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rtarnet f. Coleman 
Texas House of ReprcsenoniveS'MEMORANDUM 6) 
DistriCT 147 

To: 	 Bruce Reed. Dire.;tor of Domcstic Policy Council, 
The White House 
Attention: Kathy Nj:'~ 

From: 	 Gamet Col••rna" 
Texas State Re.~sen.tatj.vc, DiStrict 147 Houston 

Re: TIES 

Date: March 25.1997 

VIA FACSV.ffi.E 

&nclosed please find the information we discussed. The Austin American 
Statesman article clearly refleclS the concerns the state legislalu,,: has 
regaroing the Texas Integrated Enrollment System (TIES). The Workforce 
Development Oversight Committee Repon sbows lhe problems with the 
agency''; creation. I have also included an explanation of the altemRlive 
Department of Hum"n Services (DHS) streamlining initiative and the State 
Auditor's summary ofthe Protective and Regulatory Services (PRS) 
automation. Ifyou have allY other questions or need further explanation of 
these documents, please do no! hesitate to contact me at my office at (S!2) 
463'()S24 or you may page me at (713) ~~!.7979. 

Thank you. 

Member: 
House Appropriations Committee 
House Committee on Public Health 
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Doubts build about welfare proposal 

• Legislators question 
turningpiocess over 
to private companies 

•IIYS-•• GAM_ 
~ScI!I:srna"~ 5nJ1'I' 

It bepn as. lew l!urocI!ous par.!. 
zraphs tueked into a mulrtpage. 
mwtk1tftumsional "elfare rtfOrm 
bill. Leoislat"", "",,!'Who_Illy
1_It !hell' Slamp or_'IIL 

Tlvmtbt __ thallBlkedrtf 
~andcnt!lno""" bIo.
$orned into a,erandtosa welCare ex_ 
petimtnt 'Tb the cbqr:in of some 

Is orowin8 In the LegioJalUn! over
tho pro,..,..._ 

"I've been suppome of prtva· 
tlzllUon when It II'1akes sense, 
when there are cost sav1ngs, and 
WI can perform abetter service for 
the slat.." said Rep. Rob Jutlell, 0
San Ansolo, House AppropriaUons 
COmmitte« ebairman. "I'm not 
surv that's: true In this case." 

Rep. Garnet Coleman. D-HQw
ton. said the objeetjve ot the lee
lSlation thai ._ tho proposal 
-to stmp11t'y the way1'eunsBtgn 
up forweltare and other benefits 
- has been last in the push to eo 

spect that this Is a Lea:lslaUve 
Issue:' 

Sen. BID Ratlitt R·MOlmt p~ 
...~ saidhe supports _.runc' 
tians over to the privata sector ifR 
saves taxpayer money and catI be 
dol1e more etnciently. But he alto 
bas questioned w~ the state 
would save mm In the l~ run If 
it does not deal With ~ {or-protlt 
_yo 

Walling on Wasldngtoo 
Bullock said ht: doesn't think 

Texas should move alteIld with the 
experiment unlli tha federal eo· 
verDlD.ntap~~~1t 

''''l'M:re l.s too much at stake at 
thls 10 llo _.on I~"Bullock 
said, "I've read a lettEr (from the 
fedml1 f:Ovtmmen.t) that was sent 
in hen.. and it cut enoulh ques
tion in my mtnd that now ts the 
t1r:ne to ;top. look and Ustm bef'ore 
we jump into this." 

Bush rcma.1ns committed to the 
ormuct and to umueh private~' 



~1)~'SOCiafServic:t1 money. 
,.elCaS nttds fedtral approval of 
,the project bIIfore bids om. be I1i"qu_. 
~dauIIIs 
, The _ of I<dml ••proval15 
one of man)' concerns about the 
project Consid.:r what else 1$ 
workJ.ng atainSt It 

.Some lawmakers bellavt: the 
tertslat'Ute nevtr endorsed tum
tnt O\IV 8ovemmmt-ru.n wel.f.lire 
services tQ<prtvate r:ompan,b,s. 

• "nl01.l$ll.J1ds ofstate tmplo)1f6 
cctiJd lose their job$ and. numar. 
!.iUS ,tate otilceS could be closed. 
someU:tlnSmany1a~don't 
want In their dlstricts, 

http:workJ.ng
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DBS STREAMLL~ING INITIATIVE 

The OIlS initiative is d~i)4l.l.,:tl Lo streamline pubUc assiStance pro2f'lJlls in.an effort to cut 
~sts, reduce fraud, i.rn;f~ cffi\;icm.:y and ::"1rongly cncourage.:~I"ork while provil'line 
tcmpotarY ASsistance ifllCtded. Liuk.in~ appropriate sta.t~ a~encie$ (such as OMS. TWt~, 
AG-Child Support Enforcement. TDH, cle.} will W,o save time and eliminate duplication 
by allowing people 3CCking aid to be !!iimultaHe{!u~ly :.t.:rccrrnl for services otrered by 
different ageneics, Til<: DIIS initiati•• will: 

• 	 Improvt: clieut )Uiliif4CUon and access to services through a sin£le pmces,t; WiTh 
multiple access poiu\:,. A virtUtil t,lne-srop concept will provide a state~of~the-al't 
integrated system thlll ~ a single application process that can be acceS5ied ftnm thi! 
client'!'i boUle, one :!!tu)J f,;r:m~ local rajth~based and charitabl¢ 2fQUpS, local 
providers, hospitals, UUI..!.iutllwme's and other locations via telephone. computer 
tct'l'ninal Or fact:-to..face C"tlCawlle(, Ni!4lL llI1d weekend availabilitY will bener meet 
the need!! of the workins: WI1lll1UOit,f The pHJ!';C:!S will ~phasize and reward work 
nn4 personal rc~ponsibility. 

• 	 Maximiu ~mdcu\:y lluuugh a smamtl.ned reengineered process that e!imil'la1e~ 
duplieatt; data cvllectivu, rr;tll.!cl:s fraud, tedut:es time per case. allows flexibility to 
meet local comrumuty neeth i1w.l for Iwal options related. {O waee supplementation. 
t:hiJd care and other benefits lU Ii !!wltlilUlc fur cash assistance. and optimizes 
employment and eligibility cxpeltis¢, By wrnbinin~ the best of both the public and 
private sectOt$, the State's investment iu ;)1.a.IT. hanlware and faclUdes will be 
pro~tcd whllG leveraging private sec101 (Ccl!I\I.doj;lY aruJ .service ~penlse. Sala.n.eina: 
the experience of the public ~bJr with tho: 111110vatiQu of lllC pri;ta~ sector will build 
on the- strGngW ofboth to create.! !)'$t<:m that reAlly wO.lk~. 

• 	 Increase reSpOtdit VCU~:i lUlU iiCCOuntability by employing a system that track!' and 
reports 011 the PU.')SL~ of f)ru~nllns. Detailed.1nformatlon On where Texas dnlJaN: 
are goine, who i:s receiving ~i:su;!,mx. :tnd the efficiency of the implementation and 
ongoing J'roc:e!l!lo ""'U allvw prObtCllli to ue WQ\!,(:u quickly, prov1d,e information for 
public policy dccuioIU and measure results ami 1K1f!JHUaQCC oul;;omes. 

• 	 Te~ willl<::ad the nation in meetinK federal welfare reform requirement~ fnr,:l 
ceultal clienl rc:~islI)' b)' expandlni the capability ofthe State's Integrated flMll Hl'Ise 
Network.. TIll:i l,:apabililV will Q:ivc atcess to client democraphlc. screening and 
referral data to ~U apptup.datc a!,cncic; <tnt! legislative inqUiry access 10 facilitate 
alternative: policy dcVI:loptnc:ut scemuiu~. 
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KEY ASSUMPTIONS 

• 	 DRS can enter into 1'1 C('Intn\ct with a private contractor for Call I Mail Center 
operations, develnflmenf nfproenrement ®cwnents, and technical oversight without 
further competition 

• 	 DHS will implement a comprehen~ivl'!: mmsition plaCement program that will provide 
the maximum amount of assistanct.: )'O:tl;ihll'! in helping suffndversely impacted by 
til;(tmcy downsizi..aa: secure employment a.. qniek'ly I'I~ possible 

• 	 Slarl date of9/J/98 for application development {co('hnS' intludes tim~ for 
wUlPctitivt: proeurcment ofapplication development ann h::miw?re and educ<l.tion of 
thl; ~w r.;unlmCtof to rcenllineered processes 

• 	 C(»Il vC l:Icvt:~ packaie (insl.lI'aJl« continuation. retention j"Iay} nl)t included in 
~'uj¢c~ oo~lj , 

• 	 DRS t:Wnilli:;LruLivt' structure will be subsumtlally changed to rupport Tht'. new 
bUiillr:~~ opcnrutm 

• 	 The cw rem 10 re}!;ion adminlstt<Uivc structure wiiI be realitned.to a Ii au:a 
4dm.inlsttali lie; ,'itnu::turc 

• 	 Lcgislativ¢ I'lUtllVlttJ W ,,411~IIt:ases and close offices v4H need to be obtained HI' 

front 
• 	 Current ,servi!Z.<: locations (448 pirrmanent locations and 35 itinerant locations) will he 

reduced to 221 permanent sef"i.ze IV\,;i:1tiulb aud 84 itinerant loca:tions (Closures FY 
OO-J7,FY 01-46, FY 02 -98) 

• 	 Ali service i<X:AtiolU wiU be c.onfigured to CUlUply wIth 1$3 Squa:('e foot reqUirement 
and will optimiz.c oppot1.\1l1iti<:s for collocation 

• 	 Legislative Z!.uthority to tram&! fUnd~ within DRS llIJl)tvDfiation to pay for 
opplicntion development. teclmiClll infr~tru.;N.te i1mlllu.rJwH[1: will be obtained 

• 	 The a.ppliclltion dc,"oclopmcnt lU'Ui hardware 'Will be compeuli ... cly pro1:ured in a sin\:le 
offering cQnto.ining both htlrdwlltC tnd application dcvdopm<:nt. TIle iiW'4filcu vendor 
will be paid in. insu11menta tied to eliep.t uP.g!;, 

2 


http:infr~tru.;N.te
http:sef"i.ze
http:realitned.to
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Work in Progress 

a report by the 

VVORKFORCEDEVELOfMENT 


LEGISLATIVE OVERSIGHT COMMITTEE 


to 

THI!: GOVERNOR, 


THE LnWTENANT GOVERNOK AND 


THE SPEAKER OF THY. ROliSE OF REPRESEN'I'AnVES 

OF THE STATE OF TF.XAS 


December 31. 1996 

SENATOR RODNEY G. ELLIS, CHAIR 

REPRESENTATIVE RENt O. OLIVEIRA, VICE-CHAIR 


SENATOR ROYCE WEST 

REPRESENTATIVE KIM BRIMER 


REx M<.:K1NNEY 
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WORKF"ORCE DEVELOPMENT LEGISLATIVE OVERSIGHT COMMI'I'TEE 

Si:HAlt)R ~ WUT 
Rt;'-RCSEH'J'ATf\I'( I(fM 8Rt~m 

MA.Tn4tw OOW'C 
AOC MCM:WHC'W' 

I 

December 3 I. 1 \l96 

Thcl1ooorabl. George W. Bush 
Th. Honorabl. Bob B~lIo<k 
The Honorable Pete Laney 

Gentlemen: 

The WQrkfOTCe novelopment Logisloti.. Ovmlght Committ•• is pleased to present ilS 
"'port pursWlllI to cila:!Ie. in 1:10_ am 1863. SECTION II.02{b). 

Respecrfully submitted. 

~. fL· O. O~ 
Senator,Rodney G. Ellis Representative Reno O. Oliv.i", 
Cbair Viee-Cbair 

(Sen. Wesr was nor 
pre,en! 10 <ign this page, bUI (Rep. Brimer submitted lb. 
1m i!JlPTOveri the filII !!!l!!l!n Jetter in Sectinn M 
Senator Royce We$! kepresentative Kim Brimer 
Member Member 

(Mr. MeKi.... eywllS not 
preSent to sign this: page, but 
Il!!up~ll.port) 
R.-x McKilllley 
Member 

p,o. 1kI. AUfI'I"!w. 1irua ..,.1!t7H~7,I:e1\IZIZS. CUonlK, ""."fIIN ... 
1='...,,&: aI2/«&3-,.ao • ';""'1 SllU..olIIIIS·OI:07 ~ hotft... I!'t; H::(l' ...a..-__ac.l.ta,c_u ...,.",n.nu... 

http:aI2/�&3-,.ao
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WHY REFORM? THE FORCES FOR CHANGE 

Three distinct forces converged to hring ahou~ Texas' workforce reforms. nle hodgepodge 
of r.d...Vs.... progr..... cobbled ,ince the 1960, could not withstand the combineu 
prcssllll» of globoleompetition, widespte.d dilsati,filc.ion wi!b jnh ira!n!ng and employmeDl 
progranu, and the: shift to a new federalism. 

Advances in inruJl.muiou technology and ~om.municatjons thrust Texas and Tex.ans--and 
(heir counterpartS nationwidHlItu II global c,onomy. where businesses and workers are as 
likely to find their competitors across continent, as aCfQ$S IOW~, 

As policy makers and ~ generall'llhlic realized tbat technO!OiY had. cball~ed the DaNte of 
work fundamentally and tbr!ver and th~f jnh.1I which pay a livin&: wage lequire more 
education Md graler skille than in the past, there grt'!'w hoth a sense ofdissatisfactiuD willi 
pub!ic education and a peT<i.ptlon that public job training and employmenl programs were 
ltot doing their job,. 

LEGISLATIVE I'RAMEWORK FOR REFORM 

The convergence of thest' three tOree:~ provided the impetUs for systemj" federal and Statc 

reform ofworkforce development afforts. 

F .deral proposals gcncrslly consolidated the categorical job trilini.g and employmenr 
progr4ms. 1110ck granted funding to. the states end provided relief from the more onernus 
federal wOrkfare. law" I ules and regulation" Feder.l ",(OlIn .ffo"s. unfortunately, 'tall.~ 
in the Ja...r Congress, 

Workforce reform in Texas bee;an with the passage of Senate Bill 642. the Workforce and 
Economic Competitiveness Act of 1993. a",rl continued during the next legislative ,ession 
with amendm<nts to House Bill 1863. the wollitre refonn measure which bec",... l.w in June 
1995, • 

Texas' rcf(Jnn~ were predicated on $imitlU'reforms at tb. fed:cnlleveJ, but the failure of 
fedetal refonns should not b< allowed to ,ink Texas' fledgling workforce system, 

Forging II Statewide Workforce De,velopment System 
Together S,D, 642 And H.D. 1863 forge an in'.grored ",•.wide worl<force development 
.sy5l<m out of tlte IDyriad job txaining programs which previously operated independently of 
one another. wilhuut au ovemching mission and without common purpose. 
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A bener system is, however, simply a bener means to Texas' larger goal: making Texas a 
state where employers create high·skill, high-wagejobs, where residents have the knowledge 
and training to fill them. and where everyone e.njoys a high standard of living. 

Decisions about implementing the new system should therefore be made in this context. State 
officials and local boards would serve Texas employers and residents well if they first asked, 
Does Ihe proposed change cOIlIrl'bule to making TlUas employers more compel;I;"" or to 
prepaYing Te:t4S workitrs for high-skill. high-wagejobs? 

THE GOAL OF TEXAS' NEW SYSTEM 

S.B. 642 and H.B. 1863 delineate roles and responsibilities, set limits, define governance and 
management struClW'es, and parcel out the funds to build an integrated workforce system that 
will better serve employers and residents. A better system is, bowever, simply a better means 
to Texas' larger goal: making Texas businesses and residents more productive and therefore 
more competitive in the gJobal economy. 

In other words.lbe goal is to make Texas .·state where employers create high-skill. high
wag. jobs, where residents have the knowledge and training to fil! them, and where everyone 
enjoys a high standard of living. S.B. 642 and H.B. 1863 create a system which supports 
getting there, but the system itself should not be<:ome the end of the state's workforce 
initiative. 

Dancing Toward the Vision 

Though structured and legalistic in setting the parameters ofTe"••' reformed system. S.B. 

642 and H.B_ 1.863 also choreograph the broad outlines ofa new statellocal workforce dance, 

one that keeps the economy humming and makes room for all Texans to share in the 

prosperity. , 


Though unwritten. this cboreography transcends the rules and regulations. It lays out a vision 
of sweeping movement. ofpartners moving in Step to the same rbythm. ofa dance which: 
• Eliminates artificial boundaries between programs and streamlines administrative costs. 

• Opens access to everyone. 

• Offers services tbat make a difference in people's live•. 

• Connects training and employment to real, well-paying jobs. 

• Provides employers an adequate supply of qualified workers•. 
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• 	 Makes workers lifelong learners who earn living wages and whose education and skills 
keep pace with technology. 

Moving with Principle 
This dance moves in accordance with s.vetal underlying principles, principles state officials 
and local boards should follow.s they design and implement Texas' integrated workforce 
delivery system. In order tbat it berter serve employer and resident needs. the neW system 
should: 
• 	 Offer universal.cc_ss, opening aceeSS and information to all employers and residents. 

not just Ibe unemployed or economically disadvantaged. ' 

• 	 Be customer oriented, operating with.• "services first" philosophy Ibat puts decisions 
about services and quality in Ibe hands ofcustomers. 

• 	 Be demand driven, recognizing that high-perform.nce employers Create and controltbe 
jobs of the future. 

• 	 Maintain a high-Skill, high-wage focus, targeting special services !o employers who 
invest in workers and reward them weU. 

• 	 Take. systems approach to service delivery, asking about every activity and decision, 
What dqes it contribute 10 meeting employer and resident needs.' 	 . 

• 	 Customizes services to customer needs, assessing those needs objectively and addressing 
them creatively, 

• 	 Is outcomes based and accountable, focusing on l'erfonnance and results, 

ROLES & RESPONSIBILITIES IN THE NEW SYSTEM 

By starute. tbe roles and responsibilities for implementing Texas' integrated workforce 
system are divided among Stale and local governments. Over lime, the state's new system 
will give local areas unprecedented freedom and responsibility 10 operate their workforce 
programs, but the ftont-end job ofsetting up the statewide integrated workfore. syStem fell 
largely to the Texas Workforce Commission, 

As if tbis alone were not challenge enough, the commission was given responsibility for 
building itself as a new state agency at the same time-while also continuing 10 deliver 
services without interruption. The commission faced a monumental task even before it had 
leadership or staff. 
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Workforce Development in Texas Makes an About-Face 
[t is the integration ofprograms into a single system tbat poses the grealest challenge [0 the 
Texas Workforee Commission. The parad,igm under which services are provided to 
cllSlOmers must make a radical sbift. Employment and training programs for too long tried 
[0 sell what they had available, Adopting a cuslomer-oriented approacb-imposing the same 
market forces on Texas' workforce development system Ihat [he system's .customers f... 
every day-represents an about-face, 

, 

STATUS OF IMPLEMENTATION To DATE 

Cbanges of. tbe magnitude envisioned for Texas' workforee system win take years. While 
much remains to do, mIlCh has been accomplished in the 18 months since H.B. 1863 passed. 
in June 1995. 

The swe bas made significant progress toward fulfilling its responsibilities. 
+ 	 The governor designated 28 local workfon:e development areas and appointed workforce 

commissioners as well as members orlb. Texas Skill Standards Board. 

+ 	The Texas Council on Workforeeand Economic Competitiveness drafted and the 
govemor approved a strategic plan with sta1eWide goals! objectives and core performance 
measures. 

+ 	The' Texas Workforee Commission is up and running as a new Slate agency. 
Commissioners have been appointed and key management positions filled. The 
commission bas transferred 28 programs from 10 different agencies. made progress 
toward an integrated management structure organized along function.llines and begun 
developing tbe necessary management control systems to ensure accountability and 
performance. 

Local areas have also made significant progress in the process that hegins with their forming 
local workforce development boards and cubninates in their receiving formula allocations 
offunds. 

As ofDecomber 20, all but four oCthe 28 workforce areas had submitted applications for 
board certification. Twenty-two boards had received certification by the governor. In 
additiOn, two areas had submitted strategic and operational plans. and another had submitted 
• strategic plan, 
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START-UP PROBLEMS 

Not surprisingly. most of the prohlem, cited in rhls repon r.flect the chaDens. of 
simultaneously establishing a new state agency and a new stareJlOc3:1 service delivery ~y~tem, 

Getting ,,'Slow Start 
The .tate was slow to get moving On f~""i.g!heT..as Woridbrce COmmission-appointlng 
commtssioncr~ hiring the executive director and filling key management staff 
pO.'Jition5-·c:nd recent staffrumover may aJ$O slow progrt'St. 

Giving Conflicting Instructions 
Beca.use the Texas Workforce C.ommlRtoinn haJ: not instin.ued a systematic proce!)S fur 
developing and tram;rnittins poliey di.reetives--«nd ot,he( in~ormation---it bas given 
conflicting instructions and sent mixed signal' to its own staff and ()the~. 

Offering Minimal Help, Limited Guidance 
The commission offered local.rea. minim.1 h.l~ and limited guidance in tile fUImaliun of 
local bauds, 

Limiting Local Flexibility' 
A policy determination by the 1.1. S, Department of Labor bas prevenred th. formula 
ullOtation of EnlPloymenl Se",.,.. dollar, to local workforee boards. Not bl""k gntuling 
these funds 10 local board. willllmit their flexibility ro de<ign and operale service delivery 
systenu _offering universal ace.,s$. To date the Texas Workforc:e \.ommtssion has been 
unsucce.ssful in. obwning approvnl to fannula allocatt- Employment Services rnoni~. but 
negotilllivrlS continue. 

LONGER-TERM IMPLEMENTATION CONCERJIIS 

Lead"", ot the stat. and local levels and in tile business and labor communities report ••vetal 
concerns about longcr~term implementation issues which may obstruct future progress. 

At tbe State &. Local T .evels 

CATECORICAL TmNKlNC CO~'TINU£S CATECORICAL PRor.R4MMJNG 
Each revision of th<: Texas WoMoh::e. CQmm.iuion'$ orgAnuationaJ chan $hows me 
fWK:tkmal integration of services has progressed. hut conflicting cultures are evident .among 
staff t.ramifcucd from different categorical progrnrns. Not eVident, however, is any indication 
the eommission is takiug steps to help staff escape their eotegoricnl boxes and take a broader 
view. Categorical thio..k.ing t.;(.Iuliuuts CIltegork-al programmin~ jeopardizing the 
commis~ion's chances ofbundfn.e: an integrated statewide system. 



P. 004 

FWERAL FIF.'IDING SILOS CO~PLlI.:A·" REFORMS 
Texas can implement an integrared workforce ~ervices delivery system without federal 
workf"",. ref".",.. but the job will b. barder.As long as fedellll funds target 'pc<ific groups 
and limit allowable servil;es, Texas is denied the fTc:cdom to set ib own workforce f"uding 
priorities and design creative. appropriate solutions to employers' and tc:siilwts' workforce 
problems. 

PERFORMANCE PRESSURES E:vcoIJRAGIC CR£AMINr. 
The tendency in systems held accountable (or ~ucing results is to seNe those wbo need 

the !ea... hel". tn "cream" the he<t candidates 011' the top. How dot< • workforce system th.! 

promises univemJ access to residents ",d higb-quality workers to employe", avoid this and 

.....rv. r.,ource, for tho,. with multiple barrio,. to employment? 


WELFARE REFORM TIUlEATE:'oIS WORKFORCE REfORM 

Wclr81c n~:form nips the i:ssuc ufcreamin& over and rafSes the specter ofwelfare reclpic:nr~' 


crowdina: out everyone else wbo needs help from Texa!i' worlrrn~e system. 


AUDITOR TAGS INAOEQUATE MANACEMENT CO!'<ntOL SYSTEMS 

A state auditor'S report ruised questions about the Texas Workforce Commj$Sion~s progr~ss 


in developing important manag~ment conb-ol systemJ tQ reduce the financial risk of 

allocating funda to local workfOlco oolUd$. .",.rtain the effectiveness of state and local 

openllion, and en,ure lbe accountability of local programs. 


OTHEItS FLAG TOP-DOWN MAI'IAGEMENT INJORMA'fION DESIGN 

Statt officials and local workforce board Gtaffhave 31ao noted that the Texas: Workforce 

Commission has not $Ought input from end users in designing the m311:.Jgement inform~rion 

systems they will bave to' usc. Instead of working bottom up, the commission is working top 

do~. . 


MJNURnV PARTICIPATIUN LA!;''' 
Several stltte legislators have eoncenu about lagging minority pl11tkip.ation in the new 
workforce system. They want top man;gement staff at the Texu Workforce Commi"ion to 
better reflect ~ diversity olthe ,tate. and they also want asSW'tnces ofminority participation 
ill providing work.force s:~ices at the state and local level. 

&-WOIklnPro~ 
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March 18, 1997 

Mr. Bruce Reed' 

Assistant to the President of the United States 

for Domestic and Policy Planning 


Old Executive Office Building 

17th &. Pennsylvania Avenue, NW 

Room 216 

Washington, DC 20500 


Dear Bruce: 


I thought you would he interested in the enclosed March 17, 1997 
article from the Houston Chronicle, which deals with Lockheed-Martin 
and the Bush administration in Texas. 

Sine rely, 

GWMcE:lsk 
Enclosure 
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• Bush's ex-aide now lobbyist for firm in bid to 
• run welfare 

By POLLY ROSS HUGHES 
CupyrtWtt 1997 Houston Chronicle Austin Bureau 

: AUSTIN -- As an aide to Gov, George W. Bush. Dan ShcllC)' --who is now 
a lobbyist for Lockhecd~Martin .- played a key role in changing legislation 
that resulted in a sweeping proposal by the company to privatize the stale's 
'welfare system. Democratic lawmakers revealed Monday. 

lockheed. beUer known for its defense L'Olitrac11l, is {)t1C or several 
tochnology companies hoping to land a $2 billion. fhtcwyear contract \0 
create and possibly run a system to screen Texas applicants for welfare and 
other soc1al services bc.aefits 

The groundbreaking project ls undergoing federal scrutiny; Bush's office is 
C:XpC{:iing word by March 31 on whether the slate can start taking bids. 

Shelley protested Monday that be was only acting in behalf of the 
govem<lr's welfare polley staiT iwo years ago when he asked tegis\at-"rs to 
baek a brief amendment to a 2 t I~page .,,1!1fare hilt 

The amendment SQUoocd innocuous enough. It simply stated that the 
projoct would be done Min consultation and coordination \\ith the State 
Council on Competitive Govemmcnt" The council is made up of the 
goveruor. lieutenant governor, speaker of the house. comptroller of the 
cum::ney and general services commissioner. 

The result, however, was thai the Council on Competitive Government 
later allowed companies such as Lockhced~Mnrtin to propose broad 
privatir'u{icm mcasurcs that ·went far beyond wbat Icgls.lntors said they 
intcruie(t 

Shelley insisted that all hough he later went to work for Lockheed, he had 
no contact with Ihe company at the lime tMI he was pushing the 
amendment. He also said he knew of nn privatc companies that were 
lobbying for the amendment at the time. 

"I think you're trying to find some smoking gun or yOu think I did 
something sinisler, when you're wfong." Shelley said. 

Sbelley was one of several fonner state officials targeted by the Tcxas Stale 
Employees Union in an ethics complaint filed \\o-ilh the Tra ...is County 
district attorney and county attorney last fall. No action has been taken on 
that complaint, wbicb also included other fanner state officials who went 
to 'work for Lockheed, 

"The pcrcepti{)n Is vcry, very bad, That's why I ha,,:c said the process is 
tainted ~~ because it is," state Rep. Garnel Coleman. D-HoUston, said 
Monday, 

"It's 00 one in this Legislature's faull thaI Lockhecd·Mallin ran into some 
difficulties pcrccptionally early on, Thai'S the fault of the people they chose 
to hire and that's the fault of some things that occurrcd,"Colcman said. 
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Lockheed's controversial propos:!1 g0C5 the farthcsl in privllli;-:ing the 
slate's: welfare system and c{)uld $et the ::omp;.my up itS the clIlplQ!cr for 
thousands ofdisplaced state workers. 

$c\'cmllawmakers ~ay the proposal is far beyond the s<;ope of what they 
had envisioned. Coleman and olhers ;\fC nQw seeking more legislative 
contral over the wdfMC screening project known ,IS the Tc.'i<ls Integrated 
EnrQllment System. Of TIES, 

AI lcast foUt bills aimed at limiting the role of private companies appc:lrcd 
by last Friday's pre-filing deadline. While not eliminating the participtllion 
ofprivalc companies altogether, the bills call for more legislniivc O\~rsighl 
and Jess private power. 

Rep. Glen Maxcy, D-Austin, said the new bills are necessary because the 
amendment Shelley proposed had unintended consequences. 

"Since lasl session, thai has gro\\1\ into a huge pr1vatillllion program the 
Legislature never cnnsidered, talked aooul or voted on, H he said. 

TIES, billed as a one-stop shopping approoch fOf \\<cHilrc applic,mts, has 
widespread support <'imMg 1a\\-l1iakeys. but the role a prlYatc company 
wQul\l play has become Increasingly conlroverslal. 

Companion bins in the House and SClUlle \\'(lllld limit the role (If a private 
lechnology company 1(J dcvclQping the lechnology itsclfand providing 
leclmical support. 

''It scales it back,~ said Rep. Elliot Naislllat, D~Austin. the H(luse sponsor. 
"It guar.mlees that people applying f~r (benefits) w(luld sjlCnd more time 
inleracting with a real pcrsnn and less time with a computer or kiosk" 

HOllse Appropriations Chairman Robert JUllncll, D-San Angelo, also filed 
a bill he sa.id will give him flexibility 10 makc changes ill TIES legislation, 
depending upon thc federal govcmmcnl's response. 

"Members (ofille committee) are going C!lll..y hearing frOom stale employees 
afraid they're going to lose: ihelf jobs," said Janice Cm1er, chier aide to Ihe 
budgcl-SCl1ing committee. "It's the uncertainly of the slalc employees II 
came up over and ovcr again in appropriations.· 

Coleman said he hopes the philosophical objeclions to all-out privalization 
aren't lost in the upcoming debate. He fears lbat companies worned about 

I .he bottom line will no. be =siti,~.o 'he nred, of welfare applicants. 

, "What you want is to make sute tluil wbocver is pmviding that serv:ic~ is 

: sclisitive to that family's need," he sl.id . 

• 
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SECTION: News; Pg. AI 

LENGTH: 851 words 

HEADLINE: Doubts grow about merits of taking welfare private; Doubts build 

BYLINE: Suzanne Gamboa 

BODY: 
It began as a few innocuous paragraphs tucked into a muitipage, multidimensional welfare 

reform hill. Legislators overwhelmingly gave it their stamp of approval. 

Then the sentences that talked of streamlining and cutting costs blossomed into a grandiose 
welfare experiment. To the chagrin ofa number of lawmakers, the language became a proposal 
for a $2 billion contract that would make Texas the first state to let private companies control 
who gets welfare. 

Two years later, some legislators say it's time to baek up. 

Even as Gov. George W. Bush is pushing ihc federal government to approve the Texas 
Integrated Enrollment Systems proposal, doubt is growing in the LegislatufC over the project's 
merits. . 

I've been supportive of privatization when it makes sensc, when there arc cost savings, and we 
can perform a better service for the state," said Rep,,Rob JuncH, D·San Angelo. House 
Appropriations Committee chairman. I'm n01 sure that's true in this case:' 

Rep. Gamet Coleman, D~Houston, said the objective of the legislation that started the proposal 
-- to simplify the way Texans sign up for welfare and other benefilS ~- has been lost in the push 
to go private. 

Everybody is reviewing (the project) to see if there are other options," said Coleman, who 
co-sponsored the 1995 welfare refonn law. 

Already, the p<ltcmial rote of the private sector is being reduced. 

Even if we go tbrough with privatization," said Mike McKinney, the state's health and human 
services commissioner, ifs not going 10 be a1 the level everybody thinks or as high as I've been 
led to believe from what J've read in the media," 



McKinney is in charge of writing the proposal that would be used to solicit bids. Because 
federal rules dictate how states should distribute social services money, Texas needs federal 
approval of the project before bids can be requested. 

Lawmakers' doubts 
The lack of federal approval is one of many concerns. about the project. Cons.ider what else is 

working against it: 

*Some lawmakers believe the Legislature never endorsed turning over --government-run 
welfare services to private companies. 

*Thousands of state employees could lose their jobs and numerous stale --offices could be 
closed, something many lawmakers don't want in their districts. 

*One prospective bidder, the Texas Workforce Commission, hasn't earned the --confidence of 
state lawmakers with its perfonnance. The abrupt departure of the agency's executive director 
and questions about the agency's spending controls have lawmakers skittish about possibly 
handing thc agency billions in statc and federal moncy_ 

*Some believe the project has been tainted by revelations that Dan --Shelley, the governor's 
fonner chief legislative aide who guided the law through the Legislature, is now lobbying for 
prospective bidder Lockheed Martin IMS. 

*Other automation projects by Arthur Andersen Co., another prospective --bidder on the 
welfare project, have been costly and are behind schedule. One of those is a child-support 
collection system in the attorney general's office, the other a system in the Department of 
Protective and Regulatory Services. 

I think the Legislature needs to take baek this issue and have it resolved one way or another 
before we leave in June," Junell said. 

The 1995 law directed the Council on Competitive Government, which includes 
representatives of Bush, Lt. Gov. Bob Bullock and House Speaker Pete Laney, to study whether 
the state could save the $563 million a year that it spends deciding who gets more than $11 
billion in welfare, Medicaid, food stamps and other benefits. 

I certainly support the Council on Competitive Government," lunell said. But I think in 
retrospect that this is a legislative issue." 

Sen. Bill Ratliff, R-Mount Pleasant, said he supports turning functions over to the private 
sector ifit saves taxpayer money and can be done more efficiently. But he also has questioned 
whether the state would save more in the long run ifit does not deal with a for-profit company. 



Waiting on Washington 

Bullock said he doesn't think Texas should move ahead with the experiment until the federal 
government approves it. 

There is too much at stake at this to be gambling on it/' Bullock said. I've read a letter (from 
the federal government) that was sent in here and it cast enough question in my mind that now is 
the time to stop, look and listen before we jump into this," 

Bush remains committed to the project and to as much private sector involvement as possible, 
The governor last week called Donna Shalala, U,S, Health and Human Services secretary, to 
explain the project's importance and ask for approval or disapproval of the project. 

Karen Hughes, Bush's press secretary, said Shalaia promised 10 have an answer in three weeks, 

Bush said if the federal government does not approve the project, it is dead. 

If they say no, I presume the project doesn't go forward because there will be a financial cost 
that wil! be hard for the state to bear:' Bush said, We just want an answer." 

GRAPHIC: Garnet CQleman 
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HEADLINE: Official backs off fight over state welfare plan; Senate OKs college 

BODY: 
Official backs off fight over state welfare plan 

The state's top welfare official is backing off for now in the fight over a welfare privatization 
plan after being warned Texas risked billions of federal dollars by moving forward without 
explicit approval. 

We're not going to endanger federal funds. I'm not stupid," Texas Commissioner of Health and 
Human Services Mike McKinney said in Tuesday's Houston Chronicle. 

McKinney declared last week that nothing short of states' rights was at issue in the feud over 
the multibillion- dollar proposal. He called a truee Monday to protect federal welfare money. 

McKinney and Gov. George W. Bush believe Texas has implicit federal approval to move 
ahead based on a federal rule that requires a definitive response to state proposals within 60 days, 
Bush spokesman Ray Sullivan said. 

With Bush's approval, McKinney had planned to begin seeking bids on the contract within two 
weeks. 

The contract would let a private technology company create and possibly run a system to 
screen applicants for more than $8 billion in welfare benefits. The project includes 21 social 
service programs. Some have estimated it could lead to as many as 7,000 state job cuts. 

--Associatcd Press 

Senatc OKs college admission bill 

Prospective students would find it easier to apply to four-year universities under a bill passed 
by the Texas Senate that would require a uniform admissions form and one-stop filing at 
university systems. 

The measure by Senate Education Committee Chainnan Teel Bivins, R-Amarillo, passed 31-0 
Tuesday and now goes to the House. 



The goal ... is to increase access to higher education," Bivins said. 

The bill would require the Higher Education Coordinating Board to adopt a uniform 
admissions application form to be used at four-year universities. The universities could require 
additional information from students, such as essays. 

In addition, a student could apply to any or all campuses within a particular university system 
by submitting one fonn. 

--Associated Press 

Prison bills pass hurdle in House 

The Texas House has given preliminary approval to two bills pertaining to the release of prison 
inmates. 

The first measure, sponsored by Rep. Ruth Jones McClendon, D-San Antonio, would require 
Texas cities, counties and private jails that contract to house out-of-state criminals to require in 
the contract that the inmates be released from custody in the.state that sent them. 

The people of Texas shouldn't have to suffer for the crimes committed by those from other 
states," McClendon said. 

The other bill, sponsored by Rep. Allen Place, D- Gatesville, would add second-degree murder 
and indecency with a child by exposure to the list of offenses that exclude an inmate from release 
on mandatory supervision. 

Mandatory supervision allows inmates to be released from prison when their time credits for 
good behavior and their time served equal their sentence. 

Both bills were approved Tuesday on a voice votc and still face a final House votc. 

--Associated Press 
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HEADLINE: Welfare privatization hits snag; 
Slate could lose federal funding 

BYLINE: POLLY ROSS HUGHES, Houston Chronicle Austin Bureau; Staff 

DATELINE: AUSTIN 

BODY: 
AUSTIN - Texas' top welfare official declared late last week that nothing short of states' rights 

was at issue in a feud with the federal government over a multibillion-dollar welfare privatization 
plan.. 

On Monday he caned a truce ~ at least temporarily ~ after federal officials warned that Texas 
could be risking billions in federal welfare funding by moving ahead on the trailblazing project 
without first obtaining explicit federal approval. 

""We're not going to endanger federal funds. J'm not stupid,!1 said Texas Commissioner of 
Hca1th and Human Services: Mike McKinney_ 

''''Because they did respond, negotiations are ongoing. We're still working \vith the federal 
government. We're still trying to get their approval." he added. ''''I'm not going to 
unilatemlly thumb my no,e.t them and put (the offer for bids) on the street. " 
McKinney and Gov. George W. Bush have said they believe Texas has implicit federal approval 
to move ahead on the project based on a federal rule that requires a definitive federal response to 
state proposals within 60 days, Bush spokesman Ray SuHivan said Monday that they stiH hold 
that opinion. 

McKinney, who sus.pects national labor unions of contributing to a three-month delay of 
federal approval for the plan, said he retains the option at any time to start seeking bids for the 
contract 

!l"1t depends on the negotiations between now and in two v.-eeks/' he said. ""(('s a political 
issue. I think (opposition) is coming from people who are nfmid ofchange. I think ifs probably 
some unions who are opposed to anything that looks like efficiency, " 



With Bush's approval, McKinney had planned to start seeking bids within two weeks on the 
contract, the first of its kind in the nation. 

The contract, called the Texas Integrated Enrollment Services, would let a private technology 
company create and possibly run a system to screen applicants for more than $ 8 billion in 
welfare benefits. The project is comprehensive, encompassing 21 different social service 
programs. Some have estimated the project could cut up to 7,000 state jobs. 

Worth an estimated $ 2 billion over five years, the contract has drawn the attention of several 
companies interested in bidding: Lockheed-Martin, IBM, Electronic Data Systems, Unisys and 
Andersen Consulting. 

The plan also has set off alarms throughout the national labor movement. Union leaders fear 
the precedent-setting Texas privatization project could spread to other states. 

Last December, presidents of the AFL-CIO, American Federation of State, County and 
Municipal Employees and Communications Workers of America discussed the Texas project 
with President Clinton's outgoing chief of staff, Leon Panetta, and current Chief of Staff Erskine 
Bowles, according to Brooks Sunkett, national vice president of Public and Health Care Workers 
of the CWA. 

""I think obviously they're taking a closer look at this because of our concerns," Sunkett said. 
''''We suggested jobs being at stake nationally. We're also concerned that 
privatizers are going to be making a profit off of other people's misery. " 

Uncertainty over the Texas project is frustrating members of the Texas Legislature. 
Lawmakers widely support the concept of a streamlined system for screening welfare applicants, 
but not all of them agree on how far privatization should go. 

The state's desire to move forward on the project vs. the federal government's painfully slow 
approval process is cause for further anxiety. 

""I have vcry mixed feelings about it," said statc Scn. Judith Zaffirini, D-Larcdo, chairwoman 
of the Senate Health and Human Services Committee. ""They haven't raised any real objections. 

It's frustrating. We're trying to deal with a situation, we're trying to save money and wc're 
trying to serve people who nccd it. " 

Sen. Bill Ratliff, R-Mount Pleasant, said he thinks the state should give serious thought to 
doing much of the project with state employees, especially considering the federal 
foot-dragging. 

""I'm nervous about going ahead without explicit approval," said Ratliff, chairman of the 



Senate Finance Committee. "HMaybe we ought to consider doing it in-house. Someone might 
even make a case there would be some savings. It's possible. " 

Rep. Harvey Hildebran, R-Kerrville, chairman of the House Human Services Committee, said 
he is pleased that negotiations remain open between the state and federal governments. 

""Obviously, if we're going to lose money, I wouldn't advise them to move forward today," he 
said. ""They temporarily have put it on hold. I think that is the correct action. " 

Rep. Gamet Coleman, D-Houston, said it could be appropriate for private companies to supply 
computers and develop software programs for the new system, but he thinks the line on 
privatization should be drawn there. 

""I believe some fonn of privatization is good," he said. ''''But knowing how to approach and 
deal with clients that have little education and have tremendous needs may be better left in the 
hands of those that have been doing this for a very long time and that's the Department of Human 
Services. " 

LANGUAGE: ENGLISH 
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HEADLINE: Bush gives go-ahead on welfare overhaul 

BYLINE: POLLY ROSS HUGHES, Houston Chronicle Austin Bureau; Staff 

DATELINE: AUSTIN 

BODY: 
AUSTIN - Gov. George W. Bush has instructed his welfare czar to open bidding on the largest 

welfare overhaul contract in the nation, a dccision U.S. officials say could put billions of federal 
dollars at risk. 

The move is bold and controversial because it bypasses formal federal approval of the project. 
The federal government matches state welfare dollars 2 to 1 on several large 
programs. 

Bush and the state's top welfare official say they believe they have de facto federal approval to 
move ahead with the plan that could result in'a private company screening 
applicants for Texas' multibillion-dollar state safety net. 

But two federal welfare officials on Friday said they do not. 

At issue is how to interpret a federal rule saying state requests are deemed ""approved" if the 
federal Department of Health and Human Services does not approve, disapprove or send a 
written request for more information within 60 days. 

''''We believe the federal government's failure to act is deemed an approval" of the Texas 
project;said Bush spokeswoman Karen Hughes. 

In a Feb. 19 letter to U.S. Secretary of Health and Human Services Donna Shalala, Texas 
Health and Human Services Commissioner Mike McKinney said the state would assume the 
federal government agrees with its reading of the ruling unle~s told otherwisc by Friday. 

''''Should the state proceed with its plans ...without our approval, it would be doing so at its 
own risk," said a letter McKinney's office received late Friday from Shalala's office and signed 
by a Kevin Thurm. 



The letter warned of possible project delays that could incrcase cost of the project and ""more 
seriously, potentially putting in question federal financial participation. " 

The federal government had previously responded to the Texas plan in late January, saying it 
needed more time to review the plan based on its complexity and the sweeping nature of its 
scope. 

""We cannot stop the state from proceeding, but our response does not mean that this is 

approval," said Michael Kharfen, spokesman for the health and human services department in 

Washington. 


""If they proceed, then they do so at their own risk. They're jeopardizing federal funds. " 

Texas' leading welfare oflicial insists the federal rule gives the state authority. 


""It could end up in court. I think the rule's clear. I think we have permission," McKinney 

said. 


""It's called fiddling while Rome bums," he said of the federal delays. ""It's about state's rights 
and it's about $ 10 million a month. " 

McKinney said the state loses that amount in savings each month the new system is delayed, 

although others have said the savings would not be realized until the year 2000. 


The state has waited three months for federal approval of its groundbreaking plan that would 
let a private technology company create and possibly run an eligibility system for more than $ 8 
billion in welfare benefits. Twenty-one social service programs are included in the project, some 
of which are not typically considered welfare. 

Among the companies hungrily eyeing the contract are Lockheed-Martin and IBM in 

partnership with the Texas 

Workforce Commission; Electronic Data Systems and Unisys in partnership with the Texas 

Department of Human Services; and Anderson Consulting on its own. 


Lockheed and EDS officials had differing views of Texas' decision to go forward ~ith its plan . 
. and of the standoff between the state and the federal government. 

""I think it's excellent," said Gerald Miller, the former Michigan welfare expert who heads the 
Texas project team at Lockheed. ''''I understood (the offering document) was going to the printer 
and they would get it out quickly. We intend to bid on this project. " 

EDS spokesman Roger Still said he hopes the state and federal government can come to terms 
and work together. 



""We're kind of in the middle of this, obviously," he said. 


""This is a brave new world and we need both parties involved. " 
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HEADLINE: Slate welfare project to move ahead.: Ofiicial says plans to 

BYLINE: Suzanne Gamboa 

BODY: 
A Texas official said he will move forward today -- without federal approval -- on a first-in

the-nation state project that could tum over some welfare operations to private companies. 

Texas Health and Human Services Commissioner Mike McKinney said Thursday that the state 
has waited more than three months for fed~ral permission to proceed, McKinney said he believes 
federal rules allow the state to go ahead if the U.S. Department of Health and Human Services 
has not acted within 60 days, 

We think we already bave pennission,'1 McKinney said, 

As McKinney prepared to move forward, some state legislators balked at the lack of federal 
approval and appeared to be having second thoughts about the scope of the project 

I'm not sure I'm confident to see us proceeding into a multimilHon-doHar project based on the 
fact they haven't said anything," said Sen. Bill Ratliff, who chairs the budget-writing Senate 
Finance Committee, 

Ratliff, R-Mount Pleasant, also suggested the state consider changing the project, which has 
been criticized by state workers who fear they would lose their jobs, 

As envisioned two years ago, the project would consolidate and streamline the application 
process for various welfare benefits. including cash assistance, Medicaid and food stamps. and 
turn over much of the job to private e~mpanies. 

Start-up costs for the research and technology could amount to $100 million to $300 million. 
But the state could save as much as 40 percent of currem costs through improved tcclmology. 
Much of the savings, however; would come from dosing offices and eliminating state jobs or 
replacing them with cheaper, priva1e sector workers. 

The project, which could be a prototype for other states, could lead to a $2 billion, five-year 
contract It has dravm interest from some of the nation'S top high-technology companies, 



including Electronic Data Systems, lJnisys Corp., Lockheed Martin IMS and IBM. 

Ratliff suggested that state officials consider keeping: more of the work in state government. 
Although it would cost more up front, he said. the state would reap greater savings over time 
because you don't have the cxt\.-"mal profits." Rep. Rob JuncH, chainnan of the House 
Appropriations Committee, would not say whether he supports the project or moving ahead 
without federal approval. He seemed willing to consider a project with less private involvement. 

I don't think there's any question this state can do this project itself," said Juncll, D-San 
Angelo. 

Other lawmakers were less circumspect. 

Rep. Glen Maxey, D-Austio) said he is concerned thl:lt the state could be risking federal wclJare 
dollars ifit moves ahead without federal approval. 

I hope we don't think we are bigger than the federal government in this debate," said Maxcy, 
an opponent of the project. 

Rep. Elliott Naishtat, D-Austin, said he plans to introduce legislation that would create 
legislative oversight for the project and protections for state employees. 

McKinney argues that the longer the state waits, the longer it will take for it to reap the 
project's savings. 

They don't have a reason to say no;" McKinney suid of the federal government But they don't 
want to say yes. Nobody likes change, and this is a change." 

Michael Kharfen, a spokesman for the US. Department of Health and Human Services. said 
late Thursday that a federal response was being drafted that continues the dialogue with the state. 
but doesn't give approval. 

The project is the largest of many state projects to change the way welfare programs arc 
operated. Allhough the federal government has encouraged states to experiment, it still must 
approve any projects that do not conform with federal law. 
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AUSTIN - Acknowledging that they're putting millions of dollars at 
risk, Texas' highest officials are preparing to move ahead without 
federal approval on what has been described as the largest, broadest 
privatization of government programs in U.S. history. 

The notion has some political leaders more than a little nervous. 
"I think that's a dangerous thing to do. I don't look for the 

state to move forward on this," said Sen. Mike Moncrief, D-Fort 
Worth. "Any time we have attempted to second-guess the federal 
government, we have gotten ourselves in trouble." 

At issue is the Texas Integrated Enrollment Project, a complex 
plan that is likely to result in private companies screening 
applicants for an array of welfare and government-assistance 
programs. 

The state says it has already done all the federal paperwork 
necessary, but federal authorities say they want more time to review 
the plan. 

"We want to move forward, and we want the federal government to 
recognize that Texans can run Texas," said Ray Sullivan, a spokesman 
for Gov. George W. Bush. 

However, Michael Kharfen, a spokesman for the U.S. Department of 
Health and Human Services, which is reviewing the plan, said: "This 
is an unprecedented project in scope and in detail. We're trying to 
prevent potential problems down the road, problems that could mean 
more delays in the program, and the loss or delay of a lot of federal 
dollars. " 

If the state does proceed, it moves "at its own risk," wrote Kevin 
Thurm, deputy U.S. Health and Human Services commissioner,'to Michael 
D. McKinney, state Health and Human Services commissioner, on Friday. 



, ,. 

Two years ago~ tne Legis1ature ordered the state Health and Human 
Services Commission to study ways to streamline eligibility and 
enrollment processes 1n such diverse programs as welfare, food 
stamps, Medicaid, services for chronically ill or disabled children. 
foster care, adoption services, and in-home and family-support 
services. 

Several state and federal agencies would be affected, with 

applicants screened simultaneously for eligibility in different 

programs under various agencies. 


Huge private corporations have teamed up with state agencies to 

compele for the project. 


One group lists Lockheed Martin. IBM and the Texas Workforce 
Commission. Another counts Electronic Data Systems, Unisys and the 
Texas Department of Human Services. Anderson Consulting has also 
shown an interest in bidding on the project. 

Sen. Judith Zaffirini, a Laredo Democrat and head of the Senate 
Health and Human Services Conunitteel said she wants to move ahead! 
but she has reservations. 

"I would think that the most cautious road would be to wait for 

word from the federal government. but my gosh. SO much time has 

passed for us on this. We passed the legislation to move on this in 

1995, and for goodness sakes, here we are in another session." she 

said. 
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March 13, 1997 

MEMORANDl!M 

To: Kathy MaysIBruce Reed's office 

From: Diane DeYulisiGerry Shea's office 

The attendees for the Welfaro'Privatization Meeting with Bruce Reed are as follows: 

Gerald M. Shea. AFL-CIO 
DOB 12-1646 

Moxc Baldwin, AFL-ClO 
DOB 7112162 SSN 

Debbie Go1dmrul, CWA 
DOB 3/17/52 SSN 

Lee Saunders, AFSCME 
DOB 5115151 

Marie Moru:ad. AFSCME 
DOB 11125158 

Carol Oolubock, SEIU 
DOB 12121148 SSN 

John Howley, SEW 
DOB9[26157 

Pleasecall me at 202-637-5224 if you need additional infonnation. 
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The Honorable Franklin Raines 
Director 
Office of Manag-I!!.:T'.ent and #u,dget 
Old Execu~lve Off lee Building 
Washington, P,C. 20500 

Dear Frank: 

:: am w~it:.ing on behal! ef my cons::it:'...:.e~t9 in the 17th Dist.rict and 
che State 0: Texas ~o request your prompt attention to Texas' 
request :or approval of the Request for Offers for the Texas 
Integ::ated Enroll:r.enc. Syseem (TIES). 'this reques~ has been pending 
tor several mont:hs and. has reached a critical point for a deciaicn. 

When the :.re!fare -reform debaee began in eat"n>e&t: in :995, I "s~c up 
tJel£are task forces in ~y district. and asked them to pu: :oqet.l".er 
t.heir re:comm.:nd"tions on how to struct.ure !h$ W.::'!are: delivery 
system. Thl!:; nurr.b~r one re<:ol'l'm".a:ndation of the tank force was tha'l: 
~he applicati-:.r:. process be st.rell.:nli.:.ed and simplified across varieua 
mean8-test~d progra:'i'\s. The task force concluded that:. .$crearnlinif19" 
the applicatio:1 process would provide better servic~ to needy 
ir~ti.i"'id\lalg and ....ould t;.se scar~e: ::esourceu mor~ ~fficiilntly, ! was 
therefore pleased that:: the Texas legislature directed the Texas 
Huma!'1 Servic~s Commission to de'",!lop an integrated enrollment. system 
as part of the state's welfare reform pla~. I have been even mere 
pleased that the Cctr,miesion has taken this Ciireat.ion v4ry seriously 
and developec:. an integrated e::rollmen~ propobal very consistent with 
the goalG outlined by the welfare eaek force t established, 

I 4m enclosing a copy of a let.tel" that Dr, Mik.e NeKinne.y, 
Comm1SSionerof ~he Texas Huma~ Service9 Commiesion, se~t to 
Secretary Donna Shalala on February 19 informi:1g the Departme~t of 
F.ealt.h and Heman Serv!.~es of his in~en-::ion to prooeed w-ich the 
re::"ease of the 'rIES Request for Offers. The Cottrnissicn is 
proceeding under the auchor:'..tyof HHS regulations t:hat:. deem req'..lest:9 
to be apprcved :"f thl1 Dtlpartment dces no':. p'X'ovide the :!cate with 
appl"oval, disapprova.l or a wr:.tten request for more information. 
within 60 d~yB. 

Whili:! r share .or. MoKim'le'l"' a d1J3appoi~t.rr;ant that the: Commission has 
found it ner;;easary t:o proceed w1t:.hOut formal approval from HH~ or 
USDA, t believe that tt.e Commission has been extremely p<$.'~ient ' 
throughout. the approval ,pro-ceSS a::-.d has a!':lple legal ar.d su!;.sta~t:'v6 
justification to proceed with tha pr09:."ar:: a: I!r~is pOi::!.t. The Texas 
'H\,:.man Services COl'nrnission has' been developing t.he T1J~S at the 
jir~':.tic:1 cf :::..e 'Texas legisla::u=e sin::e ,june of 1995" ,'!'he. ::'nit:'.al 
RFC was pr~a-er.t.sd to HHS and' USDA i:-. .J'Ur~e of :'996. Sin:':-(;; that t::";r,e., 
S:':'dt.e o::~.i.¢l;;i.:;'$ ::4V& '•.:crr.ed ex:te::1ah'~ly .. ";';.1-. th<! adm.ir:.:,s:::Zi~i('.n to 
!,I!fine ar:.:! ;:I\P:':;'Vta ::r.s- ;>::oposa:i. and hav~ -:-e.l'Jponde-! ::'0 sev~=al 
:'f'':J';'''~':'!') :>.:.:; ::.:;,<!'r:~·;;>nt.j,cn, .F'...:.,'':':;'''':"':: c~la}' :--i~:'::~1 j.:':..pa!.~iz::1,! -,h·,,: 

vi'1SS~9 96$l-6C;- t 
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suc~es~ of the Texas welfare' reform initia~ive, which anticipated 
implementation of the '!':ES. 'the timing i3 tSpeci.a.lly crit:ic&l 
becA~se ehe 7eX4S legialatu~e will only be in eeseicn for a lew 
months. Dr. McKinney 44d his staff ~eed to Degin to ~ork with the 
l~gislatur~ very $OO~ if any changes need ~o be made ~o the TrES 
tnar; oe.::d lesiela1:ive approval, or .:.f the welfa!:'e reform ie:giJ91ation 
need:s to be moCifi.ec t:J adjust t.o t.nA absence of tht;: '!:'IES. 

r.. i).Ve work.ed wit.~ Dr. KcKi:mey i:: 5eekioq fe<!e:al appl'nval of ::he: 
1'!£5 a::.d s:H:!:veral O!:t.iH' issues, most nct.a~ly approval of a 'Waiver fo!' 
the Te.xas we1fare re:!;:orm plan in 1395, In all of t.hese it1.!u:.ar.ces, :;:: 
have found Dr. McK1n:tey to be ext.re~ely reasonable and will!.ng tc 
make accommocaticns ~o address admir:istrat.ion concerns. Or. 
M.:Kin:;.e;y remains wil::'r~g to work with the administration t.o reSolvE;< 
any problem3 prever.ting federal .&:yproval of the :-::';:;3, ! am .... i;lir.S 
to .....o:;k. loIich you, r>:. McKinney. Governor Bush and othilr st'a~e And 
"d"inis:;.racion officials to {oscar a C'o;15-c:,~ceive dialogue thac can 
lead tc prompt resolution of this :'flat.ter. !f th~ administratiol\ 
decerminea that: legislo:\'.;.ion Ls necessary tQ allow apprcval o! the 
TIE3, I will ~crk i~ my capacicy a3 Ranking Me~~er of ~he Hous~ 
COt:'lmitcett: 0:1 Ag:r:icul~ure to pursue such legislae.ion. a.nd believe 
that: thert! w~uld be hiparti!)4n $upport for i'PJeh an effort. :: hope 
chat. the coope.:-aU.o:1 bet.ween the $;;ate of Texas. my office and the 
aa::t'.1nistration t.hat led to th.e approval of the 'l'exaa welfare ~aiver 
under terms that were: acceptable to all parties can serve as a model 
for deoling with thi~ iO$u•. 

Thank y-:,>u i:: StC!'·..anc:e for ycur at.ter:.tion ';0 t.his rr,ar.tey. I look 
forward to werking .... ith both the State of TCxo.$ a.nd the 
hdrniniatration to ,see !.hAt. -./Ie continua t.o irtake progress toward final 
implementation o! the Texas Integ:l:'at'l!d £nrollment System. Please 
feel free to con~act me if I can be of assistance, With kind 
regards, I remain 

Sincerely yours, 

Cha.lc* W, S~enho:m 
Member of CO:lgrea:J 

CAS; eel 
E:tcloaure 
cc:: Governor George Bush 

Lieut.enant Gove::::or Sob Bullock. 
Dr. Mike ~cXinney 
Sruee R.eed 
Ken 1<pfel 
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Febl\Jary 19. 1997 

Dcnna E. Shalala, Ph. D. 
$-.10,.,. 
Unlt6d States Department of Health & Human SsM<%!$ 
200 Indepen<:onoo A'ief'l\ol8. S,W. 
W••hlnjjton. O. C. 20201 

Re: Texas Integrated Enrollment Sdtviceo Project 

Deer Secretary Shalala: 

The ptJrposa of lhis latter is to respona: to corre!:lpol'1dance dated. January 31. 1991, frem Mr, Mart< 
Ragan. 'Qlrector cd the Offiu of State Sy$t&/'M. Administration for C!"lildren ane. Familiss, to my off'tee 
regarding th. review 01 !he State ofT• .xas· reQuest for approvw <;It tl'1c Re:que'f for Offers fet the Texas 
Integrated Enrollment Sef'liGe!S [flEE! project [Copy attached.] Mr, Ragan advises that the ACF and 
rtCFA ool"ltinue to revi."", the RFO and that a fmal de¢i$ion cannot ba gl"en at th;$ timPl. Ho statss that 
d!S~U5GjOt'la were ~lng conducted at the highest levels wi'thln QHHS. 

It is thel'arore appropriate to direC: my amcems about the ap~'1::I\lal process to your oNlc:e and to inform 
you af my office's piaN, baaed 00 our unde:stand!ng of applicab!e federal r09\.113tio1';5, tc re!ease the 
TIES Req"".t for Offers (RFO]. 

As you may know. the State of TexaG, t~rough !71I& agency and th6 State Council on Competitive 
Govemment. has efTIbarl<.ed on a cnaUensing Ifl~ativo to int1l:grttto the eligibility determination and 
client e.nrollment functions ~f several public. assistance J)rogram$, ir.cluding Medicaid and cash 
aSSistance under the Temporary Assl&tanc-. to Needy Familitl's program. The State's ovararching goal 
is to, Imp(ove Gervk:e to recipients of Qublic assistance by malimizing efficiencies and taking aclv30tage 
of techniGal and business inncvatlcns 2vailable through the martcetp;ace. The State ar.so has selected. 
this project as a mear.a to encouraGe publie~pri\f3te cCflipetitian and, in the proceu, stlmlJiflte the 
formation of pub{jc~ptivate partne:rshlps. 

1M Texas Legls!ature d1rected thil$ agency or.<:l 1he Cou~il to cetermine'the potentia! ~nefrt$ of 
eontracting ovt these fl.!nctio!'\3 and, if this cpt:on was deemed fea1ib}e, jjiuthonzed this agency to 
contract 'out tho," tvl".cUans. FOllowing an extensjye sl1tdy of the pn:;gram$ :0 be lncll.ided 11'\ the project 
aod an aSl$essmelit by ttle CouncIl, the Council oetermined !nai ~ro.e:rc was a compelling business case 
to 8L.:PPOrt the caf':!racting Cl.it of e!iSiblflty determir.aiic)J1 aM er.rollment tunC"JCnli. The Council directed 
tNs 8ser,cy to prepare arid conduct a compotitive procurement to implement the Coone!!'$ findings. 

We fi:-s\ presentee the RFC fer an integrated enrclime:;t 5.ervic& fer reql.lired prior approval myour 
cQdncy and the Department of Agriculture in .!(..ne of 1996. Following lin eX1ensive review and 
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ecmmot'!t by the federal agencies, we met with aijeoty representatives in AuaM cn J~ly 23: 24", and 
25. Saeed on the input and direction we recalved from federal staff and otr,CI"$, we. resu.bmitted the 
RFO and Planning APD fot' '!he PfP~ct (Clf prier federal epproval cn O::tober 17, 1996, We recelved' 
a.d</'IcW:edgrnent ir~ a lettlir from Mr. JO$epn F. Cotta, Director Qf the Stato S),statnl$ POliey Staff fQr 
ACF •.datod OQlober 24. 1997, 

We me! Qnee again with fbderol mtf a! !he OffiC8S of the food and Coms""rr.er SaMCO in Alexandria on 
Nevember 15. 1996, wt:ora we ree.ei..ed additiQf\ai comments and dIrection, We recei'itt<l req\.lf!!st$'~Qr 
clarffication from OHHS and USDA ott No"ember 1ath. W& submitted imormaocn In reSpOMft to tt"l~'e 
roqlJ8ats on Novamber 21 and Oocamber 13, '600, Mr. Ragaffa. letter is 1hO mC$~ rece~t 
<::Ctr'e$pcndenc.e we have receive<! frOm the Oepartment on tnlS! mattat'o 

A.lthough your agency has Indicated more Uma is needed to make, final d&eJsLon er. our request fcr 
approval, we befleve a OHHS regulation adOpted last year authorizes the State or iex.u to prnC4ed 
~ the imphementation of the TIES cn a pr1:ivisicnal basis without the Department's, ~rior approvai. 
The regulation. QOdlt16d at 45 C.F,R, aaction 95.S11(0), prOr."li&aili prompt agenGy action on state$~ 
requeshs for priO( approval of Plenning APOs, Implementation AP03, RFPs. contracts:, and ~rtain 
CDmt'act amenamertt3. Under the new regulation, a sta!C!'e request 18 au-1Qf'l'laficatfy deemed to have _ 
pravlsionally met the pOor approval condit;c.,ns of me ntgutaticr.~ if Ot-tHS has not. within 60 daYll 
follc:lwing thcl aata ct the its letter acknowledging receipt of th" state', request, pro-video :h$ 6ta:e: 
wrr.::e.n approvu!, disapproval, ef a :-eque-at for InfQm)atlc;n. 

Ba&ed on cur under:;tanding cf :he purpose and intent of the re9tJlatk~n, we betieve that, due to the 
delay in federal action, me State has pf'O\Iisionally !'net the prlor apprcval conditions of OHHS and 
USDA regulati_. • 

In the notice of proposed rul& maKIng that appeared !n tho Feeeral Reglster, the Department exp;~ifled 
that tne "prompt actIon" regulation was proposed in the intetc4t Qf inueaail'\g effIciencyaM' reducing 
federalt,-tmpoud burdenll> on the states. The Oopartm<llnt's avowed intention we" to help ai'ates 
eont~in cotta by minlmi:z!ng the delay In'granting (equired apprcvals. The CCQartment acknowleUQed 
that states which ate e.ontldent t.'elf' ptoposad AD? project' eati.6fy fedoral requlrement$ shcuk! not be 
por.aliz~d by eXU6ejve deley tn Uie Qepartment's approvaL SOO' eo Fed. RAS. 37859 (JvlY 24, laeS). 
On 1ioal adoption of the regu!ahon, the Departr.:1l:nt fe3ponded to' a comment that the regulation may 
~ ompfo),ed to delay the approval of state requests bY aifenng explicit assurance that 'thi~ ..Mil not 
happen.' 81 Fed. Rog. ;;SeS4. 39896 (J"ly 31.1996). 

Umortunately, it appears mat this is prcciuiy what has occurred with the State's request for approval 
of the TIES RFO, Our c¢ncem is trat the c;u-rfdnt and: - tfwe, interpret yOlJr a;er,c:{, actIons COrTeetly - . 
ootArltially Interminable ~1-aV in the aptlrtl'lal of the 71ES RFO "kllate& the $plril, if r.ot the letter, of the 
prompt action reglJlation. Certain that thi$ is not tt'le Oepanml!nt's ir:tllnucn, we baileve it is reasonable 
to interpret the regu!atlon to authoriza the State of Texas to proceed with the Ties project under the 
provisional appro¥af ct!teria gf the regulation. 

The re91,Ilation ;s si!ent as tc the Department's duty and a state'. reasonable expectations· In cases 
where federal approval takos: longlt{ 1h'30 60 days.. It seem~ <:-tear, !hOI.J.Sl'i, that the potie;; basis for the 
regulation w.as to bring closure ~o a process tl'l6t \.onfarrly delays and adds COStS to proposed state 
action. The Oepanment's eC'tiOJ1$ imply, r,cwtWer, tl'lat it interprets the r<tgul.ltien to plZ.'"fmit an exten$.ior: 
of lhe: pe~!c:d of review for an ad:lltional 60 deY3 u",on- d.lliver'! of wntten notice to tl",e lState. This 
appl:c:atlon jJt. pla;..,I" at odds with Ui6 Oepartment's justification fcr trN r..:!e. 

- , 
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If the regulation Is (0 3PQly In fJ'Iia tn$tanoEJ, we think the more reJll,\QnQle .pplic.ation would. he lc 
~nnlt the Department to feGelll& a.n- .ddi't!oriat eo day. to review a ,tate requost for approval when it 
either (1) reqt.lCll$ta eddltiOf"\al in10fl'hation 'rem the atate or (2) ffJCeives informath:m from the 6UitS in 
reapanse to such a teqyesl Under thie inte:rpretarJcn, \he Oepartment WOl.Ik:I: ~ required. within tJ1e 60 
days klilowmg the rtKtl106t or t1tCt,!Iipt of il'lfcrmaUan, to provide the $'tatO a written apptoval. disapproval. 
Of request for additional information, Mr. Aagan'! letter of January 3', then, would not exter.d the 
Oepattnwmt'c ravia.., periOd because if dld not provide a~praval. disapproval. or r.e"tJest s:ddlUanal 
infotmaticn fram the State. 

Acccrdlngly, under this- reading cf the prompt review regulation. tns State of raxQII: was deemed to 
have provialcl"lal1y met the prior approvai c.oncUtiotl:e-of.f\lgula!lQn8. at the "articst, on January 18, 1997 
(60 calendar daYIl fclk»ving Nc'Vembdr 19, 1900, the dato of the 0epartme-nt'4 request fer mare 
tnformauct\) Ot February 11, 1597, at the latest, (60 days fQllowing the State's December 13, 1996 • 
• ubmi..lon "' raspOll... to the No....mb.r 19 reqll$lI!). 

Based on this unde", ..ndlng of the regulation, my staff i. proC2.ding with fio.1 preparatio" of the TIES 
RFO for formal rataase to tho m~tplace. If we am incol'T'eCt in our raad:'1g of the regulatioM, wo 
bctlC!We it is the DePilrtment'a ",sponslbWty ta to advJse and provide the State of Tl!lx.ms infof'!TIation 
t"'.eG8aa.ary ~ futf.ll'the prior apprQv~1 requirement If \Net ra:eive no dlrection from the Ccpartm«!!nt by 
February 28, iSS7. we will aSS\oIfl";& yOu conc1.;r In OLlr reading: of the regulations and 'We wfU formally 
!:ISI,J6 the Ties RFO, 

We have C:.and\Jcted the dialog ~th our (~eral patincf1J in the utmost gccd f~jth an" in the spirit at 
partnershlp_ Wo think this ccmmitmont is aiUcal to the ultimate success .of the nes projact . .-Jmosl 
without excepth:n, our feceral ;;:our:terparta ha'le been extremely helpful in ~rov!ajng my staff uaef1Jl 
advice and d.irectlon. ·Thelr input has been \ndtspel\sabla·to ensur.ng the ~1l.:cceS6 of the project. Yet. 
despite these efforts and repeated 3S1:UJrances of a prompt feeeral oe¢i$ion, we appear no ~oser to 
apprCY4!lI thaf\ we. were nearly nine months. ago whltn we forst apprQached Qur federal partners. To m.,. 
knowledGe. we. hav~ respOnded (or ha\ie llrtampteCl to te$pond) to every request tor information and 
darffic:at;on from federal olo'f!lraiQht agancle&. We are unaw3fe e1 aoy reason why the RFO cannot be 
iS$uOO at this (im~. Mr. Ragon'. letsr diaclO$e$ no lingerioQ ot IMl.lrmOUTItabte iuues regarding the 
pto}ed. Thus. we arc left to sp6culalc whethcr the delay in approval is tor reaf:iOnfi oth,er then \he 
ade<4uaey of the Rf:O and compliance with feoer'll requireMent •. 

I a.gree with Mr, Ragan that a project as large and ambltiout'J as nes deseIV8s careful con!ide:ration, 
and we af'f) committed, as your staff are. to ensuring that the (leeds m our clients and taxpa~enr . 
intere:&h: are protected. Hawev,er, eaen month at delay in tho retea$4 of tr,$ RFO costs the taxpayers of 
Taxas, Ta date, the. St:ate of Texas has invested app(Q,rimateiy $t.B mimon in the planning and 
do\'s!c:pment of the TIES project. Additional expenditUrH wJli no doubt be necessary to acCOmmodalQ 
tuMor federal delay. 

More lmpor.ant, we conservat!vely e.$tim'ilto thtu each mo(!~t'I of de(ny in ~ statewlctG imp!ementatiQrl 
of jn~eg(ated ~Moltmenl ;n 1.x3$ CO:Sl$ the taxpayers (,if this s!ate at !eaat $'0,000,000. The Texas 
\.egislatur6, in alJth~r\zil';g this project in 19S5. instrue\ed my office to ditfl:d: the savine:s generated by 

.inte6taled enrollment to fund addmonal health and human services programs. l I'lIstlmate mat the 
annuai 'Savings in aC!mI('I!e.U1lUve cosh!; alone. Generated by TIES could provtde l"ealth care coverage an 
sdditl<io&l 150,OOC needy Texas ChJldret"l. Ti".us, t!"le inablHt, of !ne federal avthQntie:s to {ulfill their 
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r=ponsitiiUties fnJl'litrates the intent of the fex.as leQialature and is born. <1irec::ty by cur awencies' 
aient. and the cit1ze~ of Taxaa. , 

I ~rot lh4t U"Iio Balen h~JS beco~. neCo«l84WY, ouUt i1J m)f duty to on~f'8 the intent of the TeX8$ 
L.egi8lature is Implemented and the irueresbi at the ~ople of Texas 8f1ii a&tanc.ad. We firmty bStiev6 
that the TIES project 16 the fight thing fer recipients of ~~bIlc assistanco and the State of TeXlJ.1S. and it 
ts long overd",e. I unde.r$i.and our effort. have been critid.led t>y people 'hhos.e interests may be to 
preKrve the :&tatus C;UO. UnUke your !Staff, these persoruli either have (lot taken !he time to ccnsutt with 
1.1$, ha\'8 not given us the courtesy ef an epen and honest discussion of the issue'S. er have chose" to 
ignore the Qea( commitments we have made to Improve seMce to cur elientB and giva vBlue to tr\a 
~y.rs. 	 . 

We view the T1E:S proiect as an cptlOrtunity to realizo PreGident Clintgn', yls/on of a nation ...mete thfll 
important and critical deei~lcns 01 government are mads dO$e5t to the peQple whose lives they affect. 
We 0/00 .hue his bellof \hat ",storing to Ihe .!aleo Ihll I'l"ponsibillty and authonty i. critical Ie 
reforminG the wetfare aylrtdm and meeting tho dlaifenges of tfIe Mxt centuty. And WI, agree w:t.tt YOU( 
recent remarks that "'When we: target our r6sourl;CS responsibly and Innovatlvely. wt'!en. we team up 
with our private and public paahcrs. and When we act •• tough. ..wy manassra. Ihe fa<leral 
QOVen:tmeni can help lead the way in Cleating a st(Qng.er and heatthfar nation - a Matior'! capable of 
meeting challenges both old and new.- With ),oIJr he!P. tl-.e State of Texas can foUow a similar path. 

CooseqlJentiy. t reepectfully ask tor your a~tance in resolving tne apparent Impano over the 
iipprowal of the. Tuas Integrated Enrollment SeMae& Req\,lNt for Off£lrs. AA always, tJe are prepared 
to $UPP'V ~ny Information you or jQur lt2lif may need to tltae."I 3 prampt and c.:orrect decision. 

~Ol/lh(/
Michael O. McKJnney. M.D. 

Comm18sioner 


Anacnrnent 

c: 	 GO'lemQr George W, Bush 

Ueutena.~t Gavernor llob Bull... 

Spoal<.er Pota Lanay 

Comptroller John Sharp 


I'lvEta t L 966 l-&-l 

http:Spoal<.er
http:st(Qng.er
http:TeXlJ.1S
http:a&tanc.ad


Office of Management and Budget 

Fax II: 

Associate Director for Human Resources 
260 Old Executive Office Building 

Washington, DC 20503 . 
395-5730 Phone #: 395-4844 

FACSIMILE COVER SHEET 

DATE: 

TO: 

fax Number: _________ 

Number of pages (including cover sheet): 

.FROM: 

REMARKS, 

K-e'. - ?G~c.h-lA..-h'C;YJ 14ft tvl1AGi1~cJS . 
~______-~V~.~~\~ta~{_IC+{__~_____ .
~~, 



DHB LABOR BRANCH ID:202-39S-IS96 12:29 No_006 P_OI 

'~/I:" .,,: :""1: , "- .,,;~-. "'-"'t"·, .•. ,.,,~ 
Fcbnwy"l,I997' ' 

Income Maintenance Branch 
Office ofManagement and Budget 
Executive Office of the President 
WiMingt.on. DC 2OSOl 

Please route to; 
~nccdc:d,,-Ken Apfel 
,...~~-
~~~ 
SCc:~~ lL, 

Pbane:: lOllJ9S-'6R6 
f ...: 202139~' I 
Room; 98222 

Subjecl; Background p"pCT on Te,as 

Privatization & 
From: ~tncy Ift:lm ~ 

Aaacbed ~gency-issue paper on the T~ TIES priYllliZll1ion propo..t You and 
others tml~! for Monday's meeting with Bruce on the sul:!icct ] would caution you 
though that the agencies have not provided final comments on the paper - Medicaid in pnrticular 
will probably want to change quite. bit since iIle pcIlIpcctlvc of the paper is largely Food Stamps. 

Also, agency principals have nol yel seen the paper. Our goal was 10 share it with them by 
.Wednesday ofnext 'Week. . 

http:WiMingt.on


. 
F£B 10'S7 12:29 No.COG P.02UMIf L~JjUX BRRNCH 

Income Maintenance Branch' 
om"" ofManogomcnt and Budget 

, 
Executive Oflice ofthe: President 
W~OC~Dl 

Please route to: 


lla.rboIra Fanner, ET AlDOL 
MI'Prd Pudt. ACFIIDIS 
Terry Watt, ACFIHHS 
Marty !vol... , IICF AIHHS 
David Cad •• BCFAlHHS 
Dana Sil1llk, US/OrM 
Ron Hill, GCIOSDA 
Carolyn Foley, FCSItlSDA ' . 

Subject: 	 Bnckyound papcf on 1'"... 
Privatization 

~DOO4od 

"-
~)VWm1DmI4IIl.oc _ 
1't;r)'UUt~ 
SceJCmlllbWow .x.,, 
~ Whl1e., Can:do Kitti. hk& "'''''--'''' 

f>.(~. JdfFo:lQ, fkIb ~ 

Phunc; 2MJ3!J,...686.. " _, 
l'p,; 2021l9.5-CS5I' 
Room: "8222 

= 
A1.UI.Ched is a draft interngency issue paper on the Texas TIES privatization proposal This paper 
""'" pulled together by USDA 8I:ld OMB using Iho lnfOtJru1tiQn pIVVidcil '" \1.< by USDA, Act, 
HCfAy OPM and l)QL. This naper it intended to pmyide ~wund m.f9rmatiOll and not to senre 
as Q decision paper. Please review lhc paper and k;t me know ifyou have any commems. At the 
moment. the pnper has quilt.: .II bit rrf lnfunutian on each prog.mm and many ofthe issua !daring 
to privatil21ion. II probably....a. bit IllOl< ofa global viewand more ofan clll>n 10 dmw 01lt 
com:tnonalilies and distioctiom: among the progt1l1ll$. During the pnx.es.s of!COmpiling ea.ch 
q:ency's paper into one: piece wc'vetakcn ~ liberties. lfvve:*ve inad'ie(t.entJy obscured Uf 

deleted important information from 'jout section. plca.sQ lei. us know. ' 

By Tu..day morning. ",.'d hKC yoIII' u".".."Is ... tIu! pspcr: I!y Ill..!.w........, be able to 
puO together .. "mal plcce which we CUD aD dian:: with our priQdpJes on Wednesday. 

Thank you v<:ry mueh for your Ilmclyand valuable input. 

Barbara Fanner, £TAIOO!.. ph: 202·219-5585 . fx: 202·219-6510 
M~ PUI;h, ACJ!IlIHS ph: 202401-6944 fx: 202-401-4678 
Tczry WIltt, ACflHHS ph: 202-6904131 ix: 202-401-64ll0 
Marty Srolos, HCFAIHHS pb:410-186-4582 lX: 410-786-3252 
l'lavid a.de, IlCI'AlHHS ph: 410·786·3810 Dc: 410-786-0025 
Dana Siu.ik, USIOrM ph: 202-6OQ.2l!4O fx: 202-606-2663 
Ron Hill. GCJUSDA ph: 202·120-6181 fx: 202-720-6911J 
Caro!>", Foley, FCS;USDA ph: 703·305-2473 fx: 703·30S·20911 
Stacy p=. OMB ph: 202·395·7762 Dc: 202·395·0851 
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PRIVATIZATION OF FEDERAL PUBUe ASSISTANCE PROGRAMS 

OVERVIEW 

This paper has been prepared jointly by .taffftom the Departments of Agrloulture (Food 
and Consumer Service), Health and Human Services (Health Care Financing 
Admlnistratloo and Administration for Ch~dron and Families). labor (Employment and 
Tmining AdminIStration), and the 0fIi0e ofPernon",,1 Management (OPM). The Fedemi 
agencies have been meeting ~y to dlscuss the general background and l$$ues 
sunourn:ling privatizalian initiatives tIlaI are under review within the Oepa~ and to 
expforl!! optloos for maIW)g final decisions and ",spending to States, . . .. 

.,-, .'~~"~'-.-ISSUES REQUIRING DEC/SIGN 

T() what wdenl should the States be permitted 10 transfer the responsibHity for eligibility 
determination for Federal public a!;Sis!anee pmgrams 10 the private sector through 
compejllively bid contrnCl$? And, may the Merit System ofPetsollnel Administration 
reqUirements be waived to ,,11ow States fo enfer Into contract agreements? 

I 
BACKGROUND 

Thena is inaeasing interest among \he Slale welfam agencies In \ransfelTing \he 
administtalion of public "",,1_ programs to the private sector through competitively 
bid contracts. This interest stems In part from the efforts of \he Federal and State 
governments to test new methods to Improve pmgram "'!Vices and to increase self. 
sufficiency emong program recipients. 

COntracting or privatiZing canaln 1undions of \he public assIstance programs L<; ru:rt new. 
For inatance, all Stales tIlaI'have linplemerrted an Electronic Benefit Tiansfer (EST) 
system for \he _nca ~f benefi!Shave" contract agreement with a privata entity. 

What Is new L<; the possIb~iIy of <X:IIllI3Cting with private entities to perform !Unctions that 
have historica1ly been \he respotn'Iibiflly of the pubfic _. such Conducting the . 
determination of elIglbllily and certffieatlon for public assisllmCEI programs such as tho 
Federal Food stamp Program and Medicaid. Wh~ the new welfare law explicitly 
pennits SIat9s to privatize T ANF administration and service provision, no other major 
Federal public assistanCe pmgram h .... such broad lalltude', PrivatIZation WOUld require 
3 waiver of current statutory and regulatory provisions relaled to the Merit System of 

1 Note 'that eflgibitrty for mblliion in Pell <;aranm and $25 bllion in student loans am f'OLrtioe.ly 
determined by lal'$ofy ooo·Fedcrol, MOfK»,Iblic entitics_ 

DRAFT· 1 
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Personnel Administr.tion as required undor aedion 11 (e)(6) of the Food Stamp Act of 
1977,8$ amended, and aS,required under aedion 1902(a)(4) ofthe.Sodal Security Act 
(Medicaid Program). 

In addition to lis TIES proposal 10' welfare programs, Texas also plans to privatize labor 
""change services authorized by the Wagner-Peyller Act. Therefore. the Department 
of labor (DOL) is in the 1'''''''''''' of a broad policy and legal review of the extent to 
which entitieG other than the State"empIoyment security 89Oflclesma~ deliver basic 
labor exchange and unemployment insurance servi<:es. ., 
CURRENTPROPOSALs REQUIRING DEC/SlONS ABOUT THEMERIT SYSTEM OF 
PERSONNEL ADMINISTRATION 

Texas Integlllted Enrollment Seryjoes (TIES) 

TIES is a statewide privali.ation initiative ofthe Texas Healh and Human Services 
Commission (HHSC) and the Tems Council on Competitive Government (CCG) In 
support of a State law enacted in 1995. Unde, TIES, the oertlflcalion and eligiblrlty 
determinations lor most public assistance programs, including the Food Stamp, Special 
Supplemental Nutrition Program tor Wom"!'l.lnfants and Children(WlC). TANF and 
Medicaid progf3ms, would be ~ to the private and/Or pUblic sectors through 
competitive bids. The TIES proposal does no! address contmctirig out the delively of 
unemployment insurance or employment services funded by the Department of labor., 
The TIES proposal would require a wahler.of the merit system requirements under the 
Food Slamp Act HeFA Is reviewing the ructent to which merit system requirements 
may be waived. The FedeTal agencies and the Slale 01 Texas have been negotiating 
the conditions for releasing a Request tor Offers (RFO) for TIES since May 1996. With 
the eJ<ception of a final deeision about the merit system provisions contained in th" 
RFO, all other issues have been resol\led. 

Texas was expeot;ng final approval oHlle RFO in Januruy to be able to release the 
RFO by the end of the month. Two consortia haVe been (lI!IIe1oped with the lntanlion 
of bidding on the RFO. One consortium is composed 01the Texas Wor1<furce 
Commission, International Business Machines Corporation and Lockheed Martin 
Corporation. The olher consortium consists of the Texas Department of Human 
Services, Electronic !lata Sys1ems Corporation and the Unisys Corporation. Arthur 
Anderson has also indicated an Interest in the proposal bUl h... no! aligned itself with a 
Slate agency. 

.. ". ..... 


DRAFT 2 



. 

t<t;,fj lU~~U 12 :.61 N(L006 P .OSUMtl LHtjUl< tiKHI'H...H , 

'., ....... , ..... .... 


Under the W-2 proposal, the Slate is contracting on " competitive basis with public or' 
private agencieS for certification a"ctkina 'Such as gathering 'client eligibility information, 
conducting eligibility interviews and data input. The·State, presuriting the Department 
ofAgriCt.dtvre'g approval of its waiver request of the merIt system 'requirements for the 
Food Stamp Program, released Ill> Request for Proposals (RFP), 'We have been 
advised by State offic:ials !hat the contract proces$ has been completed fur one Courtly 
(with over 60 peroent of the State caseIoad) Wilhout the inclusion of the Food stamp 
Program. eonlracls have been awarded 10 six privata, I1OI>1>rom agencies. 

i 

.... gislalion enacted in the State of Texas, effective September" ·19Q6. provides fur the 
delivery of labor exchange services that are authorized under. the Wagner-Peyser Act <

and currently delivered by State employment security agencies by local workforce .. 
develOPtnen! boards and private. non-govemmernal prOViders. Thus far, T eX"" has not 
considered contracting ou! the delivery of unemployment insurance servlees. The 
Department of Labor has urged Text>" to delay implementation unta the Pepartmenfs 
review "' compie1ad. . 

. 
In addition, the Stale of Massachusetts, wIih the Department 01 Labor's approval of a 
grant to implement a One-Slop Career Ceniar system throughout the State, h"" 
awarded (;On!mcb;; to priva!e.forl'rofa entitles to deliver labor exchange selVices in 
ooverallocal areas under !hat grant. Olhor SllItes such as Montana. Utah. 
Pennsylvania, .and Iowa are on the threshofd of requesting simlia( approval. 

ORGANIZED LABOR RSPONSE 

The Departmsnts of AgriClli1lne and Health and Human Services hav .. received 
numerous letters from employee unions about the nes proposal, .Including the 
Arneric;an Fedemtion of laborand Congress of lndllSlrial Organizations (AFL-CIO), the 
Amarican Federation of State, Courtly, and Municipal Employees (AFSCME) and the 
Service emploYees International Unioh, The unlons ...sen that 8 waiver of the merit 
system would resuR in a decline of dlent services, Including access to program benefds 
and client confldentiality. The Department of .<\g!lcultUre received <lVar 1,(lOO fette~ 
from employees in WiscOnsin objecting to the W-2 project. 

In the case of the Texas __development legislation, the Depal1men! of Labor 
has received" letter from the AFl-CIO quesliDning the legality of privatizing 
employment services. 
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CURRENT PROGRAMS· CeJfiflcati"fI ..nd O/hor Progr.mz Requl_ 

EQQll Stamp Progrl!rn 

The Food Stamp Act requires certification. i.e.• the application and eligibility , 
d-.nination process. 10 be ex>mpie1ed by merit s:lStem employees. Certificatlon, 
hawever. is no! defined in statute::As supported by legislative hisiol}/ to the Act. curren! 
reg1Jlotio.... spedfy!hal lhe required interview be conducted by merit system 
employees. Given !he comPieldIy and discretion lila! may be reqUired in 1118 food 
slamp certiflC"tion process. 1he food stamp intaMew is crucial to acculllts 
determinations of eligibility and bene!illevel. It Is lIlnwg1l1lle 1I:Iod Slamp inleMew that 
lhe worker soIldts most household Information. determines the necessity for add!!lonal 
verifICation or resolution of questionable information;'an'(nlscert:ains the need for ..-.----.---.~--~. 
appropriale policy decisions. It Is also,!he appficant household's Opportunity 10 have 
face-la-face contallt with 8 public employee. Voluntoe". and atoer non· merit 
employees may a ••i8t an applicant housellold in other actions ",1aIed to certification 
but may not conduct the food stamp interv"" or certify a household. During recenl 
debate on welfare reform legislation. Congressional confal'llell reinserted the merit 
system provisions in the Food Stamp At;t that a previous Senate biH had deleted. 

Similar to FOOd Stamps. 1he anti'" applieation pmc:ess. from taking an application to 
making \he final e~9ibilify de1erminatien. is performed almost entirely by employees of 
!he State agency responsible (or administering tho Medicaid program. '!be MOd'lCajd 

~ and regulations contain very little about th" eligibility det_alien process, and 
YirtueUy nOthing about what entities may or may not perfomn specffic functions within 
!hal process. except that lhe determination of erl!libility must be made by the agency or 
agencies speclflSd in the Stale plan, 

Unlike Food Stamps, the Social Security Ad provides for "out stationing' whiclt _ 
. !he Slate to'Use private &eotor employees to perform some eligibility P""""'" al 
Iocatlons other then State TANF oftiees for certain groups of applicants. Outalationing 
was incorporated inlo tho IBw ... to increase program accell$ when the law was 
amended to substanllally broad,." the categories of efigiblalnclMduals. 

Statss have the option of stsffing outatation Iocatlons with Slate employees or non
Stare employees (e.g .• <onttllClolS Of volunteers). or a <ombination of both. Because 
out stationing can involve !he use of non-State employees to perfonn esrtain eliglb.ily
related funCtions. regulations specify which functions can be performed by non-Stale 
employees and which mus! be performed by Stale wo""",... 
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Non·SIate employees alaffing outstation locations can perform "iriilial processing' which . 
inclUdes: (1) tak1ng applica,tlons; (2) assisting applicants In completing the application; 
(3) providing information and _Is; (4) ol>Iaining required documentation; (5) 
",••uring that infannal;on contained in lIle appfloallon is complete; and (6) conducting 
any necessary interviews. ~ , 
Non-State employees are specific211y precluded (rem: (1) evaluating the Information 
eontained in the appflClllion and .upporting documentation; and (2) making 11 
detennil'letion of eligibi6ty or ineligibirily. Actual evaluations and dete.minations ean be 
made at tile outstation location er at a Slate Medicaid agency Office, but they must be 
made by a Slate employee au\I1orized to make eligibility deIennIn!'tlon for the SIaIe 
Medicaid ageneY. . . , . 

Temoolll!li' Assistance WI Needy families and Fosler Care P!Pl3tWns 

5ection 104 of tile Illock Grant fur Temporery Assistance for Needy Femmes (TANFJ 
specifICally allOW$ Slates to 'administer and provide serviCes" under title I and II 01 the 
welfare reform legislation IIlrough oontracts with ehaiilable, rer.llioUs or private 
organizations. Therefore, there are no prohlbiUons to pr1lra!izallon'initiallves, such as 
TlES, related to merit personnel provision. for \he T ANF. 

H~. the merit system'requirements remain In efl\oct for tile TiUe IV·E of the SSA 
(Foster Care). Even \hough no State has proposed fo privatize any aspect of lis Foster 
Care Proglllm, the Administration of Child"", and .Families Is examining tile 
implications of tile ment system requirements fur TItle IV-E. ' 

WA/VE'R AUTHORITY TO CONDlJCT DEMONSTRATION PRO.JliCTS 

The Food Slamp and Social Security Aets provide the Departments With the authority to 
waive /IIOCiII statutory requirements to allow the States to conduct demonstration 
prgjecIs, However, because authority for the Merit System of Pemonnel Management 
was tr.ansferred from lhe Departments to OPM under the Intergovernmental Personnel 
Ad of 1970. USDAwould need to obtain com::urrence from OPM prior to approving any 
c:femooalrZlliml project that would waive the Merit System of Personnel Management 
However, HHS beJieves lhey would not need OeM's ooncumlnoe fOr such II waiver. 

INTERGOIlERNMIiNTAL PERSONNEL ACT 

When the Intergovernmental Personnel A<ft. (lPA) was wrillen, it WllS presumed ttt8t 
services would be provided directly by Sial» OT local employees who were acting in lieu 
of Federal employees; this was this _ the reason for establishing tor a Merit System 
of Personnel Administration. While the IPA is silent on whelher Stltes or local 
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governments may contract for services. the law does provide for inaximum flexibility 
within the mquiremems for meril principles in the admlnis1r8tion of grant~MJld 
p.ograms by grantoo&. However. as the roles of govefn(l1ent arnfthe relationShips 
between the State and the Federal government conlinue to evolve, a detannination 
must be made as to whelhe. new ways of doing busill<lSS can bocarriod out under 
existing laws, or Whether change in those""",, is required. WhHe government 
COn\lacling with the private &eetor fOr commercial pnxIucls and services is not new, the 
Texas proposal raiseS the posslblflty of contrae1ing with private entities to perronn 
fundions that have historialily been the responsibility of the private _. This 
proposal wDuld require .. waiver by OPM of ...mont &18tulo!), and iegulalary provisions 
related to the Merit System of Perilonnel Administlation pIOlliaion Of the IPA., 
The current pIOposlIl$ unde'·review by. Federal 21Iencies' appear to conflict with the .. . .. -. . ........." 

requirements of tha IPA. Although OPM has not consulted with their Geneml Counsel 

r", "legal opinion. OPM is confident II\a! it does not have.authority to _iva any. 

provisions of the statute. In'fact. OPM counsels have consistently held that OPM dOes" 

not have authority to waiv;! its own regulations, unless such waiver is specifically 

provide<.! for•.The Administration could elect 10 seek legislative change. 


This leads uS back, then, to examining the T """$ proposal and shredding out what is 
inherently govemmantaJ and must therefo", be pert'ormed by medI S)'l>Iem employees, 
and what is commercial and can Ih~re be <:<:>ntraoted out. lhe'OPM General 
Counsel has relied on OMS Circular A-76 to define whatIs and Is not an inherently 
governmental funclion. 'IncIuded in the definitioo of goVernmental functions are "those 
ac!iYitles which require either the exercise ofdiscrellon In applying Governmental 
autho!ity or the use of value judgment in making decisions for the Government 
... Go .....mmen!al functions nonnally fan into two categories: (1) The Act of 
govemlng; .... (2) Monetary transactions and entitlements .... • It wouid appearlhat BOrne 
contracting is appropriate but wholesale C<>Il!r.ic:ting may violate the intention of 
Congress to ensure tbat adminisbation of grant-in-aid ptograms be conduoted by 
employees covered by a mem syutem at personnel administra1ion. . , 
OPTIONS FOR TCXAS TIES 

AI1l1rove Waiver at Mem 8.yJtem at Personnel Ac!mjnlstra!jon. This option would allow 
the State to aJmo8l fUlly privatize its eligibility process, requiring only thaI the state 
certify the final determination. This approval would require use of tba Food Stamp 
Program and Medicaid ptograms' statutory demonotrallon authority. with the necessa/Y 
approval at waivers of the Meril System ofPelsonnel Ac!mini&tration by OPM. The 
Departments' watver authority for demonstralions hi Intended to _ Innovations and Is· 
not intended 10 approve long-term opemtional alternatives such as those proposed by 
Toxas. 
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Approval of the waiver may _un in addfti01lal objeetions from employee unions and 
acl\toc:aQy groups but would be supported by Slates, Ihe National Governors 
Associallon and private corporalions Which have f_ "nian""".with pubfic "1Iencies 
to respond to the RFO. ,,' 

~ l6'lIlm of Merit System gf PlflI9nnel Admjnjstralioo. This option would require 
the Stale to perlorm all Medicaid eligibDity functio11$, Includlnllintake. interview. . 
processing. end final determinetion and certification, Even tIlough this is the most 
restricllve option. n may be)he mosI\egafly supportIIbfe option for'1he Medicaid 
program based on statutory and regukllory requirements involving' proper and effldent 
admlnls1ralion of the program. A legal8l\lUmen! oould be made II\at the Medicaid ) 
statute _nets third-party eligibility aaMties tospeellie e6glbllnygroups and sltu8Iicns 
and. thus, is not applicable 10 the TIES proposal. ..-. ...:...-. .. ... 

lhi$ option also would require the State to continue to be responsible for the Food ... ". .. •• 
Stamp interview and determinations gf eligibijily andbeneflt level •. It is also important to 
note that during the recent debate on welfare reform legislation. Congressional 
ConfeNeS reinstaled the merit s)'Stem provisions in the Food Stamp Act that a previous 
Senate bill had deleted. 

A denial ofa waiver for the nES proposal may seriously dislupt the progress the 
FedeIDI and State agencies have made on the proposals. The Fell.".,.1 agencies would 
~ I88rtouS objeetions from the stale and private corporations. Also. a denial may 
be viewed as inconsistent with the Administration's suppon for allowing the private 
sector to be roo", Involved In the administration of public assislence programs. 

BedeIiDe.C,)[lificatiQ[J. The Food Stamp statute requires certification to be complet9d 
by merit system employees. while the Medicaid statute allOlW non·merit personnel 
outslantioned pernonnel to perform some efements gf the appi1calion process. States 
want to reinterpret the laws so the! compliance could be ad\ieved through the 
autormrted pnocessing ofoats by cOmputers which are programrruid under State 
agency direction to make e1lgibiflly and benefit decisions. ' 

A middle ground could preserve more merit system involvement in a complex eligibility 
determination pro= that ""lui.... judgment. The Federal agencies could to revise 
regulations (Food Stamp Progrtrnl) or pubfish an appropriate Notice in the Federal 
Register (Medicaid) to require merit system revieW of applications and interview results 
before benefits were determined (a process comparable to the Medicaid outstations or 
supervisory "'v18W1l currently used by many Stale agencies In the Food Stamp 
Program). However. this pption may not anew the Stele.·to mak.e prtv9lizallon 
InitietiV$S financially worthwhile. 
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~l1r2l1!! smIlU'$C!!le demonslraljon p~, The Departments $Upport privatization 
initiatives that may resuft in improved 81lt'Vices and/o' adminislmtive costs ""vings, 
However. both Departments IlavGconeems abouts_wide initiatives that have not 
been proven 10 be atrectlve and may seriously affect program access 10 low.fnoome 
hOUseholds. For inStance. TIES is a Statewide initiative in a Stale that issues annually 
apprQXimately 10 percent of 190<1 stamp benefits i!tSUed nationwide. The Department 
of Agriculture further believes tt wOuld be Impltldent 10 eliminate the interview from roorit 
employees on a statewide basis without further testing. ; 

~ , 

A demons!mlion limited to a small number of counties may be supportable by !he 

advocac;y groups. I?rivaIe COfpQI8tions may object or me interest in smaJI.SCaIe 

demonstration projects. HIa unclear how the ""IOns and OIhat States would reaot to 

such a compromise, It is estimated thelan evaluation 'of a' Food Stamp Program 

demonstration "",uta cost about $1 mimon. ' 


BROJW POUCY CONCERNS 

Belslioosbio to the Iexll Eau>IQYmenl Services PrC!$>Oli~1 

, Ihe issue of whether an enltty other than 1lie SESA may deliver basic labOr exchange 
and unemployment Insuranoe urvices has been ralaed in the context ofEmployment 
and Training (ETA) sponsor.ed ;ohia_lo build new Stale woMo,,,,, development 
aystams utilizing On<>-Stop C""""Centers, This system building at thB local level 
involve& !he delivery of labor exdlange services under Ille Wagner-Peyser Ad and may 
involve the unemployniilirt insurance program for payment of benefits under tha Social 
SectJrity Ad (SSA), Basic labor exchange and unemployment Insurance services are 
funded through .. dedicated employer tax. the Fed"ral Unemployment Tax Ad (FUTA). 

Unemployment Insurance - Contracting out of benefit eligibility determination and tax 
functions are unlikely to be permttled because these functions imltllve!he use of value 
judgments in Government decision making. HOWever. ft may be permissible to contract 
out those date galhering functions that can be broken out in an effective, cost-efftcient 
manner. withOUt deterioration of services to claimants and employers. 

Employment SeIvices - Contracting out beyond suppor! furn:lions may be permltt2d for 
the defivery of many basic labor exdlange services. 

ConfidentialitY 

As a resu~ ofnegotiations between the Stale of I exas and Department of Agr\cutture. 
the BFO was revised '" include language C!1Surtng !hat the contractor would adhere to 
the confidentiality provisionS under the Food Stamp Ad and thal applicants and 
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recipients would have the right to fully understand how information would be used in 
determining eligibility. The RFO currently includes language specifying that the use or 
disclosure of information about applicants or clients during the screening and referral 
and the eligibility determination and enrollment processes shall bE! restricted to 
purposes directly connected with the administration of assistance programs. 
Information supplied for the pwpose of de1ermining eligibility may not be made 
available to other programs in TIES without the consent of the client. Bidden; must 
demonstrate how clients will be advised of their right to confidentiality and how their 
concurrence would be obtained. 

While these revisions ensure compliance with the Food Stamp anll SOcial Security 
Acts, the Departments continue to' have concerns that wide-scale privatization and 
potential loss of merit system protections may undermine the client confidentiality, '" 
Merit Personnel systems have histori~lIy established incentives f~r maintaining the 
integrity of public assistance programs. It is uncertain hoW privatization would influence ". 
the relationship between caGe workers and clients. t 

Conflict of Interests 

It should not be assumed that a public employee would be more interested in operating 
public assistance programs better than a prtvate employee on the basis of his or her 
status as a merit employee. However, priVate employees hired to carry out the TIES 
system may be affected negatively ff the contractor does not realize a profrt. The profit 
incentive raises numerous questions regarding the effect such wide-scale privatization 
would have on employees who are responsible for the determination of eligibility as well 
as the effed on ,overall client services. For instance, the nES RFO proposes to use 
client surveys to measure the conti"adcrs performance. VViIi the interest in maintaining' 
client satisfaction increase a caseworker's In~ntive to appro"le benefrts, even if 
questionable information about the applicant's eligibirrty exists? Would profit incentives 
alter the current incentives out stat!onod non-merft employees have for t~jr role In the 
Medicaid ceitffication process? 

Also, a conflict of interest may be created by the increased flexibility provided to the 
S_s through the Personal Responsibility and Wolk Opportunity Reconciliation Act 
(PRWORA) of 1996. While the state of Texas retains the authority to estabtish 
program po.cy decisions, the State may come under heavy influence by the contractor 
to approve policies that assist the contractor in containing costs, possibly at the . 
expense of client services.. ' 

~tefCQntractor Program Responsibilities 

Under the proposed TIES RFO, the Stale maintains responsibility for developing 
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progmm policy, conducting Quality Control (OC) reviews and fair hearings. The llES 
""niraclor is responsible for Implementing program policy. The TIES system, therefOTe, 
adds an additionallevellD the current b"",aucmtlc _ .... The FCS and the State of 
T",",s ha"" negotiated revisions to the RFO ID cla(1fy Fe<leraVStatEl and 
State/Contractor ralationships. HOWever, the Depanments continoe to have sertow 
concerns about the increased corriPlexity of the eerliflcation proceSs under a S~e 
privatization inmative and Whether any resulting barrie", to participation would be 
created as a resuH of Ihese spfrt relationships, These relationship!. may beeome I<\IeJ1 

furtber complicated if the r88pOl1Sibility fer the certification procesS becomes sprlt 
_en Slate and contract employees. ' 

The draft TIES RFO specifIeS Ille financial incentives for good performance and fiscal 
penalties for poor perfullMJ'lC'l. Ooe financial penalty to the eontractor i. the liability, of 
QC sanctions, Tbe D<\partmetit and Slate of Texas na"" negotiated regarding , 
additional language that ciarifi"" that the Federal Government wiH continue to hold the 
S_ liable for tbe OC ...ndiOllll"nd thallha Fade",1 and State governments would be 
responsible for negotiating the resOlution of 8ny Federal OC liabirlly. 

'The Departments have concerns that the c:ontriICIOr may have m<1re intarest in cost 
savings and less intarest In resulting QC r",bIIHies. Should .. contractor experience .. 
finandalloss due Ie a QC liability, lbe potantial for litigation between the Slate Bed 
contmcler would appear to be great The Depal!ments also. share concerns about !he 
potential of increased Ittigation between the Slate and contr.ictor if!be certifJCa1ion 
process becomes. joint responsibility between Slate end privata conl!act emplcy~. 
The Departments have concerns about how these potential conflicts would affeclthe 
cngolng operations of the Food Stamp and Medicaid Programs throughout the s_. 

Inherently GovemlU!WIal DecislQD~ 

The certlflc:alion prOee9ll'for determining eligibility for Federal benefits is a discretionary 
action. Thus. H is important to. review any l!ansfer of the certificalion process to the 
private sector under OMS guidance, OMS Circular "':713 provides guidance to Federal 
agencies in determining activities that may be contracted '" the private sector, 
Activities thai are "Inherently governmental functions' may nor be contracted to \he 
privale seelor. The OMS Cln::uiar specifies that an inherently governmental function is, 
'so intimately relaled to 'the pub6c intetest as to. mandate perfonnaru:e by Government 
employees. Th_ functions Include those aetivities lIIat require either the exercise of 
discmtion in applying Government authority or the making of tbe value judgment in 
making decision for !be Government' •. 
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While OMS Cin:ular A.75 may not be binding on State agencies, the concept of 
functloll$ that a ... inherently governmental is basiC to the review ofme TIES. The State 
ofTexas indicates that it is prohibited by State law from entering into private contracts 
for discretionary activities. 

. . " 
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