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Record Type: Record 

To: Bruce N. ReedfOPDfEOP@EOP,CathyR. MaysfOPDfEOP@EOP,JenniferE.McGeefOPDfEOP@EOP, 
Barbara ChowfOMBfEOP@EOP 

cc: Margy WalierfOPOfEOP@EOP 
Subject: High Performance Bonus Measure - Final Rule 

we'll bring hard copies wi us right now. 

---------------------- FO/warded by Andrea KanelOPDfEOP on 06J27f2000 06:37 PM ---~----------------------

trrrrr... Margy Waller 
" 061271200007:03:30 PM 

Record Type: Record 

To: Andrea KanefOPDfEOP 

cc: 

Subject: High Perlormance Bonus Measure - Final Rule 


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 OMS staff this morning, here is DPC staffs 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 well 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 evatuate or certify compliance with Federal 
requirements. Both FNS and HCFA concur wi dropping these measures. The states will be pleased, and 
major advocate groups will be OK. We just need to double check that our Health Team is OK. 

2) Three slate/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 
absolute 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 (Ieavers) 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 on 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 fall into the 
category below 200% of poverty. The alternative - 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 ~verall funds for work although the % 
for FS and Medicaid would remain same as in the NPRM. 

See attached chart for options 
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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 early 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 note!, 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 iI'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 would not count direct TANF spending - or other slate spending 
on preschool, Head Start, after school elc. [We could permit slates to supplement the existing measure 
with other state spending - but then we would be counting coverage that does not have the same 
standards as CCDF.]' 

* 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 able 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 one 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. 

Boltom 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 retention/earnings 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. 
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ALLOCAnON OF BONUS A W ABD 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 NPRM and Final Rule would allocate the $200 million available 
under the High Perfonnance Bonus among a broader range of measures as follows: 

NPRM 
• S140 million, or 70 percent of total funds, would be allocated for the four work measures
sec table below. 
• S60 million, or 30 percent of lotal funds, would be anocated for the non-work measures {$20 
million for each}: {l) Medicaid enrollment, (2) Food Stamps enrollment, (3) family fonnation 
and f.1.mily stability - defined as year~to-year increase in percent ofchildren below 20OU/u of 
poverty living in married couple families 

FINAL RUL£ 
• 	 HHS has proJiosed dropping Family Formation and redistributing this $20 M proportionately 

amollg the 4 work measures, 
• 	 Ifdrop Family Formation and add Child Care, could shill $20 M from Family Formation to 

Child Care, 
• 	 If don't add Child Care, alternatives 10 HHS proposal are to (A) put 011 $20 M into work supports 

($10 M each for food Stamps and MedicaidiSCHIP) or.o (B) PUI $10 M into work (spread 
evenly across four measures) and $10 M into work supports ($5 M each to FS and 
MedicoidlSCHlP) 

,NPRM, 	 FINAl~HHS OPTION A OPTlONB 
Measure Amount %of 

IOlal 

, ,, 

Job Enlry $56M 28% $64 32% S56M 28% .GOM 30% 
Success in WorkfOf{;e S35M 18% $4Q 20% SJ5M 18% $38M 119% 
Improvement in Job Entry 
Improvement in Success in 
Workforce 

$28M 
S21M 

14% 
11% 

$32 
$24 

16% 
12% 

, 

$21 )'1 
14% 
ll% 

S30M : 15% 
$22M 11% 

TOTAL WORK $140M 70% $160M 800/. $140M 70 fl/fl $150M 750/. 
Medicaid S20M 10% S20M 10% $lOM 15% 525M 12,5% 

Food Stamps S20M 10% $20M 10% i $30M 15°/(1 $25M 125% 

Family Formation S20M 1Q% 0 0 ,, ,, 

TOTAL WORK 
i SUPPORT 

$60M 30% $40M 20% i $60M i 30'Vu 
i i 

$50M $25% 

I TOTAL $200 M 100% $200 M 100% I $200 M I 100% $200 M 100% 



27 States Get Welfare Reform Bonuses 

, "AsroqtI:ltd ~. 
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President Clinton spread $200 
million in bonus money j't!SteTday 
to 27 $WeS wnen: weJ.f.are recipi' 
ents found and ~ job$. 

The president fttrther refined 
what itwan5 W suttetd in wdfare 
refonn. ~ next ye,u's rontm 
also·:,WiU reward iUtes mt get 
~ benefits and food mmps 
to low-incomc families. lie' said 
states will be tt"IWSded, too. when 
mure children live in tw&parent
familia 

in his wtekly radio addttu. 
Q1nton again trumpeted tumbling 
~Ifm roUs. announcing thaI the 
nUmberof people ool!tttingmonth

ly dH!ds is 1eM than half that of 
1994. Fe\m" than 6.9 million pco
ple---itOOut 2.5 mi1lioo familit5
toneeted aid in June, 

The welfan! bonu$ contest. cre
ated by the 1996 we1faw overhaul, 
rewards states that IJ'I<We the mo&t 
Wl'Il1are recipients into jobs. whetb
co:r (If not they leave Ule system'$ 
tolls. States also are rewarded 
when climb keep "btI for at kut 
th~ mbtths and receive biPu 
-"',

Neithft the District nUf Mary
land w.u awarded any fuD "-11" 
ginia was one of fOur states that did 
not apply for an award. 

&ch winner's sil.aft of the $200 
million this year is delmnirn:d by 

tilt aize of the ltak's annual ~I
.fare appropriatioll. The tntmf'Y if 
added to other wdfare furnh and i1 
subject to the aame restrictions, 

The amount givtn to tacil state 
was not inunediatdy al!'ailab1e. But 
with 27 winners. the !\'Iml(e boout 
will be aboot $7,4 million. 'I1lC' 
award, nnge from $500.000 for : 
Sooth Dakota to $45 ml.llion lor : 
California. 

The money goes to the top 10 
Itate$ in lour cat~ based QJl 

data from 1998. 
lrn:I.iana was No.1 in placing the 


most pt(IpIe into jolA. Minnesota 

had the' most people keq> jobs and 

.~ earnings, called "jOO sue
cesa" Washington !tate had the 
mC$t improvement in jab ptaee. 
men!. from 1991 t<t 199&. Florida 
showt:d thC most imp~t in 
Job success, 

State reportSfthow that nationa.l· 
Iy, 1,3 million pcQJ)Ie or. wclfare 
went to work In 1998. with 80 pcr
cent still wo:kIDg three months lat

",
On :wcr.tge. quarterly Wll~ in· 


mased from $2,088 to .$2.511. still 

short of W JlO'VettY line but fOOre 

than recipients wtte getting from 

wel.t;rn!. These families 11M) liN! eli

gible for I.hf! earned itu.:ome tax 

credit that belps milliolUl of work

ing families move out of poverty. 

Bac~of the ~ weUa:e rules, 

which n:quite recipients to work 
and limit the time people eati c0l
lect assistance. h3~ pointed to fall
ing wrlfare rolls M proofollhe new 
law's succeM. Opponents fcar thaI 
many of the j':Ie(Jple leaving wt'lfan: 
ntly be slipping through the crac:ks 
::td getting noJthint, 

I1JJr WIl5JJingtou po5t 
SUND~),. DECEMIU:R 5,1999 
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