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(1) Deducting from the assistance
that would otherwise be provided to
the family of the individual an amount
equal to not less than 25 percent of the
amount of such assistance; or

(2) Denying the family any assistance
under the program.

§ 264.31 What happens if a State does
not comply with the IV–D sanction
requirement?

(a)(1) If we find that, for a fiscal year,
the State IV–A agency did not enforce
the penalties against recipients re-
quired under § 264.30(c), we will reduce
the SFAG payable for the next fiscal
year by one percent of the adjusted
SFAG.

(2) Upon a finding for a second fiscal
year, we will reduce the SFAG by two
percent of the adjusted SFAG for the
following year.

(3) A third or subsequent finding will
result in the maximum penalty of five
percent.

(b) We will not impose a penalty if:
(1) The State demonstrates to our

satisfaction that it had reasonable
cause pursuant to § 262.5 of this chap-
ter; or

(2) The State achieves compliance
under a corrective compliance plan
pursuant to § 262.6 of this chapter.

§ 264.40 What happens if a State does
not repay a Federal loan?

(a) If a State fails to repay the
amount of principal and interest due at
any point under a loan agreement de-
veloped pursuant to section 406 of the
Act:

(1) The entire outstanding loan bal-
ance, plus all accumulated interest, be-
comes due and payable immediately;
and

(2) We will reduce the SFAG payable
for the immediately succeeding fiscal
year quarter by the outstanding loan
amount plus interest.

(b) Neither the reasonable cause pro-
visions at § 262.5 of this chapter nor the
corrective compliance plan provisions
at § 262.6 of this chapter apply when a
State fails to repay a Federal loan.

§ 264.50 What happens if, in a fiscal
year, a State does not expend, with
its own funds, an amount equal to
the reduction to the adjusted SFAG
resulting from a penalty?

(a)(1) When we withhold Federal
TANF funds from a State during a fis-
cal year because of other penalty ac-
tions listed at § 262.1 of this chapter,
the State must replace these Federal
TANF funds with State funds during
the subsequent fiscal year.

(2) If the State fails to replace funds
during the subsequent year, then we
will assess an additional penalty of no
more than two percent of the adjusted
SFAG during the year that follows the
subsequent year.

(b) A State must expend such re-
placement funds under its TANF pro-
gram, not under ‘‘separate State pro-
grams.’’

(c) We will assess a penalty of no
more than two percent of the adjusted
SFAG plus the amount equal to the dif-
ference between the amount the State
was required to expend and the amount
it actually expended in the fiscal year.

(1) We will assess the maximum pen-
alty amount if the State made no addi-
tional expenditures to compensate for
the reductions to its adjusted SFAG re-
sulting from penalties.

(2) We will reduce the percentage por-
tion of the penalty if the State has ex-
pended some of the amount required. In
such case, we will calculate the appli-
cable percentage portion of the penalty
by multiplying the percentage of the
required expenditures that the State
failed to make in the fiscal year by two
percent.

(d) The reasonable cause and correc-
tive compliance plan provisions at
§§ 262.5 and 262.6 of this chapter do not
apply to this penalty.

Subpart B—What Are the Require-
ments for the Contingency
Fund?

§ 264.70 What makes a State eligible to
receive a provisional payment of
contingency funds?

(a) In order to receive a provisional
payment of contingency funds, a State
must:
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