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We are still hoping to be able to publish this rule in time to announce it at the July 12 event. So far,
despite what appears to be a very tight time table, no one has said that would be impossible. Of course,
this means we need your quick reactions to major changes and issues in the final rule. Based on
conversations with CMB staff this morning, here is DPC staff's assessment of where things stand.

Major change, about which there seems to be agreement:

1) Eliminates the qualifying conditions proposed in the NPRM for the FS and Medicaid/SCHIP measures.

On FS, the qualifying conditions were dropped because FNS compliance activities are not compatible with
the necessary timing for bonus awards, FNS already monitors these conditions, failure to comply would
meant that states do not perform weli in the competition. On Medicaid, the qualifying conditions and
options were dropped because states that don't comply will not perform well, conflicts with outcomes over
process principle, and is not the appropriate vehicle to evaluate or certify compliance with Federal
requirements, Both FNS and HCFA concur w/ dropping these measures, The states will be pleased, and
major advocate groups will be OK. We jusi need to double check that our Health Team is OK.

2) Three state/seven state split on work supports measures,

This will divide the existing award for FS and Medicaid/SCHIP differently by rewarding a few states for
absclute performance, not just improvement. Instead of rewarding only the top 10 improvers, HHS will
award three states for having the highest percentage of participation in Medicaid/SCHIP {leavers) and
Food Stamps (all eligibles). The other seven awards will be for improvement. This provides a way to
recognize early improvers - and encourages them to continue to compete.

Changes, about which there appears to be some possibility for disagreement:



3} Drops the family formation measure.

Comments were uniformly negative - for both substantive and methodological reasons. There were no
favorable comments from anyone, including members of Congress and other advocates you'd expect to
hear from con this issue. HHS staff report that they do not anticipate negative reaction from key House
staff if it gets dropped - but we're trying to confirm. When we quizzed them about the methodological
concerns - they were emphatic about the problems of rewarding states that had not improved family
formation - but just increased the number of poor families who are married as families fail into the
category below 200% of poverly. The aliernative - to look at increased percent of children living with
married parents regardless of income - will be criticized because states can't reasonably expect to affect
these numbers. HHS is very concerned about eroding the overall credibility of the bonus by sticking with
a measure that got such widespread criticism. We're checking around with a few other ‘experts' on this
topic to see if there are any other feasible proposals but we're not hopeful.

Legislative note; Bayh's bill amends the HPB in TANF to add a bonus for a "State's effort to encourage
the formation and maintenance of two-parent families". Of course, there is no data source for two-parent
families.

We need direction on whether you are comfortable with letting it drop, with appropriate language in
preamble about its importance and how we will continue to explore measures for the future.

3) Assigns the $20 million that had been reserved for the family formation bonus to the work measures.

HHS justifies this move by preserving the primary focus on work. States argued for putting the entire
bonus on work; others advocated for shifting more funds to work supports. In fact, if we have one less
non-work measure, this would actually result in an increased % of overalt funds for work although the %
for FS and Medicaid would remain same as in the NPRM.

See attached chart for options

hpbmeasures.do

4) Bases the improvement measures on percentage point change rather than percentage change.

HHS made this change based on their own review and in response to comments about recognizing states
that made earty improvements. OMB has questioned this move noting that the absolute measures will
recognize the early performers, and therefore maybe the improvement measures should be targeted to
states that still need significant progress. HHS notes that they tried running the numbers both ways on
the 99 bonuses, and found that basing improvement on percentage point change had only minimal impact
on the winners. They also argue that this change doesn't take away incentive for low performers to
compete since it's still easier to make progress -- even percentage point progress - when you're starting
out low, State commenters will be particularly pleased with this change. OMB staff is reviewing data from
HHS and this will probably get resolved.

Suggested changes, which we think need to be considered.

5) Child care: A number of commenters suggested adding child care as a work support measure. The
final rule does not add it. While the preamble provides some explanation related to problems developing
a measure - it also attempts to distinguish between child care as a work support and food stamps and
Medicaid/SCHIP. We believe strongly that this could send the wrong signal. This administration has put
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too much emphasis on recognizing the need for child care - especially for low-income workers to be
undercut by a weak argument in a final rule’s preamble.

Ann O'Leary has expressed serious concern about the reaction to a final rule that includes bonuses only
for FS and Medicaid/SCHIP. We plan to have a further conversation with HHS staff about the feasibility of
developing a measure. For example, HHS has already developed a data source for the percentage of
eligible children who are served in CCDF - and released it in a report last October. There are some tricky
issues:

* It only counts money in the CCDF, and woutd not count direct TANF spending - or other state spending
on preschool, Head Start, after school etc. [We could permit states to supplement the existing measure
with other state spending - but then we would be counting coverage that does not have the same
standards as CCOF.)

* It could encourage states to increase co-pays in order to spread the coverage across more children.
[This seems like a stretch - and if they make co-pays too high, families won't be ahle to use the subsidy,
thus reducing the percentage of eligible children covered.]

One other way to deal with "quality’ issues would be to create a process measure that would require a
co-pay of no more than 10% of household income, and a 75th percentile payment rate. However, since
the process measures have been dropped for the other work support bonuses, it doesn't make sense to
add cne here. Alternatively, HHS could indicate (as it does regarding the possible impact of separate
state programs on work measures) that the Department reserves the right to review the 'equal access to
comparable care' standards (co-pays at 10% and the 75th percentile payment rate) and to change
bonuses if the failure to meet these standards seems to be impacting the percentage of children covered.

Bottom line: There is a lot of support for adding child care to the bonus. The question is whether there is
a measure that will work. We were not entirely satisfied with our brief conversation with HHS on the
problems they identified and plan to schedule a conference call on Thursday for a longer discussion just
on this issue. Ann suggested such a conversation and would like to participate - otherwise we might be
able to do it sooner.

7} Job retentionfearnings gain: relative weight. HHS proposes to retain the current linked measure with
doubled weight for the job retention measure. Some commenters have questioned this approach urging a
separate measure for earnings gain or more equal weighting. There seems to be some disagreement
about whether job retention is really related to earnings gain. Commenters cite research and ambiguous
results of the performance bonus rankings last year.



ALLOCATION OF BONUS AWARD FUNDS

Prior to FY 2002, the bonuses would be awarded on the basis of the four work measures only.

For FY 2002 and beyond, the NFRM and Final Rule would allocate the $200 million available
under the High Performance Bonus among a broader range of measures as {ollows:

NPRM

» 5140 million, or 70 percent of total funds, would be allocated for the four work measures —
sce table below,

» 560 million, or 30 percent of total funds, would be allocated for the non-work measures (520
miilion for each): {1} Medicard enroliment, (2} Food Stamps enrcllment, (3} family formation
and family stability — defined as yeardo-vear increase in percent of children below 20094 of
poverty living in married couple families

FINAL RULE

.

HHS hos proposed dropping Family Formation and redistributing this $20 M proportionately
among the 4 work measures,

If drop Family Formation and add Child Care, could shift $20 M from Family Formation to
Child Care.

1f don’t add Child Care, altornatives to HHS proposal are to (A) put oll $20 M into work supporis
{$10 M each for Food Stamps and Medicaid/SCHIP} or to (B) put $10 M into work (spread
evenly across four measures) and $10 M into work supports (85 M each to FS and
Medicaid/SCHIP}

NPRM FINAL~-HHS QPTIONA OPTIONE

Measure Amount | %of .
total

Job Entry $56 M 28% $64 3% S50 M 8% $O0M 30%
Success in Workforce £3I5M 18% $40 20% $35M 18% S3I8M 19%
Improvement in Job Enry | $38M 14% $32 16% $2854 14% $30M 15%
Improvement in Success in | $21M 1% 324 12% $2M 11% 522M 1%
Waorkforee
TOTAL WORK FI140M | 70% $160M | 80% $140M | 7% 3150M | 75%
Medicaid $20M 10% $20M 1% $30 M 15% $25M 12.5%
Food Stamps $20M 10% $20M 10% $30 M 15% 823M 12.5%
Family Formation £20M 10% ] 0
TOTAL WORK 560M | 30% 40 M 20% 560M 30% $50M | 525%
SUPPORT ‘
TOTAL $200M | 100% $200M | 100% | §200 M 100% $200 M | 100%
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27 States Get Welfare Reform Bonuses

&1
Assodpiied bres

* President Clinton spread $200
millien in bonus money yesterday
to 27 siates where wellare yeciph:
ents found and kept ioks.

The president further reﬁmd
what it means o succond it welfare
reform, saving next vear's contest
mlsowill reward states that get
medical benefits and food stamps
to fowincome families, He said
states will be rewarded, 100, when
more childres Hvee m swerparent
fariliss

I his weekly raﬁzo addrems,
Clinten again trumpeted tamiiing

welfire rolls, annauncing that the
twmbemf people ullecting month

r checks is jess than hall that of
1994, Fewor than 6.3 miflion peo-
pre—about 2.5 million familiey—
collected zid in Jane.

The welfare bonue contest, ore-
zted by the 1996 welfsre overhaul,
rewsirds states that move the mast
weifare secipients into jobss, wheth
er of not they leave the gystem's
rolis, States also sre rewarded
when clients keep joba for =t east
three ohwihs and receive higher

wages.
Nerither the District nor Mary-
lant was awanded any funds. Vir-
ginia was one of four sbates that did
a6t apply for an award,
£ach winner's share of the §200
miltion this year is determined by

the size of the sate’s anmual web
fare appropristion. The money &
added 1o othey welfare fusdsand &8
subject to the xame restrictions,
The amount given o 2ach state

was not inmediately avaiiable. But
with 37 winners, the average bongs |

will be shoot $7.4 mitlion, The :

awards range foom $300,900 for |

Scuth Dakota (o $45 miffion f{or
California.

The money goes 0 the top 10
siates in four categories, based on
data frons 1998

Indians was No. 1 in placing the
rast people inte oln. Minnesotz
had the most people keep jobs and

-mmtamngs, called “iob sacer

cess” Washington state hzd the
st improvemest i jab place-
mant B 1997 to 1998, Florida
showed the most improvement in
job suceess,

State reports show that national-
v, 1.3 million people an welfare
went (o work in 1998, with 80 pere
cent still warkiog three months lay
1.

£ average, gazrierly wages in-
ereased from 52,088 10 $2.571, ot
short of the poverty line but tore
than recipients were getting from
welfare, These fanilies aiso gre eli-
gible for the earned income lax
credi, that helps millions of wark-
ing families meove ot of paverty,

Backers of the new welfare rules,
which require recipients to work
and Limit the time people can ool
lect assistance, have pointed to fall-
ing wellare rolls u proof of the new
faw's success. Opponents foar thas
many of the peapie leaving welfzre
may be slipping through the cracks

- ndd gettng nothing.

Che Washington post
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Attacking Schoo! Vouchers

Ansiherin g smaasamabrxg iﬁ( Mmm of

‘palitical advertieing,

Comdibyte, Vice Prosifent Gaus

Slakar: Hew Hampshes
Proaticie: Caniury Grogm
Tins: 30 secomds

Ko ik ot wouly Ba o b rlsane 16 draw mtney awiy trom
oup paebbe sehows with voushers thal glve puabis meney te
peaite sChosds. Private schools Nra fine, But not with meney
that's #iready desigrned 5 the B peccent o 1he Amserican
Ehiig et o g0 A6 pubiad Sehoods, Mow s 2 Tite wingd we
oaght T e rbatly braling Wi oar piblic Sschouts., making & very
deen and L Commitment Sy the Amescan peagahe 12 realfy
bing revolpiiondry Srisgness o dur schoals.

Realydsi in a0 apen-necked stk Gate s g 10 appest 1o The
LETOCr At SESE-IOWETFDDME 30 Buneriy DArEnTy #orriag
s bl Srasiithng bl schidiuevetts § hard- b stanme batked
hig the teashers umdang that supporl lin, The ad niters xo
GRisiig, Ny, an the “ravGEARINACY Ragrese” T vt
ekl erevetons and howe much o woud cost, not i mennan
wihy thee Shnton-Ciere adminsinbisng has faded o achwes sz,
Gsie ' gterpting t draw an mpliad Lontrast with furmer
senaior Bl Bradiey, wie once voted L0 aliaw & hnviee voudher
expareem, St now SEyE HE OPRa%es Such Brograms.

13 second ad, Gare agam Sirazies M not-bath-in-a-blise-so
voUAS a% 3 Yiotrarn veteran andd jouraalist. seying he “worked
#5 3 1 PpRrDY paposing cocruplion” == uncogeesd & Hashwl e
sttt —pnd] “dncized (b gh ZALE™ AQRIIEY TR I ArTeriGs.
Tecre'i Fights seevmursy 1 Rathes s ol M seak,

—Sarov e Kuvriz
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