THE WHITE HOUSE

WASHINGTON

February 13, 1995

MEMORANDUM FOR THE PRESIDENT

FROM: CAROL RASCO
SUBJECT: Kasscbaum Mecdicaid for Welfarec Swap
PURPOSE

To provide you with background information on the Kassebaum Medicaid/Welfare swap as a
follow—-up to the discussion you had with the Governors at Blair House. In addition, to
provide you with a status report on the level of Congressional intcrest in and receptivity (o
this proposal.

BACKGROUND

As you know, Scnator Nancy Kassebaum has proposed a major restructuring of the social
welfare system in which the Federal government would take over full responsibility for
Mcdicaid acute—care and the states would take over the food stamp, AFDC, and WIC
programs. During a five—year transition period, a maintenance—-of-cffort requirement would
bar states from reducing overall expenditures on cash and food assistance to the poor and
states would continue to bear some share of Mcdicaid costs.

At lcast initially, States arc attracted to this proposal because it would allow them to relicve
themselves of their future Medicaid spending —— which continues to outpace inflation —- and
have the Federal government take over. The downside from the Federal Government's
perspective is that implementing this proposal would increase the deficit in both the short-
term and the long-term. The swap could be modified to be more balanced by giving more
programs to thc statcs or by swapping only parts of the Medicaid program. Howecver, any
tradeoffs that would make the swap budget-ncutral or deficit-reducing would increasc costs

_ to many or most states (certainly over the long-run) and arc unlikely to be received favorably
by the Governors. Since the Rebublican Congress is desperately looking to save moncy, it
scms unlikely that this conflict will be resolved this year.

There arc other significant policy implications of the Kasscbaum proposal other than the
deficit issuc. The DPC/NEC hcalth policy development working group raised four additional
major policy concemns about the swap proposal, which arc outlined in the following pages.



POLICY IMPLICATIONS OF THE KASSEBAUM SWAP

I. Likely Reductions in Welfare Programs. Expcricnce with states over the past 25 ycars
suggests that states will not maintain cxisting cligibility requirements and benefits for the

welfare programs. In fact, state spending on welfare programs has declined dramatically in
rcal terms:

AFDC bencfits in the median state have fallen 47 percent in real terms since 1970,
cven though the Federal government paid 50 to 80 percent of the benefit costs during
this period. Combined AFDC and food stamp benefits for a family with no other
income is now at the level of AFDC benefits alone in 1960, before the food stamp
program was crecated.

Even though state appropriations for WIC gencrally qualify a state for a larger Federal
WIC allocation, states have been cutting state funds for WIC in recent years. In the
past two years, state funding for WIC fell 33 percent in real terms.

Furthermore, if a balanced budget amendment is passed, prospects that states would maintain
cash and food assistance for the poor (after the transition period requiring some maintenance
of cffort ends) become even less likely.

In contrast, in the two programs where benefits are 100 percent Federally-funded and
national benefit standards exist -- the food stamp program and the Federal SSI program —-
there has been no benefit crosion over the past 20 or 25 years.

II. Varying Impacts Among States. Any swap is likely to have different distributional
impacts among statcs. States that spend more on welfare than Mecdicaid (according to
Kassebaum there arc 14 such states) will be losers. At least initially, the other 36 states will
be winners —— meaning that Federal government will be picking up some portion of their
current spending.  The size of the losses and gains could vary dramatically among states.

As some states cut back on their welfare programs —- as is likely under a swap proposal —~
variations in welfarc benefits among states will increase cven more. A key feature of the
Federal food stamp program is its role in helping moderate what otherwisc would be huge
differences between states in the benefits they provide to poor children. Today, food stamp
benefits are large in states that pay low AFDC bencfits, because a family's food stamp
allotment depends on its income level. This moderating effect would disappear once the food
stamp program devolved to the states.

The State of Connecticut provides a family of three that has no other income with an
AFDC bencfit of $680 per month, about two-thirds of the poverty linc. Mississippi,
by contrast, pays a family of threce only about onc-sixth as much -- $120 a month,
which is less than 12 percent of the poverty line. When food stamps arc added 1n, the
benefit package in Mississippi climbs from about one~-sixth to onc—-half of the size of
the Connecticut package.




1. Weakening Automatic Stabilizers. Thc amount of Federal food stamp benefits
provided in a state automatically rises when the state cconomy turns down and uncmployment
and poverty mount —- making the program the Federal government's most important
automatic stabilizer after unemployment insurance. If AFDC and food stamps arc devolved,
states will be forced to choosc among absorbing the additional benefit costs during recessions,
reducing food and welfare benefits, or putting ncw applicants on waiting lists. '

IV. Complications in Creating a Federal Medicaid Program. If thc Mcdicaid program
became entirely Federal, it would be difficult to justify maintaining the wide variations that
now cxist among states in the categories of houscholds cligible for the program, the health
services that are covered, and the reimbursement rates that are paid to providers. If the
Federal government chosc to provide uniform coverage similar to that now offered in some of
the Ieast generous states, the number of the uninsured would likely rise and bencficiaries in a
number of states would lose coverage for some services. 1f the Federal government instecad
chose to provide coverage similar to that offered in the most gencrous states, the cost to the
Federal treasury would be great.

NGA AND CONGRESSIONAL RESPONSE TO SWAP

At lcast at first glance, the Governors and the NGA were very interested i the Kassebaum
proposal. Trading virtually anything to rid the states of their expensive, time consuming and
frequently politically unpopular Medicaid obligations has real appcal. As a result, the
Governors directed NGA staff to study the implications and potential of the proposal.
However, in recent weeks, the Governors, the NGA staff, and the Republicans in the
Congress secem to have cooled to the Kassebaum concept.

The Governors now appear to be less interested in the proposal primarily because, in an
environment in which the Congressional Republicans' number one priority is obtaining large
Fedcral savings, a Medicaid/welfare swap to achicve this scems cither unlikely or will almost
invariably and uncvenly hurt the states. Sccond, proposals to block grant welfare —— that
particularly the Republican Governors arc advocating —- run contrary to the idea of swapping
cntire programs.

The Republicans in Congress are concluding the Kassecbaum proposal has diminished appeal
because they arc increasingly believing that this proposal would necessitate complicated and
controversial negotiations. [ts attractiveness further diminishes when they contrast it with
block granting proposals that arc less complicated and more likely to produce larger Federal
savings. Scnator Dole's office reports that there is little or no interest in this proposal on the
Finance Committce. This 1s significant because the Finance Commitice (not Kasscbaum's
LLabor Committce) has legislative jurisdiction over the Medicaid and AFDC programs.

CONCLUSION

Despite the states' desire to trade away the Medicaid program, the Congressional interest in
producing significant Mcdicaid savings as well as the major policy implications of the
proposal indicate that this type of swap is unlikely to go very far in the 104th Congress.



THE WHITE HOUSE

WASHINGTON

December 6, 1994

A NOTE TO CAROL RASCO

FROM: MICKEY LEVITAN
GAYNOR McCOWN

SUBJECT: INFORMATION FOR NGA HEARING

The agencies have submitted the attached information
regarding the different states that will be present at tomorrow's
hearing. This data - from HHS and Agriculture - reflects current
activity for waivers and other pertinent issues related to
children and families.
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TO:

DEPARTMENT OF HEALTH & HUMAN SERVICES Chist vl Stalf

Washington. 0.C. 20201

DEC 7 194

Jennifer O’Connor

FROM: Kevin Thurm ?w ﬁ‘z:f()
SUBJECT: Hearing Panel for the G or’s Campaign for Children

Iilinois

No items reported

Indjana

Welfare Reform. In June, Indiana submitted a request for waivers to implement
the "Manpower, Placement and Comprehensive Training Program." Major
components of the proposal include time-limited AFDC benefits and a family cap.
The program also would extend grant diversion to up to 24 months and allow its
use for child care and training and development projects; eliminate the 100-hours
of work rule for AFDC-UP (Unemployed Parent); require children to attend
school and be immunized; extend transitional child care to 18 months; provide
only one-time JOBS exemption for care of child under three; and require minors
to live with a responsible adult. ACF has held prolonged conversations with the
state due to vagueness of the application, but expects to recommend a final
decision soon.

To Strengthen Michigan Families. Secretary Shalala approved Michigan’s request
for welfare waivers on October 6, 1994. The state’s plan will remove certain
AFDC and Food Stamp Program restrictions on self-employment business income
and assets; exclude one vehicle of any value; require immunization of AFDC
children; allow federal funding for visitation and custody services provided by the
child support enforcement agency; and change the sanction for failing to comply
with the JOBS and Child Support Enforcement programs to 25% of AFDC and
Food Stamp benefits.

Though officially a welfare waiver request, the proposal also included several
Medicaid issues, which were separated from the approved package and still are
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under consideration. Thesc issucs includc assisting families who arc lcaving
Medicaid in the purchase of health insurance through a managed care plan;
assisting non-custodial parents in the purchase of health insurance through a
managed care plan for their children; and providing family planning services for
individuals with incomes below 185 percent of the federal poverty level. HCFA
staff are discussing concerns with the state working with the state to create a
viable project.

Welfare Waiver Lawsuil. HHS is involved in a2 pending law suit (Castillo v,
Miller), concerning a waiver the Department granted in connection with
Michigan’s ongoing welfare reform demonstration. The Department allowed the
state’s interpretation that by eliminating the 100 hour rule for unemployed parents
(which limits a parent to 100 hours of work to remain eligible for AFDC), the size
of the family unit for certain familles changed. This in turn resulted in these
families becoming ineligible for AFDC. In a decision filed November 11, 1994,
the court dismissed all of the claims against the Department and the state. The
plaintiffs complaint in this case did not include a claim that the Department’s
granting of the waiver was unlawful because it was arbitrary or capricious. The
court’s decision gives the plaintiffs 30 days (v file an amended supplemental
complaint on those grounds, if they choose to do so.

Minnesota

Welfare Reform. State officials have indicated that they will submit an application
for welfare waivers that would, among other proposals, divert AFDC applicants to
work positions, providing support services; provide monthly federal and state tax
credits; require minor parents to live with a guardian; and eliminate 100-hour rule
for AFDC-UP.

Missouri

L]

Welfare Reform. In August, Missouri submitted the first phasc of a wclfarc
reform waiver application to implement the Missouri Families Mutual
Responsibility Plan. The statewide demonstration would require a minor parent
to reside in the home of a parent or in another adult-supervised setting as a
condition for receiving AFDC. Furthermore, the plan would disregard the income
of the parents of minor parents if under the federal poverty line, as well as the
income of minor parents while they remain in school. Under the proposal, two-
parent families under age 21 would be able to work more than 100 hours and
contimue 10 recetve AFDC, and all AFDC families could own one vehicle
regardless of its value and exclude up to $1500 of the equity value of a second
vehicle in the household. The state also proposed to eliminate the good cause

2
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provision which allows minor mothers not to live at home under certain
circumstances. ACF has informed the state that this provision cannot be waived,
and has agreed with the state to review the entire proposal when the second
phase is submitted in December.

West Vizgii

. Consofidated Services. 'The HHS Regional Office has been holding discussions
with West Virginia since April to help the state create a plan to consolidate the
delivery of nearly 200 federal programs for children, youth, and families, now
administered separately on the state level. In May, the state presented a concept
paper to the White House, outlining its general philosophy for the plan. On
October 21, Governor Caperton wrote to the President submitting the first
specific proposals. The state hopes to use federal administrative dollars to create
a "Children’s Planning Fund" to establish contracts with certified community-based
organizations that will work with the state to design family-focused service
delivery systems, tailored to the unique characteristics of their community. Staff
from the Statc of West Virginia will meet with Ralph Douglas (ACF Regional
Administrator) on December 9. The Department has offered positive support for
the state’s proposals, and likely will develop a committee to work further with the
region and West Virginia on this issue.

Wisconsi

. Two-Tier AFDC Benefit Demonstration. HHS approved this waiver on July 27,
1992, allowing Wisconsin to limit benefits to the level of the former state of
residence for families who recently had moved to the statc. On Scptember 13,
1994, Legal Services of Wisconsin filed a suit in the U.S. District Court
challenging the durational residency requirements of this project. HHS previously
had informed the state that as a result of a recent California court decision
(Green v. Anderson), in which a similar provision was found unconstitutional, the
Department would not defend any challenges to Wisconsin’s projcct based on its
constitutionality. Reaction from the state was largely negative. The Governor
held a press conference, and the Department received a letter from the entire
delegation of Republican state legislators, expressing their displeasure with the
Department’s decision.

. AFDC Benefit Cap (ABC) Demonstration Project. HHS approved waivers on
June 24, 1994, for Wisconsin to conduct this welfare reform demonstration, the
major provision of which is a family cap. Additionally, the demonstration includes
a variety of techniques to increase awareness and availability of family planning
resources among AFDC applicants and recipients.

3
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Yermont

. Gubernatorial Disapproval of Head Start Award. In September Governor Dean
disapproved refunding of the Champlain Valley Office of Economic Opportunity
Head Start program in Burlington. The Head Start Act requires that Governor’s
have an opportunity to approve or disapprove Head Start grants to local agencies
each year. However, if a Governor disapproves a grant, HHS may override that
decision. It had been many year¥ since any Governor had disapproved an award.

Governor Dean’s reasons for the disapproval were related to the manner in which
the agency is operating the program and the agency’s philosophy, and did not
focus on the quality of services being delivered by the program, which all parties
believe to be satisfactory. The Depurtment is working to resolve the Gavernor's
concerns with the goal of maintaining the program. There are on-going
discussions with the Governor, involving both the Secretary’s office and the
regional HHS office, and hopefully, the issue will be resolved shortly. In the
meantime, the Head Start program continues to operate normally.
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JLLINOIS

FCS Yssues in Illinois - An Implementation Advance Planning Document (IAPD) for food
stamps, AFDC, and several State benefit programs was approved in January, 1994. FCS has
approved Ilinois’ EBT Implementation RFP,

The Chicago Department of Health was the host for the 11th annual National Association of
WIC Directors' meeting (April 10-13). During this meeting, Illinois was one of a few states
to receive an award from FCS for the establishment of WIC Food Centers. These centers
address the problems of a lack of safe and economically -priced stores by providing W1C
clients with a clean and secure environment far redeeming the WIC vouchers.

[linois has also established model Food and Nutrition Education Ceaters for Chicago WIC
clients. These centers provide a mock grocery, a demonstration kitchen, a mothers’ room,
and a set of computer-assisted instruction programs. This gives a full opportunity for
nutrition education for clients.

The Chicago School Board's School Food Service Director, Mr. Jack Costello, contacted
USDA's Reglonal Offlce In Chicago regarding BST milk earlier this year, The schools had
been contacted by parents regarding whether the milk was free from BST, The Board is
consldering bidding for milk free of BST. However, FDA has declared that BST milk is
safe and USDA i3 in accord with this position.

FCS Statistics in Tlinols - The total cost of FCS food assistance in Dlinois during the FY
1993, was $1,512 billion. Amounts for the three major programs were:

(millions) (thousands)
Food Stamp $1,108 1,179 (monthly average, individuals)
School Lunch $188 866 (schoo! day average)

WIC $109 39 (monthly average, individuals)
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INDIANA

FCS Issues {n Indiana - The Indianapolis Star published on April 26, 1994 an opinion
article by Senator Richard Lugar (R-IN) saying that legislation to reorganize USDA is proof
that Government can work. He states in the articls that he intends to hold Sec. Espy to his
pledge to consolidate the county office structure. He also cites USDA's previous inability to
cite how many people it employed and the work performed by each office as a reason why
the Department was the focus of reform efforts.

On Electronic Benefits Transfer (EBT), the Indiana legislature has twice rejected pilot
programs to test EBT in the Food Stamp Program. In mid-March, the legisiature voted
down the latest pilot. The fallure to approve EBT was due to concern about the cost
neutrality requirements in the Food Stamp Program (EBT can cost no more that current
systems), and the concerns about Regulation E, a Federal Reserve rule that gives welfare
customers the same congumer protections as other bank card holders.

Indiana began operating the WIC Farmers' Market Nutrition Program in the summer of 1994,

FCS Statistics for Indiana - The total cost of FCS food assistance in Indlana during FY
1993 was $610 million. Amounts for the three major programs were:
Program Federal Cost ‘

(millions) (thousands)
Food Stamps $430.7 496 (monthly average, individuals)
School Lunch $84.6 554 (schoo! day average)

WIC $59.3 137 (monthly average, individuals)
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MICHIGAN

ECS Issues in Michigan - The FY 1995 USDA budget reduces the appropriations for the
Commodity Supplemental Food Program (CSFP). Detroit is the sits of one of the largest
and earliest CSFP programs, The Michigan Congressional Delegation staunchly supports
CSFP and attempted to restore and increase the CSFP funds,

Under Secretary Ellen Haas and Rep. Dale Kildee co-chaired one of the national hearings on
USDA's School Meals Initiatives in Flint, Michigan, on November 12, 1993.

The Detroit Free Press, beginning on February 21, 1994, published a series of articles on
fraud in the Food Stamp Program.

Michigan is still in the planning phese of its EBT plan.

Michigan resumed operating the WIC Farmers' Market Program and was awarded $173
thousand for FY 1994. The State had dropped out in 1993 due to the lack of matching
funds.

FCS Statistics for Michigay - The total cost of FCS food assistance in Michigan during PY
1993 was $1.03 billion. Amounts for the thres major programs were:

(millions) (thousands)
Food Stamps $837 1,022 (monthly average, individuals)
Schoo! Lunch $105 747 (school day average)

wIC $91 188 (monthly average, individuals)
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MINNESOTA

FCS Issues in Minnesota - "Minnesota Lunchpower” Initiative provides a software program
to schools to conduct nutrient analysis of school meals in an effort to implement the Dietary
Guidelines for Amerlcans,

In an effort to cut paperwork, St. Paul schools are using & debit card system for students to
use when participating in school meals programs.

Minnesota Family Investment Plan (MFIP), which began operations in April and will run
through March 1999, will consolidate AFDC, General Assistance and the Food Stamp
Program, MFIP will operate in seven counties with one set of rules. Benefits are to be
issued in the form of & cash grant.

In mid-March there was a serious outbreak of bacterial food illness at the Fred Moore
Middle School in Anoka, Minnesota, among 400 students and several teachers, An
investigation by the Stats Health Department determined the cause to be some employees not
washing thair hands after using the bathroom.

ERBT has been operating in Ramsay County (St. Paul) and will soon expand into Hennipin
County (Minneapolis). Such an expansion would encompass nearly $0% of Minnesota's food

stamp caseload.
Minnesota began operating the WIC Farmers' Market Program with a grant of $144 thousand
for FY 94.
FCS Statistics for Minnesota - The total cost of FCS food assistance in Minnesota during
FY 1993 was $443 million. Amounts for the three major programs were:
Program Eederal Cost Participation
(millions) (thousands)
Food Stamps $254 317 (monthly average, individuals)
School Lunch $68 470 (school day average)

WIC $39 15 (monthly average, individuals)
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MISSOURI
FCS Issnes in Missourd - Missourt has been granted a waiver to permit the State to allow
use of food stamp as well as AFDC benefits for wage supplementation in its cash-out
demonstration, part of a 10-year welfare teform project that will operate only in the Kansas
City area. Food stamp households would be targeted for self-sufficiency within 48 months
and could accumulate up to $10,000 in resources. Recipients would retain eligibility during
the period of participation regardless of income changes, The demonstration will be tested in
up to 20 communities for 12 years, and is scheduled to end January 2005.

Missouri WIC is a member of the southern alliance of states (SAS). Jack Radzikowski of the
federal EBT task force is scheduled to meet with the Missouri EBT advisory group (including
WIC) December 9 to discuss the contract process to be used by SAS. Missouri continues to
work with other southern alliance states on EBT, and is working with its planning contractor
to develop a request for proposal and IAPD,

The Missourl WIC system known as HANDS (developed in-house) is a multi-program shared
database serving all local WIC clinics Statewide. It has opened the door to communication
with other programs such as immunization, Missourl's automated client tracking system in
the Bureau of Special Health Care Needs, and prenatal care services.

Missouri was the first Mountain-Plains state to develop and implement 2 management
evaluation special initiative, which attempts to Improve all aspects of a local welfare office’s
operations, rather than just mandatory review clements.

Missouri Famnily Nutrition Program nutrition education plan is 2 cooperative effort between
University of Missouri - Columbia Extension Service and the Missouri Department of Socigl
Services. It focuses on flve program audiences: women, divorced or unmarried men with or
without custody of their children, elderly, pregnant and parenting teens, and youth. It aims
to help them make better use of all their resources, including food stamp dollars, to improve
nutritional well-being,

Missouri began operating the WIC Farmers' Market Program with a grant of $13,000 for FY 94.

In March, approximately 350 persons attended the Regional USDA Hunger Forum in Kansas

City, co-chaired by Deputy Assistant Secretary Shirley Watkins and U.S. Representative
Alan Wheat (D-MO),

Allegations of food stamp fraud surfaced shortly after flood-emergency issuance began on
July 16, 1993. Approximately 7,400 applications were filed in Kansag City through August
12, with nearly $2.7 million in benefits issued to flood victims. A 4-day amnesty period
allowed fraudulent claimants to return stamps or make restitution; during the 4 days, about
$212,000 in stamps were surrendered, according to an article in the Kansas Clty Star.

Ongoing investigations and civil rights complaints (following termination of Jackson County
employees) are not yet resolved,
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VERMONT

- FCS Northeast Regional Office (NERO) and the Vermont
Department of Soclal Welfare have established a workgroup to identify ways of improving
Vermont's payment accuracy.

In 1993 an estimated 9,000 people participated in the Farmers' Market Nutrition Program.

In 1994, a study conducted by a private research organization confirmed the long-term
viability of the home delivery system for providing food to WIC participants, as well as the
strong support for the system from participants, advocates and the home delivery vendors.

Vermont has been selected and is operating a demonstration project to test more nutritious
foods in TEFAP.

Payment Accuracy - For FY 93 the State's regressed error rate was 11.40% which rendered
it liable to a sanction of $11,000. For FY 94 (through May) the State’s reported error rate is
5.06%. Since the regressed error rate is typically quite a bit higher than the reported error
rate, we could reasonably expect a regressed error rate in the 7.0% range - a four percentage
point reduction from 1993.

Staff from NEROQ's State Operations Section and Quality Control Unit met with
representatives from the Vermont State agency on August 31, 1994 to discuss FCS'
commitment toward working in partnership with the state agency to address the State’s
excessive QC payment error rate. At the mesting, the State agency agreed to form a
corrective action workgroup comprised of both stats agency and FCS staff. The workgroup
will not only analyze QC payment errors but will also develop specific corrective action steps
that should be taken to effectively reduce payment errors. A follow-up meeting between the
Regional Office and the State agency is planned for November, 1994.

FCS Statistics for Vermont - The total Federal cost of FCS food assistance programs in
Vermont during FY 1993 was $61.2 million. Amounts for the three major programs were:
Program Federal Cost Participation

(millions) (thousands)
Food Stamps $40.3 54 (monthly average, individuals)
School Lunch $6.9 44 (school day average)

wIC $7.6 15 (monthly average,individuals)
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WEST VIRGINIA

FCS Issues in West Virginia - The West Virginia Supplemental Food Program for Womea,
Infants and Children, (WIC) has submitted a state plan to request $68,701 in federal funds to
operate 2 Farmers’ Market Nutrition Program (FMNP) in Piscal Year 1994, This plan,
which is currently under review for approval and funding, will enable the state to operate a
FMNP in 12 counties, including Kanawah County (Charlaston). About 4,000 pregnant,
breastfeeding and postpartum WIC participants will receive $20 in FMNP coupons to
purchase fresh fruits and vegetables at authorized farmers’ markets.

West Virginia plans to integrate county 4-H and boy and girl scout clubs into the FMNP and
work with the Partners in Education program to gain business support for school efforts to
establish gardening projects.

West Virginia's most current food stamp quality control error rate for fiscal year 1993 is
13.83 which will put the state in sanction status, Last year the state’s error rate was 10,64
which was just under the national average. Prior o last year the state was sanctioned for its

high error rate three years in a row and is currently reinvesting those sanction amounts in
error reduction activities.

FCS Statistice in West Virginia - The total federal cost of food assistance programs in West
Virginia during fiscal year 1993 was $352 milllon. Amounts for the three major programs
were:
Program Participation

(millions) (thousands)
Food Stamps 5267 322 (monthly average, individuals)
School Lunch $37 182 (school day average)

WIC $24 43 (monthly average, individuals)
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WISCONSIN

FCS Tssues in Wisconsin - Diminished dairy product use in the school meals programs was
an important issue at a recent hearing before the House Agriculture Subcommitiee on
Department Operations and Nutriion, Wisconsin Congressman Steve Gunderson (R-WI)
used the hearing on the School Meals Initiative for Healthy Children (SMI) regulations to
claim that these regulations would decrease sales of dairy products and reduce income to
dairy farmers, Mr. Jim Barr, Chief Executive Officer, National Milk Producers Federation,
submitted testimony that the SMI regulations would decrease farm revenue by $450-600
million annually, driving thousands of family farmers out of business. USDA estimates do
not support such overblown figures, and show that the Impact on the dairy industry to be
minimal. SMI could be implemented in many ways by schools, and major reductions in

dairy are not anticipated.

Madison, Wisconsin, ig 2 designated Weed and Seed site. Currently, the caseload and
funding for the Special Supplemental Food Program for Women, Infants, and Children
(WIC) are adequate to serve any additional participants added as a result of Weed and Seed.

However, no Federal money has been specifically designated in the WIC Program for Weed
and Seed projects.

Milwaukee, Wisconsin, has implementad a total quality management approach to reduce
errors in the Food Stamp Program, A team of county, State, and Federal staff have joined
forces to increase program efficiency with the goal of lowering the error rate and receiving

enhanced Federal funding,
FCS Statistics for Wisconsin - The total Federal cost of food assistance programs in
Wiseonsin during FY 1993 was $403 million. Amounts for the three major programs were:
Program Federal Cost Participation

(milljons) (thousands)
Food Stamps $248 337 (monthly average)
School Lunch $68.8 44 (schoal day average)

WIC $45.6 94 (monthly average)
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ECS Statistics for Missourd - The total cost of PCS food assistance in Missouri during FY 1993
was 702 million. Amounts for the three major programs were:

Program Eederal Cost

(millions) (thousands)
Food Stamps $502 591 (monthly average, individuals)
Schoo! Lunch $87 510 (school day average)

WIC $54 112 (monthly average, individuals)
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To shift financial responsibility for providing welfare assistance to the States

and shift financial responsibility for providing medical assistance under
title XIX of the Social Security Act to the Federal Government, and
for other purposes.

IN THE SENATE OF THE UNITED STATES

MarcH 7 (legislative day, FEBRUARY 22), 1994

Mrs. KasseEBAUM (for herself, Mr. BENNETT, Mr. BrOwN, Mr. CraiG, and

Mr. DANFORTH) introduced the following bill; which was read twice and
referred to the Committee on Finance

A BILL

To shift financial responsibility for providing welfare assist-
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ance to the States and shift financial responsibility for
providing medical assistance under title XIX of the So-
cial Security Act to the Federal Government, and for
other purposes.

Be it enacted by the Senate and House of Representa-
t1ves of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the “Welfare and Medicaid

Responsibility Exchange Act of 1994,
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SEC. 2. EXCHANGE OF FINANCIAL RESPONSIBILITIES FOR
CERTAIN WELFARE PROGRAMS AND THE
MEDICAID PROGRAM.

(a) IN GENERAL.—In exchange for the Federal funds
received by a State under section 3 for fiscal years 1996,
1997, 1998, 1999, and 2000 such State shall provide cash
and non-cash assistance to low income individuals in ac-
cordance with subsection (b).

(b) REQUIREMENT T0O PROVIDE A CERTAIN LEVEL
OF LOW INCOME ASSISTANCE.—

(1) IN GENERAL.—The amount of cash and
non-cash assistance provided to low income individ-
uals by a State for any quarter during fiseal vears
1996, 1997, 1998, 1999, and 2000 shall not be less
than the sum of—

(A) the amount determined under para-
graph (2); and
(B) the amount determined under para-

graph (3).

(2) MAINTENANCE OF EFFORT WITH RESPECT
TO FEDERAL PROGRAMS TERMINATED.—

(A) QUARTER BEGINNING OCTOBER 1,
1995.—The amount determined under this para-
graph for the quarter beginning October 1,

1995, is an amount equal to the sum of—
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(1) one-quarter of the base expendi-
tures determined under subparagraph (C)
for the State,

(11) the product of the amount deter-
mined under clause (i) and the estimated
increase in the consumer price index (for
all urban consumers, United States city av-
erage) for the preceding quarter, and

(111) the amount that the Federal Gov-
ernment and the State would have ex-
pended in the State in the quarter under
the programs terminated under section 4
solely by reason of the increase in recipi-
ents which the Secretary of Health and
Human Services and the Secretary of Agri-
culture estimate would have occurred if
such programs had not been terminated.

(B) SUCCEEDING QUARTERS.—The

amount determined under this paragraph for
any quarter beginning on or after January 1,

1996, is an amount equal to the sum of—

(1) the amount expended by the State
under subsection (a) in the preceding quar-

ter
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(1i) the product of the amount deter-
mined under clause (1) and the estimated
increase in the consumer price index (for
all urban consumers, United States city av-
erage) for the preceding quarter, and
(i11) the amount that the Federal Gov-
ernment and the State would have ex-
pended in the State in the quarter under
the programs terminated under section 4
solely by reason of the nerease in recipi-
ents which the Secretary of Health and
Human Services and the Secretary of Agni-
culture estimate would have occurred if
such programs had not been terminated.
(C) DETERMINATION OF BASE AMOUNT.—
The Secretary of Health and Human Services,
in cooperation with the Secretary of Agri-
culture, shall calculate for ecach State an
amount equal to the total Federal and State ex-
penditures for administering and providing—
(1) aid to families with dependent chil-
dren under a State plan under title IV of
the Social Security Act (42 U.S.C. 601 et

seq.),
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(11) benefits under the food stamp pro-
gram under the Food Stamp Act of 1977
(7 U.S.C. 2011 et seq.), including benefits
provided under section 19 of such Act (7
U.S.C. 2028), and
(111) benefits under the spccial supple-
mental program for women, infants, and
children established under section 17 of
the Child Nutrition Act of 1966 (42
U.S.C. 1786),
for the State during the 12-month period begin-
ning on July 1, 1994.
(3) MAINTENANCE OF EFFORT WITH RESPECT
TO STATE PROGRAMS.—The amount determined
under this paragraph for a quarter is the amount of
State expenditures for such quarter required to
maintain State programs providing cash and non-
cash assistance to low income individuals as such
programs were in effect during the 12-month period
beginning on July 1, 1994.
SEC. 3. PAYMENTS TO STATES.

(a) IN GENERAL.

The Sceretary of Health and
Human Services shall make quarterly payments to cach
State during fiscal years 1996, 1997, 1998, 1999, and

2000 in an amount equal to one-quarter of the amount
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determined under subsection (b) for the applicable fiscal
vear and such amount shall be used for the purposes de-
scribed in subsection (e¢).
(b) PAYMENT EQUIVALENT TO FEDERAL WELFARE
SAVINGS.—

(1) IN GENERAL.—The amount available to be
paid to a State for a fiscal year shall be an amount
equal to the amount caleculated under paragraph (2)
for the State.

(2) AMOUNTS AVAILABLE.—

(A) FISCAL YEAR 1996.—In fiscal vear

1996, the amount available under this sub-

section for a State 1s equal to the sum of—

(1) the base amount determined under
paragraph (3) for the State,

(1) the product of the amount deter-
mined under clause (1) and the inerease in
the consumer price index (for all urban
consumers, United States city average) for
the 12-month period deseribed in para-
eraph (3), and

(i) the amount that the Federal Gov-
ernment and the State would have ex-
pended in the State in fiseal year 1996

under the programs terminated under see-

*S 1891 IS
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tion 4 solely by reason of the increase in
recipients which the Secretary of Health
and Human Services and the Sccretary of
Agriculture estimate would have occurred
if such programs had not been terminated.

(B) SUCCEEDING FISCAL YEARS.—In any

succeeding fiscal year, the amount available

under this subsection for a State is equal to the

*S 1891 IS

sum of—

(1) the amount determined under this
paragraph for the State in the previous fis-
cal year,

(11) the product of the amount deter-
mined under clause (1) and the estimated
inerease in the consumer price index (for
all urban consumers, United States city av-
erage) during the previous fiscal year, and

(1) the amount that the Federal Gov-
ernment and the State would have ex-
pended in the State in the fiscal vear
under the programs terminated under sece-
tion 4 solely by reason of the inerease n
recipients which the Sceretary of Health

and Human Services and the Seerctary of
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Agriculture estimate would have occurred

if such programs had not been terminated.
(3) DETERMINATION OF BASE AMOUNT.—The

Seceretary of Health and Human Services, in co-
operation with the Secretary of Agriculture, shall
calculate the amount that the Federal Government
expended for administering and providing—

(A) aid to families with dependent children
under a State plan under title IV of the Social
Security Act (42 U.S.C. 601 et scq.),

(B) benefits under the food stamp program
under the Food Stamp Act of 1977 (7 U.S.C.
2011 et seq.), including benefits provided under
section 19 of such Act (7 U.S.C. 2028), and

(C) benefits under the special supplemental
program for women, infants, and children es-
tablished under section 17 of the Child Nutri-
tion Act of 1966 (42 U.S.C. 1786),

in each State during the 12-month period beginning

on July 1, 1994.

(¢) PURPOSES FOR WHICH AMOUNTS May BE LX-
PENDED.—

(1) MEDICAID PROGRAM.—

S 1891 IS
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(A) IN GENERAL.—Notwithstanding any
other provision of law, during fiscal years 1996,
1997, 1998, 1999, and 2000 a State shall—

(1) except as provided in subparagraph

(B), provide medical assistance under title

XIX of the Social Security Act in accord-

ance with the terms of the State’s plan in

effect on January 1, 1994, and

(1) use the funds it receives under

this section toward the State’s financial

participation for expenditures made under

the plan.

(B) CHANGES IN ELIGIBILITY DURING FIS-
CAL YEARS 1998, 1999, AND 2000.—During fiscal
years 1998, 1999, and 2000, a State may
change State plan requirements relating to cli-
gibility for medical assistance under title XIX
of the Social Security Act if the aggregate ex-
penditures under such State plan for the fiscal
year do not exceed the amount that would have
been spent if a State plan described in subpara-
oraph (A)(1) had been in effect during such fis-
cal year.

(C) WAIVER OF REQUIREMENTS.—The

Secrcetary of Health and Human Services may

«S 1891 IS
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grant a waiver of the requirements under sub-

paragraphs (A)(1) and (B) if a State makes an

adequate showing of need in a waiver applica-
tion submitted in such manner as the Secretary
determines appropriate.

(2) EXCESS.—A State that receives funds
under this section that are in excess of the State’s
financial participation for expenditures made under
the State plan for medical assistance under title
XIX of the Social Security Act shall use such excess
funds to provide cash and non-cash assistance for
low income families.

(d) DENIAL OF PAYMENTS FOR FAILURE TO MAIN-
TAIN EFrorT.—No payment shall be made under sub-
section (a) for a quarter if a State fails to comply with
the requirements of section 2(b) for the preceding quarter.

(¢) ENTITLEMENT.—This section constitutes budget
authority in advance of approprmations Acts, and rep-
resents the obligation of the Federal Government to pro-
vide the payments described in subsection (a).

SEC. 4. TERMINATION OF CERTAIN FEDERAIL WELFARE
PROGRAMS.

(4) TERMINATION.—

«S 1891 IS
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| (1) AFDC.—Part A of title IV of the Social Se-
curity Act (42 U.S.C. 601 ct seq.) 1s amended by
adding at the end the following new section:
“TERMINATION OF AUTHORITY
“SEC. 418. The authority provided by this part shall
terminate on October 1, 1995.”.
(2) JOBS.—Part F of title IV of the Social Se-
curity Act (42 U.S.C. 681 et seq.) is amended by

adding at the end the following new section:

TN oRENNe <IN B e R N S ¥S N

“TERMINATION OF AUTHORITY
11 “SEC. 488. The authority provided by this part shall

12 terminate on October 1, 1995.”.

13 (3) SPECIAL SUPPLEMENTAL FOOD PROGRAM
14 FOR WOMEN, INFANTS, AND CHILDREN (WIC).—
15 Section 17 of the Child Nutrition Act of 1966 (42
16 U.S.C. 1786) is amended by adding at the end the
17 following new subsectio-n:

18 “(q) The authority provided by this section shall ter-

19 minate on October 1, 1995,

20 (4) Foop sTAMP PROGRAM.—The Food Stamp
21 Act of 1977 (7 U.S.C. 2011 et seq.) 1s amended by
22 adding at the end the following new section:

23 “SEC. 24. TERMINATION OF AUTHORITY.

24 “The authority provided by this Act shall terminate
25 on October 1, 1995.7.

26 (b) REFERENCES IN OTHER LAWS.—

*S 1891 IS
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(1) IN GENERAL.—Any reference in any law,
regulation, document, paper, or other record of the
United States to any provision that has been termi-
nated by reason of the amendments made in sub-
section (a) shall, unless the context otherwise re-
quires, be considered to be a reference to such provi-
sion, as in effect immediately before the date of the
enactment of this Aet.

(2) STATE PLANS.—Any reference in any law,
regulation, document, paper, or other record of the
United States to a State plan that has been termi-
nated by reason of the amendments made in sub-
section (a), shall, unless the context otherwise re-
quires, be considered to be a reference to such plan
as 1n effect immediately before the date of the enact-
ment of this Act.

5. FEDERALIZATION OF THE MEDICAID PROGRAM.
Beginning on October 1, 2000—

(1) each State with a State plan approved
under title XIX of the Social Security Act shall be
relieved of administrative or finanecial responsibility
for the medicaid program under such title of such
Act,

(2) the Seccretary of Health and Human Serv-

ices shall assume such responsibilities and continue

*S 1891 IS
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to conduct such program in a State in any manner

determined appropriate by the Sceretary that is in

accordance with the provisions of title NXIX of the

Social Security Act, and

(3) all expenditures for the program as con-
ducted by the Secretary shall be paid by Federal
funds.

SEC. 6. SECRETARIAL SUBMISSION OF LEGISLATIVE PRO-
POSAL FOR TECHNICAL AND CONFORMING
AMENDMENTS.

The Secretary of Health and Human Services shall,
within 90 days after the date of enactment of this Act,
submit to the appropriate committees of Congress, a legis-
lative proposal providing for such technical and conform-
ing amendments in the law as are required by the prowvi-

stons of this Act.

*S 1891 IS



Welfare and Medicaid Responsibility Exchange Act of 1994
by Senator Nancy Landon Kassebaum
March 7, 1994

Mr. President, later this year the Senate will take up the issue of
welfare reform. I know this is a high priority to the chairman of the Finance
Committee, Senator Moynihan, and many other members on both sides of the aisle.

While welfare reform has gotten much less attention than the current
debate over health care, I believe the need to act on this issue is at least as
important and as urgent. Today, I am introducing legislation to help address
this concern.

Without question the current welfare system has helped feed, clothe,
house, and educate millions of children. It also is without question that we
have done so at an enormous price, not only in terms of money but in terms of
creating a dependency that has lead us in the wrong direction.

With the best of intentions, we have tried to protect children from
material poverty. In the process, we have helped trap too many children in a
different kind of poverty--where personal responsibility, individual
initiative, and a sense of belonging to community have no real meaning.

The real tragedy of our present welfare system is not the questions it
constantly raises about the misuse of taxpayers' money--important as that
concern is--but that the present system is failing children and families.
Welfare was never intended to become a way of life, but in too many cases that
is the reality we now face.

After 60 vears and hundreds of billions of dollars, federal welfare
efforts still have not won the war on poverty. Today, one out of five children
live in poverty. Five million families with ten million children receive
welfare assistance. Each year, a half million children are born to unwed
teenage mothers, the vast majority of whom will end up on welfare.

The trends are clear, and they are not good. They suggest we already have
lost a large part of the present generation, and we will lose even more of the
next. That is why I believe the stakes in weifare reform are extremely high.
OQur failure or success will determine, to a large extent, whether millions of
children get a fighting chance to lead healthy, responsible, productive lives.

Unfortunately, the history of our repeated attempts to reform welfare
demonstrate that good intentions never guarantee success. If we want to
succeed this time, and I believe we must, then we must go beyond patchwork,
piecemeal change and fundamentally rethink our approach to helping families
with children.

For me, the first basic question to be addressed is not how to reform
welfare, but who should do the reforming. I believe a critical flaw in the
present system is not only a lack of personal responsibility--it is a lack of
responsibility at every level of government.

Our largest welfare programs today are hybrids of state and federal
funding and management. The states do most of the administration, within a
basic framework of federal regulation, while the federal government provides
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most of the money. The result is a hodgepodge of state and federal ruies and
regulations, conflicting eligibility and benefit standards, and constant push-
and-pull between state and federal bureaucracies.

This may suit the needs of government bureaucracy. It clearly is not
meeting the needs of children in poverty.

The first step toward real welfare reform, I believe, is to make a
clearcut decision about who will run the plan, who will have the power to make
key decisions, and who will be held responsible for the outcome.

The legislation we are introducing answers that question: It would give
the states complete control and responsibility for Aid to Families with
Dependent Children, the food stamp program, and the women, infants and children
nutrition program. In order to free state funding to operate these programs, I
would have the federal government assume a greater share--in some cases the
states' full share--of the Medicaid program.

In budget terms, I am proposing a straight swap. The states assume all
funding for welfare and the nutrition programs and pay for it with money they
now send to Washington for the Medicaid program. The federal government keeps
funding it now provides to the states for welfare and food programs and uses it
to further reduce the state share for Medicaid. No state would lose money and
neither would the federal government.

For example, in my state of Kansas, the state share of Medicaid this
year will total almost $390 miilion. Federal spending for AFDC, food stamps
and WIC will total about $267 million. Under this legislation, the state share
of Medicaid would be reduced to about $123 million. That would free up the
$267 million in state funds to take over the entire federal share of AFDC, food
stamps and WIC.

Nationwide, state payments for Medicaid that now total about $62.3 billion
would be reduced to about $21 billion. The balance would be kept by the states
to take over the roughly $41 billion that the federal government spends for
welfare and the nutrition programs.

In terms of government responsibility, this approach would for the first
time draw a clear line between the states and Washington. It would fix
responsibility for welfare at the state level--with no federal strings
attached.

It also would begin the process of making the federai government
responsible for Medicaid--an issue we already must address in health care
reform. The explosive growth in Medicaid costs is a major cause of budget
problems at both the federal and state level. C(learly, we must overhaul this
program, and I plan to introduce legislation soon to lay out my own views on
Medicaid reform.

I believe the exchange of responsibilities proposed in this bill makes
sense for two reasons.

First, giving states both the power and the responsibility for
welfare--with their own money at stake--would create powerful
incentives for finding more effective ways to assist families in
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need. Nearly half the states already are experimenting with welfare
reforms. This would give them broad freedom to test new ideas.

Second, I do not think Washington can reform welfare in any
meaningful, lasting way. The reality is that we cannot write a
single welfare plan that makes sense for five million families in
50 different and very diverse states.

Washington does not have a magic answer to the welfare problem. The
governors and state legislatures have no magic solutions either, but they have
the potentially critical advantage of being closer to the people involved,
closer to the problems, and closer to the day-to-day realities of making
welfare work.

In this case, I believe proximity does matter, perhaps powerfully so. One
of the most important factors in whether families succeed or fail is their
connection to a community, to a network of support.

For some families, this is found in relatives or friends. For others it
might be a caring caseworker, a teacher or principal, a local church, a city or
county official. These human connections are not something we can legislate,
and they are not something that money can buy.

True welfare reform will require a renewal of local and state
responsibilities for children and families in need. [ believe that can only
happen if the federal government steps aside and allows the states to get on
with this work.

Mr. President, I ask unanimous consent that a summary of the bill and the
text of the bill appear in the Record following my remarks.



BASIC INFORMATION ABOUT
THE KASSEBAUM SWAP PROPOSAL

WHAT IS BEING "SWAPPED:"

The basic purpose of the "swap" proposal is to transfer responsibility
for welfare assistance programs to the states, while beginning the process of
shifting responsibility for Medicaid to the federal government.

WHY THE SWAP IS THE BEST APPROACH TO WELFARE REFORM:

States are in a much better position than the federal government to make
determinations about programs providing cash and noncash assistance for low-
income individuals and families. In the past decade, most, if not all, of the
innovation in the area of welfare reform has originated at the state and local
levels. The number of waivers of federal mandates, regulations and rules
being requested by states demonstrates a number of significant things:

There is a need to change the currently federally mandated system
of welfare assistance because it is not working well.

Federal rules, regulations, and mandates have become a barrier to
operating effective welfare assistance programs.

In the past decade, the momentum for restructuring the welfare
system has been generated by the states--the innovations that are
being discussed in Congress and by the administration are the result
of state efforts to devise and operate more effective welfare
systems.

States need the flexibility to adapt their basic assistance programs
to better meet the needs of individuals and families in need of
welfare assistance.

Economic conditions, employment, educational and training
opportunities, and available support services vary widely among
states--a "one-size-fits-all" federal welfare assistance program is
not able to adapt readily either to this diversity of situations or
changing conditions.

In contrast, the federal government is in a better position to devise and
administer basic health care services for low-income individuals and families.
As the health care reform debate has demonstrated, there is a need for the
development of a broader view of health care financing and service provision--
an appropriate role for the federal government.
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KEY PROVISIONS OF THE "SWAP" PROPOSAL:

° The states will assume full fiscal and administrative responsibility for
the Aid to Families with Dependent Children (AFDC), food stamp, and
Nutritional Assistance for Women, Infants, and Children (WIC) programs.

. For five years, there will be a maintenance-of-effort requirement that
funds currently obligated by states and the federal government for these
programs be used to provide cash and noncash assistance for low-income
individuals and familjes.  States will have the responsibility and
flexibility to design and operate assistance programs without federal
rules, requlations, and mandates.

. In return, the states will receive a federal supplement to the state
share of Medicaid expenditures equal to the amount currently spent by the
federal government in a given state for AFDC, food stamps, and WIC
(adjusted annually to account for changes in population and inflation).

) State Medicaid benefits and plan options will be frozen at the
January 1, 1994, levels. In the process of redesigning state welfare
systems, states may change Medicaid eligibility as long as the aggregate
expenditures for the state do not grow faster than the projected costs
for Medicaid under the current law.

. After five years, the federal government will assume responsibility for
Medicaid (or its equivalent under a new national health care plan).
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2,199,185,113
180,416,284
765,013,702
58,120,379
162,597,677
672,781,094
65,170,530
(25,394,655)
2,662,293
596,099
831,655,351
553,555,890
98,914,649
122,477,019
(126,751,520)
261,479,102
120,004,330
571,059,021
1,434,733,526
407,928,795
566,512,806
(296,103,440)
201,898,154
(762,644)
90,831,972
84,066,780
378,072,043
1,547,928,786
(165,053,559)
7,808,514,923
291,458,719
3,233,138
310,333,585
(204,054,384}
(3,411,346)
1,325,221,634
15,573,354
194,181,827
(160,792,030)
10,549,525
270,439,698
(113,141,189)
(63,082,466
17,995,228
(29,321,871}
293,907,861
350,715,838
(95,015,261}
357,404,619
(4,048,744

21,012,406,118



