June 9, 1995
MEMORANDUM FOR THE CHIEF OF STAFF

el m So1

FROM: Carol Rasco, Alice Rivlin, Donng Shalala, Laura Tyson

SUBJECT:  Welfare Reform -- Key Strategic Questions for the Senate

Sm;y

Senate Finance approved a welfare reform bill two weeks ago and we expect to see it on the
Senate floor within the next week. The Senate debate may be the last opportunity to make

major changes before it comes to the President,

This memo describes the Finance bill and major concerns that we all agree need to be .
addresscd ’I'he purpasc z:}f our Mand:zy meeung 18 10 mik Lhmugh 3zraiegy quesums ;S.Lﬁ

best Zf)lnflzzencc Zh& Senatc éeizazg )

Minance Committer Bill

Like the House bill, the Finance bill would make dramatic cuts in many areas, impose
infeasible work requirements, and end requirements that states match federal spending. The
cuts themselves are very serious, Worse yet, a Systemn of fixed block grants with no state
match and few adjustments for economic and demographic change, coupled with z set of
unworkable work standards and much less money for training and child care, is hikely to set
off a largely irreversible “race to the bortom,” as states move to provide less and less for
poor families.

Specifically, the Finance bill would:
o End the AFDC individual entitlement and combine the current AFDC, Emergency

Assistance, JOBS, and mandatory child care programs into a single, frozen block
grant, with total funding set at FY 1994 levels.

o Require no state matching or maintenance of effort.
o Mandate tough werk requirements while providing less money for work and child
care,

o Make deep cuts in benefits to legal immigrants and S3I benefits.



On the positive side, the Finance bill i3 an improvement from the House version because it
doesn’t include all the conservative “strings” unconditionally restricting benefits fo ieen
morns and certain others. The child support enforcement reforms are simuilar to those the
Adminstration proposed. Child protective services are untouched and SSI childhood
disability reforms are less draconian than in the House bill.

The Finance bill cuts funding nearly as deeply as the serious reductions in the House-passed
bill, CBO’s preliminary estimate i$ that the Finance proposal saves $26 billion over five
vears {and $42 billion over seven). The House bill's savings were more than double these
amounts, but include food program cuts which have not yet been addressed by the Senate.
The Senate's cuts of S8I to legal immigrants are deeper, but other culs smaller, (A more
complete summary of the Finance bill is attached.) This level of cuts could do real damage
and it is unlikely that states will mount effective welfare-to-work programs a1 this diminished
level of resources. -

In other Senate developments, the Agriculture Committee is expected to mark up legistation
covering the food programs next week for possible inclusion in the Finance bill when it goes
to the Floor. Our efforts appear w be successful in stopping both the Food Stamp and
nutrition block grants -~ although & state option to block grant Food Stamps may be included.
The Agriculture Committee will still need to find very sizable savings from the programs to
achieve its targets. The Labor and Human Resources Committee approved reauthonization of
the discretionary Child Care and Development Block Grant, with relatively little change from
the current authorization; this may aise be added on the Floor as an amendment (o the
welfare bill, In addition to the provisions concerning immigrants in the Finance bill, this
week Senator Simpson’s Judiciary subcommittee began mark up of immigration legislation
which affects benefits to immigrants. Again, this may be added on the Floor,

Democratic Alternatives

Democrats offered alternatives at the Finance Committee markup, all of which were _
defeated. It's not clear yet if they will be united for floor action, though efforts are being
made. Senator Moynihan introduced a bill that would continue AFDC 2s an individual
entitlement, expand work and training requirements, and increase funding for JOBS. It has
an estimated cost (which is offset) of approximately 38 billion over five years. Senators
Conrad and Moseley-Braun have developed serious alternatives as well,

In addition, a Democratic leadership group (Daschle, Breaux, and Mikulski) announced its
alternative bill yesterday. They hope to unite nearly all Democrats i support of the
alternative. Their plan would repeal AFDC and replace it with 2 "conditional entitiement”
based on work, with substantial funding (which is offset) for work and child care, and with
two-years-and-work and five-years-and-out provisions {(with certain hardship exemptions).
The JOBS program would be replaced by a work block grant. Work participation rates
would rise significantly by 2000, and states would receive bonus payments for reaching
certain employment and duration-of-employment levels.



Democratic alternatives have little chance of passage. Indeed, it doesn’t appear the
Democratic altematives will stop several Democratic Senators from supporting the Finance

bill.

Issues

Already, Senator Baucus voted for the till in Commitiee.

Thare are four crucial concerns with the Senate bill:

1.

Maintenance of Effort — The Finance bill, like the House-passed legislation, does not
require states o continue contributing their own funds to AFDC's successor dlock
grant program. There is not even a requirement that they maintain their current level
of effort. States can withdraw their own funds, cut benefits, purge large numbers of
current recipients from the rolls, and avoid the investments needed to help people
become self-sufficient. Under the current system, if poorer states such as Mississippi
or Arkansas reduce spending by $1 they lose another $4 in federal funds. Even the
wealthier states lose at least §1 for every 81 they cut.  With the current block grant
proposals, if a state cuts spending it loses no federal funds, And if one state starts
imposing dramatic benefit cuts or short absolute time limits, neighboring states will
naturally fear welfare migration and feel pressure to cut their own programs.
Conversely, investmants in one state designed to help recipients move permanently
from welfare to work, such as traznmg or chnld care, may seem pamcutarly hkeiy o
attract recxplcnzs fz‘am clsewhm ' 14 . 4.3late match Aintenanss

. Ana,lwmanve woul{i be zaf;iusmn cf a znecilamsm in the h:il that |
cuts federal payments if a state reduces its own spending below 1994 levels.

ient —~ The Finance bill, again like the House-passed Bill,

freemes the Iavei Gf the new block grant in future years. Should the country g0 into a
recession - or should some region suffer economic distress -~ it offers lintle in the
way of added assistance o meet increased need, The Finance bill creates a very
modest one-time $1.7 billion "rainy day” revolving loan fund to belp states during
recessions but it requires that any funds distributed be repayable with interest, This is
inadequate. There is no guarantee that a state’s econormy 3 will have improved by the
nme it must repay. its loan from the fund or that 1t w:li bc atﬁe to berraw z,he amount

;xapulauons gezzamlly in the Szmbelt are already asking for the bill to be amended to
pravide better protection for their allocations in the outyears.)

- _. e tk - The Finance bill expects states to meet
amhmous work zargets wnh considerably less money, By the year 2000, almost 2
million people would have to be working or training, uniess states cut people off and
reduce caseloads. CBO has estimated that only 6 States could meet these




requirements, because it would cost $10 billion a year by the year 2000 for every
state to comply,  (Chairman Packwood seemed surprised by CBO's report and may.
be willing t0 make some adjustments 1o the bill befors wking it to the Floor,) If
states were to choose 1o spend enough to mest the work requirements, a relatively
small portion would be left o provide basic assistance 1o poor families and children,
On the other hand, if states choose to emphasize providing benefits, they may simply
accept the 5 percent block grant penalty for not meeting the work requirements and
reduce their expenditures on work and training. By putting the money for benefits
and services into one pot, both the Senate and the House bills would force states to
make a decision about providing one at the expense of the other. It makes no sense
to be asking millions more mothers 10 go to work while providing dramatically less
¢hild care than current law. Nearly two-thirds of welfare mothers have children
under 8, é:}.‘% have ckziéresz aged 2 years or, less ,__e_shguli mw

4. s Lhildren —~ To protect children, we should avoid conservative
mandates i;kﬁ a mandawry cut-off of unmarried mothers under 18 and their children
arxi mandatory family caps, but the bill must also include provisions that will mitigate
the race to the bottom. We should seek some exemptions from time limits for
children whose parents are unable to work or find work. We should try to reduce the
level of cuts in programs for children, HHS also believes that we should require
states to serve all children that meet whatever need and eligibility rules the state
adopts. As noted above, the Senate bill cuts almost as deeply as the House-passed
bill. The AFDC/JOBS cuts preciudc the establishment of effective welfare-10-work
programs. The immigrant cuts are xmmense and tize SSI cuts for z!zsabied chxldren
and the nutrition culs go too far. W { : 1
We need 10 try to mitigate the level of cuzs in the Senazc bill. thhout these changes
the combination of dramatic federal cuts in many areas, the unworkable work
requirements, and the lack of maintenance of effort provisions open the possibility of
even larger cuts at the State level and a very harmful race to the bottom. And as
budget caps get tighter and tighter, the pressure 10 cut Federal spending further on the
block grants is likely (0 increase,

Purposze of Meeting

We recommend we arrange a meeting as soon as possible with appmpxiaw senior
Administration officials to discuss how best to achieve zhm changes in the Senate.

Important questions:



A veto threat can send a clear message of what the Administration stands for -- and will not
stand for -~ in welfare policy. In the area of Food Stamps, the threat of a veto may have
played an important vole in i}fummg the momentum behingd converting the program into a
block grant.

On the other hand, Republicans on the Hill may well prefer to see the President veto a
welfare reform bill and would like a road map about how to ensure one. Specific vero
threats might make it less likely the legislation improves, and we could alse receive criticism
from more friendly sources should we choose to draw the veto line in a place different from
where they would like.

If the decision is that a veto threat would be a useful tactic, we would still need to discuss
the specifics of which provisions are named as unacceptable and what changes could be made
to them to render them acceptable.

Once the veto threal question is resolved, we still need$m discuss how best to influence the
Senate debate. What profile should the President and the Administration stnke in thaz
debate? What shouki we say about the Senate bill once it is passed?



Senate Finarnce Welfare Bill - Summary
AFDC and Work-Related Programs

Combined Block Grant—The bill approved by the Finance Committee combines AFDC,
Emergency Assistance, JOBS, and three mandatory child care programs into a single, level-
funded block grant of $16.8 billion (which represents the FY 1994 funding level for these
programs). There is no annual inflation adjustment to the new “Temporary Family
Assistance Grant,” and the reduction over seven years for these programs is approximately
$11 billion (CBO estimate). The Senate version lumped more programs into their
Temporary Family Assistance Grant (AFDC, Emergency Assistance, JOBS and Child Care),
_while the House bill consolidated Child Care programs under a separate block grant.

Fewer Marndates--The Senate bill has fewer strings on State spending. Requirements that
minor mothers live at home, the prohibition of benefits to children bom on welfare, and
restrictions on assistance to parents who fail to establish paternity are all dropped. Also,
States can choose whether to pay cash assistance 10 non-itizen families who lack sponsors.

Work Programs

Pariicipation Rares--By FY 2001, the Senate Finance bill requires half of single parents'to
participate in work/training activities, which the House bill does by FY 2003, The Senate
bill, however, lets States exempt ceriain categories of beneficiaries (up to about 60% of the
adult caseicad) up through FY 1958, by allowing them to extend current law exemption
categories. Afier FY 1998, no exemptions will be allowed and Swites face a very large
increase in required participation. States not meeting the new rates may have their grant
reduced by S% the next fiscal year. The Senate bill requires that States guarantee child care
for recipients who need care for children under age 6 to participate in JOBS activities but
ends this guarantee for children 6 and over.

CBO analysis raised a major issue during the Senate Finance commitiee mark-up. CBO
estimated States would need a total of $10 billion by FY 2000 (a full 60% of the block grant)
10 meet the set work targets, leaving far fewer funds to pay benefits, Further, CBO
estimated that only 6 States would be able 10 meet the new requirements and that the
mmmnder ms&ad would c;;z far the 5% gram reducu:m ;aenalzy Qhaumﬁam

aédress CBO s f‘mémgs so it zspossxble that a Senate floor amendment somehow will alter
the work portion of the block grant.

-

Child Protective Programs

The Senate Finance-passed bill leaves child protective programs unchanged. (The House bill
combined, capped and cut Foster Care, Adoption Assistanice and other mandatory child

6



protective services by $2 billion over five years.)
Immigrant Assistance

The Senate Finance bill has three major immigrant provisions: (a) denial of 58! benefits for
most immigrants; (b) deeming of sponsor’s income for certain programs, notably Medicaid;
(¢} authonty for states 1o deny tmmigranis cash assistance. While Senate Finance
immigration provisions apply to fewer programs, cuts are harsher than comparable House
action, which had comparatively more exemptions for SS8I and Medicaid.

351 Resirictions--The bill ends SSI benefits for most immigrants, except for: refugees and
asylees (for five years); immigrants who have worked long enough to qualify for Social

~ Security banefits; veterans and their spouses and children. The provision takes effect upon
enactment for new applicants and on January 1, 1997 for those currently on the rolls.  The
sormewhat less stringent House $SI provisions exempted more immigrants: those over 75;
lawfully adrmitted permanent residents who cannot naturalize due to disability; refugees ang
veterans, CBO estimates the Senate §81 immigration provision would save about 11 billion
over five years and about $17 billion over seven years. About 550,000 immigrants would be
made ineligible for SSI bencfits in the year 2000,

Medicaid Restrictions--The Senale Finance bill desms sponsor’s income for programs
authorized by the Social Security Act for five years or the length of a sponsor's affidavit of
suppaort, whichever is longer. The provision includes Medicaid, which currently lacks a
deeming requirement. I is unclear how many immigranty would be affected and Medicaid
savings estimates are not yet available, -

Supplemental Security fncome for Children

Cash Bensfirs--Under the Senate Finance Commitiee bill, benefits continue o be in the form
of cash. {By contrast, the House bill limits cash benefils to those curreatly on the rolis and
20-50% of the most severely disabled applicants, Services funded by block grants to Sttes
replace 73% of the value of the former cash benefits.) Retaining only cash benefits is a
stance the Administration ¢an support.

Eligibility & Program Integrity--The Senate Finance bill establishes a new more stringent
definition of childhood disability that effectively reverses the Supreme Court’s 1990 Zebley
decision by raising the level of severity of impairment{s) needed to qualify for' S81. The bill
also requires periodic eligibility re-determinations to ensure that 881 is not erroneocusly paid
to ineligible individuals. (The House bill has more severe eligibility restrictions.) :

Cost Estimates--S81 children’s provisions save about $7 billion over five years and about $11
billion over seven years, including the Medicaid and Food Stamp interactions, About
250,000 currenty eligible children would be denied S8 in the year 2000.



Supplemental Security Income for Drug Addicts and Alcoholics

The Senate Finance Committeg’s bill, hike the House bill, ends 8§81 eligibility for individuals
whose drug addiction or alcoholism is a "contributing factor” to their disability. Under the
Senate version, benefits would continue more than a year longer but the Senate bill does not
reinvest part of the savings into drug treatment and research.  Savings are about 52 billion
over five years and gbout $3 billion over 7 years (CBO), which are very simalar to House
savings.

Child Support Enforcement

The Finance bill adopts most of the Administration child support enforcement proposals, as
does the House-passed bill,
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MEMORANDUM
TO: Carol Rasco and Laura Jyson
FROM: Ken Apfel /\[),,..

RE: ‘' Welfare Reform

Director Rivlin asked me to share the attached draft memo with you in advance of the
mecting of the three of you scheduled for 2:30 on Monday.



June 2, 1595

MEMORANDUM FOR THE CHIEF OF STAFF
FROM.: Carol Rasco, Alice Rivim, Laura Tyson

SUBJECT: Welfare Reform ~ Time to Decide
Ssonreary

Senate Finance approved a welfare reform bill last week and we expect 10 see it on the Senate
floor the week of June 12t wunless delayed by fights over allotation formulag, The bill is
similar to the one the House passed, although marginally better, and if the Administration —
and the President -- are going to influsnce the outcome we need to do it in the coming week
or so. If the Senate endoryes the key elements of the Finance bill there will be httle:
opportunity to significantly change it before it comes to the President.

This memo deseribes the Finance bill and four big problems we think need to be addressed
W believe that senjor officials should talk through the issues and strategy questions in the
very near future. We've got 1o arrange a meeting with the President within the next few days
1o decide whether we should draw lines in the sand,

Finance Convnittes Bl ° "

Closely akin to the House-passed legislation, the Finance bill would make dramatic cuts in
many areas, impose mmrkabia W(zzk teqmzemmzs, azzd end reqmremews :Z*zaz szates match
Feéerai Sptm&ng, If anac : sy rm gt _ _

STAIDS xd ¥ o {amili hildren “ the
faat that Federai do!iars are c.apped 1: would oniy be tha b-eg,mnmg - ti:urzgs will get much
worse in our next downturn,

Specifically, the Finane bill would:

o Combine the current AFDC, Emergency Assistance, JOBS, and wandatory child care
programs into a single, frozen block grany, with wial funding set ar FY 1984 levels.

o Requirs no State marching or maintenance of effort

o Limit benefits to five years (less at State option), with States allowed to exempt 10%
of the caseload.

o Mandate tough -- and given the amount of funding, unrealistic -~ work requirements.

o Make deep cuts in benefits 1o legal immigrants and SS] benefits,



On the positive side, the Finance bill is an iroprovement from the House version because it
doesn't include 2l the conservative *strings” unconditionally restricting benafits to toen moms
and certzin others. The child support enforcement reforms are similar 1o those the
Adminisiration proposed. And, in othar improvements over the House bill, child protective
servicas are untouched and SSI childhood disability reforms are less draconian.

The Finance bill cuts funding nearly as deaply as the serious reductions in the House-passed
bill, CBO's preliminary estimate is that the Finance proposal saves $28 billion over five
vears {and $42 billion over seven). The House bill's savings were more than doubls these
arnounts, bt include food program cuts which have not yet been addressed by the Senate.
The Senate’s 881 cuts 1 legal immizranis are deeper, but other cuts smaller. (A more
comsplete summary of the Finange bill is attached) This level of cuts could do real damage
and it is wunitkely that States will mount effective welfare-to-work programs at thig jevel of
Yesources.

In other Senate committae action, the Agriculture Committes is scheduled to mark up
legislation covering the food programs on hune 7th for pogsible inclugion in the Finance bill.
when it goes 1o the Floor, Our efforts 2ppear 1o be successful in stopping both the Food
Starng and mutrition block grants -« although a State option to block grant Food Stamps may
be included The Agriculture Committee will still need 1o find very sizable ssvings from the
programs to schieve its targets. The Labor and Human Resources Comminee approved
reauthorization of the discretionary Child Care and Development Block Grant, with relatively
line change from the current authorization; this may also be added on the Floor as an
amendment fo the welfare bill. In addition to potion on assistance to immigrants by Senate
Finance, legislation with implications for benefits tw immugrants may be forthcoming from
Senator Simpson's Judiciary subcomumittes; this may also be added on the Floor.

Democrats” Alternatives

Democrats offered sltematives sx the Finance Committee markup, all of which were defeated.
It's not clear yet if they will be united for floor action, though efforts are being made,
Senator Moynihan introduced a bil] that makes a statement rather than serving as the possibls
basis for negotiations with Republicans; Moynihan would clearly prefer the President vero
whatever legisistion the Congress produces. Moynihan's bill would ¢continue AFDC as an
individual entitlement, expand work and training requirements, and increass funding for
JOBS. It has an cstimated gost (which is offset} of approximately $8 billion over five years,

A Democratic leadership grovp (Daschle, Breaux, and Mikulski} has annornced plans 10 offer
an altemative on the Senats Floor. They have not formally submitied legisiation, but
preliminary indications are that their plan would continue the AFDC entitlement but with two-
years-and-work and five-years-and-out provisions (with certain hardship exemptions). The
JOBS program would be replaced by a block grant. Work participation rates would rise
significantly by 2600, and States would receive bonus payments for reacking certain .
smployment and duration-of-employment levels. Democratic altematives have no chance of
passage. Indeed, it doesn’t appear the Democratic 2lternatives will stop several Democratic
Senators from supporting the Finance bill.  Already, Senator Baucus voted for the bill in



Comnittes,

Issues

The central guestion in the debats this yoar has been whether o retain the entitlement to
AFDC benefits, It appears this question bas been settled on the Hill — the entidement is
gone. There are certain protections that the entitlement provides that are lost under the
capped, frozen block grant approach in the Finance bill. For one, the cumrent program is
based upon a Federal/State funding structure, which requires States to pay a portion of
beasfits 1 the impoverished. For apother, ihe entdement allows the program o expand as
nacassary w meet the mcreasad necd du.r:zzg times of eCODOIRIC chﬁicuity ﬁw

ijements - The Finance bili, like the House-passed legislation, does

Bot mqwze States to continue contributing their own funds to AFDC's successor block
grant program. There is not even a requirement that they mamtain theur current level
of effort, States can withdraw their own funds, purge large numbers of current
recipients from the rolls or cut benefits and avoxd the lnvestmmts needui ) kaip

ne.ed m ms:st on a mmmance of zmzm:t effort reqazrement 1o ﬁghz against the “race

to the bottorn™ incentives in the Republican bills. An alternative would be inclusion of
a mechanism in the bill that cuts Federal payments if a State reduces its own spending

below 1994 levels.

jter-Cyclical Adiugtment ~ The Finance bill, again like the House-passed bill,
freem the level of the new block grant in future years. Should the sountry go into 8
recession -~ or should some region suffer economic distress - it offers little in the way
of added assistance to meet increased need. The Finance bill creates 3 very modest
one-time $1.7 billion "rainy day” revolving loan fund to help States during recessions
but it requires that any funds distributed be repayable with interest. This is
inadaqmw There is no guarantee that a State’s economy will have improved by the
time it must repay its loan from the fund or that it will bo able 1o borrow thc amoaat
reqwmd to mam:am current b&zzﬁts i de some adjustrnent §

)E.$ : factnrs (Swm:s fmm Sm wzﬁz g'owmg
poptﬂazzms, ganuraliy in the Sunbel:, are already asking for the bill to be amended 1w
provide better protection for their allocations in the outyeurs.)

Once these two issues are addressed, there are two additional issues with the Finance bill that
also need o be addressed:

o Size of Cuts -~ As noted above, the Finance bill cuts almost as deeply as the House-
passed bill. In recent discussions with the President, we have talked about savings
from these programs at less than half the level of the Republican bills ag being



scceptable. The AFDC/JOBS cuts praciude the establishment of effective welfare-to-
work programs. ’i‘ka zmmigrant cats are sxmply immense and the putriton cuts go too

Meetmg themn w%ould be qmw difficult even with considersbly more resources. By the
year 2000, almost 2 million people would have to be working or wraining, unless States
cut peopie off and reduce caseloads. But there are less resources than under curtent
law. CBQ, in fact, estimated that to meet the requirements would take wp such 2
substantial portion of the block grant funds that only & States could manage it. .
(Chairman Packwood seemed surprised by CBO's report and may be willing to make
some a&;usnnmm to the bxll befom takmg it to thc Fioar) @Qggg_lmmg
{rs AL spitthne e DIecK S henefit fundine

Without these changes, there is a very high likelihood that this bill will increase poverty and
harrs children. The combination of dramatic federal cuts in many arsas, the wrworkable work
requirements, and the end of match niles open the possibility of even larger cuts at the State
level and a very harmful race %o the botrom. And as budger caps get tighter and tighter, the
pressure to cut Federal spending on the block grants further is likely o increase.

There are other issues with the Senate bill but we believe they are not as important 1o fix.
The four above are what we need to focus on. HHS may suggest some other issues such as
insisting on protections for children in families effected by the time limits or increasing the
percentage of the caseload States can exempt from the time Limits. They may also suggest
mandating 2 State provide equal reatment 1o children or & statewide basis or even an -
alternafive funding structure that is dased on a capped per case amount. We need o hear out
the HHS congems

Conclusion

We recommend we arrange 2 z;zzee:ing for s sarly this week as we can with appropriate
senior Administragon officials w alk through these issues and develop a strategy, Important
questions:

o Is there agresment that the four issues we list are the most important?

I What spacific changes would we advocats 1 the Senate bill?

o What's the best method for seeking them?

@ - Do we explicitly threaten o veto the bill over any or sll of them?’

o . How do we best integrate our strategy with the Senateé Democrats?



Senate Finance Weifare Bill — Summary

AFPC and Work-Related Programs

- Combined Block Gromi--The bill approved by the Finance Commitee combines AFDC,
Ermergency Assistance, JOBS, and thtee mandatory ¢hild care programs intoe a singls, level-
. funded block grant of $16.8 billion (which represents the FY 1994 funding level for these
programs). There is no annual inflation adjustmant to the new “Temporary Fanuly
Assistance Grant,” and the reduction over seven years for these programs is approximately
511 billion (CBO estimate). The Senats version lumped more programs into their Temporary
Fumily Assistance Grant {AFDC, Emergency Assistance, JOBS and Child Care), while the
House bill consolidated Child Care programs under 2 separats block grant. ‘

Fewer Mandates—A positive aspect of the Senate bill is that it has fewer strings on State
spending. ‘Reguirements that minor mothers live at home, the prohibition of benefits to
children born on welfare, and restnictions on assistance o pareats whe fail to establish
paternity are zil dropped. Also, States can choose whether 1o pay ¢ash assistance 1o non-
citizen fasnilies who lack sponsors,

Work Programs

Participation Rates--By TY 2001, the Senate Finance bill requires hall of single parents to
participate in work/training activities, which the House bill doeg by FY 2003, The Senate
Bill, however, lots Statas exempt certain categories of beneficiaries (up 10 about 60% of the
adult caseload) up through FY 1998, by allowing them to extend current law exemption
categonies. After FY 1998, no exemptions will be allowed and States face 5 very large
increase in required participation. States not meeting the new rates may have their grant
reduced by 5% the next fiscal year. The Senate bill requires that States guarantee child care
for recipients who need care for children under age 6 o participate in JOBS sctivities but
ends this guarantee for children 6 and over. ,

CRO analysis raised a major issue during the Senate Finance committee markwp. CBO

estimated States would need a total of $10 billion by FY 2000 (a full 60% of the block grant)
to meet the set work targets, leaving far fewser funds 1o pay benefits. Further, CBO estimated
that only 6 States would be able to meet the new wqmremmts and that the remazzzdcr mszead
wouid opt for the 5% gmzt reduman pazzai!y tt; sicman Packw )

ipation go3 He pleégedto mkmé: Sm:or Conmti toaédxess Cﬁﬁs .
ﬁzzdmgs, o it is pambie that & Senats floor amendment somshow will alter the work portion
of the block grant.

Child Protective Progrém

Taking 3 stance thaz the Administration can 31;;};3011, the Senate Finance-passed bill leaves
child protective programs unchanged. (The House bill combined, capped and ¢ut Foster Care,



Adoption Assistance and other mandatory child protective services by §2 billion over five
years.}

Immigrant Assistance

The Senate Finance bill has diree major immigrant provisions: (z) denial of SSI benefits for
most immigrants; (b) deeming of sponsor’s income for sertain programs, notably Medicaid, (c)
authority for states 1o deny immigrants ¢ash assistance. While Senate Finance immigration
provisions apply to fewer programs, cuts are harsher than comparable House action, which
had comparatively more exemptions for §SI and Madicaid.

S8F Restrictions--The bill ends SSI benefits for most immigrants, except fotr: refugees and
asylees (for five years); immigrants who have worked long enough to qualify for Social
Security beaefits; veterans and their spooses and children. The provision takes effect upon
snactment for new applicants and on Janvary 1, 1997 for those cusrently on the rolls. The
somewhat less stringent House SSI provisions exempted more imumigrants: those over 75;
lawfuily admitted permanent residents who cannot nzturalize due o dissbility; refugess and
veterans, CBO estimates the Senste SSI immigration provision would save sbout 511 billion
over five years and about $17 hillion over seven years, About $50,000 immigrants would be
made ineligible for §SI benefitg in the year 2000.

Medicaid Restrictions--The Senate Finance bill deems sponsor’s income for programs
authorized by the Social Security Act for five years or the langth of a sponsor's affidavit of
support, whichever is Ionger, The provision includes Medicaid, which currently lacks a
deeming requirement. It is unclear how many immigrants would be affected and Madicaid
savings estimates are not yet avalable.

Supplemental Security Income for Children

Cash Benefits-Uinder the Senate Finance Committes bill, benefits continue 1o be in the form
of cash. (By contrast, the Housz bill limits cash benefits to those currently on the solls and
20-30% of the most seversly disabled applicants. Services funded by block grants @ States
replace 75% of the valus of the former cash benefits) Retaining only cash benefits is a
stance the Administration can support.

Eligibility & Program Integrity--The Senate Finance bill establishes a new more stringent
definition of childhood disability that effectively reverses the Supreme Court's 1990 Zebley
decision by raising the level of severity of impairment(s) needed to qualify for $SI. The bill
also requires periodic eligibility re-determinations to ensure that 881 is not erroneousiy paid to
ineligible individuals. (The House bill has more severe eligibility restrictions.)

Cost Estimates--381 children’s provisions save about $7 billion over five years and about $11
billion over seven years, including the Medicaid and Food Stamp interactions. About 250,000 -
currently eligible children would be denied 51 in the year 2000

The Administration could support tightened eligibility standards, byt those in the Finance
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Committee bill are too stringent We should tzke 3 position somewhere batween Senator
Moynihan's bill {which is as strict a5 the Finance Commttee} and Senator Conrad's bill
{which has fimited reductons in the rolls).

Supplemental Security Income for Drug Addicts and Alcoholics

The Senate Finance Comumittes’s bill, like the House bill, ends 8S1 eligibility for individuals
whose drug addiction or alcoholism is a *contriduting factor” to their disability. Under the
Senate version, benefits would continue more than a year longer but the Senate bill does not
reinvest part of the savings into drug treatment and ressarch.  Savings are about 52 billion
over five years and about $3 billion over 7 years (CBQY, which are very similar 1o House
sevings.

(hild Support Enforcement
The Finance bill adopis many Administration child support enforcement proposals, as does the

House-passed bill. While there are some minor changes we'd like to make, this is generally
an arsa where we have achieved z great deal,
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MEMORANDUM FOR THE CHIEF OF STAFF

FROM: Carol Rasco, Alice Rivlin, Lanra Tyson, Danna Sbal

SUBSECT: Welfare'Reform - Time to Decide

o :
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Senate Fance approved 3 welfare reformd zl I two waeks ago and we 3x;)ect to see it on the

Senaze ﬁoar weeks pf-Fmebithasnied s Over THocation £ tae—)

chazzge?wbefore it comes to the P‘reﬁzdem

Thiz memo describes the Finance il and major concerns that ws all agree need to be
addressed. _We behieve that senior officials should talk through the sirategy quegstions on how
to_achieve our poals in the verv near future. We should also arrange a meeiing with the

President within the next few days to decide whe 4+ hauld-take 3
elormrents-of-the-emersing legislatian. 2V To ot Semde Lo

Finance Committee Bill

B H Vowse tail
G%ese!y—a!mﬂtﬂmm’&xsed—}cm&&m the Finance bill would make dramatic cuts m

many areas, impose infeasible work requ;mmems, ami cn{i reqmremenis that states mazciz
. Nv«‘}ﬂa

fefziwai spendmg, We-fcm"rhm 5t

Wmsc-s&%l;—ma—-bslwa f sySZcm of ﬁxe{‘.i bioe%c grams with no state maich and few
adjustments for economic and demographic change, coupled with a set of unworkablz work

standards and much less money for traming and child care, is hikely to set off a largely

irreversible “race to the bottom”™, as states move © prowde less and Iess for poor families. dn—

o

Specifically, the Finance bill would:

o End the AFDC individual entitiement and combine the current AFDC, Emergency
Assistance, JOBS, and mandatory child care programs iato a single, frozen block
grant, with total funding set at FY 1994 levels.

0 Require no state matching or maintenance of effort,
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o Make deep cuts in benefits 1o fegal immigrants and SSI benefits,

On the postlive side, the Finance bill 1s an improvement from the House version because #t
doesn't include all the conservative "strings” unconditionally restricting banefits to teen moms
and certain othars, The child support enforcement reforms are similar (o those the
Administration proposed. Child protective services are untouched and SSI childhood
disability reforms are less draconian than in the House il

The Finance bill cuts funding nearly as deeply as the serious reductions in the House-passad
bill. CBO’s preliminary estimate is that the Finance proposal saves $26 billion over five
years (and 342 billion over seven). The House bill's savings were more than double these
amounts, but include food program cuts which have not vet been addressed by the Senate.
The Senate’s cuts of S§I {0 legal immigrants are dﬂaper but other cots smal er. (ﬁ\ more’
compiste summary of the Finance bill s attached) Fhis of-of-aute-e i-da
and It is unlikely that States will mount effective weffare toawork programs st ziz;& af:mlmshed
level of resources.

In other Senate developmaents, the Agriculture Committee is expected to mark up legisiation
coveang the food programs lats this week for possible inclusion in the Finance bill when it
goes 1o the Floor. Our efforts appear to be successful in stopping both the Food Stamp and
nutrition block grants - although a State option to block grant Food Stamps may be mmcluded.
The Agricutiure Commitiee will still need o find very sizable savings from the programs fo
achieve its targets. The Labor and Human Resources Committee approved reauthorization of
the discretionary Child Care and Development Block Grant, with relatively hittle change from
the current authorization; this may alse be added on the Floor as an amendment to the weifare
bill. In addition to the provisions concerning immigrants in the Finance bill, Senator
Simpson's ludiciary subcommitiee may soon mark up imnugration legislation which affects
benefits to immigrants,  Again, thiz may be added on the Floor.

Pemocratic Alternalives

Democrats offered alternatives at the Finance Compuitee markup, all of which were defeated.
It's not clear yet if they will be united for floor sctton, though ¢fforts are being made,
Senator Moyniban introduced a bill that makes a statement rather than serving as the possible
basis for negotiations with Republicans; Moynihan would clearly prefer the President veto
whatever legislation the Cangress produces. Movnthan's bill would continue AFDC as an
individual entitlement, expand work and training requirements, and increase funding for
HOBS, It has an estimated cost {which is offset} of approximately 38 billion over five years,

»
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A Democratic iéaders?p group {Dasclde, Breaux, and Mikulskz) b@ announcef o1 "’N’
an alternative " hoi-have-not-formaliv-anbs d-derisia
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years-and-work an{i ﬁve»years-arzfi«»ozzt provisions {with certain hards‘é‘up excmpzmns} The
JOBS program would be replaced by zf"ST?L ck grant. Work partictpation rates would rise

- significantly by 2000, and states would receive bggis payments for reaching cerfain
employment and duration-of-employment levels. 7Democratic alternatives have no chance of
passage. Indeed, it doesn’t appear the Democratic alternatives will stop several Democratic
Senators from supporting the Finance bill.  Already, Senator Baucus voted for the bl in
Committes,

e M by seean woriing he S b s s Ao e B Sk L0
i -@w- m‘c\.t.n& oERS Y

Ome of the central

Issues o

e B3 ‘?Béaa zf poorer siates such as Mzsszsszppl or z&rkansas reduce spending by $1 they 10
bt another $4 in federal funds. Even the wealthier states lose at feast $1 for every $1 they cut.
/?-jﬁ:}iw current block grant proposals, it 4 stale Suls Spenaing T 18568 wo federal Tunds ARd
it one state starts imposing dramatic benefit culs or short absolute time limits, neighboring
states wil] eaturally fear welfare nugration and feel pressure to cut their own programs.

$E . . .
m; £ Conversely, investments designed to help recipients move permanently from welfare to work,
S on i”+ such as traznmg, or ci‘zsid care, ma}; seem pamczziari I:keiy to attract recipients from ;/
L e!sewhere Lad-whereas-tha-currer - : /

tmes 0 SUORGHTE
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“ &&&M&c&-ﬁe&w - The Finance bill, hike the House-passed fegislation, doss

not require states to continue contributing their own funds to AFDC's successor block
grant program. There is not even a requirement that they maintain their current level
of effort. States can withdraw their own funds, cut benefits, purge large numbers of




en g maintenance of curreat cffor’z requwcment 0 i':,g,h! agatnst the "race o the botiom”
mcentives in the Republican bills. An alternative would be inclusion of a mechanism
in the bill that cuts federal payments if a state reduces its own spending below 1994 | % pasdesn

levels. ' ) \i:’w;

< 2. Counter-Cyclical Adiusiment -- The Finance bill, again like the House-passed bill,
{reezes the level of the new block grant in future yvears, Shaould the country go into a
recession -- or should somae region suffer economic distress -- ¢ offers little in the way
of added assistance to meet increased need. The Finance bill creates a very modest
one-time $1.7 billion "ramny day" revolving loan fund to help states during recessions
but 1t requires that any funds distributed be repayable with interest. This is
inadequate. There is no guaranice ihat a state’s economy will have ymproved by the
time it must repay i3 loan from the r that it will be ai‘}iﬁ 10 bcrmw the amouat

re:;wred 6 fantan curzerzi ‘benei’zs 5 611! should p

3. snstnleyne lamooraphie O ¢8- (Scnaioz’s fram states msh ;,rowmg z';":‘ ,C‘;
popula{zoxs benerallx* 0 the Szmbelt are alreaéy asking for the bill to be amended 1o dm’t‘w{
provide betier protection for their allocations in the outyears.) ““
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year 300{) a%mnsi 2 m:llz«en peop e would have to ?Je warkmg or Zrammg, unless states
cut peopie off an a\,\ﬁ reduce cascloads. B -1 ST - o
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some adiustments {o the bill before taking it to the Fleor) b makes no sense 1o be zaiﬁv
asking millions more mothers (0 go 10 work while providing dramatically less child “;:"" *
care than current law. Nearly two-thirds of welfare mothers have children under 6, 5

42% have children aged 2 yvears or less.  We should insist on more support for wierk,

paiming and child care and on sphitting the block grant in two so that benefit Punding
e is separate from seeces f‘an{im% W shodth Ftinad sv’k-ir::f;—-n I e L 8
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well.
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0 Basic Protections for Children « To protect ¢children, we should avoid conservative
mandates like 2 mandatory cut-off of unmarried mothers under 18 and their children
and mandatory family caps, but it must a%se mclude ;;:mvzswns that wzii mztzgate the
race to the bottom. -. da-soat ;

bt shed s Mc some exemptions from time limits for chiddren whaose parents are unable to
work or find wari&lﬂ We should insist on basic protections for children.
Ll./(_ mé '%1"1 +i ’“M i.«fk" - M&V‘&M MW f\ S’}:Qw M*}ﬁi& i‘\titw Nk;w‘;y’-‘-’{‘x

—in-guvemary, Without these chmgemew—mgfrhhhheod § b e o
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poverty and harm children. The combination pf dramgtic ?e 1s in fmany areas, the oly prachinl
unworkable work requirerments, and the m opf:n the ;}assﬂﬁlty of even larger ggi,{ b
cuts at the State level and 4 very harmful race fo the bc;ttom And as budget caps get tighter | o mele
and tighter, the pressure (o cut Federal spending on the block grants further 1s likely to ¢asier 4o
increase. 5o v‘f;:;-ﬂ;
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Purpose of Meeting Logons Yoo Ve e e \L& éw_xu 'kL Es(,»-:}m e,
We recommend we arrange g meetzng as soon as possible with appropriate senior
Administeation officials o Bevelop wepe, Imporiant guestions:
o Do we explicitly threaten to veto the bill over any or all of these issues?

A weio threat cap send a clear message of what the Administration stands for - and .
will not stand for -- in welfare policy. In the area of Food Stamps, the threat of a veto is
playing an important role in blunting the momentum behind converting the program into a
block grani.

bosee

On the other hand, theres
- Y it :
a“f); A welfare reform bill and geang them-as , o} s ako-th ; AN ;
T sy make it less likely the legislation improves, We could also receive criticism f‘&r‘n mote pekeeng
friendly sources should we choose to draw the veto line in a place different thoh where they
would like,

If the decision is that a veto threst would be s useful tactic, we would still need
discuss the specifics of which provisions are named as unucceptable aad what changes could
be made to them to reader them acceptable.



o What specific changes would we advocate 1o the Senate bill?
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Senaie Finance Welfare Bill - Suntumary
AFDU and Work-Related Programs

Combined Block Grani--The bill approved by the Finance Committee combines AFDC,
Emergency Assistance, JOBS, and three mandatory child care programs into a single, level.
funded block grant of $16.8 billion {which represents the FY 1994 funding level for these
programs).  There is no annual inflation adjusiment 1o the new “Temporary Family
Assistance Grant,” and the reduction over seven years for these programs 1§ approximaiely
$11 billion {CBO estimate). The Senate version lumped more programs into their Temporary
Family Assistance Grant (AFDC, Emergency Assistance, JOBS and Child Care), while the
House bill consolidated Child Care programs under a separate block grant,

Fewer Mandares--A postiive aspect of the Senate bill 15 that it has fewer strings on State
spending. Requirements that minor mothers live at home, the prohibition of benefits 1o
children born on welfare, and restrichions on assisiance o parents who fail to astablish
paternity are all dropped. Alsoe, Smtes can choose w%zeifzer to pay cash assistance 1o nion-
citizen families who lack sponsors. -

Weork Programs

Participation Rates--By FY 2001, the Senate Finance bill requires half of single parents 1o
participate m work/trainmg activities, which the House bill dogs by FY 2003, The Senate
bill, however, lets States exempi certain categories of beneficiaries {up to about 60% of the
adult caseload} up through FY 1998, by allowing them to extend current law exemption
categories. After FY 1998, no exemptions will be allowed and States face a very large
increase in required participation. $tawes not mesting the new rates may have their grant
reduced by 5% the next fiscal vear. The Senate bill requires that Siates guarantes child care
for recipients who need care for children under age & fo participste in JOBS activities but
" ends this guarantee for children 6 and over.

CBO analysis raised a major issue during the Senate Finance commitize mark-up.  CRO
estimated States would need a total of $10 billion by FY 2000 (a full 60% of the block grant}
to meet the set work targets, leaving far fewer funds to pay benefits. Further, CBO estimated
that only 6 States would be.able to meet the new requirements and that the remainder iastead
would opt for the 5% grant reduction penalty. Chairman Packwood was concerned by this
finding, and Teared the Administration would criticize the legisiation as Setting unrealistic
work parficipation poals. He pledged to work with Senator Conrad to address CBO's
findings, so it is possible that a Senate floor amendment somehow will alter the work pertion
of the block grant.




Child Protective Programs

Taking & stance that the Administranon can support, the Senate Finance-passed bill leaves
child protective programs unchanged. (The House bill combined, capped and cut Foster Care,
Adoption Assistance and other mandatory child protective services by 32 bullion over five
VEArs.) . :

Imenigrant Assistance

The Senate Finance bill has three major immigrant provisions: (3) denial of 881 benefits for
maost immigrants; {b) desming of sponsot’s income for cortain programs, notably Medicaid; {¢)
authority for staies to deny immigrants cash assistance. While Senate Finance simmigration
provisions apply to fewer programs, cuts are harsher than comparable House action, which
had comparatively more exemptions for S8I and Meadicaid,

S8} Restrictions--The bill ends SS! benefits for most immigrants, except for: refugees and
asylees (for five years); immigrants who have worked long enough o qualify for Social
Security benefits; veferans and their spouses and children. The provision takes effect upon
enactment for new applicants and an January 1, 1997 for those currently on the rolls.  The
somewhat less stringent House S81 provisions exempied more immigrants; thase over 75,
fawfully admitted permanent residents who cannot naturalize due to disability; refugees and
veterans, CBO estimates the Senate S81 immigration provision would save about $11 billion
over five years and about $17 billion over seven years. About 530,000 immigrants would be
made ineligible for SS§I benefits in the yeur 2000, ’

Medicaid Restrictions--The Senate Finance bill deems sponsor’s income for programs
authorized by the Soctal Security Act for five vears or the length of a sponsor's affidavit of
support, whichever is fonger. The provision includes Medicaid, which currently lacks a
deeming requirement. 1t 13 unclear how many immigrants would be affected and Medicaid
savings estimates are nof yet available,

Supplementai Security Income for Chitdren

Cash Bencfits--Under the Senate Finance Commitice bill, benefits continue to be in the form
of cash, {By conirast, the House bill limits cash benefits to those currently on the rolis and
20-50% of the most severely disabled applicants. Services funded by block grants to States
replace 75% of the value of the former cash benefits.) Retaining only cash benefits is a
stance the Administration can support,

Iligibilizy & Program Integriiy--The Senate Finance bifl establishes 2 new more stringent
definition of childhood disability thar sffectively reverses the Supreme Court's 1990 Zebley
decision by raising the level of severity of impzirment(s) needed to gualify for $51. The biil
also requires pertodic eligibility re-determinations 1o ensure that 58! i1s not esronecusly paid 1o
ineligible individuals. {The House bill has maore severe eligibility restrictions)



Cost Estimates--SSI children’s provisions save about $7 billion over five years and about $11
billion over seven years, including the Medicaid and Food Stamp interactions. About 250,000
currently eligible children would be denied SSI in the year 2000.

The Administration could support tightened eligibility standards, but those in the Finance
Commuittee bill are too stringent. We should take a position somewhere between Senator
Moynihan's bill (which is as strict as the Finance Committee) and Senator Conrad's bill
(which has limited reductions in the rolls).

Supplemental Security Income for Drug Addicts and Alcoholics

The Senate Finance Comnuttee's bill, like the House bill, ends SSI eligibility for individuals
whose drug addiction or alcoholhism is a "contnibuting factor” to their disability. Under the
Senate version, benefits would continue more than a year longer but the Senate bill does not
reinvest part of the savings into drug treatment and research. Savings are about $2 billion
over five years and about $3 billion over 7 years {(CBO), which are very similar to House
savings.

Child Support Enforcement
The Finance bil! adopts many Administration child support enforcement proposals, as does the

House-passed bill. While there are some minor changes we'd like to make, this 1s generally
an area where we have achieved a great deal.
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T Ken Apfel
From: d Ellwood
Re: Moo

Date: June 8, 1595

HES is now signed off on the memo.

. Bruce has ok‘’d the sentence on p. 4 that beging "HHEHS also
believes that we should reguire states to serva all children...

Bruce alse suggested a revision to the second paragraph of the
memg. I*ve drafted something but haven’t been able to reach Bruce
for final ok.

The suggested revision is to replace the sacond paragraph (the
one beginning "This meme describes...” with the following:

This mema describes the Finance bkill and maior concernsg that
we all agree need to dbe addressed. The purpose of our Monday
meeting is to talk through strategy guestions. At a minirp

we b wgmaaggigl_thENXQ_ﬁhaxpﬁ

tha Presiﬁent to deaide“haw&baﬁt tohiﬁfluenca the Senate
debate.

co! Brace Reed
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Finance Committee Bl The oS themcddves
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Like the House hill, the Finance bill would make dramatic cuts in many areas, impose|  “7= yha

infeasible work requirements, and end requirements that states match federal spending.) X

system of fixed block prants with no state match and few adjustments for ecogomic and

demographic change, coupled with a set of mmworkable work tandards and much less money

for waining and child care, is likely o set off 2 largely irreversible "race to the bottom,” 2%

states move to provide less and less for poor familics.

Specifically, the Finance bill would:

o End the AFOC individual entiticment and combine the current AFDC, Emesgency
Assistance JOBS, and mandatory child care programs into a single, frozen block
prant, with wtal funding sct at FY 1994 fevels, -

0 Require no state matching or maintenance of effort.

o Mandate tough work requircmeats while providing less money for work and child
care. ' :

o  Make deep coie in benefits to legal immigzamts and SST benegits.

Ou the positive side, thz%mebﬂlzsanmwmﬁwmcnamvmbmwa
doesn’t include sll the conservative "strings® mmnﬁuawﬁymcnng benefits © teen :

1
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raoms and certain others. The ¢hild support enforcement reforms are similar 1o those the
Admimstration proposed, - Child protective services are untonched and 881 childhood
disabilfty reforms are less draconian thas in the House bill.

The Fanance bill cuts funding nearty s deeply as the serious reductions in the House-passed
hill, CBO"s preliminary estimats is that the Finance proposal sawes $26 billion over fiva
years (and $42 hillion over soven). The Honse bill's savings were more than double these
anounts, bur fnclode food program cuts which have not yet been addressed by the Senate.
The Senata’s cuts of 881 to legs! framizrants are deepex, but other cuts smaller. (A moc
completa. suromary of the Foance bill is stached.) This level of cuts could do real damage
and it iz uniikely that smites will mount effective welfare-t-work programs 2t this dindnished
jevel of resonrces.

In other Senate developments, the Agriculture Commitee is expected o mark up legisiatiom
covexing the food programs next week for possible inclusion in the Finance bill when it goes
w the Floor, Our efforrs appear to be successful in stopping both the Food Stamp and
nutrition block grants — although a state option to block grant Food Stamps may be included,
The Apriculture Comminee will sl need o find very sizable savings from the programs to
achieve its taxgess. The Labor and Human Resources Committes 3pproved reauthorization of
the discretionary Child Care and Development Block Grant, whr&aﬁv&yhmachangcﬁnm
the current asthorization; ﬁxismyalsowmdedmthtmmasmaxmﬁmmtm
welfare Bili. In addition to the provigio ming immigrants in the Fingnee bil, Pt

benefits to tromigrans, Agan, t!usmybeaddadmézeﬁm )
Democratic Alernatives

MM&W&&MYWMM all of which were
defeated. k’smdm « m:ymnbeaaitedforﬂwrm,ﬂiou@mmmbmg
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funding for JOBS. It has an scimated gost (which is offset) of approximately $8 over
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Demnocratic alternatives have no chance of passage. Indeed, it doesn’t appesr the Democratic
alternatives will stop several Democzatic Senators from supporting the Finance dill.  Already,
Senator Bauecns voted for the bill in Commites,

mmwmm%wmwmsm&xx
graot program. There s 0t ¢ven a requircment thut they maintin thelr current level
of effort. States can withdraw their own funds, cut bensfits, purge large pumbers of
current yecipients from the rolls, and zvoid the investments needed (o help people
become self-sufficient. Usder the current sysiem, if poorer staies such as Mississippi
or Arkansas reduce spending by $1 they lose another 84 in federsl funds, Even the
wealthier stutes Jose at least $1 for every 31 they cut. 'With the current dlock grant
proposals, if 3 sate qits spending it Joses no federal funds. And if one state starte
imposing dramatic benefit cuts or shart sbsolute time Limirs, neighbaring states will
mﬁyﬁzrwﬂ&mm:gmﬁmmdfeﬁwwmwmmﬁrmmms
Conversely, investments Ik one state designed to help recipients move pennmmﬂy
from welfare to work, such s training or child cars, may soem perticularly ltkely to
attract recipients from clsewhere. We need 1o insist on #7ns wxsmnfmmt E!A“""’“”
effort requirement 1o Sght against the “race 10 tha boltom” incenhives in the '
Repybitein By, —An altemative would be inclugon of 3 mechanisin it the bill that

Gits Tederal payments if a state rednoes its own spending below 1994 levels.

twent — The Finance bill, again ke the House-passed hill, s
&mmthelzvdof:heaewblmkgmtmmym Should the country go into a -
recession — or should some region suffer economic distress - it offers litde in the

way of added assistance to meet Increased need. The Finance bill crsates & very

rodest ope-time $1.7 billion "miny day™ revolving loan fund o help states during
yeeessions but it requires that any funds distributed be repayable with imterest. Thisis
inadequate. Theérs is no guarantes that a state”s economy will have improved by the
ﬂmhmmmgﬁsmﬁvmmm«mnﬁﬁbca&awb@mmWi

’ oo

dinnato {Mtczs fxcm m mﬁz WW&MB? mm
wmmymfmmmm&mmmmmm for
thesr slocations in the outyears.)

] centves for Work — The Finance bill expects stites o meont
mhmmwkmmmnécza&y}mw By the year 2000, almost 2
million people would have 1o be working or training, uniess smates cut people off and
:&m&sﬁm, mmmm@zg«ﬁmmwm
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requirsments, becauss it would cost $10 billion a year by the year 2000 for every
state to comply.  {Cheirtwan Packwond seemed seprissd by CBO's report and may
be willing to make some adjustinents to the bill before taking it o the Floor.} If
states were 10 choose 10 spend enautgh 0 et the work requirements, a refatively
small portion would be left to provide basic assistance o poor families and childres.
On the other hand, if qates choose 10 emphadize providing benefits, they may simply
accept the 5 percent block grant penalty for not meeting the work requirements and
reduce their expenditares ao work and trzining,. Bypamgmcnmeyformeﬁs
and services into one pot, hoth the Senate and the House bills vagild S
mzke & decision about providing one at the expense: of the other. ma
w&mmmmmam@tommmmdmﬁmﬁym
child care than current law, Nzaziymvmmsa{w&rammhavechﬂ&m
wnder 6; ﬂxmmﬂmagedz:(mw}m e shy 55 0m, me

5 . ot - To protect childven, we should avoit conservative
wdmkkaamdamywmﬁ'afmme&mu&mwwmdmm
and mandamey family caps, but the bill must also include provisions that will mitigate
the race to the bottom. We shoald sesk some exemptions from time Emits for ‘
children whose parents are unshle fo work or find work. ‘'We should try to reduce the

the unworkable work requirements, and the Iack of maintepance of eifort provisions
open the possibility of even larger cuts at the Stale level and a very harmful mase o
the bottom. And s budgset cups get tighter and tighter, the pressare o ¢ut Fedesal
spending further on the black grants is likely to increase.
' WHS oo Dol ¥ we

mﬂ ﬂf&ﬂiﬂg Fhoodd fCguire Fhudeoy Fo o a,ii (g’&igﬂm

o f’sguﬁ' wlhadrae - {

(head )
WsmmmgaamngamamEMwmwm

Administration offiviale to discugs how begt to achieve these changes in the Senate.
Imparrant questions:

A vero threat ¢an send 2 clear message of what the Administration stands for — and
will not stand for — In welfare policy. In the area of Food Stamps, the threat of a vto may

4
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have played an important role in blunting the momentum behind converting the program into
a block grant.

On the other hand, Republicans on the Hill may well prefer to see the President veto
a welfare reform bill and would like a road map about how to ensure one. Specific veto
threats might make it less likely the legislation improves, and we could also receive criticism
from more friendly sources should we choose to draw the veto line in a place different from
where they would like,

If the decision is that 2 veto threat would be a useful tactic, we would still need to
discuss the specifics of which provisions are named as unacceptable and what changes could
be made fo them to render them acceptable.

o What should the President and the Adminisiration do to influence the Senate debate

{Once the veto threat guestion is resolved, we still necd to discuss how best to influence the
Senate debate. What profile should the President and the Administration strike in that
debate? What should we say about the Senate bill once it is passed?
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MEMORANDUM FOR THE CHIEF OF STAFF
 FROM:  Carol Rasco, Alice Rivlin, Donna Shalalz, Laura Tyson

¥

SUBIECT:  Welfare Reform — Time to Decide

Summary

Senate Finanoe approved a welfare reform bill two weeks 230 and we expect 1o see it on the
Senate floor within the next two weeks, ’z}zaSenam&abmemaybct}w}as:oppormMyw
make major changes before it comes to the President, -

This memo écsmbes thc P‘mnec bxll and ma;or CONCETnS ﬁzat we all agree :mﬁ to be

ieve pals in ¢ ry ntar iy - We szm a.l&: mgc ameetmg w:zh the -
Pms;dmt th}zm thc ne:xt fcw days t decxic how best to influence the Senate debate.

Finance Committer Bill

Like the House bill, the Finance bill would make dramatic cuts in many areas, impose
infeasible work requirements, and end requircments that staies match federal spending. A

. system of fixed block grants with no state match and few adjustments for economic and
demographic change, coupled with a set of unworkable work standards and much less money
for training and child care, is likely to set off a largely irreversible “race to the bottom,™ as
siates move to provide less and less for poor families. .

Specifically, the Finance bill would:

o "End the AFDC individual entitlement and combine the current AFDC, Emergency
Assistance, JOBS, and mandatory child care programs into a single, frozcn block
grant, with tota] funding set at FY 1994 levels,

0 Requzrc no state maiching or maintenance of affort.

& Mandate tough work requirements while providing less money for work and child
care.

o ° Make deep cuts in benefits 1o lagal immigrants and SST benefits.

On the positive side, the Finance bill is an improvement from the House version becavse it -
doesn™t include all the conservative “strings” unconditionally restricting benefits to ween

1
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moms and certain others. The child support enforcement reforms are similar to those the
Administration proposed. Child protective services are untouched and SSI childhood
disability reforms are less draconian thar in the House bill.

The Finance bill cuts fanding nearly as deeply as the serious reductions in the House-passed
bﬂl CBO’s preliminary estimate is that the Finance W&d saves $26 billion over five

' years {and $42 billion over seven). The House bill's savings were more than double these
amounts, but include food program cuts which have not yet been addressed by the Senate.
The Senate’s cuts of 881 to Iegal immigrants are deeper, but other cuts smaller. (A more
complete summary of the Finance bill is attached.) This level of cuts could do real damage
and it is unlikely thar states will mount effective welfare-to-work programs at this diminished
leved af TESOUTCES.

In other Senate developments, the Agriculture Committee is expected to mark up legistation
covering the food programs next week for possible inclusion in the Finance bill when it goes
w0 the Floor. Cur efforts appear to be successful in stopping both the Food Stamp and
nutrition block grants — although & state option w block grant Food Stamps may be included.
The Agriculture Committee will still need to find very sizable savings from the programs o
achieve its targets. The Labor and Human Resources Cominitiee approved reauthorization of
the discretionary Child Care and Development Block Grant, with relatively linle change from
the current authorization; this may also be added on the Floor as an amendment to the
welfare bill. In addition to the provisions ¢oncerning immigrants in the Finance bill, Senator
Simpson‘s Judiciary subcommitiee may soon mark up immigration legislation which affects
benefits to immigrants. Again, this may be added on the Floor.

Democratic Alternatives

Democrats offered altermatives at the Finance Committee markup, all of which wete
defeated. It’s not clear yet if they will be united for floor action, though efforts are being
made. Senator Moynihan introduced a bill that makes a Statement rather than serving as the
possible basis for negotiations with Republicans; Moynihan would clearly prefer the
President veto whatever legislation the Congress produces., Moynihan’s bill would continue
., AFDC as an individual entitiement, expand work and training requirements, and increase
funding for JOBS. It has an estimatad cost (which is offset) of appmmma:ely $8 biltion over

five years..

A Democratic leadership group (Daschic, Breaux, and Mikulski) will announce its altzrnative
this week, Their plan would repeal AFDC and replace it with a conditional entitlement
based on work, with substantizl funding (which is offset) for work and ¢hild care, and with
two-years-and-work and five-years-and-out provisions (with certain hardship exemptions).
The JOBS program would be replaced by a work block grat.  Work participation rates
would rise significantly by 2000, and states would receive honus payments for reaching
ceruin employment and dumm-of-emplaymm: levels,
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Mm&sﬁmmkawm&wnwdmc' Inémi it daem’zagp@ the Democratic
alternatives will stop several Democratic Senators from supporting the Finance bill. Already,
mm%mdfmmgbiﬁmmmm

Iﬁuﬁ
The Administration has been working with Senate Democrats to improve the Senate bill in
five critcal areas;

enance of Effort - The Finance bill, like the Kmmpaswd Iegislation, does not
ru;um-: smes o continue contributing thedr own funds W AFDC's successar  block
grant program. There is not even a requirement that they maintain their current level

v of effort. States can withdraw their own funds, cut benefits, purge large numbers of
curren: recipients from the rolls, and avoid the investments needad 1o help people
‘become self-sufficient. Under the current system, if poorer states such as Mississippi
or Arkansas reduce spending by $1 they lose another 34 in federal funds. Bven the
wealthier states lose at least 81 for every $1 they cut, With the current block grant
proposals, if a state cuts spending it loses no federal funds, And if one stats starts
impasing dramatic benefit cuts or short absolute tme Hmits, neighboring states will
naturally fear welfare migration and feel pressure to cut their own programs.
Conversely, investments in one state designed 1 belp recipients move permanently
from welfare to work, such as waining or child care, may ssem particularly likely to
attract recipients from clsewhere, We need % ingist on 2 maintenance of current
effort requirement to fight against the "race o the bottom” incentives in the
Republican bills. An alternative would be inclusion of 2 mechanism jn the bill that
cuts federal payments if a state reduces its own spending below 1994 levels.

-Govclical Adiustment — The Finance bill, again like the House-passed bill,
frm the: level of the new block grant in ftxare years. Should the country go into a
recession — or showld some region suffer economic distress -+ it offers little in the
way of added assistance 1o meet increased need. The Finance bill creates a very
modest one-time $1.7 billion "rainy day” revolving loan fund to help states during
recessions but it requires that any funds distributed be repayable with interegt. This is

 inadequate, There is no guarantee that a state’s econorny will have improved by the
time it must repay its Joan from the fund or that it will be able to borrow the amount
required to maintain current benefits. Instead, the bill should make it possible for
states to spend more in the event of economic downtum, population growth, or
natural disaster. (Senators from states with growing populations, gencrally in the
Sunbelr, are already asking for the bill to be amended 10 pmv:dc better protection for
their allocations in the outyears.)

Rew : tk — The Finance bill sxpects states 1o meet
ambzﬁaus work targc:s mth mszéaably less money. By the year 2000, almost 2
mﬁzonpwple%uldhaww&womnawmg,mmmwtpmpzaaffand
reduce casaloads. CBOhasaummézhatcnlyﬁStmmuldmﬁzm c
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requirements, because it would cost $10 billion a year by the year 2000 for every

. state to comply.  (Chalrman Packwood seemed surprised by CBO's report and may -

. be willing to make some adjustments 10 the bill before tgking it to the Floor.) If
states were 1o choose to spend enough to mest the work requirements; a relatively

. small portion would be lefl 10 provide basic assistance to poor families and children.

" On the other hand, if states choose © emphasize providing benefits, they may simply

- acoept the S percent block grant penalty for not meeting ' the work requirements and

" reduce their expenditures on work and training. By putiing the money for benefits

" and services mnto one pot, both the Senate and the House bills would foree states to

. make a decision about providing one at the expense of the other, It makes no sense’

' to be asking millicns more mothers to go to wark while providing dramatically less

. child care than current Taw. Nearly two-thirds of walfam moﬁzm have: chz'iémn
undar 6 42% izavc chxldmn 3.ged 2 years o:icss » should 11 LHOTE §

sta:ws svzth pafombonnm ﬁor ;mmng more pmpie ta werk ms:ead of giving J \/M&
- gtates incentives 1 Sut people off.

Bagic Protecti ) iidren — To protect children, we should avoid conservative -
mandates izi:c a mandazmy cut-off of unmarried mothers under 18 and their children
~ and mandatory family caps, but the bill must also include provisions that will mitigate
the race to the bottom. We shonld seek some exemyptions from time limits for
chziérmwhosepam:smunabizmwmkorﬁndwrk Wzshozﬁdtrytoredzm
&inpmgmnsforchﬂdm:a We should ins s DIOte hildren

s — As noted above, the Finance bill cuts almost as decpl)r as the

Kouse—pam bill. In recent discussions with the President, we have talked about

savings from these programs at less than half the level of the Republican bills as -

‘ « being acceptable, The AFDC/JOBS cuts preciude the establishment of effective

" welfars-two-work programs, Children will be lut. The immigrant cuts are immense
ami meSSIczztsfordxsabm;thﬁdmnand z?zermmmmcuzsga too farasweﬂ ,’mg

T Tqitefients, and the lack of maintenance of effort provisions
open the possibility of even larger cuts at the State level and a very harmful race o the
botton.  And as budget caps get tighter and tighter, th:: pressure o cut Federal spending on
the block grants further is likely 1o increase. -

Purpose of Mesting

We recommend we rrange a meeting as soon as possible with appropriate senfor
Administration officials ro discuss how best to achieve these changes in the Senate.
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A, veto threat can send a clear message of what the Administration stands for — and
will not stand for — in welfare policy. In the area of Food Stamps, the threat of 2 veto may
have played an important role in blunting the momentum behind converting the program into
4 block grant,

. On the other hand, Republicans on the Hill may well prefer to see the President veto
a welfare reform bill and would like a road map about how {0 ensure one, Specific veto
threats might make it less likely the legislation improves, and we could also receive criticism
from more friendly sources should we choose (o draw the veto line in 4 place different from
where they would I, X :

If the decision is that a veto threat would be 2 useful tactic, we would still need to
discuss the specifics of which provisions are named as unacoeprable and what changes could
be made to them to render them acceptable.

Once the veto threat question is resolved, we still need to discuss how best o mﬁum the
Senate debate. What profile should the President and the Administeation strike in that
debate? What should we say about the Senate bill once &t is passed?
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Senate Finance Welfore Bill — Summary
AFDC and Work-Related Programs

Combired Block Grant--The bill approved by the Finance Committee combines AFDC,
Emergency Assistance, JOBS, and three mandatory child care programs into a single, level-
funded block grant of $16.8 billion (which represents the FY 1994 funding level for these
programs). There is no annual inflation adjustment to the new “Temporary Family
Assistance Grant,” and the mxluction over seven years for these programs is approximately
$11 billion (CBO estimate). The Sznate version lumped more programs into thedr
Ternporary Family Assistance Grant (AFDC, Emergency Assistance, JOBS and Child Care),
while the House bill consolidated Child Care programs under 2 separate block grant.

Fewer Mandates—A ‘positive aspect of the Senate bill is that it has fewer strbigs on State
spending.  Requirements that minor mothers live at home, the prohibition of benefits ©
children bom on welfare, and restrictions on assistance 10 purents who fail to establish
paternity are all dropped.  Also, States ¢an chm whether 1o pay ¢ash asmstanw 0 non-
citizen families who lack sponsors.

Work Programs

?mmmm FY 20011, tthmF'manccb:i} rexuires half of single parents to
participate in work/training activities, which the House bill does by FY 2003. The Senawe
bill, however, lets States exempt certain categories of beneficiaries {up o about 80% of the
adult caseload) up through FY 1998, by allowing them 0 extend current law exemption
categories. After FY 1998, no exemptions will be allowed and States face a very large
increase in required participation. States not meeting the new rates may have their grant
reduced by 5% the next fiscal year. The Senate bill require; that Statwes guaraniee child care
for recipients who need care for children under age 6 to pardcipate in JOBS activities but
ends this guarantee for children 6 and over.

CBO analysis raised a major issue during the Senate Finance committes mark-up. CBO
estimated States would need a total of $10 billion by FY 2000 (a full 60% of the block grant)
o mee! the set work targets, leaving far fewer funds to pay benefits. Further, CBO
estimated that only 6 States would be able to meet the new zaqmmnemts and that the
zamznndcr mm would o@ fzxr thc 5% gram raducncn pcaaity .‘ ack

adm‘ " st Jarticipation goals He plcdveé w work with Senator Camad o
CB{)'s ﬁndmgs S0 it is posszbig that a Senate floor amendment somehow will alter
the work portion of the block grant.
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Child Protective Programs

Taking 2 stance that the Administration can support, the Senale Finance-passed bill leaves
¢hild protective programs unchanged. (The House bill combined, capwd and cut Foster
Care, Adoption Assistance and other mandatory child protective services by $2 billion over

- five years.)
Fruores fssi

The Senate Finance bill has three major immigrant pravisions: (2} denial of SSI benefits for
most immigrants; (b) deeming of sponsor’s income for certain programs, notably Medicaid;
{c) authority for states to deny immigrants cash assistance. While Senate Finance -
immigration provisions apply o fewer programs, cuts are harsher than comparable House
action, which had comparatively more exemptions for SSI and Medicaid.

SSI Restrictions—The bill ends SSI benefits for most immigrants, except for: refugees and
asylees (for five years); imamigrants who have worked Jong encugh to qualify for Social
Security benefits; veterans and their spouses and children. The provision takes effect upon
enactment for new applicants and on January 1, 1997 for those currently on the rolls.  The
‘somewhat less stringent House SSI provisions exempted more immigrants: those over 73,
lawfully admitted permanent residents who cannot naturalize due 1o disability; refugees and
veterans. . CBO estimates the Senate SST immigration provision wounld save about $11 billion .
over five years and about $17 billion over seven years. About 550,000 immigrants would be
made ineligible for SSI benefits in the year 2000,

Medicaid Restrictions—The Senate Finance bill deems sponsor’s income for programs

authorized by the Social Security Actfmﬁvzymorﬁm length of & sponsor’s affidavit of

support, whichever is }ongcr The provision includes Medicaid, which currently Iacks a

deeming requirement. 1t is unclear how many immigrants would be affected and Medicald
- savings estimates are not yet available '

Supplemental Security Income for Children

Cash Benefus--Under the Senate Finance Committee bill, benefits continue to be in the form
of cash. (By contrast, the House ball limits cash benefits to those currently on the rolls and
20-50% of the most severely disabled applicants. Services funded by block grants to States
replace 75% of the value of the former cash benefits.) Retaining only cash benefits is 2
stance the Admuustrauon can mppom

Eligibttlyy & ng:wn Integrity--The Senate Finance bill establishes a new more su'mgc:zz
definition of childhood disability that effectively reverses the Snpmme Court’s 1990 Zebiey
decision by raising the level of severity of impairment(s) needed to qualify for SSI. The bill
also requires periodic eligibility re-determinations to ensure *hat 881 is not erronecusly paid
to ineligible individuals. {The House bill has more severe eligibility restrictions.)

7
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Cost Estimates—SSI children's provisions save about $7 billion over five years and zbout $11
billion over seven years, including the Medicaid and Food Stamp interastions. About
256,000 currently eligible children would be denied 5581 in the year 2000.

The Administration conld support tightened eligibility standards, but those in the Finance
Comminee bill are too stringent. We should take a position somewhere between Senator
Moynihan's bill (which is as strict as the Finance Committee) and Senator Conrad's bill
{which has limited meductions in the rolls).

Supplemental Security Income for Drug Addicts and Alcoholics

The Senate Finance Committee’s bill, lke the House bill, ends SS8I eligibility for individuals
whose drug addiction or alcoholism is a “contributing factor” to themr disability. Under the
Senate version, benefits would continue more than a year longer but the Senate bill does not
reinvest part of the savings into drug treatment and research.  Savings are about $2 billion
over five years and about $3 billion over 7 years (CBO), whlch are very similar 1o House

savings,
Child Support Enforcement
The Fioance bill adopts many Administeation child support enforcement proposals, as does

the House-passed bill. While there are some minor changes we'd like to make, zhzs is
generally an arca where we have achieved a great deal.

878
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June 2, 1995

?&‘ii&:%i;}R:ﬁNBﬁM FOR THE CHIEF OF STAFF
FROM: Carol Rasco, Alice Riviin, Laura Tyson
SUBJECT:  Welfare Reform -« Time to Decide
Szzmmw};

Senate Finance approved a welfare reform bill last week and we expect 10 see it on the Senate
flgor the week of June 12th unless delayed by fights over allocation formulas. The bill is
sirnilar o the one the House passed, although marginally better, and if the Administration «-
and the President -- are poing 1o influsnce the outcome we need to do it i the coming week
or so, If the Senate endorses the key elements of the Fumance biil there will be litle
opportunity to significantly change it before it comes to the President.

This memo describes the Finance bill and four big problems we think need to be addressed.
We believe that senior officials should talk through the 1ssues and strategy questions in the
very near future, Welve got (o arrange a meeting with the President within the next few davs
to decide whether we should draw lines in the sand

Finanve Committez Biil

Closely akin to the House-passed legislation, the Finance bill would make dramatic cuts in
many areas, impose unworkable work requirements, and end requirements that States match
f?céezai spen&mg i macteé this iemslatwn ngﬂ represen; thg mgm $erious cuts in

RS ; jpport fan &1 siidren 3 istory, And given the
f’ae:t that Federai dalim are cappeé it wezzié c;z;iy be the begmzzmg e ihmgs will get much
worse in our next downtum.

Specifically, the Finane hll would:

& Combine the current AFDC, Emergency Assistance, JOBS, and mandatory child care
programs info a single, frozen block grant, with total funding set at FY 1994 levels.

o Reguire no State maiching or maintenance of effort

0 Limit benefits to five years {less at Staie aption), with States allowed o exempl 10%
of the caseload. '

a Mandate tough -~ and given the amount of funding, unrealistic -~ work reguirements.

0 Make deep cuts in benefits {o legal immégraats and SSI benefits,



On the positive side, the Finance bill i an improvement from the House version because it
doesn't include all the conservative "strings” unconditionally restricting benefits to teen moms
and certain others. The child support enforcement reforms are similar 1o those the
Administration proposed. And, in other improvements over the House bill, child protective
services are untouched and S8 childhood disability reforms are less draconian.

The Finance bill cuts funding nearly as deeply as the serious reductions in the House-passed
bill. CBO's prebminary estimate is that the Finance proposal saves $26 billion over five
years {and 342 billion over seven). The Haouse bill’s savings were more than double these
amounts, but include food program cuts which have not yet been addressed by the Senate.
The Senate’s 881 cuts to legal immigrants are deeper, but other cuts smaller. (A more
complets summary of the Finance bill is attached.} This level of cuts could do real damage
and it is unhikely that States will mount effective welfare-1o-work programs at this level of
resources.

In other Senate committee action, the Agriculture Commitiee is scheduled to mark up
legislation covering the food programs on June 7th for possible inclusion in the Finance bill
when it goes to the Floor. Our efforts appear to be successful in stopping both the Food
Stamp and nutrition block grants -~ although a State option to block grant Food Stamps may
be included. The Agriculture Commitiee will still need 1o find very sizable savings from the
programs to achieve its targets. The Labor and Human Resources Committee approved
reauthorization of the discretionary Child Care and Development Block Grant, with relatively
little change from the current authonzation; this may also be added on the Floor 85 an
amendmert to the welfare bill. In addition to action on assistance t¢ immigranis by Senate
Finance, legislation with implications for benefits to immigrants may be forthcoming from
Senator Simpson's Judiciary subcommittee; this may also be added on the Floor.

Democrats’ Alternatives

Democrats offered altematives at the Finance Committee markup, all of which were defeated.
It's not clear yet if they will be united for floor sction, though efforts are being made.
Senator Moynihan introduced a bill that makes s statement rather than serving as the possible
basis for negonations with Republicans, Moynihan would cleasly prefer the President veto
whatever legislation the Congress produces. Moynihan's bill would continue AFDC as an
individual entitlement, expand work and training requirements, and increase funding for
JOBS. It has an estimated cost (which is offser) of approximately 38 billion over five vears.

A Democratic leadership group (Daschle, Breaux, and Mikulski) has announced plans to offer
an alternative on the Senate Floor. They have not formally submitted legislation, but
preliminary indications are that their plan would continue the AFDC entitlement but with two-
years-and-work and five-years-and-out provisions (wath certain hardship exemptions). The
JIORBS program would be replaced by 3 block grant. Work participaton rates would rise
significanty by 2000, and States would receive bonus payments for reaching certain
employment and duration-of-employment levels. Democratic alternatives have no chance of
passage. Indeed, it doesn’t gppear the Democratic alternatives wall stop several Democratic
Senators from supporting the Finance bill.  Already, Senator Baucus voted for the bill in |



Committee,
Ixsues

The central question in the debate this vear has been whether 10 retain the entitlement to
AFDC benefits. It appears this question has been settled on the Hill - the entitfement is
gone. There are certain protections that the entitlement provides that are lost under the
capped, frozen block grant approach m the Finance bill. For one, the current program i3
based upon a Federal/State funding structure, which requires States to pay a portion of
benefits to the impoverished. For another, the entitlement allows the program to expand as
necessary to meet the mcrea.aed need dunng times of economic diffi cuity ’if we are ggggg 1383

Spemfical

o State Match Requirements - The Finance bill, like the House-passed legislation, does
not require States to continue contributing their own funds to AFDC's successor block
grant program. There 18 not even a requirement that they maintain their current level
of effort. States can withdraw their own funds, purge large numbers of current

- recipients from the rolls or cut bensfits and avoid the investments needed to help
people become self~sufficient. Ideslly, we should retain the existing state match
fequirement to maintain incentives for States to provide support. At a minimum, we
need 1o insist on 3 maintenance of current effort requirement 1o fight against the “race
to the bottom” incentives in the Republican bills. An alternative would be inclusion of
a mechanism in the bill that cuts Federal payments if a State reduces its own spending
below 1994 levels,

0 Counter-Cyclical Adjustment -« The Finance bill, again like the House-passed bill,
freezes the level of the new block grant in future vears. Should the country go nto a
recession -- or should some region suffer economic distress -- it offers bittle in the way
of added assistance 10 meet increased need. The Firance bill creates a very modest
one-time $1.7 billion "rainy day" revolving loan fund to help States during recessions
but it requires that any funds distributed be repayable with interest. This is
inadequate. There 18 no guarantee that a State’s economy will have improved by the
time it must repay its loan from the fund or that it will be able to borrow the amount
reqmraé 10 mamtam current benefits. The bzl sh&uid pmvxde somg“ggmgmlgmjgw

a.ofate’s alloca zcm Z}gsed upon 3

3 it demograhic {Senawrs fom Sfates mzh gmwmg
pepnimoas gemfaiiy in zize Suﬁbeii are aéready asking for the bill to be amended to
provide better protection for their allocations in the putyears.}

Once these two issues are addressed, there are two additional 15sues with the Finance bill that
also need 1o be addressed:

o Size of Cuts -~ As noted above, the Finance bill cuts almost as deeply as the House-
passed bill, In recent discussions with the President, we have talked about savings
from these programs at less than half the level of the Republican bills as being



acceptable. The AFDC/JOBS cuts preclude the establishment of effective welfare-to-

work programs. The immigrant cuts are simply immense and the nutrition cuts go too
far as well. The cuts in the Senate bill are 00 much to take out of poverty programs

and we need to try to mitigate them.

0 Workable Work Requirements -- The Finance bill has serious work requirements.
Meeting them would be quite difficult even with considerably more resources. By the
year 2000, aimost 2 million people would have to be working or training, unless States
cut people off and reduce caseloads. But there are less resources than under current
law.” CBO, in fact, estimated that to meet the requirements would take up such a
substantial portion of the block grant funds that only 6 States could manage 1t.
(Chairman Packwood seemed surprised by CBOQ's report and may be willing to make
some adjustments to the bill before taking it to the Floor.) We should insist on more
support for training and on splitting the block grant in two so that benefit funding is
separate from services funding.

Without these changes, there is a very high likelihood that this bill will increase poverty and
harm children. The combination of dramatic federal cuts in many areas, the unworkable work
requirements, and the end of match rules open the possibility of even larger cuts at the State
level and a very harmful race to the bottom. And as budget'caps get tighter and tighter, the
pressure to cut Federal spending on the block grants further is likely to increase.

There are other issues with the Senate bill but we believe they are not as important to fix.
The four above are what we need to focus on. HHS may suggest some other issues such as
insisting on protections for children in families effected by the time limits or increasing the
percentage of the caseload States can exempt from the time limits. They may also suggest
mandating a State provide equal treatment to children on a statewide basis or even an
alternative funding structure that is based on a capped per case amount. We need to hear out
the HHS concerns.

Conclusion

We recommend we arrange a meeting for as early this week as we can with appropriate
senior Administration officials to talk through these issues and develop a strategy. Important
questions:

o . Is there agreement that the four issues we list are the most important?
0 What specific changes would we advocate to the Senate bill?

0 What's the best method for seeking them?

o Do we explicitly threaten to veto the bill over any or all of them?’

o  How do we best integrate our strategy with the Senaté Democrats?



Senate Finance Welfare Bill — Sununary

AFDC and Work-Related Programs

Combincd Block Grant-~The bill approved by the Finance Commitiee combines AFDC,
Emergency Assistance, JOBS, and three mandatory child care programs into 4 single, level.
funded block grant of $16.8 billion {which represents the FY 1994 funding level for these
programs}. 1here is no annual mfiation adjustment to the new “Temporary Family
Assistance Grant,” and the reduction over seven years for these programs is approximately
$11 billion {CB{restimate). The Senate version lumped more programs into their Temporary
FamMy Assistance Grant {AFDC, Emergency Assistance, JOBS and Child Care), while the
House bill consolidated Child Care programs under a separate block grant,

Fewer Mandates--A positive aspect of the Senate bill is that it has fawer strings on State
spending. Requirements that minor mothers live at home, the prohibition of benefits 10
children born on welfare, and restrictions on assistance to parents who fail to estabhish
paternity are all dropped. Also, States ¢an choose whether to pay cash assistance 10 non
citizen families who lack sponsors. x

Work Programs

Participarion Rates--By FY 2001, the Senate Finance bill requires half of single parents to
participate in work/training activities, which the House bill does by FY 2003, The Senate
bill, however, lets States exempt certain eategories of beneficiaries {up 1© about 60% of the
adult caseload) up through FY 1598, by allowing them to extend current law exemption
categories. After FY 1998, no exemptions will be allowed and States face a very large
increase in required participation. States not meeting the new rates may have their grant
reduced by 5% the next fiscal year. The Senate bill requires that States guarantee child care
for recipients who need care for children under age 6 10 participate in JOBS activities but
ends this guarantee for children 6 and over,

€BO analysis raised a major issue during the Senate Finance committee mark-up. CBO
gstimated States would need a total of $10 billion by FY 2000 {a full 60% of the block grant)
to meet the set work targets, leaving far fewer funds to pay benefits. Further, CBO estimated
that only 6 States would be sble to mest the new reqzzzzemems and ﬁzat the remawder mstead
would opt for the 5% grant reduction penalty. Chairma 0G4 was conce
finding, and feared the Admunistration would ¢riticize the iegzgiazzga §§ xgzzgg imrgghst:
work participation goals. He pledged to work with Senator Conrad so address CBO’s
findings, so 1t is possible that a Senate floor amendment somehow will aitér the work portion
of the block grant.

Child Protective Programs

Taking a stance that the Admnistration can support, the Senate Finance-passed bill leaves
¢hild protective programs unchanged. (The House bill combined, capped and cut Foster Care,



Adoption Assistance and other mandatory child protective services by $2 billion over five
years.} . :

Impigrant Assistance

The Senate Finance bill has three major immigrant provisions: {a} denial of §SI benefits for
most immigrants; (b} deemiog of sponsor's mncome for certain programs, notably Medicaid; (¢}
authority for states to deny immigrants cash assistance. While Senate Finance immigration
provisions apply to fewsr programs, cuts are harsher than comparable House action, which
had comparatively more exemptions for SSI and Medicaid.

SSI Restrictiong--The bill ends SS1 benefits for most immigrants, except for: refugees and
asylees (for five years), immigrants who have worked long enough to qualify for Social
Security benefits; veterans and their spouses and children. The provision takes effect upon
enactment for new applicants and on January 1, 1997 for those currently on the rolls, The
somewhat less stringent House SS8T provisions exempted more immigranis: those over 75;
lawfully admitted permanent residents who cannot naturalize due 10 disability; refugees and
veterans. UBO estimates the Senate S8I immigration provision would save about $11 billion
over five years snd about $17 billion over seven years, About 550,000 immigrants would be
made meligible for §SI benefits in the year 2000,

Medicaid Restrictions—~The Senate Finance bill deems sponsor's income {or programs
authorized by the Social Secunity Act for five years or the length of 2 sponsor's affidavit of
support, whichever is longer. The provision includes Medicaid, which currently lacks a
deeming requirement. It is unclear how many immigrants would be affected and Medicaid
savings estimates are not yet avatlable,

Supplemental Security Income for Children

Cash Benefits--Under the Senate Finance Committee bill, benefits continue to be in the form
of cash. {By contrast, the House bill limits cash benefits to those currently on the rolls and
20-56% of the most severely disabled applicants. Services funded by block grants to States
repiace 75% of the value of the former cash benefits.}) Retaining only cash benefits is a
stance the Administzation can support.

Eligibility & Program Integrity--The Senate Finance bill establishes a new more stringent
definition of childhood disability that effectively reverses the Supreme Court's 1990 Zebley
decision by raising the level of severity of impairmeni{s} needed to qualify for 881, The bill
also requires periodic eligibifity re-determinations 1o ensure that 851 15 not erroneocusly paid w
ineligible individuals. (The House bill has more severe eligibility restrictions.)

Cost Estimates--881 children’s provisions save about §7 billion over five years and about $11
billion over seven years, including the Medicaid and Food Stamp interactions, About 230,000
currently eligible children would be denied 58I in the year 2000.

The Administration could support tightened eligibility standards, but those in the Finance



Committee bill are wo siri?zzgerzt‘ We should take a position somewhere between Senator
Moynihan's bitl {which is as strict as the Finance Committee) and Senator Conrad's bill
(which has limited reductions in the rolls},

Supplemental Secarity Income for Druy Addicis and Aleoholics

The Senate Finance Committee's bill, like the House bill, ends §SI eligibility for individuals
whaose drug addiction or alcoholism is a "contributing facter” fo their disability. Under the
Senate version, benefits would continue mare than a year longer but the Senate bill does not
reinvest part of the savings into drug treatment and research.  Savings are about $2 billion
over five years and sbout $3 billion over 7 years (CBO), which are very similar 10 Houge
savings.

Child Support Enforcement
The Finance bill adopts many Administration child support enforcement proposals, as does the

House-passed bill. While there are some minor changes we'd like to make, this 15 generally
an area where we have achieved a great deal.



WELFARE REFORM

Senatle Prospects

The Senate Republicans increasingly support block grants for the AFDC, Child Care, and possibly
Food Stamp programs with major flexibility for States and few of the mandales included in {he
House~ passed bill. Govermnors Thompson and Engler actively promote such a proposal. These
block grants do not require a State match, sliminata the AFDC entitlement and provide fille
incentive for States to invest in services for the poor. In addition, the final outcome of the Senate is
likely 1o result in significant savings, probably close to the MHouse total of 365 billion over § years,
Mark-up may being in mid-May

Senate Democrats such as Daschle and Breaux have bagun working on an alternative. it would
continue the individual-entitlement with a strong focus on work and training aclivities. The
AFDC-replacement would remain an open-ended entitlement with State match requirements, but it
would grant States new and potentially costly flaxibility. Jobs, training and child care programs
would be provided, with bonus funds allocated on a performance basis.

Strategy

If the Adminigiration is to significantly influence the most sweeping changes in welfare in decades,
we must quickiy develop a policy position from which fo negotiate. If we are not involved in these
discussions, our opportunity 1o influence the bill diminishes markedly. The Administration needs to
focus on and to articulate a few key principles in negotiating with the Sensle;

Presarve 8 Uniform Safely Net of Prolection. it is essential that 8 basic federal benefit
continue. At @ minimum, the foad slamps program should continue in its current form 1o help offset
redu}ctionstin other benefits. 1t is questionable whether AFDC can continug as an individual
entittement,

Counter-Cyclical Responsge, Ii's simple - when the aconomy gets worse, more people
need assistance. Any welfare block grant must take into account changes in the economy.

State Flexibility Coupled with Continued State Match. Without assurances that States will
conlinue 1o contribute, the cuts in benefits and services could be even more severs than they
priginally appear {0 ba.

Woark., As the President has made clear, the central point of welfare reform should be o
make it ruly & syslem 1o transition pecple from welfare to work. We need incentives for states to
invest in these activites, -

Deficit Reduction. We can reform these programs and achieve significant budget savings.
Any alternatve could save about 340 billion over five years.

Qur Next Steps

To influgnce the debate, we suggest senior HHS, USDA and WH officials should meet to (1) finalize
the key principles for a compromise and {2} to davelop a plan for dealing with the Senate
Republicans.
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TO: Leon Panetta / /’*"'M
LY s

FROM: Alice Rivlin @

RE: Welfare Reform —- Senate Meetings

Welfare reform ig likely to come up during the ?residgat’éx
weekend discussions with Senate Democrats. I wanted £0 give you
some background and nmake a few suggestions about 1t.

Senate Republicans are increasingly supportive of
eliminating the AFDC program and establishing a capped cash
assistance bleck grant in its place. This would end the
individual entitlement fo AFDC. The block grant would have few
of the nasty mandates contained in the House-passed welfare bill
but also would not have a state match requirement. The
Republicans may also want to convert food stamps into a block
grant -~ a step the House didn't take -~ but this is more up in
the air at the moment. Senator Packwood endorsed a food stamps
block grant this week.

Senate Democrats, lead by Daschle and Breaws, have been
working on an alternative that would maintain the individual
entitlement to AFDC while giving States much more flexibility
than they currently have. Their draft proposal would, like our
own proposal, focus on work and training for welfare recipients
and includes some interesting State incentive features. It also
¢ontinues State matching requirements. Unfortunately, it appears
clear that this alternative has no chance. of passage and shows
little signs of generating bipartisan effort.

The Senate Republicans are quickly coming together on itheir
approach. The White House needs to have a8 negotiating strategy
on welfare that allows us to engage Senate Democrats and,
espeacially, Senate Republicans. Tomorrow ig an oppertunity for
the President to discuss the issue with Democrats so that we ¢an
meve forward as soon as possible. The Senate Republicans are
coming together on their approach,

It seems important to me that the President take advantage
of this weekend’'s discussions to send some wery important .
signalis:

Support the emerging Senate Democratic proposal, The best way Lo
get positive changes in the Senate Republican pill would be for
Democrats to come together behind a Demooratic alternative.




§#

"Wa nead a safety net. Food stamps is the best universal program

Lo assist the poor. We should make clear that a block grant is
unacceptable for food stamps. The AFDT block grant in some form
-~ while unpalatable -- may be inevitable. If s, then we need
to find ways to improve the Republican proposal.

Protection during haxd times. The Republican block grant
propesais threaten the abriity of our poverty programs to meet
the increase in need during economic downturns. We need to
maintain the "automatic stabilizer" nature of the individual
entitlement or, if a block grant is inevitable, work fo include a
mechanism to increase funding during hard times.

Wo support much greater flexibility for States and a continued
State matching requirement. we need Lo give the States the
freedom Lo innovate in moving people from welfare Lo work, We
alsc need to ensure that States continue to contribute to
programs that support those in poverty.

Focus on work. Any welfare reform has to move people td work,
not simply cut them off. We applaud the efforts of Senate
Democrats to push for positive ingentives for Btates to
transition recipients tgo the workforce.

Budgetary savings. In the current environment, welfare reform
legislation Wil ave to include significant budgetary savings to
pass the Congress. The House~passed bill has §€5 billion in cuts
(over 5 years}i; the Benate Republicans are likely Lo support &
lower -- but only slightly -~ level of savings. While these
represent deeper cuts than are acceptable, we need to signal our
acceptance ¢f the need to find some szavings in these programs.




