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House Bill 4817 asenrolled
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Public Act 158 of 1999
Sponsor: Rep. Joanne Voorhees

House Bill 4821 as enrolled
Public Act 157 of 1999
Sponsor: Rep. Gerald Law

THE APPARENT PROBLEM:

Public Acts 63-65, 82, 95, 96, 112, 113, and 330-334
of 1998 amended variousacts, including thoseréd ating
to the responsibilities of the friend of the court, the
Officeof Child Support, and the Family Independence
Agency, to bring these agencies into compliance with
Title 111 of the Federal Personal Responsibility and
Work Opportunity Reconciliation Act of 1996, or
PRWORA (42 USC 1305 et al, Public Law 104-193).
The new laws were designed to set in mation uniform
child support laws and to reduce federa spending.
This was accomplished by consolidating many
entitlement programsintoaseriesof block grantstothe
states, and by modifying welfare and child support
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First Analysis (1-3-00)

programs. For example, the Temporary Assistanceto
Needy Families (TANF) program replaced the Aid to
Familieswith Dependent Children (AFDC) program.

In order to receive block grants for such programs,
states had to adopt or modify their child support
enforcement programstocomplywith federal law. The
federal act also directed that each state establish a
“sngle statewide automated data processing and
information retrieval system,” known as a “date
disbursement unit,” or SDU, to collect and disburse
child support payments. Michigan hascontracted with
aprivate company, the Lockheed Martin Corporation,
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to operate an SDU system. However, the state has
been sanctioned once for failing to establish a new
child support enforcement system (CSES) by the
deadline established under PRWORA, and if the SDU
system is not placed in statute by October 1, 1999, it
will again incur penalties. Consequently, legidation
has been proposed that would amend the various acts
relatingtochild support collection and disbursement to
bring the state into compliance with federal law.

THE CONTENT OF THE BILL:

The bills would amend various acts to establish a
centralized state collection and disbursement of child
support and fees, or state disbursement unit (SDU).
House Bill 4816 would amend the Office of Child
Support Act to establish the program, and House Bills
4817 through 4827 would amend various acts to
conform to the provisions of House Bill 4816. (The
bills are said to bring the acts that would be amended
into compliance with Section 454B of Part D of Title
IV of the federal Social Security Act [42 USC 654b],
which deal swith child support matters, and would al so
delete archaic or obsolete language. For example,
“alimony or support order” would be replaced with
“spousal or child support order”.)

With the exception of House Bill 4827, which would
amend the Revised Judicature Act, the bills would
specify that the Family Independence Agency (FIA),
the SDU, and each friend of the court (FOC) office
would be required to cooperatein the transition to the
centralized receipt and disbursement of support and
fees. Also, each FOC office could continueto receive
and disbursesupport and feesthroughout thetransition
period, based on the schedule developed under the
provisions of House Bill 4816. House Bill 4816 istie-
barredtoHouseBills4817 and 4818; the other hillsare
each tie-barred to House Bill 4816.

House Bill 4816 would amend the Office of Child
Support Act (MCL 400.231 et al.) to establishthestate
disbursement unit (SDU), asrequired under Part D of
Title IV of thefederal Social Security Act (42 U.S.C.
654b) asthe singlelocation to which apayer or source
of income could send a support or fee payment. The
SDU would be the direct responsibility of the state
Office of Child Support (OCS). It would use
automated procedures, eectronic processes, and
computer-driven technology to the maximum extent
feasibletoreceiveand disbursechild support payments
and fees.
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Support Payments. The bill would specify that the
SDU would have to disburse a payment to a recipient
within two business days after receiving it. The bill
would also specify that the SDU would have to
disbursefeesthat it received to the appropriate county
treasurer or office at least twice each calendar month.
Interest that accrued on apayment after itsreceipt and
before disbursement would be payable to the state
general fund to offset program costs.

Support payments received by the SDU would be
considered the property of the support recipient, would
not be considered public revenue, and could not be
deposited in the state treasury, nor be subject to levy,
execution, garnishment, nor offset. The SDU could
take actionsto collect asupport or fee payment amount
plus an amount for expenses from the payer or source
of income if a transaction failed due to nonsufficient
funds.

Contractor. A contractor who operated the SDU would
be directly responsible to the OCS. However, before
entering into a contract, the office would have to
receive approval of each contract provision governing
the proposed accounting system from the state budget
director, and, in addition to auditing by aprivate sector
accounting firm, the contractor would be subject to
audit by the state executive branch and by the auditor
general, or by an independent public accounting firm
appointed by the auditor general. Theauditor general
or theindependent public accounting firm appointed by
the auditor general would be required to conduct an
audit of the SDU at least one year, and not less than
two years, after the effective date of the bill. An audit
would be conducted every two years after the initial
audit.

The bill would specify that information regarding a
support payer or recipient that had been providedtothe
SDU for receipt or disbursement of support or fees
could not be disclosed, except in amanner authorized
by law, rule, or regulation. A violation of this
provision would be a misdemeanor, punishable by
imprisonment for up to 93 days or a fine of $500, or
both. The bill would also specify that a contractor or
subcontractor, or one of their employees that operated
the SDU, who negligently disclosed information
regarding a support payer or recipient would be liable
for actual damages or $1,000.00, whichever was
greater, plus costs and attorney fees. Intentional
disclosure would incur liability for three times the
actual damages or $3,000.00, whichever was greater,
plus costs and attorney fees. In addition, each
negligent or intentional disclosure that gaveriseto
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liability would be considered aseparate cause of action
for which separate damages could be awarded.

Transition Schedule. The FIA would be required to
consult with other state and local agenciesto develop
aschedulefor the transition to the SDU of receipt and
disbursement of support and fees. The schedule could
providefor thetransition totake placein stagessothat,
during the transition period, the SDU was not
responsible for al the payments of the payers and
recipients whose cases were administered by a
particular FOC office.

In accordancewith thetransition scheduleand with the
provisions of Section 9 of the Friend of the Court Act,
a notification would be sent to the FOC office
administering a case that the SDU woul d begin receipt
and disbursement starting on the date specified in the
notification. As of the date that SDU receipt and
disbursement of support and feesappliedtoaparticular
support order, aprovisionintheorder directingthemto
be paid to a FOC office would be considered as having
directed the payments to the SDU.

HouseBill 4817 would amend provisionsof the Friend
of the Court Act (MCL 552.502a et al.), concerning
child support collection and disbursement procedures,
to conform to the provisions of House Bill 4816.
Under the bill, the Friend of the Court (FOC) office
would continue to receive and disburse support order
payments and service fees until the SDU was
established in the geographic areas served by each
office.  The FOC would also maintain functions
relating to support collection and disbursement, under
atransition schedule, to facilitate thetransition of that
responsihility to the SDU. The bill would also amend
the current definition of “support” to include the
repayment of genetic testing expenses under the
payment of expenses for a mother’ s confinement that
were ordered by the court under the provisions of the
Paternity Act (MCL 722.711 et al.).

The bill would establish the following procedures:

*After SDU collection and disbursement had been
implementedinacircuit court circuit, theofficefor that
court could continueto accept asupport payment made
in cash, cashier’ scheck, or money order. However, the
officewould have to send the payment to the SDU and
informthepayer that paymentsshould bemadethrough
the SDU.

*Promptly after the bill’s effective date, each office
would be required to establish and maintain support
order and account recordsto enforcesupport order and
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to record obligations, support collection and
disbursements; fees; and rel ated payments. Also, each
office would have to provide the SDU with access to
those records and assist the SDU with resolving
support collection or disbursement problemsrelated to
inadequate identifying information.

*Currently the FOC must disburse support payments
within 14 days of receipt. The bill would specify
instead that the payments be disbursed within 14 days
after receipt or within the federally mandated time
frame, whichever was shorter.

House Bill 4818 would amend the Support and
Parenting TimeEnforcement Act (MCL 552.602¢et al .).

House Bill 4819 would amend the divorce act (MCL
552.23).

House Bill 4820 would amend the Family Support Act
(MCL 552.452 et d.). Currently, under theact, acourt
may enter an order for support payment, payabletothe
FOC, or require that a county receive service fees as
reimbursement for the cost of enforcing support or
parenting time orders. Under the hill, orders could
reguirethat payments be madeto either the FOC or the
SDU.

House Bill 4821 would amend the Paternity Act (MCL
722.711 et al.) to permit the court to require that a
support payment be made to the FOC, the clerk of the
court, or tothe SDU, and to permit servicefeespaid to
a county as reimbursement for the cost of enforcing
support or parenting time ordersto be paid to the FOC
or the SDU.

House Bill 4822 would amend the Child Custody Act
(MCL 722.22 and 722.27).

House Bill 4823 would amend the Revised Uniform
Reciprocal Enforcement of Support Act (780.153b et
a.).

House Bill 4824 would amend the Interstate Income
Withholding Act (MCL 552.673 et al.).

House Bill 4825 would amend Public Act 379 of 1913
(MCL 552.152), which regulates defaults in support
payments.

House Bill 4826 would amend Public Act 328 of 1931
(MCL 750.165), to restate current provisions
concerning adefault in a support payment for aspouse
or for a child. Under the bill, an individual who
defaulted in a payment would be guilty of afelony,
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punishabl eby imprisonment for up to four years, afine
of up to $2,000, or both, provided that the individual
had been notified by personal service of the action to
issue the support order. The court could suspend the
sentence if theindividual filed abond in the required
amount.

House Bill 4827 would amend provisons of the
Revised Judicature Act (MCL 600.2538) concerning
fees collected from persons required to make support
payments by the FOC for services that are not
reimbursable under the federal Social Security Act, to
specify that the FOC or SDU must transmit 25 cents of
each fee collected to the appropriate county treasurer.
(Currently, the act specifiesthat, with the exception of
the third circuit court, each fee collected must be sent
tothe county treasurer, whothen credits 25 centstothe
county’ sgeneral fund and transmitsthe balanceto the
state))

FISCAL IMPLICATIONS:

The House Fiscal Agency (HFA) estimates that the
provisions of House Bill 4816 would result in
indeterminate coststothestate. Thebill wouldrequire
the state to establish a state disbursement unit (SDU)
for collecting and disbursing child support payments.
TheHFA notesthat the statehasentered into acontract
with the Lockheed Martin Corporation to develop and
operatethe SDU at an estimated cost of $107.8 million
for fiscal years 1999-2004. Part of thiscost isincluded
in the fiscal year 1999-2000 Family Independence
Agency (FIA) budget. Thebill also specifies that the
corporation, which would bedirectly responsibletothe
Office of Child Support (OCS), would have to be
audited by the auditor general or by an independent
public accounting firm appointed by the auditor
general. Thiswould alsoresult inindeterminate costs.

The HFA estimates that the provisions of House Bills
4817 through 4827 would have no fiscal impact. (9-
29-99)

An egtimate by the Senate Fiscal Agency (SFA)
indicates that House Bills 4816 through House Bill
4825 and House Bill 4827 woul d havean indeterminate
fiscal impact on state funds. The SFA estimate notes
that afive-year, $107,579,000 contract was approved
with the Lockheed Martin Corporation for the Child
Support Enforcement System (CSES) duringfiscal year
1998-99. In connectionwiththiscontract, $33,418,300
was appropriated for fiscal year 1998-99 for the Child
Support Distribution Computer System for the state
disbursement unit (SDU) (including approximately
$11,362,200 from the General Fund/General Purpose
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budget). Thisincluded a supplemental appropriation,
under the provisions of Public Act 137 of 1999.

Approximately $40 million will be available for SDU
expenditures for fiscal year 1999-2000, since
$7,164,100 was appropriated for fiscal year 1999-2000
(including $2,324,800 in General Fund/Genera
Purpose funds) and $32,905,100 was carried forward
from fiscal year 1998-99. Therefore, approximately
$66 million will remain in the contract through fiscal
year 2003-04 ($107,579,000, |ess $40,000,000). (10-
13-99)

ARGUMENTS:

For:

The State Court Administrative Office (SCA) has
worked with members of the House Family and
Children ServicesCommitteetoformulatetheproposed
legidation and believes that it will meet the
reguirementsof thefederal Personal Responsibility and
Work Opportunity Reconciliation Act (PRWORA) to
establish a state disbursement unit (SDU). The state
has entered into a contract with a private entity, the
Lockheed Martin Corporation, to convert its current
system for collecting and disbursing child support
payments into a new automated, centralized, system
within two years. Local friend of the court (FOC)
officeswill still beresponsiblefor thesedutiesuntil the
SDU isimplemented in the geographic areas served by
each office. Once the SDU is fully established, FOC
officeswill cease to handle these particular duties, but
will still be responsible for maintaining the support
order and account records required to enforce
obligations.

Supporters of the proposed SDU system maintain that
sending support paymentsto onelocation will resultin
a much more efficient program. Currently, for
example, a person who submits a support payment for
achild or for aformer spouse must send payments to
the FOC officein the county wheretherecipient of the
payment resided at the time the support order was
issued. (Although thereare83 counties, thereareonly
64 FOC offices in the state, since a few offices cover
more than one county. A case may be transferred at
some point to an FOC officein another county, but this
israrely done. Inmost cases, recordsaremaintainedin
the office where a recipient originaly resided
throughout the time he or she receives support
payments). The FOC officerecordseach payment and
disburses it within 14 days. Under the new SDU
system, itisintended that each support payment will be
sent out within two business days after it is received.
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Itishoped that theincreased efficienciesbrought about
by the new system will eliminate many problems.
Response:

Some people have expressed concern over the fact that
the contract with theL ockheed Martin Corporation has
been entered intowithout thelegislature’ sapproval. In
effect, the contract and the establishment of the new
SDU system arefait accompli, and the introduction of
the legidation is a mere formality that allows the
legidature to ratify the agreement.

For:

Under the federal laws designed to establish uniform
child support enforcement, every state in the country
will eventually have an SDU system. This will be
extremely beneficial for employers who must forward
child support payments to the appropriate FOC office
under programs that enforce support orders through
paycheck withholding. For example, in testimony
before the House Family and Children Services
Committee, Meijer, Incorporated, alarge Midwestern
retailing firm with headquartersin Michigan, reported
that it currently distributesapproximately $6 millionin
support checks to 218 various courts and agencies
around thecountry. The company estimatesthat, after
initial startup efforts, having one system will result in
improved productivity, since less time will be
consumed on calculating payments and on calls from
custodial parents concerning late checks.

Against:

Thefederal government has required that states set up
SDUs using “automated procedures, electronic
processes, and computer-driven technology” to collect
and disburse payments under support orders. Section
454b of thefederal Social Security Act (42 USC 654b)
also specifies that SDUs should be operated by state
agencies or by contractors who are liable to the state
agencies. However, concerns have been raised that --
by giving the empl oyees of aprivate corporation access
to FOC records that include the Social Security
numbersof child support clients-- theprivacy rights of
these individuals would be violated.

Further, federal 1aws regarding the confidentiality of
citizens Socia Security numbers are somewhat
conflicting. For example, on a related issue, a 1998
attorney general opinion notedthat Title42, Chapter 7,
of the federal Social Security Act (42 USC 1320b-7)
requires states to have income and eligibility
verification systems in place that contain certain
information, such as Social Security numbers, to
determine digihility for specified federal benefits.
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However, the attorney general opinion goes on to note
that, even while the Social Security Act compels the
disclosure of Social Security numbers, Section
405(c)(2)(C)(viii) of the act limitstheir use:

“(viii)(l) Socia Security account numbersand related
records that are obtained or maintained by authorized
persons pursuant to any provision of law enacted on or
after October 1, 1990, shall be confidential, and no
authorized person shall disclose any such Social
Security account number or related record.”

The act defines “authorized person” to include, in
addition to state employees, any person with accessto
Social Security account numbers, and, as noted, the
federal act establishing state SDUs specifiesthat each
SDU should be operated by a state agency or by a
contractor. Sincethelaw in question was enacted after
1990, it seems clear that the confidentiality
requirements of the federal Social Security Act would
apply to contractors. To further emphasize the
importance of confidentiality, House Bill 4816
prohibits disclosure of any information from the
records of payers and recipients, and penalties would
be imposed for violations of the prohibition.
Nevertheless, thereis someconcern that state agencies
have traditionally established more extensive
protectionsto safeguard confidential information than
private companies, and that the same controls would
not be imposed by the latter.

Against:

Some peoplefear that support checks will be delayed,
and, asaresult, children will gowithout food when the
federal government’s requirement to install new
computer systems and create central offices for
processing checks is put into effect. A recent news
article (Lansing Sate Journal, November 5, 1999)
reportson theproblemsexperienced by other statesthat
havemadethesechangestotheir disbursement systems.
According to the article, computer programs have
malfunctioned or clerks have failed to provide the
proper information required for checksto be delivered
in ten states. In Nevada, for example, the system’s
estimated price tag of $22.6 million has risen to more
than $100million. Moreover, thestate' snew computer
system has resulted in thousands of checks being
delayed. North Carolina, Florida, Tennessee, Hawaii,
andlllinoisareamong thestatesnamedinthearticleas
having also experienced delays in the payment of
checks. In fact, according to the article, nearly $5
million in emergency payments has had to be madein
North Carolina. In Hawaii, checks were delayed so
long that a class-action lawsuit was filed by parents
who claimed theinterest the state had earned on them.
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It would make sense to train additional personnel to
handle any problemsthat could arisewith Michigan’s
proposed system. In fact, the provisions of a proposed
amendment would have eased the fear of such a
probability. Theamendment would haverequired that
the department hire an additional 200 child support
specialists in conjunction with establishing the SDU.
However, the amendment was not adopted.

Analyst: R. Young

mThis analysis was prepared by nonpartisan House staff for use by
House members in their deliberations, and does not congtitute an
official statement of legidative intent.
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