and because there would be variations depending on whether both parents worked.
2 “Oregon ensures that clients finding jobs exit welfare by setting a low income standard” for cash
assistance. “Restructuring State Welfare Programs,” (GAO/HEHS-98-109), U.S. General Accounting Office, pg.
49. Work at Oregon’s 1998 minimum wage for only 24 hours a week makes a three-person family ineligible for
cash assistance. The average starting wage for persons exiting public assistance is higher than the minimum wage.
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2. How do you determine monthly spendable income?

There are two ways to calculate monthly spendable income: take annual income and divide
by twelve (averaging - the method DHR uses), or use actual monthly income as reflected in a
person's paycheck. Using actual monthly income gives a more accurate picture of spendable
income on a month to month basis, except for the month in which tax refunds are received.
Averaging creates a less accurate picture because it would reflect, on a monthly basis, credits
received only after tax returns are filed. For example, only a portion, up to a maximum of $113, of
the federal EIC is available on a monthly basis as an advance payment.3 However, the maximum
annual EIC is $3,656. Averaging overstates the amount actually received on a month-to-month
basis by as much as $191 (260%).

Furthermore, the Oregon EIC is not available on an advance basis, and is only available
annually to the extent of tax liability for the year.4 The maximum Oregon EIC for a family is $183
(5% of the Federal EIC). Using DHR's method of calculating spendable income, a family
receiving the maximum credit would have an extra $15.25 each month, when actually they do not
receive the credit until they have filed their annual tax returns.

The charts DHR presented to the Governor’s Tax Review Committees takes the annual
figures for taxes and credits and by twelve. See Attachments B and C. As a result, on the DHR
chart provided to the Phase II Committee (Attachment C) a family that, on an annual basis would
not owe any state income tax, did not have state taxes deducted from their monthly gross income.
However, Oregon employers are required to withhold state income taxes on a monthly basis.5 The
Attachment C chart also netted out federal taxes and assigned one-twelfth of the full federal EIC
to the families, even though (as noted above) employers cannot advance the full amount. Thus,
the DHR chart overstates the actual spendable income of a typical family.

Low-income families have a difficult time meeting monthly expenditures, even without
unbudgeted costs such as car repairs. Calculating monthly spendable income using actual funds
available under law can demonstrate the cash flow dilemma facing families. Averaging will
generally show a family as better off on a monthly basis. This does not accurately reflect the real
level of income most of the year. Landlords, utilities, child care providers, car repair shops, gas
stations, health insurers and others generally require full and immediate payment. They are not
willing to wait until a family receives its tax return.

                                               
3 In 1998, advance EIC payments can be made up to the amount of withheld income, Social Security and
Medicare taxes, but can total no more than $1,363 for the year; see also IRS Publication 15 and IRS Publication 59.
4 The credit is “non-refundable.” With a refundable credit, if the credit exceeds tax liability the difference is
refunded. Tax liability means total liability, not the amount owed after completing a tax return. With a non-
refundable credit, people at the lowest income levels with tax liability less than the state EIC amount do not receive
the full benefits of the state EIC.
5 For instance, an employer is required under Oregon law to deduct $36 in state income taxes from the
paycheck of a single parent with two children claiming four allowances and paid $8.00 per hour on a monthly
basis.
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Recommendation: An accurate monthly spendable income chart should not utilize
monthly averaging, but should instead reflect the actual income received in a monthly paycheck.
Averaging annual figures for monthly income reflects hypothetical income under spurious
distribution rules.

3. How do we reflect child care costs?

Oregon's child care subsidy program is called "Employment Related Day Care" or ERDC.
The program pays for child care at rates set according to a survey of 1994 market rates.6 When a
family receives public assistance and needs child care to attend programs that prepare the family
for work, the child care is fully subsidized by the ERDC program. When the family begins work,
they maintain their eligibility for the ERDC program but must begin to pay a co-payment for the
care. The amount of the co-payment is based on household income. The family pays the co-
payment to the provider and the state pays the remaining share of the 1994 market rate. The
higher the family income, the higher the co-payment and the less the state pays.

Many child care providers charge above the 1994 market rates. Also, not all providers
participate in the ERDC program. As a result, many families leaving welfare for employment do
not use the ERDC program7 and must pay the full market rate for child care. Use of the ERDC
program drops off significantly as the co-payments reach higher levels. Because so many working
poor do not use the ERDC program, it may be useful to review the spendable income of families
who pay the full market rate for child care without the state subsidy.8

The DHR chart also makes assumptions about total child care costs. These assumptions
bear closer examination.

When DHR first started analyzing welfare-to-work in the early 1990s, they assumed the
total child care bill for a two-child household was $626 per month. See Attachment A. Under the
co-payment rules in effect in 1992, a family with a $12 per hour wage earner with child support
would pay $592 in a co-pay, while a family with a $14 per hour wage earner and child support
would pay the full $626. The $626 figure has been used in almost all welfare-to-work
comparisons since.

                                               
6 AFS is conducting a new market rate survey to determine the 1998 market rates. Rates for child care have
increased since 1994 due to inflation and to the increases in the state minimum wage.
7 In the first 11 months of fiscal year 1997-98 (July 1, 1997 through May 31, 1998) AFS placed 17, 343
people in employment, and the public assistance caseload declined from 22,749 (June, 1997 case count) to 18,748
cases (May, 1998 case count), or by 4,001 cases. The ERDC monthly average caseload during those eleven months
(11,840 cases) was only 968 cases higher than the previous fiscal year (10,872).
8 If new state tax and other policies are based on use of the ERDC program by the working poor, the ERDC
program should be funded adequately to meet the needs of more of the working poor and outreach should be
conducted to ensure utilization.
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However, the Department used $326 in the chart presented to Governor Kitzhaber’s Tax
Review Technical Advisory Committee (see Attachment B) and was criticized because the figure
represented only the average cost of DHR’s portion of the ERDC subsidy. The $326 figure did
not include the family’s portion of the cost (the required ERDC co-payment and any additional
co-payment required by the provider), nor did it reflect current market rates for child care.

The chart DHR presented to the Phase II committee uses $433 as the total cost. See
Attachment C. The $433 figure is based on the average cost of the state’s portion of the ERDC
payments to three-person families, plus the average required co-payment for three-person families
utilizing the ERDC rates. This figure is too low:

1) Because there are very few families with $10 or $12 per hour jobs utilizing the ERDC
program, the costs used to figure the average are based on the child care costs of lower wage
earners. Under the ERDC rules, a family with $10 per hour income and $210 in child support
would pay a $515 co-payment. By using $433 in its July 2, 1998, chart (Attachment C), DHR
overstates the net monthly income of the family by $82.

2) All families do not utilize ERDC, especially those in the $10 to $12/hour income levels.
Those families are more likely to be paying current market rates.

3) The ERDC payment rates are based on a 1994 market rate survey. They provide that,
in the Portland area, the state will pay $340 per month for one pre-school child in family care
($2.12 per hour), $372 for center care ($2.34 per hour), and $359 for group home care per child
($2.22 per hour). The state pays the same for one school-aged child, except in group homes
where the cost would be $340 per month ($2.12 per hour). The $433 used by DHR does not
cover the cost of two children in child care in Portland under the 1994 market rate survey.

4) Over half of the children in the ERDC program are in informal, unregulated care
settings, not child care centers, group homes, or family child care homes licensed or registered
with the state Child Care Division. ERDC parents often choose unregulated care because those
providers are willing to accept the below-market 1994 rates provided by the ERDC program. To
the extent policy makers want policies that encourage use of regulated, educated, and trained
child care providers, the cost analysis should assume those higher cost settings.

5) In February 1998, the Children’s Defense Fund and the National Association of Child
Care Resource and Referral Agencies conducted a survey. It discovered that the average cost of
child care for one four-year old in Salem was $393 in a child care center and $340 in a family
child care home. The highest cost was $423 and $780, respectively. The same survey calculated
the average costs for one school-aged child (age 8) at $200 per month in child care centers and
$183 in family day care centers, while the highest cost care was $424 and $400, respectively.9

                                               
9 The annual costs included before- and after-school care during school days and costs for care during
summer vacations and school holidays. The study assumed children of working parents are in care for a total of 3.5
hours per day, 180 days per year and in full-day care (8 hours per day) during 71 non-school weekdays, with the
remaining days weekends and parent vacation days.
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These figures make the Department's $433 for a two-child family seem too low. Policy makers
should assume that both children are in child care when comparing welfare versus work for the
“typical” family. Use of a figure based on less than full time child care could result in the design of
public policies that do not help those with the maximum child care costs.10

Recommendation: When factoring child care into spendable income, an accurate chart
should use current market rates for child care and should reflect co-payments and overpayments
a family might make. Absent additional information, the figure DHR has most often used since
the early 1990s, $626 is appropriate. The 1998 market rate survey should help in this regard.
Also because ERDC is significantly underutilized, policy makers should review spendable
income of families that do not use the state subsidy program.

4. Should we include child support payments?

When a family applies for public assistance they assign to the state and federal government
all child support collected while receiving public assistance. The governments keep any funds
collected as partial reimbursement for the cost of providing assistance to the needy children. The
state Support Enforcement Division (SED), on contract with DHR, is responsible for establishing
paternity, establishing child support orders, and collecting the child support from the obligors. All
families on public assistance must cooperate with SED in their child support collection efforts.

Oregon collects child support for about one out of five public assistance families, and the
average collected for those families is $210 per month.11 When those families leave welfare for
work, they receive the full child support to supplement their earnings. However, child support
increases a family's income for the purposes of determining other working family income supports
such as subsidized child care. If the typical family working full time at minimum wage also
receives $210 in child support, the family’s child care cost goes up by $47.

                                               
10 One of the drivers behind the creation of the working family child care credit in 1997 was the realization
that as wage levels increase the spendable income of a family can go down (see Attachments A, B, and C). A main
reason for the decline is the increased cost of child care – the ERDC co-payment increases faster than the wage
increase. Use of an artificially low total child care cost masks the impact of the increasing co-payment, and can
paint an inaccurate picture of spendable income. As noted in the text, the $10 per hour family would pay $82 more
in child care if the ERDC payment rules were used instead of the $433 artificial total cost figure. A $12 per hour
wage earner’s pre-tax income is overstated by $193 each month if one uses the $433 figure instead of the $626
used most often since 1992.
11 Coincidentally, the state collects child support for only one out of five child support cases utilizing the
publicly funded child support system. Those cases include cases of public assistance families, as well as cases of
former public assistance families and cases in which persons choose to have the state assist in collection. A family
can have multiple child-support cases if there are multiple obligors.
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Eighty percent of TANF families do not receive child support, and receipt can be sporadic.
The assumption to include child support gives a false picture of the spendable income of a
working single-parent family.12

Recommendation: Because a typical family does not receive child support, it should not
be included in the chart, except to demonstrate how income changes when families do receive
child support.

5. How do we factor in health insurance costs?

When a family is receiving public assistance the family has fully subsidized health insurance
coverage under the Oregon Health Plan (OHP). When a family goes to work, they may maintain
their OHP eligibility for up to one year, but they pay a monthly premium based on their income.
Additionally, if health insurance coverage is available through an employer, monthly premiums or
co-payments may be required.13 The added costs should be included in a comparison of welfare
versus work.

Recommendation: Create a monthly spendable income chart to demonstrate the impact
of health insurance premiums at various income levels.

6. Is the typical family working full-time or part-time?

About 20 to 25 percent of job placements from the public assistance caseload are part-
time. The spendable income of part-time employment is not necessarily directly proportional to
the income of full-time employment, due in large part to the cost of child care. While it may be
useful to look at the spendable income of the part-time workforce, the typical family may be
employed full-time. On the other hand, because Oregon has a low income eligibility level that has
not kept up with inflation or the minimum wage increases, more part-time workers are ineligible
for cash assistance. For more Oregonians the choice between welfare and work is a choice
between part-time work and welfare. The decision to use full-time work may not apply for both
wage earners in a two-parent family. Oftentimes, one or both of the workers are employed part-
time.

Recommendation: Many families working part-time make too much money, even at
minimum wage, to receive public assistance. An analysis of part-time income just above the cash
assistance eligibility level would be a useful policy tool.

                                               
12 Accurately including child support is also difficult because the child support order amount is subject to
change as the income of either parent changes. Thus, if a parent leaves welfare and is collecting $210 with
minimum wage employment, but one year later is earning $12 per hour, the child support order can be modified.
13 The state has authority to charge a co-pay for medical appointments under the OHP but has not yet done
so.
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Summary of Recommendations:

1. Produce both monthly and annual spendable income charts.

2. An accurate monthly spendable income chart should not reflect tax credits that are only
received annually -- it should instead reflect the income actually received in a paycheck.

3. An accurate chart should reflect current market rates for child care. In the absence of other
information, DHR should continue to use their $626 monthly figure for child care.

4. Spendable income analysis should not necessarily assume that the family participates in the
under-utilized Employment Related Day Care program.

5. The typical family does not receive child support, and it should not be included.

6. Factor in the costs of monthly health-care premiums.

7. Analyze part-time work in addition to full-time work.










