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Citizen Acti
' g 1730 Rhode lsiand Avenue, Suile 503

Washingten, DO 20036
. ' ’ [202) 7751680 » (202} 2964056 FAX

2608 Green Bay Road
Evanston, 1L 80201
(847) 332-1776 « (847) 3321780 FAX

April 30, 1997

The Honorable William J. Clinton
* President of the Usited States

The White House

1600 Pennsylvania Avenue, N'W.

Washington, D.C. 20500

Dear President Clinton:

On behalf of Citizen Actien, the nation’s largest consumier and environmental watchdog
organization, and Texas Citizen Action, we wani to express our strong opposition to
proposals 1o privatize the administration of Medicaid, Food Stamps and other public
services. Therefore, we ask that you reject the pending request by the state of Texas to
implement such a program.

Citizen Action believes that public services should be administered through pub!zclyo
accountable agencies. We are greatly concerned that determinations involving the health
and well-being of chijdren and families should not be turned over to private contractors,
where concerns about profits may outweaigh concemns about people’s lives, Privatizatiﬁﬁ
would make it extremely difffcult to guarantee adequate staff training, oversight, and
‘public wnput. It would increase the difficulties alrezdy facing those most vulnerable among
us and those families struggling to cope with temporary economic disiocations.

While we agree with the need 10 make public services as efficient and effective as possible,
there is no evidence that privatization will lead to sither goal. ‘Instead, there is ample
evidence pointing to problems with private contracting for public services, including
duplication, cost overtuns, wiadequate investment in equipment and personnel, and fraud
and abuse, Prvatization will likely lead to new and greater problems. These problems,
however, will be harder to address because private contractors are not subject o the same
accountability requirements as public agencies and becanse employees of private
contractors do not have the same protections as public employees. The Texas
privatization scheme, which remains ill-defned and has not even been subject 1o pubhic
discussion within the state, is simply bad public policy.
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Both the federal and state governments are responsible for making the wisest use of
taxpayer dollars and for properly implementing public programs. Neither the state of
Texas nor any other state should be allowed to shurk that responsibility or tum it over 1o
private contractors. Again, we steoagly urge you to protect the public interest by rejwimg

pnmumian proposals.
. Sincerely, o _ _ ;
Cathy/L, Hurwit Sandra Haverlah
Deputy Director Exgcutive Direcior
Citizen Action | Texas Citizen Action

co: The Honotable Donna Shalala
The Honorable Dan Giickznan
John Podesta
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April 7, 1997

My, Erskine Bowles, Chief of $taff’
The White House
Washington, D.C. 20500

Dear Mr. Bowles:

As the Administration continues its review of the Texas TIES program, 1 thought you would
be interested in the results of & poll conducted among Texss eligible voters last week by
Lake Rescarch Inc. A summary is attached.

The pol] found that 84 percent of Texans behieve that local professionally trained people--not
private conlracturs--should run Texas” human services program and that 70 percent of ['exans
believe that “opening up Texas' human services system 1o large corporations invites corruption,
bnbery...and will cost Texas taxpayers more money in the end.”

The people of Texas understand that human service programs should be admiristered by trained
state employees who are accourdable to taxpayers, not to shareholders, -

Sincerely,

Morton Bﬁr

Presidont

¢cc. John Podesta
Bruce Reed
Pomma Shalala
Danigl Glickman
Gerry Shea

Attachment
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NEW TEXAS POLL FINDS SIGNIFICANT DOURTS ABOUT PRIVATIZATION

A new survey of 575 likely Texas voters by Lake Sosin Spell & Associates reveals
that, conmary o conventoual wisdom, Texans oppose privetization of stars human services
pregrams after heaning equal arguments from both propanents and opponents.

» All voiers polled heard 3 message in faver of pdv&ﬁns&&n focusing ¢on improving
efficiency and cuming waste. After an opposition message focusing on corparate
praflts at the expense of Texas jobs and services for Texas faguilies, soniors and
children, voters oppose privatization by ten percentage pointy (30% oppose, 0%
faver).

. All the messoges tested against privatization ace surprisingly strong among
Texans,
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- Sixty-six percent find it 1 convincing reason 1o oppuse privatization that
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Mathodology: Ths anglysls it bosed an 3 Taws Narewiss readom. dignr-dial (RDD) survay uf 375 aduls Texant
likely 1o veme in the JORF diacrions, desigrad oxd adminictered by Loke Sosin Snett & dssectans Jor the
Commumizations Workars of Amaries The poll soas conducted baiween April { and 3, 1897, The margin af srror Jov
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Mr. Bruce Reed

Domestic Policy Council

The White House

1600 Pennsylvania Ave., NW,
Washington, D.C, 205060

Dear Bruce:

ADA is deeply concerned about Texas’ proposal to turn operation of the state’s
Medicaid, Food Stamp, TANF, and other social safety net programs over to a private
corporation. At a time of massive restructuring of these programs, turning the operation
of these programs over to private for-profit corporations could result in great harm to
vuinerable low-income individuals and families, We, therefore, strongly urge the
Administration to deny the Texas request,

With good reason, Medicaid and Food Stamp regulations require that activities that
require discretionary judgement, such as eligibility determination, appeals, and fraud
investigations, must be handled by merit system civil service employees. Merit system
employees are accmuitable to the public, whereas employees of private corporations are
ultimately accountable to sharcholders. Merit system employees’ civil service status
provides them some measure of independence ©0 make difficult judgements without fear
of capricivus or unjust retaliation. The same cannot be said of the employees of u private
company who work "at will” for employers whose bottom line is profit,

Eligibility specialists and intake clerks play important roles in helping clients -- many
of whom may be poorly educated and vulnerable and may not speak English — to
understand the documents used to qualify for public benefils. Their myriad judgements
help to ensure that clients receive the benefits to which they are entitied. These interviews
provide the record upon which appeals are based and fraud investigations proceed,

ADA also is concerned about client confidentiality should private corporations take
aver the operation of TANF, Medicaid and Food Stamp programs. Eligibility specialists
consult Social Security, child support enforcement, and other sensitive public data bases fo
verify client information, How will client privacy be assured absent public administration?

Finally, some report that Texas claims it will save as much as 40 per cent through
its avtamated enrollment and privatization project. We ask where the cost savings will be
found? One possibility is that the private companies intend to close welfare offices and

President Jack Sheinkman ¢ Chair, Natienal Executive Committee Henry Berger ¢ Counsel Jack Blum
Treasurer loct Cohen + Secretary Ellen Vollinger » YDA Chair Jamol Watson 3 Natlional Director Ay Isascs
o A



substitute computer terminals for buman interaction. How will the affecied client
population successfully maneover its way through a kiosk-based system to determine
eligibility; moveover, how will such a system protect taxpayers against fraudulent claims?

The Administration’s decision on the Texas proposal have national ramifications
for the success of welfare reform. But, it also has enormous implications for how we cnsure
that public and private profit making functions not be improperly blurred. We strongly urge
you to send a clear message to Texas that the gatekeeper function for Medicaid and Food
Stamps is an inherently public function,

Stncerely,

/e

Jack Skeinkman
President
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TIES ISSUES: MERIT SYSTEM REQUIREMENTS

WMWOFWOW
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bave rmsed two lssien:

s Are the merit yystixs requirmmenits of e Food Stemp Ast and the Socxa!quazyAcx
spplicablc to a privatized cligibility work force?

o Do the mezit system provasions proibit the state from dolegating ci@inhty
dmmmmwaw

Texas bas taken the pasition in thess discustions thak:

)  soadex the TIES proponal, the relevam Texas sty zpencies retain il
regponsiilities for sduainistraGon that ame sgsocivted with their desigmaions as
SITZIC SIS APODAN,

{2)  the stateis obligated to comue st slate-admimstared pordons of TIES programs
will tse a merit systern of pegnemnel adudnistration. That mezit gysiem, however,
is not applicable 1o wny private work force with which the state cortncts (o
adminizies other parts of the cligibility detasmination process;

(33  wothing in fedem] sato or reguiation mrotibits the state fom dalegating c2xin
eliginilivy dedarmination functinms t 3 comtrastor, incinding store certification.
refmed fimctions under the Foed Stamp progoun.

Texas does not argue that, in arder 1 camply with foderal reguiremeonts, axly the
individual “pushing the button™ to certdfy eligibility must be a public, merit systexs-”
prometed erployee. B the feders] povernment bus na basls for arguing the other
extremne, oamety that gl eligibility funetions beyond dam inhake must be pesformed by
publc smplayees.

Texns has axked the federal agencies rspeatedly to identify wheve they draw the lins
betwcen: public and privete employess in the cligibility cnification process. Fedezal
agency soff o dae has refsed o take a pasgition on that isus.

The issue of whether private sxployaee can cartify client eligibitity is a red hearing for
the following rezsons:

(AY  The igibiliny mmmm autemation systern ore raies-based

which manimizes the possibility of public or private eployers mxercising
unbridied discyetion
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The e a1 all times will rotnin responaibility far the mromulgation of program
rales and palicy. In otber werds, the objsctive criterin tsed by siaff and systeoa
in deterindoing client cligibility in afl ingtasces will be defined by poblic
eployees. <

detorrainmions and the sinie, B0t 8 privake canttsctor, Wil be respunaible far

assaxing the due procexs dphts of all applicants whoss efigihility is denied.

The stata wil retais coptre] aver a1l eligitdlity determination fupstions by holding
tha contractor to strict perfonnance standards thuough steingont ovarsight of
Sontractr speraions.

While halding the contractor strictly yesponstbie for resnlss, the stme will remain
the party that is accoumtable 1o the federal governmens for compliance with all
federal cequirements.
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The Honorable Franklin Raines
Direcror

Office of Management and Budget
Old Execurive Offlce Building
Washington, D.C. 20300

Dear Frank:

I am writing cn behalf of my constlituents in the 17th Digtrict and
the State of Texas to reguest your prompt attention to Texas’
veguast for approval of the Reguest for Offers for the Texas .
Integrated Enxcliment System {TIES). This reguest has been pending
far several months and has reached a oritical point for a dscision.

Wnen the welfare reform debate began in earnest in 1853, I set up
walfare task forces in my district and asked them to put together
their recommendations on how Lo structure the waifare delivery
gsystem. The number one recommendation of the rask force wag that
the application process be streamlined and simplified across various
means-tested programsg. The task force concluded that streamlining
the application provess would provide better service Lo needy
tndividuals and would use scarce resources more efficiently. I was
rherefore pleased that the Texas legiglature diregted the Texas
Human Services Commission to develop an integrated enrollment sysiem
zg part of the state’s welfars reform plan. I have bsen even more
pleased that the Commission has taken this direction very seriously
and developed an integrated enroliment proposal very consistent with
the goals outlined by the welfare task force I established.

I am enclosing & copy ©f & letter that Dr. Mike McKinney,
Commissloner of the Texas Human Services Commission, sent to
Secretary Donna Shalala on February 19 informing the Department of
Health and Human Services of his intsntion to proceed with the
release of the TIES Request for Offexs. The Commission ig
proceeding under the authority of HHS regulsations that deem requests
to be approved if rhe Department does not provide the stats with
approval, disapproval or a written reguest for more information
within 40 days. - .

While I share Dr. McKinney’s digsappointment that the Commission hasg
found it necessary to procsed without formal approval from HHS or
UsDA, I pelieve that the Commission has been extremely patlent
rhroughout the approval process and has ample lsgal and substaniive
justification Lo procesed with the program at this point. The Texas
Human Services Commission has been developing the TIES at the
direccion of the Texas legislature since June of 1858, .The initial
RFO was presented to HHS and USDA in June of 1396, Singe thabl tims,
ghate officials have worked extensively with the administration teo
refine and improve the proposal and have responded to several
requests for information. Further delay risks jecpardizing the

[
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guccess of the Texas welfare reform initiasive, which gnticipataed

implementation of the TIES. The zlmlng ig &syeCLaIZy exitical

because the Texas legislature will only be in gasgion For a fow
months. Dr. McKinney and his staff need tec begin o work winh the
leg'slatur& very soon \f any changes need to be made Lo the TTRZ
that need legislative approval, or if the welfare reforns legislation

neads to be modified totadiust te the absence of the TIES.

I have workéd with Dr. McKinney in seeking federal approval of tha
TIES and several cther issues, most notably approval of z waiver for
the Texss welfare reform plan in 18995, In all of these instances, I
have found Dr. McKinney Lo be extremely reasonable and willing to
make accommodations to address administration concerns., Dr.
MaRinney remains willing to work with the administravion to resclve
any problems preventing federal approval of the TIES. I am willing
to work with yvou, Dy, MoKinpey, Governory Bush and other state and
adminigtrationofficials to foster a constructive dialogue that can
lead to prompt resclution of this matter. If the administration
determines that legislation iz necessary to allow approval of the
TIES, I will work in my capacity as Ranking Member of the House
Commitree on Agriculture ko pursue such leglislaticon, and believe
that there would be bipartisan support for such an effort. I hope
that the dooperation betwean the State of Texas, wy office and the
administrastion that led Lo the approval of the Texas welfare waiver
under termg thiat wers amc&ptab 2 to all parties can seyve as a model
for dealing with this issus.

Thank you in advance for youyr attention -¢ this matter.. I look
forward to working with both the State of Texas and the
Administration to see thant we continue to make progress toward final
implementation of the Texas Integratad Enrollment System. Please
feel free o contact me if T can be of assistance., ¥With kind
ragards, I remain

Sincerely yours,

Charlea W. Stenholm
Member of Congress
CWG; sal
Enclosurs
oo Governor Georgs Bush
Lisutenant Governor Bob Bullock
Dr. Mike MgKinney
Bruce Reed
Ken apfel
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TEXAS HEALTH AND HUMAN SERVICES COMMISSION

SUCHAEL . MoRINNEY, M. DL

February 10, 1997 CRmMISIGHER

Donta €. Shalala, Ph.D.

Becretary

Linited States Department of Health & Humm Bervices
206 independence Avenue, W,

* Washingten, D. C. 20201

Re: Texas Integrated Enraliment Services Project

Dear Secrstary Shalgla:

The purposa of this letter is to respord to correspondence dated January 31, 1897, from Mr, Mark
Ragan, DRirector of the Office of State Sygiems, Administration for Children and Families, to my office
regarding the review of the Siate of Texas’ request for approval of the Reqguest for Offers for the Texas
integrated Enroliment Satvices [TIES] project, [Copy attached.} Mr. Ragan advisas that the ACF and
HOFA continue to review the RFO and that a final decision cannet be given at this time. He statas that
giscussions were being conducted at the highest levels within DHHS,

it is therafore appmpriate io direct my concerns about the approval process to your office and to inform
you of my office’s plans, based on our understanding of applicable federaj regulations, 1o release the
TiEE Request for Offerg [RFQ).

As you may know, the Siate of Texas, through this agency and the Stats Courncil on Competitive
Gaovemnment, has embarked on a challenging initiative to integrate the eligibility determination and
thient enrcliment functions of several pubdic assistance programs, including Medicaid and cash
assistance under the Temporary Assistance to Needy Families program, The Staie’s overarching goal
is to improve service to recipients of public assistance by maximizing efficiencies and taking advantage
of technical and business innovations avaliable through the marketplace. The State alse has selecied |
this project as a means o encourags public-private - competition and, in the pracess, stimulale the
formation of public-private parinerships.

The Texas Legisiature directed this agency and the Councll to detenmine the poteniial benefits of
contracting out these funchions and, if this oplion was deemed féasibtle, authorized this agency o
cordract ot those functions. Following an extensive study of the progrems to be included in the praject
and an assessment by the Councll, the Councit determined that there was a compelling business case
to support the contracting out of eligibiity determination and enrolimert functions. The Coundll directed
this agency 2 pregare and comduet a competitive procurement to implement the Coundit's findings.

We first presented the RFO for an integrated enrcliment service for required prior approval to your
agency and the Department of Agricuiture in June of 1866, Following an exensive review and

P. G Box 13247 «  Austin, Texas 78711« 4300 North Lamar, Fourtn Eloor, Austin, Texas 78751
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Secretary Donna £, Shalals
Febnyary 18, 1997

Page 2 *

comment by the federal agencies, we met with agency representatives in Austin on July 23, 24, and
25. Based on the input and direction we received from federal staff and others, we resubmitted the
RFQ and Pianmng APD for the aroject for prier federal approval on QOctober 17, 1096, We recoived
acknowdedgmant in a jetter from Mr. Joseph F. Costa, Director of the Siate Systems Policy Staff for
ACF, daled Qolober 24, 1997.

We met once again with federal staff af the offices of the Food and Consumer Servica in Alexandria on
November 15, 1996, where we received additional comments and direction. We recaived requests for
clarification from DMHE and USDA on November 18th. We submitted information in response to these
requasts on November 27 and December 13, 1988, Mr. Ragarw's letler is the most recent
correspondance we have recgived from the Depariment on this matter,

Altheugh your agency has indicated more tme is neaded to make a final decision an our request for
approval, we belisve a DHHS regulation adopted last year authorizes the State of Texas to proceed
with the implementation of the TIES an a provisional basis without the Depariment’s prier approval,
The regulation, codified at 45 CF.R, section 95.611{d), promisas prompt agency action on states
requests for prior approval of Planning APDs, implementation APDs, RFPs, contracts, and certain
centract amendments. Under the new regulation, a stale’s reques! is automatically deemed o have |
provisionally met the prior approvast condilions. of the regulations if OHMHS has not, within 60 days
following the date of the its lelter ackndwladging receipt of the stete’s request, provided the state
writlan approval, disapproval, or a request for infformation.

Based on our understanding of the purposs and intent of the regulation, we believe that, due to the
celay in federal action, the Stale has provisionally met the prior approval cenditions of QHHS and
USDA regulations.

In the notice of proposed rule making that appeared in the Federal Register, the Department explained
that the “prompt action” reguiation was propoesed in the interest of increasing efficlency and reducing
federaily-imposed burdens on the states. The Depanment’s avowed intention was to help states
eomlain costs by minimizing the delay in granting required approvals. The Department acknowledged
that states which are confident their profiosed ADP projects satisfy federal reguirements should not be
penalized by excessive delay in the Deparment’s appraval  See 60 Fed. Reg. 378588 (July 24, 1885}
On final adoption of the reguiation, the Department responded te a comment that the regulation may
be employed to delay the approval of state requesis by offering explicit assuranca that “this will nat
happen.” 81 Fed, Rag. 39884, 30836 (July 31, 1896}

Urdortunately, it appears that this is precisely what has occumad with the State's request for approval
of the TIES RFO. Cur concem is that the current and ~ f we interpret your agency's actions correctly —
potentially interminable delay in the gpproval of the TIES RFQ violates the spirdt, i nat the latter, of the
prompt action reguiation, Certain that this is not the Department’s intentidn, we believe & is reasonable
to interpret the regulation to authorize the Statn of Texas lo proceed with the TIES projact under the
provisionat approval oiteria of the reguiation,

The regulation is silent as fo the Department's duty and a siate's reasonabie expectations in cases
‘where federal approval takes longer than 60 days. It seems clear, though, that the pailcy basis for the
regulation was o bring closure 10 @ process thal unfairly delays and adds costs o proposed stale
action. The Department’s actions imply, however, that it interprats the reguiation to parmit an extension
of the period of review for an additions! 80 days upon delivery of written notice 1o the state, This
application s plainly at odds with the Qepaciment’s justfication for the rule.

-
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Secretary Donna E. Shalala
February 19, 1997
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if the regu!amn is 1o apply In this instance, we think the more reascnable appiication would be to
pemit the Department to recaive an additional 60 days to review a state request for approval when it
either {1) requests additonal information from the state or (2} receives infarmation from the state in
response to such a request. Under this irderpretation, the Depariment would be reguired, within the 60
days Roliowing the request or receipt of information, to provide the state g written approval, disappraval,
of request for addiional information. Mr. Ragan's letter of January 31, then, would not extend the
Department’s review period bscause it did nat provide approval, disapprovsl, or request additional
information from the State,

Accordingly, under this reading of the prompt review regulation, the State of Texas was deemed ©
have provisionally met the prior approval conditions of regulations, at the earliest, on January 18, 1867
(&0 calendar days following November 18, 1988, the date of the Department's request for more
information} or February 11, 1997, at the fatest (60 days following the State's Decamber 13, 1996,
submissiun in response {o the November 18 request).

Based on this understanding of the reguiztion, my staff is proceeding with final preparation of the TIES
RFQ for formal release to the marketplace. if we are incarrect in our reading of the regulations, we
tefieve 1 is the erartmam‘s responsibliity to so advise and provide the Slate of Texas information
necessary to fulfill:sthe prior approval requirement. If we receive no direction from the Department by
February 28, 1887, we will assume you conclr in our reading of the regulations and we will formally
issue the TIES RFQ.

We have sonducted the dialeg with our federal pariners in the ulmost good faith and in the spirit of
partnership. We think this commitment is ¢ritical to the ultimate success of the TIES project. Almost
without exception, sur federal courterparts have been extremely heipful in providing my staff useful
advice and direction. Their input has been indispensable io ensuring the success of the project. Yet,
despite these sffaris and repeated assurances of a prompt federat decision, we appear ne closer o
approvai than we were nearly ning months ago when we first approached our federal parinars, To my
Knowiedge, we have responded (or have attemptes to respond) to every request for information and
clarification from federal oversight agencies, We are unaware of any reason why the RFQ cannet be
issued at this time. Mr. Ragan's letter discloses ne lingering or insurmourniable issues regarding the
project. Thus, we are ieft to speculate whether the delay in approval is for reasons other than the
adequacy of the RFG and compliances with federal requiremenis,

| agree with Mr. Ragan that a project as large and ambiticus as TIES deserves careful consideration,
and we are committed, as your staff are, to ensuring that the needs of our clients and taxpayery
interests are protected. However, each month of defay in the release of the RFQO costs the taxpayers of
Texas, To date, the State of Texas has invesied approximately $1.8 milion in the planning and
devealcpmertt of the TIES project. Additional expendityres will no doubt be necessary to accommodate
further federsl dejay.

More important, we conzervatively estimate that each month of delay in the statewide Implementation
of integrated enroliment in Texas costs the taxpavers of this state at least §10,000,000, The Texas
Legisiature, in authorizing this project in 19988, instructed my office to direct the savings generated by
infegraled enrollmant to fund additional heaith and human services programs. | estimate that the
annual savings in admiristrative costs &one generated by TIES could provide heaith carg coverage an
additional 150,000 needy Texas childien, Thus, the inability of the federal authorities to fulfill their
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Secretary Donna B, Bhalala
Fabruary 18, 1987
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respansibiiities Fustrates the inient of the Texas Legislature and is bome directly by our agencies’
clients and the citizens of Texas.

] regret that this acon has becxime. necassary, bt £ is my duty o énsure the lntsnt of the Texas
Legislature is implemented and the interests of the peaple of Texas are advanced. We fiomly believe
that the TIES project is the right thing for recipients of public assistanca and the State of Texas, and it
is long overdue. | understand our efforis have been criticized by people whose intarests may be to
preserve the status guo. Unlike your staff, these persons sither have not taken the time to consult with
us, have not given us the courtesy of an open and honest discussion of tha issues, or have chosen to
ignore the clear commutments we have made to improve servics o our cliests and give vaiue o the

taxpayers.

We view the TIES project as an opportunily io realize President Clinton’s vision of a nation where the
important and critical decisions of government are mads ciosest 10 the pesple whose lives they affect,
Wa also share his belief that resioring to the states this responsibility and authority is ¢ritical to
reforming the welifare system and meeting the challenges of the next contury, And we agree with your
recent ramarks that “when we target our resources responsibly and innovatively, when we team up
with our private and public partners, and when we act as tough, savwy managers, the federal
govemment can help lead the way in creating 8 stronger and heaithisr nation — & nation capable of
meeting chalienges both oid and new.” With your help, the State of Texas can follow a similar path,

Consequently, { respectfully ask for your assistance in resolving the apparent impasse over the
approval of the Taxas Infegrated Erroliment Services Request for Offars, As always, we are prepared
ta supply any information you or yo ur staff may need o reach @ prompt and corredt decision.

Smcarely,

-

M:cmaei o %éck{mney, ME.
Commssionear

Attachment

& Governor George W, Bush
Liewtenant Governor Bob Builock
Speaker Peta Laney
Comptroller John Sharp
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Bush says compromise welfare bill falls short of goals
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TEXAS: "PROMOTING CHILD HEALTH Fi_{ /
IN TEXAS® DEMONSTRATION

/‘Drz%

In this six year, Statewide demonstyation, Texas would zmend
the Ald to Families with Dependent Children (AFDC) program
by reguiring that all pre-schoecl age children within a
household be Irsunized aop a sondition of receiving AFDL.

The dempnotrabion would impoese a $25.00 sanction per child,
per household at each eix wonth pericdic review for each
prea-achool c¢hild not immunized on the recommended aschedule.
1t appeayre that the §25.060 per child per household sanction
would have no maximum. Does the State have any evidence
that a panetion of more than $§2° iae neceseary to geb the
caretaker to comply? If sa¢, has the State coneidered a tore
progressive sanctlioz or a maxisum limit?

The propesal etates thakt persone receiving AFDC benefite on
behalf of a child may be exempt from the eanctions for good
cause, i.e., a medical condition which maken immunization
undesivable, or the parent or legal guardian of the child
ebjecte to immunization for religious reasons.

Additionally, a family would be exewnpt from the eanction if
the child ware 111 when an immunization was dus, and they
show a good faith effert in getting the child immunized and
intend to continue wiih the immunization procese. The
proposal further notes that Medicald doss not cover the full
cost of immunizations making it difficult to find providers
becauge they have to plek up extra adalnistrative coate.
Would Texas be willing to aselet familiece who have problems
finding a provider, or add lack of access to providers as a
good cauce exemption? Additieonally, the preopesal notes that
language can be a barrier to immunizatione. Effective
communication is necessary to commanicate the need for the
immunizations and schadules. Would Texas be willing to
assist families in finding a hilingual provider, or alac
adding thie ar a good cause sxempklion?

A eritical consideration for approving welfare reform
demonatrations ie that a rigorous evaluation design he
emploved to allow us e peliably measure impacteo related to
the waivera.

Nelther establishing experimental and control groupe pased
on the office to which cliente go for assistance, noy
zeguring that thess populaticns are womparable, as you have
propoagsed, will acrompliok this cbiective.

The preferred research deaigy le randam asaigument of
individual ¢nses. Random apaigrment may be Statewide or
reastricted te a liwited number of geographice arsae which
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provide & large encugh caseload to measure esignificant
effecte. .

Federal mababing funde are requested for ail coste incurred
as a repult of thie demenstration. If approved, the
demonshration must be cost neutral to ithe Federal government
with respect to AFDC, Food Stamps, Medicaid, and Emergeuncy
Acocigtance benefits znd administrative costs. We will match
cwats to the extent that there is net coel nsutrality over
the full period of the demonstrabion. .

Random assignment alsc provides a mschanism for datermining
cost peutraliry, in that the control group can be used to
eatimare what coste would have been in the absence of the
demenstyabion.



J ohn S'hm‘p lMp/TQ,)La;

Campimﬂm of Public Accounts
Avstin, Texas 78774

CFRYAR

512740634000

L.BJ Staie Oflier
Bailding

November 14, 1904

Mr. Bruce Reed

Deputy Assistant to the President

for Domestic Policy _
The White House )
1600 Pennsylvania Avenue, NW.

Washington, D.C. 20500-0006

Dear Bruce:

Lieutenant Governor Bullock has requested the Comptroller's Office to develop potential
options for reform of the state's welfare system. Qur analysts have just completed a draft of
the paper - “Texans Achieving Independence; Public Assistance Reform Options.” The
package covers all areas of welfare reform, from preventing dependency w controlling fraud.

tBefore the. paper:is released, Lam: sohcmng comments from public: assistance experts, such as-y
- yourgelf Any,commems isuggestions and insight you could share will Taise the overall value
of the project.

Because of our tight schedule, it would be a great help if we could have any conmments and -
suggestions by November 21. You may send your comments to the attention of Phyllis
Coombes, Project Manager, Research Division. Please send your comniznis overnight by
using our Airborne Express Account Number 666-803%7,

If you have any questions, please feel free to contact Phyllis Coombes, at 1-800-531-5441,
exignsion 3-4973, Thank vou for taking the time to review this document, We are ioekmg
forward to receiving your input. .

Bziiy i
Deputy C{)m;)mﬁer

Enclosure
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The Vision of Public Assistance Reform

The federal welfare system was created in 19335 to 4id widows and children. Today,
Americans widely view this system as one of the primary forces holding some families below the
poverty line, The public perceives that the welfare system fails o get poor peopie back on their
feet and into jobs. Many welfare rcéig}iems who do find full-time work wind up less well off than
when they lived on wélfare.

As a result, efforts are under way across the nation to encourage welfare recipients to
become self-sufficient through training and employment. Concerned about long-term welfare
dependency, increases in caseload, teen pregnancies and out-of-wedlock births, almost all siates
are implementing or exploring welfare reforms. |

At the request of Licutenant Governer Bob Bullock, the Comptroller has developed a set
of recommendations to improve Texas™ public assistance programs and (¢ try new, more Cost-
effective methods of providing critical services to the state’s neediest citizens. These initiatives
draw on exemplary practices in other states, on federal proposals and on the views of 4 range of
Texans with an interest in this igsue. Our report proposes Texas-specitic solutions as partof a
iegislative package on weifare reform,

These proposals differ from other states” public assistance reform efforts in several
ImpoTtant respecis.

Fiest, the package of proposals in this report is revenne-neutral. Efficiencies gained from
streamlining current operations and maximizing federal revenues would be used to finance
demonsiration projects to test new approaches to welfare reform, Of course, the primary goal is
1o lay oul a broad range of sound options for the legisiative leadership to consider,

Second, these proposals go beyond welfare programs. Some initiatives seek @ reduce
welfare dependency by preventing dropouts and improving school-to-work transition and adult
fteracy —measures 1o keep at-risk individuals from entering the system in the first place. Qther

inftiatives are part of a broader effort to wrengihen Texas® work force.

Page | November 12, 1994



Third, these strategies are tailored to meer the needs of Texans. Texas has a relatively
large low-income population and is very diverse both economically and demographically. There
is no single rational “model” for welfare reform, and a “one size fits all” approach may not work
throughout the state. Our proposals would give Texas’ local governments greater resources and
opportunities to design their own training, employment and other programs.

Fourth, to avoid the “bleeding edge” of reform, we do rot recommend statewide
implementation of largely untested programs. Rather, we propose demonstration projects to test
the feasibil.ity and appropriateness of ideas that appear to have merit but—like many reform
proposals—have no track record. These demonstration projects typically require federal waivers.

The initiatives in this package seek to accomplish five major goals:

» prevent Texas’ “at-risk” population from becoming dependent on public assistance;
» keep Texans from returning to the welfare rolls once they leave;

= enable Tcxaﬁs with disabilities to leave public assistance;

* encourage personal responsibility; and

« streamline the system and reduce fraud and administrative errors.

In developing this multi-part reform strategy, Comptroller analysts sought advice from
national and state experts on public assistance, including the officials and senior staff of health
and human service agencies. In June and July 1994, the Comptroller held roundtable discussions
to elicit the opinions of state agencies and other organizations with a stake in welfare reform.
Comptroller staff coordinated their efforts with those of the Senﬁtc Joint Interim Committee on
the Family Code and the House Committee on Human Services Interim Study on Welfare
Reform, which also held public hearings in the summer of 1994,

Comptroller analysts surveyed other states, collected state and national data and visited

welfare offices in several parts of Texas to get a first-hand look at the processes and to discuss

Page 2 November 12, 1994
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reform efforts with front-line employees. Consultants with extensive knowledge of the public

assistance system helped evaluate current processes and recommended reforms.

Changing the Focus of the Welfare System

The maio administrative activities of Texas™ current welfare system are determining the
benefits for which clients are eligible and ensuring that the right amount of money gets to the
right people. While those functions are important, the system places little emphasis on breaking
the cycle of welfare dependency. If the federal government funded (hese programs according to
how many people leave the welfare system, rather than how many people the system serves, the
results miight be guite different.

The Comptrotler's Texas Performance Review, in its report entitled Caining Ground;
Progress and Reform in Texus Government, has recommended creating 8 new state agency 1o
take charge of all major work force development programs in Texas. This new agency would
operate jeb training programs now administered by the Texas Department of Human Services,
Texas Department of Commerce, Texas Fmployment Commission, Texas Education Agency and
other agencies. |

A single agency in charge of work force deve iapmen£, education and employment could
focus Texas’ efforts to help families learn {0 support themselves, The new agency 's suceess
would be measured, among other indicators, by how well it gets Texans out of the welfare
system and into jobs. Sorme of the recommendations in this report depend on the creation of thar
agency.

Reforming public assistance in Texas will not be easy, bui thus report lays out many
options 1o reach that goal. These reforms aim not only (o deliver benefits more efficiently, but o
encourage recipients to view their benefits as transitional aid. Public assistance in Texas should

not be a way of life; it should be a means to achieve permanent independence.

Page 3 November 12, 1934



T
Pk

Ft WA

b 2™

[N ‘I'. > .
-

L

-~

Public Assistance in Texas

The foundation of the public assistance system in Texas and other states is Aid to-
Families with Dependent Children (AFDCY, 2 cash grant (¢ families in which children are
deprived of parental support. AFDC families become eligible for other assistance programs such
as Medicaid and food stamps, which also serve some families who do not qualify for AFDC.
Food stamps are 100 percent federally funded, while Medicaid and AFDC are partially funded by
state matching funds,

States must provide Medicaid services for families receiving AFDC. When a family loses
its AFDC cash assistance, it also loses Medicaid benefits unless it qualifies for transitional
henefits, Several federal laws require states to extend Medicaid to other categorically needy
groups, including pregnant women with children up to age 6 and children bom after October
19%3 in families below the poverty level |

Most AFDC families also gualify for feod stamps. Although AFDC rules do not count
food stamp benefits against AFDC eligibility, the food stamp program does consider AFDC cash
assistance, reducing the food stamp benefit by 30 cents per dollar of income.

Only very poor families may receive AFDC, In fiscal 1992, 6 percent of Texas’ AFDC
families reported carned income in addition to their AFDC payments; their income averaged only
£2 14 per month.

In 1993, Texas® AFDC payments totaled $333.3 million. That year, more than 2.6 million
Texans received food stamps, up 43 percent from fiscal 1990, the value of food stamps
distributed totaled $2.2 billion.

A typical Texas family receiving AFDC includes a single female caregiver and two
children who receive no financial support from their father. In 1994, the typical Texas welfare
family received benefits totaling $752 per month: $188 in AFDC payméﬁts. $269 in Medicaid
and $295 in food stamps. Texas” monthly AFDC grant is the nation’”s third lowest after

Page 4 November {2, 1994
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Mississippi ($120) and Tennessee ($185), Texas also is among the lowest in per-capita Medicaid
expenditures,

In states like Texas that provide low AFDC benefits, Medicaid is the primary driver of
public assistance costs, Since Texas’ Medicaid program began in September 1967, the state’s
costs have soared. From (989 to 1903, costs rose by more than 20 percent annuvally. During the
[994-95 biennium, Texas will spend 518.6 billion in state and federal funds for Medicaid—26
percent of the total budget, more than public safety, corrections and transportation combined, In

the biennium, {3 percent of all state dollars—3$6.7 billion—-will go to Medicaid. |

Page 5 November 12, 1994



Program History

Early American colonists modeled the new country’s public relief system on principles of
the British system, contained in the Elizabethan Poor Law of 1601 and the Law of Setlement

and Removal of 1662, Three lasting principles of the “poor laws” were that:

+ focal communities are responsible for providing support for the poor,
*» people are responsible for supporting their poor relatives, and

* towns are responsible only for their own residents,

The Law of Seitlement required an individual’s original legal residence to provide all
needed aid. If an individual moved to a new parish, did not own property and could not guaraniee
that ke or she would not seek public relief in the future, the parish could send the individual back
to the original legal residence.

In the early stages of the U.S., welfare movement, communities implemented a wide range
of state, local and conumunity laws and practices, Geography, economic conditions and social
attitudes influenced these taws. [n 1682, Pennsylvania financed care for the poor with county
taxes distributed by the courts. The overseer of the poor sent children to work or to apprentice
with artisans or tradesmen, if their parents were unable o support them. In 1765, Pennsylvania
passed legislation authorizing the construction of workhouses in Philadelphia, and a 1798 law
authorized the state’s counties to buy land for poor farms.

Paor farms were not as popular in southern states as in other parts of the country. In
Scuth Carolina, for example, even though poor farms were available, the law allowed local
officials 1o give aid to poor people fiving with their relatives rather than force them to live in
poorhouses.

When Franklin D). Roosevelt became president in 1933, a third of the nation’s workforce

(12 million to 15 million people} were unemployed, and an estimated 18 million people were
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receiving public relief. Congress passed the Federal Emergency Relief Act soon after Roosevelt
took office. This was tﬁe first U5, law that addressed welfare as a national rather than a local
problem.

In 1933, the average national monthly assistance grant was $15. Although the federal
government preferred the convenience of cash payments, it authorized local communities to
disburse funds through cash, vouchers or supplies. Later that year, President Roosevelt
introduced a jobs program called the Works Progress Administration to provide work for the

able-bodied in exchange for government aid.?

Aid to Families with Dependent Children

The Social Security Act of 1935 established the Aid to Dependent Children kAI)C)
program, later repamed Ald to Families with Dependent Children {AFDC). The parpose of ADC
was o preserve family life by enabiing mothers to stay home with their children. As initially
drafied, the law provided aild to children age 16 or younger living in “homes i which there was
no adult person, other than the one needed to care for the child/ichildren, who was able to work
and provide the family with reasonable subsistence.”3 The original draft would have provided
support to families in which the primary breadwinners were ill, disabled, unemployed or
underemployed. As enacled, however, the law previded support only to children who were
deprived of support due to a parent’s death, physical or mental impairment or absence. (through
desertion, divorce or confinement in an institution). In practice, children did not receive aid as
long as their fathers lived at home.

Under ADC, the federal government contributed $1 for every $2 spent by states up to $18
for the first child and 512 for each additional child. The average national payment was $31.73
per family, The federal government provided less in ADC payments than in its 50-50 mutchihg
grants for the aged, poor and blind, and provided no money for ADC mothers.

In 1988, the federal Family Support Act expanded AFDC with an emphasis on work and

child support. Its main goal was to help parents and children obtain education, training and jobs.
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The program provides cash payments to needy children deprived of parental support if the father

or mother is continuously absent from the home or is incapacitated, unemployed or deceased.

AFDC also provides cash assistance (o the caretaker living in the home with the children 4

Faod Stamps

The federal Food Stamp program provides food coupons to families with low income and
assets, regardless of fanly type or marital status, The U.S. Department of Agriculture
administers the program nationally, and state welfare agencies administer it locally.

A federal food assistance program introduced during the Great Depression of the 1930s
wias a forerunner to the current Food Stamp program. The govermment distributed surpius food to
the hungry to help the thousands who stood in bread lines as well as farmers who were unable o
seli their produce. This program evolved into the Food Stamp Plan, under which families
exchanged money for stamps to buy regular food items ard received additional stamps (o buy
designated surplus foods at retatl. The Food Stamp Plan was discontinued in 1943, when World
War Il reduced food surpluses and unemployment.

The depressed économy of the mid-1950s renewed public interesl in providing food to
the needy. The Food Stamp Act of 1964 established the current Food Stamp program and
authorized expansion in states that wished to take part. In 1971, the federal government set
uniform standards of eligibility and required all states to inform low-income individuals of the
availability of food stamps. In 1972, the Texas Legisiéture initiated 2 statewide Food Stamp
program. The federal program went nationwide in 1974, and program provisions have been
modified several times since then.® In 1987, Congress created the Foud Stamp Employment and

Training program for food stamp recipients.

The federal Medicaid program, part of President Johnson's War on Poverty, was created

by Titie XIX of the Social Security Ameadments Act of 1965 1o ensure access to health care for
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low-income individuals. Medicaid is a kind of basic health insurance for the aged, disabled and
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those with chronic or long-term care needs, The program does not pay benefils (o covered
individoals but pays their health care providers directly.

A 1989 federal law expanded state Medicaid services for children. The new language
requires that all state programs must “cover any medically necessary service that is needed by a
Medicaid-eligible child, as long as that service is allowable under the federal Medicaid laws.”?

Medicaid is jointly funded by the federal government and the states. The federal medical
assistance percentage (FMAP) s based on a formula using the avfzrage, state per-capila income
compared to the U.S. average. FMAP rates wre updated annually. Currently, the maximum
FMAP is 83 percent and the minimum 18 50 percent. For fiscal 1994, Texas™ matching rate was
64.18 percent: Mississippi had the highest match, 78.85 percent. Twenty states matched federal

funds at the minimum FMAP of 50 percent.

Job Opportunities and Basic Skills

The Family Support Act (FSA) of 1988 required states to establish a Job Opportunities
and Basic Skills (JOBS) program to help needy families with children avoid becoming long-term
welfare recipients. JOBS, which replaced the Work Incentive program, provides AFDC families
wizh' education, training and employment services to help them become self-sufficient. Services
include child care for those who participate in approved education or training activities. Those
who find employment receive transitional child care and Medicaid for °32 months.

FSA gmphasizes the responsibility of both the custodial and the nop-custodial parent.
Parents receiving public assistance must participate in job training programs and seek
employment. The non-custodial parent must pay child support, Title I of FSA increases child
support enforcement efforts and seeks to improve the states’ performance in establishing

paternity for out-of-wedlock births and enforcing child support orders.”
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Poverty, Welfare and AFDC Caseload Growth ’

whet T

Texas historically has had a relatively high poverty rate but stringent eligibility
rcquireme;nts for state welfare programs and a low level of benefits. As a result, participation in
AFDC has been fairly low. Over the past 10 years, however, the state’s AFDC caseload has
burgeoned, largely because of the rapid increase in the number of female-headed households, and
because of changes in AFDC benefits and the state economy: In the future, the AFDC caseload

will continue to grow, but at a more moderate pace.

Poverty in Texas

Poverty is more pervasive in Texas than in the US. a5 a whole. In 1993, 3.2 million
Texans—17.4 percent of the state population—Iived below the poverty line of $11,521 for s
famity of three, defined by the U.S. Bbureau of the Census. In comparison, about 5.1 percent of
all Americans are poor.? Texas, like many southern states, has historically exhibited relatively
low houscehold incomes and a relatively high poverty rate because of low industrialization and
wage rates, lower levels of education and job skills and a large rural and minority population.”

Texas® bigh poventy rate in comparison 1o the U8, is associated with the state’s relatively
large Hispanic population. Poverty rafes by race and ethnicity are fairly similar in Texas and the
U.8. Roughly one-third of African Americans and Hispanics are poor, versus [0 percentio 15
percent of whites, 1% Hispanics represent 26 percent of Texas” population versus only 9 percemt of
the LIS, population,

As a result of the relatively strong family and working traditions in Hispanic
communities, Texas has a relatively large number of poor two-parent families with working
parents. In Texas, about half of poor families with children have two parents present. In contrast,
only about 35 percent of poor families in the 1.5, are headed by both parents.’ ! In addition,
about two-thirds of adults in Texas™ poor families with children are employed, compared o

fewer than half of adulis in comparable poor families across the nation. 12
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Short-term changes in the Texas economy appear to have less effect on poverty than do
broad demographic trends. Despite major fluctuations in economic conditions, Texas' poverty
rate has remained i the range of 16 to 18 percent since 1982 {see Figure 1), In both Texas and
the U.S., long-term structural trends—including the rapid growth of female-headed families,
particularly those with never-married mothers, and declining real wages among low-income
workers-primarily account for the growing number of poor.

The number of poor, female-headed famiilies is growing rapidly. In Texas, the number of
female-headed families with c%;ildren under 18—of which nearly half are poor—rose by one-
third {from 1983 through 1993, In the same period, the number of famtlies with children under 18
headed by never-married mothers--two-thirds of which are poor—almost doubled. 2

The reasons for If:ie rapid growth in the number of never-married mothers are not well
undersioad. Some of this irend appears due 16 the decline in the “supply” of marriageable men
because of declining real wages and employment rates ameng young men. Some may reflect
reduced incentives for women 1o marry due 10 the improving economic position of women.
Finally, part may be due simply to the postponement of marriage and the growing social
independence pf women in American society. 14

Declining real wages add o the poverty problem. Because of relatively stagnant real
wages and the loss of low-skilled, relatively high-paying jobs, the average inflation-adjusted
income of the poorest 20 percent of households in Texas declined by nearly 15 percent from
1980 o 1990.35 .

The economic well-being of households typicaily is discussed in terms of the official
poverty threshold, first established by the U.S. Sacial Security Administration in 1965. Today,
the official poverty threshold is seriously outdated and probably significantly understates the
" level of income needed to make ends meet in modern America, Updated estimates indicate that
the level of income a family needs to establish self-sufficiency today s at least 50 percent above
the official measure, 19 Siill, this repont refers to the official poverty threshald because it is vsed

in most welfare-related programs to estabhish eligibility and benefits.
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Welfare in Texas

Texas® welfare program is characterized by stringent income eligibility requirements and
relatively low benefits, To qualify for benefits initfally, a single parent with two children may
eam no more than 60 percent of poverty, compared to 80 percent of poverty on average
nationwide, After receiving benefits for one year, a; Texas family loses all benefits if it annual
eamnings exceeds $6,000. Natlionally, the same family could earn up o $8,500 per vear on
average before losing benefits,}? ‘

In fiscal 1994, an average of 277,000 families, or 781,500 persons, received AFDC and
related benefits in Texag. '8 The typical AFDC family—a mother and two children—received a
maximum AFDC grant of $188 per month, or about $2,250 annually, less than 20 percent of the
poverty level, AFDC families, however, automatically qualify for food stamps and Medicaid
benefits. The total combined value of AFDC, food stamps and Medicaid in Texasw-about $9,350
annually-is about two-thirds of the income from a full-tune, minimum-wage job (including
additional income from the Earned Income Tax Credit and the cash value of food stamp benefits)
and three-quanters of the poverty threshold. 1 {See Figures 2 and 3.}

The typical Texas AFDC caretaker (household head) is a single 30-year-old female with
12 or less vears of schooling, no current employment and no additional outside sousces of
income. The typical family includes an average of two children, one of whom is of preschool
age. About 40 percent of Texas AFDC caretakers are Hispanic, 35 percent are African American
and almost one-guarter are white. 20 Almost half have never been married.?! Although data are
not available for Texas, slightly more than 40 perc;:nt of the caretakers on nationwide AFDC
rolls are single women who were teenagers when they gave birth to their first child, 2?

Especially in Texas, AFDC iafge:ly excludes most of the “working poor.” Except for
participants in Texas’ small AFDC-UP (Unemployed Paze;nz} program, federal and state
requirements awtomaticaily exclude the bulk of the 53 percent of poor families in Texas in which

the parents are still married. Abowt 20 perceat of Texas® poor population who live in single-
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parent households are also avtomatically excluded. 2? Even within the target group of poor
female-headed families with children under 18, only about 45 percent receive AFDC benefits in
Texas, compared to 60 percent of such families in the U.S.2

An overwhelming majority of caretakers begin receiving AFDC benefits because of a
change in their family circumstances. Nationally, more than 80 percent of bouseholders begin
receiving benefits because of the mother’s divorce or separation or when an unmarried woman
starts g family by having her first chiid (éee Figure 4).

Demographic factors also play a major role in exizs from the welfare rolls. About 30
percent of mothers leave welfare because of marriage; another 13 percent do so because they no
fonger have an eligible child or the number of family members has decreased {sce Figure 5125

Work is another significant factor affecting movement off the caseload. About 40 percent
of exits from Texas” AFDC rolls are work-related. 26 These new workers, however, are unlikely
to find permanent jobs. National figures indicate that about two-thirds of recipients who leave
AFDC because of wark are likely to return to the rolls within five years. 2

The role of work in the lives of AFDC caretakers is the subject of fairly intense debate.
Officially, slightly less than & percent of Texas™ AFDC households have eamed income,
averaging about $214 per month. %8 Because reporting earnings often threatens a recipient’s
AFDC eligibility, however, these official statistics greatly understate the role of work in
reciplients’ lives. National figures indicate that at feast 40 percent of AFDC mothers either
combine welfare and work or “cycle” between welfare and work over théir lifetimes.?? State
surveys indicate that 35 percent to 40 percent of AFDC recipients have worked at some time in
the past year, 30

Even these survey results, however, may z:zz{iérsizze the imporntance of work in making
ends meet in AFDC families. In-depth interviews with welfure mothers in four U.S. cities
tndicate that aimost 40 percent of recipients supplement their household income with “off-the-

hooks” earnings in the *informal” economy. 3!
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Most welfare recipients, however, cannot rely on full-time employment for. an extended

period. While about onpe-third of nationwide AFDC recipients in 1988 worked a1 some time
during the year, only 6.5 percent worked on a full- or.part-tirne basis for the entire year.32
Because of low wage rates, poor job security and tack of medical, child care and other benefits in
the jobs available to welfare recipicnts, many mothers view welfare as a type of “unemployment
insurance™ as they repeatedly cycle between welfure and work. 53

The lack of health insurance coverage in most low-wage jobs appears a particularly
important barrier to employment for welfare mothers. Fewer than 40 percent of female heads of
families with children are covered by private heslth insurance. Some analysts have estimated that
extending private health insurance to all female workers would decrease the national AFDC
caseload by more than 10 percent and increase the employment rate of female family heads by
almost 15 percent.

The welfare population is not static. About 60 percent of Texas welfare recipients have
beer on the rolls one year or less during the Litest “spell” or peniod of continuous receipt of
benefits. When all spells are considered, about half of Texas AFDC careiakers have received
benefits for iwo years or less (see Figure 6).35 Although the average Texas beneficiary will
receive benefits for only a little more than one year in the current spell, most will eventually
return to welfare. Nationally, about three-quarters of caretakers who leave AFDC eventually
return to the rolls within five years. 38 About 55 percent of Texas AFDC caretakers have been on
the rolls two or more times and about 30 percent have been on the rolls three or more times (see
Figure 7137 |

Overall, Texas” AFDC caseload appears to comprise thige groups: 4%

{1} Short-term recipients {15 pe;'cerzz) rarely use AFDIC; even then, they receive benefits
for only a short time, They tend to be older white women with relatively small families of older
chifdren. These women have strong education and work experience und are temporarily forced to
turn to welfare because of family crises such as divoree or separation, ’Ijizcse FECIpIEnts are

usually able to regain seif-sufficiency quickly %%
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{2} Income combiners and cyclers (60 percent} combine the incorme of io:i;arg f;cncfits
and work and/or repeatedly cycle between work and welfare. Like the first group, these
recipients are primarily high school graduates with strong previous work experience and have
relatively small families with older children. Unlike short-term recipients, however, income
combiners and cyclers are likely to be young, non-white mothers who have never been married.
Many also receive social security and other non-means-tested benefits, which often provide an
additional financial buffer allowing easier transitions from welfare to work ¥

(3) Long-term recipients {25 percent} remain on the welfare rolls for an extended period.
This group is dominated by African American and Hispanic mothers who are relatively young,
have never married and have relatively large families of younger children, 4! These recipients
have relatively low levels of education, littie work experience and generally enter the welfare
rolls early in their lives.4%

Texas AFDC recipients appear to remain on welfare rolls for a shorter period than the
U.S. average. The 50 percent of current Texas AFDC recipients who have been on the rolls for
two years or less compares to about 35 percent of the U.S. caseload. Recipients who have been
an the AFDC rolls for five years or more make vp only about one-quarter of the Texas caseload,
versus 45 percent of the national caseload. *3 The median stay on welfare in Texas is about 14
months, compared to 22 months nationally. * These differences probably result mainly from
Texas’ relatively stringent income eligibility requirements for AFDC.

Even though long termi-recipients comprise a relatively small portion of the Texas welfare
caseload at any time, they receive the highest benefits and--because they remain on the caseload
50 longm-probably account for most of the program costs.

International immigration has a relatively small impact on the AFDC caseload. Officially,
AFDC pays benefits only to families headed by legal aliens and to U.S, citizens’ children in
otherwise eligible households. Except in unusual cases, families who are in the U S, illegally
tay not receive benefits. 4 In fiscal 1992, only about 35,000 {13 percent) of Texas' AFDC

households included legal aliens, compared to 11 percent of AFDC households nationally.
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Households with legal aliens represent 35 percent of California’s AFDC %z:msahaiés aa;i 17
percent of New York’s. Also, the $132 average monthly grant to Texas AFDC households with

aliens is well below the average grant of $166 to non-alien households in the state 30

Reasans for AFDC Caseload Growth
Since 1983, the number of Texas families served by the AFDC-Basic program has
increased by almost 10 percent per year, from about 105,000 cases in 1983 (0 270,000 in (993

{see Figure 8). Three factors probably account for this rapid growth:

+ the rapid growth in the number of female-headed households,

= changes in AFDC benefits and the siate economy that have made welfare more
attractive than wark to some citizens, and

» changes in AFDC eligibility requirements and the qualification process that have made

it quicker and easier to gualify for benefits.

The U.S. Congressional Budget Office found that the rapid growth in the number of
fe@e—heaﬁcd families explains almost 60 percent of the increase in the national AFDC caseload
from 1989 through 1992.%7 Similar trends are evident in Texas. From 1983 1o 1993, the number
of female-headed families with children under 18 and with never-married mothers increased by
almost 7 percent annually, while the number of families in which the mother was separated or
diverced increased by enly 1.5 percent per year. Given that about 530 percent of never-married
mothers use AFDC benefits versus only about 25 percemt of single/divorced mothers. the
underlying growth i Texas® AFDC caseload due sclely to demographic factors was about 3.5
percent per year 48

Fconomic factors have contributed to AFDC caseload growth in two ways. First, since
1983, the real value of AFDC-related benefits has increased by about 10 percent, mainly because

of the increased cost of Texas' Medicaid program. 49 At the same time, teal wage rates in
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retailing—the most typical work aliemative to welfare—have declined by 10 ;‘:»ercez:z.fi{’ This
shift in the benefits of AFDC versus work probably explains much of the growth in the AFDC
cascload during this period, Second, the state economic dowaturns in 1982-83, 1986-87 and
1290-91 added even more to AFDC caseload growth. Since 1982, caseload growth during
econamic downturns has averaged twice that during economic expansions.

Changes in state and federal eligibility requitements and the qualification process also
tnay have increased Texas” AFDC rolls somewhat. Since 1982, federal income “disregards™ for
work-related expenses of AFDC clients increased twice, in October 1984 and more significantly
in October 1989.51 The availability of the new JOBS job-training program in October 1990, ‘
combined with grealer dissemination of information on state welfare benefuts as required by the
Family Support Act of 1988, also may have increased the number of AFDC clients. Finally,
Medicaid outrecach programs m state hospitals, along with efforts of the Department of Humnan
Services to automate the eligibility process, may have identificd more potential AFDC clients
and made it faster and easier (o qualify for benefig 52

Appendix A describes the Comptrotler’s regression madel of the factors influencing
Texas* AFDC caseload growth. This model indicates that demographic factors—particularly the
growth of female-headed households—account for about 35 percent of the 168,000 increase in
the stute’s AFDC caseload from 1983 (o 1993 Additional families headed by separated/divorced
mothers accounted for about 7 percent of Texas” total caseload increase, while new families
headed by never-married mothers accounted for 28 percent of the gain.

Nearly 60 percent of Texas® caseload growth has resuited from changes in the trade-off
between welfare and work. The 10 percent increase in real AFDC benefits, mainly due to
growing Medicaid costs, accounted for about one-quarier of the caseload increase, while the 10
percent decline in rea) wage rates in retailing accounied for one-third of the gain.

These results illusirate the significant role of the availability of health insurance in the
decision to use AFDC rather than work. Because of growing medical costs, potential AFDC

mothers who have children with health problems often have little aliernative to going on welfare,
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when the only other choice is to take a job in retailing with declining real ;sf:: és :;z;‘i é{? he&ézb
INSUrance coverage.

The final factor significantly affecting the growth in the staie AFDC caseload sincg 1983
is the implementation of the JOBS program in October 1990, The attractiveness of expanded job
training and chitd care programs under JOBS led to a2 ene-iime increase of sbout § percent to 10
percent in Texas” AFDC caseload.

Overall, the health of the Texas economy, as measured by job availability, appears o
have had little effect on AFDC caseload growth over the past decade. In fagt, job avallability was
marginally better in 1993 than in 1983, slightly reducing the potential number of welfare
recipients. Changes in job availability, however, have significantly affected Texas’ AFDC
caseloads in periods when the state economy has moved from recession to recovery or vice versa,

The implications of current demographic and economic trends for future poverty and
welfare in Texas are not reassuring. The rapid growth of female-headed families, particularly
those headed by never-married mothers, will continue. This growth of families highly vulnerable
to poverty will make it hard to reduce the state poverty rate significantly, even with a healthy
economy. In addition, although the Texas economy will remain healthy, real wages are likely to
remain stagnant as health care costs continue to soar.

These trends suggest that although AFDC caseload growth will slow in good economic
times, it is likely 10 soar when the economy tumns sour. On average, Texas’ AFDC caseload

should continue 10 grow al an average rate of about 5 percent per year throsgh 2000,
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Figure 1
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Figure 2
Estimated Value of Monthly Benefits and Services for a Typical AFDC Family*
' fadaral Poverty Level = $1,027

$1,000 * A typicat AFDO family In Texas consists of a single female caragiver and two chitdren,
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BOLIRCES: Texas Daparknent of Human Services and Legislatve Budget Board.
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Figure 3 Chart

Figure 3
.&5’{3{; Eligibility and Benefits in Texas, Fiscal 1985
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Figure 4
Evonts Associated with the Beginning of AFDC-Basic Spells
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Figure 8 Chart
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Figure 5
Events Asscriated with the Ending of AFDC-Basic Spelis
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Figure 6

Share of AFDC.Basic Recipients by Period
of Continucus Receipt of Benefits,

Fiscal 1993
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Figure 7
Number of Spells of Texas AFDC Recipients, 1890
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Figure 8
Texas AFLRC Caseload Growlh, 1982-1883
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Regional Variations in the Profile of Texas AFDC Recipients

From the standpoint of welfare reform, the most Important characteristics of AFDC
recipients are their education, age, access to jobs and length of time on the welfare rolls,
Analysis of Texas’ adult AFDC caseload for fiscal 1993 shows that these characieristics vary
substantially for recipients in Texas’ 10 economic regions. Tables 1 and 2 show economic

- and demographic charactenistics relevant to welfare reform for each region,

Educational Attainment

A strong inverse correlation exists between the percentage of a region’s population
that relies on AFDC and the percent of adults in the region with high school diplomas er
GED certificates. In a preliminary analysis, the percentage of adolts over 25 with at least a
high school diplorna or GED accounted for almost half the variation in adult AFDC
participation in the 10 regions.

In South Texas, which has the highest AFDC panticipation of any region with more
than 6 percent of the population on AFDC in 1993, slightly more than 63 percent of adults
age 25 and older have high school diplomas or GEDs. In comparison, just over 3 percent of
residents in the Metroplex region were en AFDC in 1993, and more than 78 percent of
Melropiex adults bave high school diplomas or GEDs.

There is uim‘ an inverse correlation between educational aitamment and long-term
dependence on AFDC. The percentage of a region’s AFDC enrollees with at Jeast a high
school diploma or GED has the strongest association with hew many enrollees will be on the
roHs for more than two years. While county educational levels appear a main—if not the
main—opredictor of the county’s initial AFDC enroilment, however, its relationship to the

county's long-term dependence pattern is less clear.

Unemplovment Rates and job Availability
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As might be expected, a strong correlation exists between AFDC reljanty aﬁét&

unemployment rates. As Maps I and H show, counties along the Texas-Mexico border have
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both the highest jobless rites and the greatest AFDC participation in Texas,

Much of the correlation between unemployment rates and AFDC participation may
actually be related to educational attainment. Unemployment appears o explain most of the
variation in AFDC participation rates until educational attainment is factored into the
equation, If education and unemployment are both considered, however, unemployment is no
longer significant,

For exampie, although the Upper Rio Grande region has higher unemployment than
South Texas—12.2 percent versus 10.4 percent—AFDC participation is only 5.2 percent in
the Upper Rio Grande, compared to South Texas' 6.4 percent. This variation is explained
parily by the Upper Rio Grande’s slightly higher high school graduation rate (63.5 percent
versus 63.2 percent).

No correlation appesrs to exist between county uﬁcmpi‘{}ymzz{ rates and the amount
of time individuals spend on AFDC.

There is a correlation between the number of jobs available in the community and
both overall AFDC participation rates and long-term dependence on AFDC. In both cases, |

however, job availability appears to be tied to other factors such as educational attainment.

Long-Term Dependence

The phenomenon of long-term welfare dependence demands much more in-depth
study. Initial analvses of the major economic and demographic characteristics of AFDC
;ccipienls do not explain the variation in length of enrollment throughout the state.

African Americans appear most at risk of long-term dependence. Statewide, about 73
percent of African American recipients in fiscal 1993 had been on the rolls longer than two

years, compared to 47 percent of white recipients and 38 percent of Hispanic recipients. From

a regional perspective, Southeast Texas has the highest percentage of African American adul
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welfare longer than 10 vears, 13 percent. This paitern is by no means universal, however,
African Americans make up 47 percent of Metroplex AFDC parents, yet only 9 percent of
Metroplex parents have been on the welfare rolls lunger than 10 years.

Overall, limiting AFDC participation to two yeurs would affect soraewhat more than

half the recipients in all but 50 counties in the state.

Age Distribution

The most significant aspect of age distribution in Texas' AFDC caseload iy the
concentration of recipients over age 37 in South Texas. Parents over 37 make up 9 percent of
AFDC recipients in South Texas, compared to 4 percent 10 6 percent in other areas of the
state. About 27 percemt of Hispanic recipients are over 37, compared to 15 percent of white
recipients and 14 percent of African American recipients.

Younger teen parents make up only a small fraction of AFDC cases in Texas.

Throughout the state, recipients under 17 made up about 2 percent of the 1993 adult caseload.
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Percent
Region Linsmployed
, Gentrat Texas 58
Lyl Coast 78
High Plaing 6.5
fletnopiox 75
Menthwest Toxas 12
South Toxas 4
Beudhoast Texas 8z
Lioper Bast Toxas 88
Lippar Rie Grands 12.2
Waest Taxas 8.3
SOURCES: 1.9 Bureau of
{.abor Stgtistics
and Texas
Employment
Commission
Regional Tablaes

1990
Poverty
Hate

171
14.8
185
118
172
268
8.5
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Public Assistance: The Client’s Perspective T £ | w‘if ‘q 3 [

For the first-time recipient, a trip through Texas™ labyrinth of welfare programs,
applications, interviews and reg;ziazions is both intimidating and tme-consuming. To obtuin
assistance for basic necessities, an individual may have t© visit a3 many as 15 offices and
complete several interviews and applications. Then, a recipient who finds even a low-paying job
risks losing part or all of the benefits.

The client’s first step in getting on public assistance may be to visit a local office of the
Texas Department of Human Services (DHS) 1o apply for AFDC, food stamps and Medicaid. As
needed, DHS provides services to help establish paterity, locate absent parents, establish
support and enforce support obligations, If .nccessary, DHS notifies the Attorney Gieneral's
Office to request child support enforcement.

Texas’” child support enforcement program collected $370 million in 1993, more than
double the collections of 1983, and obtained more than 34,000 suppon orders, More than 90
percent of the new cases coming into the system, however, have no orders,

Upon feaving DHS, the new client, seeking shelter, may journey to the local housing
authority to complete another application and interview, The client may also apply for wility
assistance here, The U.S. Department of Energy provides funds for houschold weatherization
costs for Jow-income persons and those least able to provide for high energy costs, such as the
elderty and disabled.

Tes {ill the gap between being approved for public ussistance and actually receiving
benefits, the new client may obtain food from food pantries and get short-term emergency
housing from the Salvation Army or local churches.

The client may ther make an appointment to apply for the Special Supplernental Food
Program for Women, lnfarﬁs and Children (WIC). WIC provides families with items such as

milk, eggs, cheese, infant formula, cereals and fruit or vegetable juices, as well as nutrition
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education, To qualify for the program, applicants must show evidence of health orﬂ iin‘ mké
medically verified by & health professional.

Next, the client may apply for free food distribution. This U5, Department of Agriculture
program feeds peopie directly through food banks and soup kitchens,

Before enrolling her children in school, the client may take them to a public health clinic
for frec immunization, then travel to the jocal school to apply for free or reduced-cost school
meals for the children. The National School Lunch Act helps states provide breakfasts, lunches,
suppers and sRAcks,

Child welfare serviees cover a broad range of functions such as child protection, care for
homeless and neglected children, nutritional or emotional development services and children in
oub-of-home care. These services are designed 1o support or protect the child until the lamily can
provide financial support or perform appropriate parenting. Federal assistance enables states to
provide funds for foster care and adap;ien assistance.

Visiting the Jocal Head Stant office, the client fills out another application, this time for
language development services and hearing screening for any preschool children.

The client now must obtain education, job iraining and support services such as ¢hild care
and transportation through JOBS {the AFDC program) and Food Stamp Employment and |
Training (FSET). If necessary, the client may contact the local literacy council.

At this point, the clicnt may arrange for child care through a state contractor, States must
guarantee child care for a welfare recipient if such care is necessary for the individuoal to work or
to attend required education and training programs. States also must pay for zrézxspamzimz and
other werk-related activities.

After the client locates the Texas Employment Commssion and files for job search and
placement services through JOBS and FSET, she may fill out yet another application, this time

for additional job trnining and assessment under the Job Training Partnership Act.
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Although the AFDC need standard covers food, clothing, shelter, utilities, ‘esSe A F T

personal care and houschold items, the standard may also provide for special dictary needs,
pregnancy a%lowan& or expenses for training or education.

If the need arises, the client may go to the local Social Security Administration and spply
for Supplemental Security Income {SSI}, cash payments for needy, aged, biind and disabled
persons. AFDC recipients and their families may alse qualify for Adult Basic Education, English
as a Second Language, Compensatory Educatien, Yocational Rehabilitation Services and Pre-
Kindergarten programs. AFDC clients and some other low-income groups gquatify for college
education assistance through Pell Grants and College Work-5tudy programs.

Clients who can navigate through the convoluted bureauceacy finally wind up on the road
to self-sufficiency. Since the qualifications for public assistance benefits vary from program (o
program, requiring the applicant to satisfy scores of complex regulations—and because programs

often have limited funding—the applicant’s struggle often ends in defeat.
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Welfare Reform Efforts Nationwide D R p Y50

Almost all states are pursuing some type of welfare reform. These efforts are as diverse as
the states themselves, yet they share common goals. Overall, they sirive to encourage work by
reducing penalties on earnings, to enforce parental responsibilities (particularly child support), o
alter rules that penalize two-parent families, to simplify the delivery of benefits, 1o create jobs for
welfare recipients and to improve access to child care and health care.

Many siate approaches to public assistance reform require exceptions to federal law
before implementation. States must obtain federal watvers to enact certain changes in AFDC and
food stamp programs, To do se, o state must show that its new program is designed as a pilot
project, lasting for a limited period and involving only a portion of the state, and that it is cost-
neutral to the federal government, That is, while the state may spend more money, the federal
government will approve no plan that costs it more than it would have speat on the same
recipients };ad they been served under existing rules. Changes in other aspects of public
assistance that do not affect federal law, such as child support enforcement, require only state
legislative approval,

Many states are seeking to modify stringent AFDC rules that restrict welfare families
from eaming a reasonable income and from accumulating assets, at the nisk of losing benefits,
Current rules reduce a family’s AFDC grant by one dollar for every dollar the family earns and
prevent families from acquiring assets of more than $1.000 or owning u vehicle worth more than
$1,500. Some exceptions help ease the depletion of AFDC benefits due to ampiéymenz. For
example, AFDC recipients may deduct child care and work-related expenses from their income
and, during a four-month grace penaod, may keep one-third of their income after other
deductions. Seventeen siates have pilot programs to permit higher earnings and raise the limits
on assets and vehicle value without reducing the AFDC grant,

One criticism of AFDC regulations is that cwo-parent families face more stringent

eligibility requirements than do single-parent families. Thirty-four states are attempiing to
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strengthen rather than penalize families by repealing or altering the main 4:1151::(:i ntives for

Q{I{‘f

staying together. These disincentives include:

* the “100-hour rule” prohibiting two-parent famiifas from receiving AFDC if either
parent works more than 99 hours per month;

« the “work history test” requiring the principal carner to prove employment over a
period of time before applving for benefits; and ‘

* the “stepparent deeming rule.” which counts a portion of the stepparent’s income as

being avaiiable to the rest of the AFDC family.

As for program efficiency, 35 states, including Texas, are explering electronic delivery of
public assistance benefits. States are replacing AFDC checks and food stamp coupons with
plastic benefit cards, using the same technology as bank debit cards.

Fourteen states have pilot projects designed to create jobs for AFDC clients. California
and Oregon 1y to encourage employers 10 hire AFDC clients by allowing the use of AFDC
granis to subsidize wages. In iinois, about 300 public assistance recipients in 1992 were trained
and employed in housing rehabilitation projects. In lowa, Minnesota, Michigan and South
Caroting, AFPDC recipients are trained to stag their own businesses, Overall, 30 states have
implemented or are planning job creation programs for AFDU recipients,

Cumrently, AFDC clients receive child care and health care benefits for only one year
after they begin work. Many critics consider this a barrier to long-term self-sufficiency. At least
31 states are considering extending this transitional support. Comprehensive health care reform
efforts in states such as Hawali and Tennessee may extend health benefits beyond the cutoff.

Bepginning in Janvary 1995, employers in Texas will get a tax break for hiring AFDC
recipients, To receive this one-time tax credit, the employer must agree (o caver 80 percent of the
worker’'s medical insurance and keep the worker on the payroll for at least one year. The credit,

which applies to many taxes collected by the Comptroller, may not exceed $2.000 per employee.
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' State strategies differ on whether to adjust the lfevel of benefits in response to recipients":
behavior, Experis say it 1s still to0 early o determine whether it is more successful to reward
recipients for improving their education, work or health habits, or to penalize or sanction them
for refusing to change.

Wisconsin's “Learnfare” program requires all teen parents and teen recipients to attend
school; failure to comply may cost them a portion of their AFDC grants. Learnfare assistance
includes child care, transportation, alternative education funding and case management. Ohio’s
Learning, Eaming and Parenting Project (LEAP) requires all teen AFDC teen parents to attend
school and offers bonuses o teens with good 8£€£¥2§‘{i¥}c& In Missouri, a volunteer program on the
drawing board will assign business leaders, teachers and neighbors to be mentors to welfare teens
and children. This pilot program also will permit AFDC teens who work to keep their wages and
benefits if they stay in school, live with their families and have no more children,

Colorado has implemented 4 program requiring a five-county pulot group of AFDC
parents {10 percent of the statewide caseload] 1o have their children age two and younger fully
immunized against infectious diseases. Tws;}\counties in Florida also require AFDC children to be
immunized as a condition of benefits. Four states are participating in a pilot project to integrate
public health with child care, a key objective being to increase the percentage of children who
afe properly tmmunized.

Several states ask public assistance recipients to perform community service. In Towa,
community service is an option under the Family Investment Agreement, the staie’s new social-
contract initiative. A two-year-old Michigan program requires welfare recipients to perform 20
hours of community service per week. New York is developing waivers that would involve pay
for performance in community service programs.

Controversy surrounds several reform initiatives: placing time limits on AFDC benefits,
limiting family bencfits despite additional births and “cashing out” food stamp benefits.

According to the National Governors Association, 25 states are studying proposals to

require AFDC recipients to get a job after a certain period of assistance. These proposals range
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from a time limit on benefits without either goaranteed employment or communify Setvice to
individually tailored “social contracts,” as in lowa.

Several states huve implemented “family caps™ to prevent mothers on AFDC from getting
additional benefits if t%*xe*y bear more children. The pilot programs range from denying cash
assistance for any child born at least 10 months after the mother enrolls in AFDC, as in New
Jersey, to limiting benefits for the birth of an additional child in families that have received
benefits {or more than two years, as in Georgia

“Cash-out” initiatives offer welfare recipients the cash equivalent of food stamp benefits,
a move designed to make clients more responsible. Minnesota consolidates food stamps, AFDC
and family general assistance into a single cash benefit pilot program with simplified eligibility
rules and income allowances. An Ohie proposal would use food stamp and AFDC benefits to
supplement wages. Oregon will subsidize minimum-wage jobs for welfare recipients by
converting food stamp and AFDC benefits to wages. Wisconsin plans a pilot program in which
food stamps would be included in a cash benefit. Three Alabama counties have operated a “cash-
out” system for food stamps since 1990,

States that seek 10 demonstrate innovative ways to meet the goals of a federally funded
program must {irst apply for a waiver of federal laws, rules or regulations. The federal
governiment has approved large and small demonstration projects. One approved project covers
an entire state. Demonstration projects usuatly are limited to three 1o five years. The government
is reluctant to approve projects for less than three years because measuring the effectiveness of
such programs requires rigorous evaluation. ! It can be difficult to assess the effectiveness of
programs operated for less than two years,

Federal approval of waiver applications may take from one month 10 two years, Most
states obtain approval withxin six months. Predictably, proposals that break new ground take the

longest to approve, while minor changes to a program generally receive quick approval,
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In the following sections of this report, all proposals requiring federal wiide d Ve f

recommended for three years to allow enough time to complete an evaluation without

committing the state long-term.

Endnote

1 Interview with Cindy Mann, senior policy anaiyst, Center on Budget and Policy Priorites, city, state, October 10, 1994,

Page 31 November 12, 1994



DRAFT

Goals and Recommendations
for
Public Assistance Reform in Texas

Page 32



DRA:;

Prevent the At-Risk Population From Depending en Public Assistance

Dependence on public assistance often results from a series of problems—difficulty
staying in school, lack of basic educational skifls, teenage pregnancy, divorce or separation,
tosing a job. Part of reforming Texas’ public assistance programs is helping those most at risk of
dependence to avord the downward spiral.

At-risk Texans wypically lack the education and job skills to get or keep well-paid jobs.
Many are single parents or pregrant teenagers who lack the income to support their children,
Many teenage pmnts‘drop out of school before abtaining the necessary education for a
productive iife.

The most direct way to reform Texas” welfare system is to reduce the number of Texans
who enter the system in the first place. The recommendations in this section seek to prevent at-

risk Texans from joining the welfare rolls by:

« reducing teen pregnancy rates and encouraging more teen parents to finish high school,

» increasing adult literacy.,

+ ensuring the availability of money for work force training through the state’s Smant
Jobs Fund, und

« providing emergency cash assistance to divert certain at-risk families from weliare,

Teenage Pregnaoncy

The public costs of teen pregnancy are significant because teen parents are more likely
than other young people to drop out of school, become anﬁmpiayeé or underemployed, live in
poverty and depend on welfare programs. President Clinton has characterized births to unwed
maothers and teenage pregnancy as the driving forces behind many national problems related to

poverty, crime, drugs and cducational failure.
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Teenage mothers make up nearly half of the national Aid to Families with Dépéndent
Children (AFDC) caseload. From 1976 through 1992, about 42 percent of all single women
receiving AFDC were or had been teenage mothers, In 1982, fewer than half of the women who
had given birth 25 teenagers had g high school diploma. Teen mothers earn less and are more
likely to have famsly incomes below 50 percent of poventy. They also contribute significantly to -
high dropout rates.

Teen pregnancy in Texas has reached alarming proportions, In 1990, the birth rate for
" mothers age 13 to 19 was 55.7 per 1,000 teenage women, and Texas ranked sixth nationally in
the birth rate for mothers age 15 to 19,0 In 1991, Texas led the U.S. in births to girls age 14 or
younger and ranked second in births for girls age 15 1o 19, From 1991 through 1993, the resident
birth rate for teenage mothers remained stable at about 58 per 1,000 weenage women.?

The inabifity to secure a satisfactory diet and suitable prenatal care fncreases the risk of
pregnancy complications, low birth weights, infant mortality, discase and social and emotional
problems. In 1990, almost 10 percent of babies born to Texas girls under 18 were low-birth-
weight babies. The average bospital cost that year for a baby weighing less than 5.5 pounds was
839,000 for a baby less than 3.3 pounds, the cost conld reach $500,000.7 In fiscal 1991, Texas
spent $58.5 million on Medicaid births to teen mothers, plus $32.3 million for AFDC benefits
and $22.9 million in Medicaid premiums for teen parents and their children.

In 1990, one-third of all dropouts from Texas public schools were pregnancy-related. The
assockated cost in jost in_came, tax revenues and vnemployment insurance exceeded §5.6 billion.
More than half of Texas’ AFDC recipients in 1993 did not have high schoo! diplomas. 4

Texas’ primary program for teen parents is Pregnancy, Education and Parenting {(PEP),
operated by the Texas Education Agency (TEA). PEP seeks to reduce the number of students
who drop out of school due to parenthoud, and to place parents 21 or younger back into the
educational system. Under the Texas Education Code, PEP programs must include various
counseling, education, life skills and job training programs as well as support services such as

day care and transportation.?
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For male teenagers, the Paternity/Parenthood (PAPA) project of the Texas Attame.y
General’s Office has produced « curriculum goide for grades 9-12 that explores the legal,
financial and social conseqzzézzces of leenage parenthood.® The program aims 1o ensure parental
support while reducing public assistance costs o the taxpayer,

TEA, the Texas Department of Human Services {DHS) and cight school districts in El
Paso County provide funding for the fargest teen pregnancy prevention program in Texas. In
1993, the El Paso program served 1,817 teenagers from schoot district offices, clinics and youth
organization facilities. Ninety percent of the teens served were mothers age 12 10 19, Five
percent were repeat pregnancies,’ Ten percent of the teens served were males.

I3HS also has funded neighborhood centers in Houston that have contracted with a local
medical school to provide services for young mothers. A program in San Antonio helps teenage
mothers in a bousing project. Total DHS funding for the projects in El }’aw,'l-’icuston and San
Antonio is about $600.000.%

| Family planning programs in Atlanta, San Diego and Rochester, New York, address
teenage birth rates by promoting sexuval abstinence. Postpening Sexual Involvement {PS1), a
course created by Grady Memorial Hospital and used in Atlanta eighth grade classes since 1985,
ieaches young people to wait until they can make mature decisions. The plan pays teen leaders to
guide classes supervised by aduits. More than 36,000 students in the Atlanta area have taken the
class, A five-year evaluation found that students who had rot taken the course by the end of
eighth grade were five times more likely to have had sex than those who took the course.
Séxualiy active teens who had taken the course were more likely to use birth control.?

As of March 1993, legislatures in 13 states had cg}nsidered financial incentives for
welfare recipients who use the contraceptive Norplant, but none had enacted these measures.
Baltimore has the first program in a public high school that offers Norplant to students in
adidition to counseling about contraceptives, abstinence and sexually transmitted diseases.

Michigan offers free or reduced-cost Norplant to low-income women. In April 1993, the stale
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began providing Norplant 1o public ?zeaith clinics for women who cannot afford ﬁzc&% xec
plus additional medical charges.

Maryland, Delaware, Maine, Michigan, Georgia, California, Massachusetts, Vermont,
Wisconsin, the Viegin Islands and Puerto Rico require teen parents to live at home orin a
supervised setiing to receive AFDC payments. Some experts, however, guestion requiring teen
parents 1o return to their homes for help if they do not feel safe and secure there. Many imz’fagerﬁ
who have experienced physical and/or sexual abuse become sexually active garly,

The Ohio Department of Human Services developed the Learmning, Earning and Parenting
(LEAP} program, which uses financial incentives and penaities to cnca;lrage pregaant and
parenting adolescents on welfare to attend school.

The U.S. Depariment of Health and Human Services funded the Teenage Parent
Demonstration in New Jersey and [llinois from 1987 to 1991, Similar to LEAP, this
demonstration program was mandatory for teenage mothers with one child and for first-time
recipients of AFDC. The program provides case management, child care and transportation
assistance and may withhold the teen’s portion of the AFDC grant for failure to register or
comply with job search requirements. |

Under the federal Job Opportunities and Basic Skills (JOBS) program, which provides
education, training and employment services for AFDC éamilics, states may design their own
programs for teen parents who are potential welfare recipients. Local agencies may use
expenditures on teen services to maich or draw federal JOBS funds,

In fiscal 1993, about $10.2 million in federal JOBS fuads were unclaimed in Texas, DHS
projects that unclaimed funds will rise 10 $19.3 million for 1994 and $29 million for 1995.10
Texas could use these funds to provide services to help teen parents stay in school,

This report recommends three measures aimed at preventing teen dependence on
welfare. One would expand the ose of JOBS Title V- A funds to provide local school
districts with additionsl funds to develop dropout prevention programs, Another would
discourage dropeuts by prepaying tuition in post-secondary schools for selected high-risk,
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low-income children. These two proposals appeared first in Gaining Gralz a }9*1
report of the Comptroller’s Texas Performance Review, Another recommendation would

provide monetary incentives for teenage AFDC mothers to remain in school.

School-to-Work Transition

Earlier in this century, high school gruduates bad a reasonable assurance of a good job at
the local factory or assembly plant. If a graduate could read and vnderstand simple instructions,
other plant workers could teach him the skills needed to perform the task or operate the machine.
These jobs, the mainstay of the U.S, economy of the 1950s and [960s, enabled many high school
graduates to support their families with a single income.

The past decade, however, has witnessed a rapid decline in eniry-level assembly jobs that
offered high schoot graduates career advancement and good wage increases.

Beginning i the 1960s, as U.S. companies confronted the developing international
economy and began competing directly with foreign preducers, many found they could not
compete effectively with imported products, European and Japanese companies began taking
over U.S. markets, |

As U.S. companies moved toward high-performance work structures, many reduced the
namber of middie managers o remain competitive. Factory production workers took over many
functions once ;zérfi}rmd by college-educated managers and engineers. Workers who previously
might simply have tightened a bolt or run 2 machine were asked to schedule production, order
parts, design quality-control work plans, maintain cquipment, set production goals and work in
pmdaciim; tcams to sodve daily problems.

Most American production workers, however, had never been trained for those functions,
Companies blamed the American school system for not properly training‘swdem& to function ip
these new areas. Schools respanded that they had been turning out good workers for years who

suited the needs of the business community. Many soon realized that to teach the necessary new
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skills, American business, industry and labor organizations must work with dgﬁé ﬁszgﬁ

effective programs.

Many Texans graduate from high school with few marketable skills, no connections o
local employers and no knowledge of how to pursue an occupation. About half of Texas' high
school graduates do not attend college before joining the work force. Many other students fail 1o
graduate from high school.

Dropout rates in Texas, while declining, remain at unacceptable levels. The longitudinal
dropout rate, which measures dropout rates over time, was about 18 percent in the 1992-93
school year, the most recent statewide figures available.! This is good news only in comparison
with the 34 percent longitudinal dropout rate for 1987-88, when Texas—with a total population
of 17.7 million-had more school dropouts than Japan, with its population of 129 million.

In 1993, the average unemployment rate for Texans age 16 to 19 was 21.5 percent—more
than three times the overall unemployment rate, On average, more than 109,000 Texans in their
late teens were ont of work.

According to the Comptroller's projections, Texas will gain almost .4 million jobs
between 1993 and the end of the decade. While high school graduates may be able to fill nearly
half of those jobs, dropouts will qualify for only 14 percent—typically the dead-end, minimum-
wage jobs with little chance for advancement and few benefits.

The challenge for Tcxas is to design programs to prevent these schocl dropouts from
becoming the welfare recipients of the next century,

Schools and businesses have begun developing partnershins to design “career tracks”
leading o broad occupational clusters that local job markets require. The federal School-to-Work
Opportunities Act of 1994 gives local communities start-up funds and the freedom to implement
programs that unite focal businesses with pubhic schools and community colleges 1o help young
people make the ransition from school to work,

Texas' Technical Preparation (Tech-Prep) program, funded by the federal 1950 Carl D.

Perkins Act, began operating statewide in the 1993-94 school year, following several years of
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pilot projects. The state’s 24 Quality Work Force Planning Regions contain
consortia that operate focal programs. These consortia of public schools, con;;"nuni
universities, businesses and labor groups work to develop skili standards and curricula targeted at
the needs of local job markets. Bach Jocal program must be certified at the state level for content,
_ delivery of services and assurance that it serves a rapidly growing employment area,

{ocal Tech-Prep programs mvolve two years of high schoal plus two years of post-
secondary education, leading to an associate degree and an advanced skills mastery certfication.
The programs offer supervised, structured on-the-job training for community college students.
High school students take a series of company fours with summer work experience guided by
company mentors,

The School-to-Work Opportunities Act provided Texas with $630,000 in start-up funding
for Tech-Prep and similar programs in 1994 and will make more funds available over the next
five years. The legisiation focuses on the 11th and 12th grades and encourages high schools o
set up programs o provide students with a solid core academic foundation, plus technical courses
that teach applied skills. The core curriculum must produce advanced proficiencies in math,
science and communications, with an emphasis on critical thinking, problem-solving and both
individual and group activities.

The weakness of Texas’ Tech-Prep system is that local businesses and industries are not
yet sufficiently involved in the evolution of the program. In most parts of the state, high school
students cannot participate in scheduled on-the-job training, as businesses and colleges must
consider Hability and child labor laws that affect work training efforts. Texas should encourage
and gventually require its Tech-Prep programs to include on-the-job work experience in the high
school years.

In countries like Germany, Sweden and Denmark, nearly all companies work closely with
iocal schools to develop apprenticeship programs thai assure a continuing supply of highly-
trained workers. In Japan, companies work closely with high schools to interview and hire the

brightest graduates.
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Texas schools need guidance from employers to make sure the sc?wgis )éggciz the skills
B i B
that are needed in the workplace. Such partnerships also will provide needed on-the-job training

positions for students in Tech-Prep and similar programs.

Adult Literacy )

In 1993, the National Adult Literacy Survey, conducted by the Educational Testing
Service for the U.S. Department of Education, reported that 6 million adult Texans—more than
half of the adult population—are functionally illiterate. These Texans cannot read a bus schedule,
write a letter or solve a simple math problem. They are also more likely to rely on welfare. The
survey estimated that aduit illiteracy costs Texas $17 billion in lost income and 1axes, welfare
and unemployment payments, training, crime and incarceration.

Improving the basic education skills of Texans would greatly improve the quality of the

. Texas work force and prevent many Texans from entering the welfare system.

The Comptroller’s Texas Performance Review has recommended two measures..
reproduced in this section——to improve the literacy of aduit Texans. In particular, ene
proposal calls for the creation of a statewide system of adult learning laboratories with

child care facilities for AFDC recipients, using state and local money to match federal

funds.

Smart Jobs

The Texas Legislature created the Smart Jobs Fund to help the state’s busingsses train
new and existing employees for high-paying. high-skill jobs. The law dedicates one-tenth of 1
nercent of Texas” taxable wages to the Smart Jobs Fund in years when the staie’s Unemployment
Insurance Trust Fund is above the floor level. In years when the fund will be reeded me:%t,
however—when state unemployment is high—Smart Jobg will have no funding.

A recommendation of the Texas Performance Review, reprodaced in this section,

proposes to create a “rainy day” aecount within the Smart Jobs Fund to help ensure the
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availability of funds for wark ferce training in years when unemployment Qﬁﬂx .
are unavailable. F /
Emergency Cash Assistance

Some families receive AFDC o address short-term financial problems. These fanilies
¢could be diverted from the welfare rolls if they received emergency assistance. In this section,
we piropese a demonstration project to determine whether providing emergency cash to
families in crisis situations could divert potential AFDC clients.

Other families could be diveried from the AFDC rolis by receiving tumely treatment for
mental health problems or chemical dependence. The final two recommendations, already
proposed by the Texas Performance Review, would increase these services to Texans hy

using federal funds available for emergency assistance under the Social Security Act.

Enidnotes
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Use JOBS Funds For Teens 4]‘?

The state should expand the use of Job Opportunities and Basic Skills (JOBS) training program
funding 1o help local school districts provide services that will encourage teen parents to stay in
school.

Background

Over the last 20 years, about half of the single women receiving welfare in the United States were teenage
mothers at one time. Teen mothers-considered the core of the weifare population—have less education
and ace less likely 10 ever leave poverty or marry, than welfare recipients who did not give birth as
teenagers.! For these women, family responsibilities and poor education make holding down a job
difftcult, Women with high school diplomas or General Educational Development (GED) centificates are
likely to leave welfare more quickly than those without.? The weifare system should encourage teen
parents o stay in school.

According to data from the Texas Department of Human Services (IDHS) and the Texas Education
Agency {TEA), Texas has about 92,000 public school students, ages 12 1o 22, who are eligible for Aid o
Families with Dependent Children (AFDC). In fiscal 1993, the Texas AFDC rolls included 37,000 wen
mothers.

The Family Support Act of 1988 created the Job Opportunities and Basic Skills (JOBS) training program
to provide recipieats of AFDC with the aducation, training and support necessary to gain employment and
become economically self-sufficient, Under the federal program, states design their own projects to assist
teen parents who are potential welfare recipients. In a June 1994 report 10 staie agencies administering
SOBS programs, the Office of Family Assistance of the U.S, Department of Health and Human Services
noied: "Regardiess of the service delivery approach taken, it is essential that states make serious efforts o
ensure that young custodial parents ceceive the educational and supportive services they need w avosd
long-1erm welfare dependency .3

Funding for JOBS

To qualify for federal funds under the JOBS program, expenditures on teen services at state or local levels
may be usad to match or draw fedecal JOBS funds, provided that the same amount of non-federal funding
continues 1o be spent. Federal funds for JOBS programs cannot replace non-federal funds for existing
services and activities. State or local funds expended for such purposes must be maintained at least at the
level of expenditures for fiscal 19864

While there are limits on the amount of federal dollars zavailable to each state, there is no limit on the
amount of JOBS funding avatlable for child care. Many teen parents do not attend school because they
lack child care or transportation, or they face social or financial barriers, housing problems, dysfunctionat
families and dangerous neighborhoods, 3

In fiscal 1993, approximately $10.9 million in federal JOBS funds went unclaimed in Texas, DHS
projects unclaimed funds of $19.3 million for fiscal 1994 and in fiscal 1995, 329 million.® These funds
could be used 1o provide services for teen parents to help them stay in school. Education increases the
likehhood of eligible studenis’ eventual employment, thereby decreasing the Hikelihood of dependence
upon public agsistance.
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JOBS Programs in Other States /

JOBS programs for teen parents in other states tend to be focal rather than statewide efforts, accAmg 0
the federal Office of Famity Assistance.? One of the largest. the Teen Parent Demonstration programs in
New Jersey and Illinois, have combimed sanctions, effective case management and mandatory education
and training o achieve 4 19 percent increase in school altendance and employment.

In Arizona, several programs link JOBS funds with local money to serve pregnant and parenting teens.
One small JOBS program in Phoenix contracted with the City of Phoenix's Young Families Can to help
113 1ween parents obtain GEDs. Twenty-five panticipants received vocational training and 28 became
employed.

States use funding from JORBS, local school districts, grants, cities, community schools, colleges and other
private and public agencies to offer g variety of services to the students ranging from linancial incentives
1o individual and famaly counseling. Oregon’s JOBS program, for example, makes teen pmicipaizm atop
priority by lowenng the eligibiltty age for ween parents and requiring all teen parents 1o participate in
educational programs.

Not all teen programs are as successful as the programs mentioned above, New Chance, a sational
demenstration program in [0 states, targeted certain families headed by young mothers receiving AFDC,
The publicty and privately funded volumary program focused on education, employability development
classes, personal development and life skills. Manpower Demonstration Research Corporation’s
evaluation of New Chance found tha, while more than 40 percent of the women found work, more than
B0 percent were on welfare 18 months later,®

JOBS in Toxas

Texas' primary program geared to teen parents is Pregnancy, Education and Parenting (PEP) operated by
TEA. PEP's mission is 10 enable school-age parents to become self-sufficient through education. The
program aims 1o reduce the number of students who drop out of school due 1o parenthood, and strives (o
place parents who are 21 or younger back into the educational system. Under the Texas Edveation Code,
PEP programs must inciude a variety of counseling, education, life skills and job training programs as
well as support services such as day care and transportation.®

PEP was funded with $24.6 million set-aside in Foundation School Program funds for the 1994.45
biennium. During the 1993.94 school year, PEP enrolled 18,652 teen parents and 11.205 children of teen
parents. About 38 percend were high school dropouts; nearly 3 quaner received high school diplomas or
GEDs. Child care was provided at an average cost of $663 per student parent per year.

in addition 10 state compensatory education funds to serve een parents, many Texas school districts use
local, state and federal funds to stress career and vocational education. The opportunity exists, based vpon
efforis of other states, to combine state education funds—Career and Technology Education and PEP—
with availabie JOBS funds for strengthening and expanding een parent education programs.

Recommendation
The use of Job Opportunities and Basic Skills {JOBS) Title IV.A funds should be expaaded

enabling local school districts to provide more support services for teen parents.

Implementation of this recommendation would be the responsibility of the new Depariment of Work
Force and Economic Competitiveness, proposed elsewhere in this report.
’d

TEA. DHS and the Comptroller’s office plan to target four or five distressed school districts as well as
poverty pockets within less distressed districts to design JOBS services appropriate to the area. Services
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may include child care, transportation, tutorial services, guidance and counseling s" bgs. icarcer
counseling, mentor programs and on-the-job training based on the unique needs of particip andﬁe
local 1abor market. 10 .

TEA and Comptroller personnel will be reviewing plans and program costs of target districts to determine
the amount of funds the districts can certify for federal matching funds and the programs they intend to
implement. Case studies will begin in Januvary 1995, Under this plan, federal, state and local funds. as
well as “match initiatives,” will all be considered for funding. Any match funding attracted must be used
for new programs. Private-sector participation will be sought in schaol-to-work programs.

implications

Without spending additional state dollars, this recommendation would provide local school digtrices
additional funding for programs aimed at kesping teens in school. It would enhance federal support of
local districts through JOBS Title 1V-A funds. Money could not be taken from school districts for
savings, or Texas would lose the funds.

Teen parent weifare recipients who are potential adult recipients could be identified, trained and placed in
the work force as cost-effectively as possible. Recognizing that not all teen parent programs are equally
effective, services must be tailored to the population served. The cooperation of the proposed work force
agency and the Texas Education Agency is essential, ‘

Fiscal impact ‘
There would be no impsact on the General Revenue Fund. Al funds would be federal, state or local funds

already in use plus federal funds, available but presently unused. TEA estimaes using about $3 million as
matching funds in the pilot programs in the spring semester of 995,

fainfilosslin
Figeal Federal Funfiz o Changs
Year Local Schogl Districls is FIEs
1996 $10.000.,000 G
1997 < $6.000,000 0
1998 16,000,606 0
1999 : 16,000,000 0
2000 16,000,000 g
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Provide Incentives for Teenage Mothers to Complete High f}

Teenage mothers in Texas who receive Aid to Families with Dependent Chlldrﬁﬁb )
should receive additional benefits to stay in school or sanctions if they drop out.

Background

Ohio, California, Colorado and Kansas have implemented programs to help keep teenage
mothers in school by providing benefits or sanctions to promote schoo! attendance. Ohio’s modei
program, called LEAP (Learning, Earning and Parenting), is considered one of the best. LEAP
intervenes early to help prevent young mothers from becoming long-term welfare recipients. The
program is mandatory for pregnant girls and custodial parents under 20 who receive AFDC
benefits. Non-participants lose a portion of their monthly AFDC allotment. These penalties also
apply to those reccivi_ng assistance on someone else’s case, usually the mother of a teenage
recipient. All recipients must attend school leading to a diploma, General Educational
Development (GED) certificate or adult basic education.

Teens who provide evidence of school enrollment receive a bonus payment in addition to
their normal benefits. Students who do not attend an initial LEAP assessment interview or who
fail to enroll in school have the bonus amount deducted from their AFDC checks. Those who
exceed the allowed number of total absences but do not exceed the allowed number of unexcused
absences receive neither a bonus nor a sanction, but are given an opportunity to provide evidence
of “good cause” for unexcused absences—thus providing a reasonable lag between the month of

attendance and the corresponding bonus or sanction.

Recommendation
Texas should implement a pilot project to encourage teenage mothers to complete

high school by providing incentive bonuses based on school attendance and

performance,
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Implications TALY .
The pilot project would help develop procedures for providing a model 0;’ ﬁ:& iw‘w re
to implement this program in Texas. The Job Opportunities and Basic Skills (JOBS) program for
teens, discussed elsewhere in this section, would provide additional support services

encourage teepage mothers to stay in school. Both pilots should be coordinated (o develop the

best methods (o encourage Texas teens o stay in school,

Fiscal Impact

The most recent evaluations of Ohio’s LEAP program show that 7 percent more students
who were on LEAP graduated from high school than those who did not participate. Because of
differences in grant amounts and opporwnities for employment or additional training, Texas
could show better results. Even at 7 percent, such a program could mean lifetime increases in
earning power for those wha complete high school,

About 65 percent of the teenage mothers in Ohio’s LEAP program received bonuses and
the remainder received sanctions. Based on that experience, and assuming 3 $50 monthly bonus,
Texas would incur the costs shown below for a pilot project affecting 1,000 teenage mothers,
These estimates are based only on bonuses because of the additional costs of establishing
sanctions in a state that now has no easy way to coordinate school attendance reporting and the
receipt of AFDC, The pilot project could explore possible solutions to those administrative

problems and the potential use of sanctions.

Fiscal

Year Cost
1996 .. $500,000
1997 $500,000
1998 $500,000
1999 30
20040 $6
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Establish a Guaranteed Prepaid Tuition Plan

The Legislature should establish a guaraniced prepald tuition plan to increase postsecondary
education opportunities for Texas residents.

!

Background

During the 1980s, tuition rates at public and p:zsfaza colleges acrogs the country grew twice as fast as
inflanon. ! Recent figures from the Callege Entrance Examination Board indicate that the tuition growth
rate continues to outpace inflation 2 Given these wrends, families must begin saving for college expenses
when their children aze yoaung.

Failure to adequately save for college now may bring higher costs in the future for both prospective
students and the state. Although tax-exempt college savings bonds have become the most popular state-
suppoerted mechanism for college savings, parents are gncentain of the amount of money they will need
when their childeen reach college age. .

Students without the resources to pay for college may need financial assistance through grants and loans
funded by the state. Although student loans are repayabile. they carry significant costs associated with
interest rate subsidies and high default rates (student loans are guaranteed—the federal government picks
up the bill when a student defauits. dies or becomes disabled). Loan program costs may also reduce the
arnount of money available for grants that benefit the neediest students.

Students who borrow heavily for college may face years of loan repayments. This may discourage some
students from obtaining postsecondary education, costing society the additional productivity and earnings
that can result from additional education. Students also may forego careers such as 1eaching in favor of
higher-paying jobs that make it easier for them to repay their ioans. Such concerns indicate that a new
approach is needed. \

Prepeaid Tuition Programs

Some states provide prepaid tuition programs to help families save for their children's coliege education,
A prepaid wition plan provides an incentive 1o parents that is not available through the existing callege
savings bond program: the state guaraniees that the amount put aside today will cover tuition, regardiess
of what happens to higher education financing and fees in the future. Increased family savings will let the
state direct more resources to its neediest students. For families who cannot afford 1o save, financial aid
will remain essential to ensure access to higher education.

While the tuition guarantes makes these plans attractive, only eight states——Alabama, Alaska. Flonda,
Massachuseits, Michigan, Ohio, Peansylvania and Wyoming—operate guaranteed prepaid tuition plans.
Michigan, which pioneered this program, stopped accapting new purchasers after the Internal Revenue
Service (IRS) ruled that the Michigan program's trust fund was myt exempt from federal income laxes,

In recogmition of the [RS mimg on the Ms{:b;gan program, Florida created a plan structured differently
from Michigan’s. Florida assents that its plan ts an integral part of the sta. not a separate entity. The
program provides an ¢ssential government funciion 1 the residents of Florida and s backed by the full
faith and credit of the state. Florida does not deny that current faw requires he difference between the
amount paid and its current value must be included in the beneficiary’s gross income in the year it s
redeemed. While proposed federal legisiation would change this tax treatment by exempting any payment
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used exclusively to pay educational expenses, current law is clear on this matter—any incomltrom an
education savings account should be included in gross income.?

Beyond the IRS ruling, some experts expressed concem that Michigan’s program underestimated future
tuition costs, which could make the trust fund insolvent or force the state 1o spend additional funds to
keep it sound. Prepaid tuition plans must be actuarially sound, and should be analyzed and reassessed at
regular intervals to make sure that purchase prices are sufficient to meet future tuition rates. Actuaries
also must anticipate the consequences of students who choose 1o delay their education, enroll less than
full-time, or take a leave of absence from college for financial, academic or health reasons.

State-guaranteed prepaid tuition programs have had a significant consequence on savings for college
beyond securing a guaranteed tuition rate, For example. a survey of Florida prepaid tition contract
holders revealed that nearly two-thirds of them had no specific savings plans for college prior to' joining
the plan.4 However, after purchasing a prepaid tuition contract, more than 43 percent of the participants
secured additional savings plans to pay for costs such as books, supplies, housing, food and basic personal
needs. .

Providing Access to Higher Education

Although Texas institutions charge relatively low tuition rates compared to other states (tuition rates
cover only one-sixth of actual costs), low-income students are not proportionately represented in Texas
colleges and universities. While it may seem reasonable to assume that low tuition rates help ensure
access for poor students, in practice this has not been the case. The cost of higher education is much
greater than just tuition and fees: room, board and other living costs, for example, can be substantial.

In Texas, the Legislature determines tuition costs and sets maximum rates for student fees. The fees, set
by each institution within prescribed limits, cost nearly as much as tuition. For example, during the 1994-
.95 school year, Texas students will pay an average $840 in tuition for a full academic year (30 semester
credit hours}.> Mandatory fees, which cover such things as building use and student services, are higher

than those in most states and add an average of $708 to the higher education bill.5

Other factors beside cost play a role in limiting access to higher education. Historically low graduation
- rates for disadvantaged students, inadequate academic preparation, a lack of college counseling and low
levels of parental education ali affect a child’s educational expectations. None of these factors can be
addressed solely through changes to tuition and student aid. Reforms of the public schools, greater
incentives for student performance and access to adult literacy and education programs also are necessary
to increase participation in higher education.

Existing prepaid wition plans tend to benefit mainly middle- and upper-income families. Florida's iniual
plan was criticized for this pattern; during the first two years of Florida’s program, white families
accounted for 90 percent of the contracts sold, while only 3.5 percent went to black families. Only 13
percent of the families earned less than $30.000 a year and 4 percent eamed less than $20.000.7 Florida
has since developed a scholarship program to provide economically disadvantaged youth with prepaid
tuition. -

A major challenge in designing a prepaid tuition program is to structure the program to benefit all
citizens. A poorly-designed program could be viewed as a state guarantee—and potentially a subsidy—
primarily for upper-income families. Access to higher education for all citizens is critical to the
development of a diverse, well-educated work force,

Florida’s Prepaid Tuition Scholarship Program
The Florida legislature created the Prepaid Tuition Scholarship Program in 1990 to provide economically
disadvantaged youth with prepaid tuition. Recognizing the tremendous need for the program and the
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siate’s inability to adequately fund it, the legrsiamm opted 10 £nact 2 reguirement fm 3 fﬁh
private contributions. The privale sector’s response has been ovcmbcimmgly suppomve Abalit §1.2
million was appropriated in (990, and more than 31.5 mithon in contributions were received, The 1994
legislative appropriation of 31 million hias been matched by pledges in excess of $2 million.

The scholarship program, known as Project $.T.AR.8, {Scholarship Tuition for A-Risk Students),
encourages private contributions through an effective marketing theme, which siresges that donstions are
a “down paymeni” on a better social and business climate and a better-educated work force. ®

Middle-schaol students must be cconamzmii}? disadvantagsd and at risk of dropping out of school to be
eligible for consideration. All students selected to receive a scholarship must agree to remain drug- and
crime-free throughout their secoadary education, ¥

impact on Enroliment

A prepaid twition program cobld have an impact on fuure college enrcliment, For example, ane-third of
the estimated availabie openmgs in Flonda's university sysiem in the year 2000 have been sold through
tuition prepayment contracts. Although Florda does not guarantze contract holders admission to the four-
year university program of their choice, the state does guaranter all academically eligible siuderns
admittance to at ieast a community coliege, All students who successfully complete an associate’s degree
at a community coflege are guaranteed university admitance. University officials worry that there could
be as many prepaid students preparing to enrall as there ars openings.

Texas® college and university system can handle enrollment increases that may result from the purchase
of prepaid tuition contraces. it is possible, however, that not all contract holders will be able to attend the
cotlege of their chotce, even though they may meet the admissions standards. Future enroliment may be
timited, especially at Texas’ “flagship” institutions-—The University of Texas at Austin and Texas A&M
Liniversity—where enrollments are at or ncar capacity. A prepaid wition program guarantees wition, but
does not give preferential ireatment to participants; students would still have 1o compete on academic
grounds.

Recommendation
A. The Legisiature should establish a guarantced prepaid tuition plan, the Texas Tomorrow Fund,
to enhance the educational opportunities of all Texus students.

The, ch:siamre should establish the Texas Tomorrow Fund 1o provide futbre Texas coliege and
university students with the opportunity to prepay tuition and statutory student fees. The state should
guarantee that prepaid tuition contracts purchased through the fund would always be worth a credit at
a Texas college or university. The Texas Tomorrow Fund should offer two-year, four-year and “two-
plus-two’” contracts (o perchasers. (A two-plus-two contract would allow a student to complete two
years at a communily college before :mnsfcmng to a uriversity.) While a contract would not
guarantee a student admission 1o any college or university, any student could attend one of Texas’
many community colleges.

As another recommendation within this report abolishes the office of State Treasurer, the Texas
Tomorrow Fund would b administered by the Compirolier's office and would be self supporting—
interest and application fees would pay for program operations. Private service providers, through
contracts with the Comptroller's office, could provide marketing, actuarial, accounting, trusice,
records administration, auditing and isvestment consulting services.

A governing board would be created. composed of the Tomptroller and six other appointees whe
possess knowledge, skill and caperience in higher education, business or finance. The Gavernor,
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Lieutenant Governor and Speaker of the House would each appoint two 'r-neﬁ*r . iuld the
Comptroller would act as chair of the board. The board would establish the purchase pnc{a nitign
and fee contracts based upon actuarial recommendations and would have rulemaking authority for ghe
administration of the fund. All funds collected through the program would be managed by the

Comptroller’s office.

Prepaid tuition and fee contracts through the Texas Tomorrow Fund could be purchased for the
benefit of any Texas resident from birth through age 17. The purchaser (parent, grandparent, other
relative, non-relative or organization) would not be required to live in Texas. Non-custodial parents
residing in Texas could buy the contracts for their children living outside the state.

The Texas Tomorrow Fund would be flexible. A contract would be transferable to any sibling, step-
sibling or half-sibling of the student for which it was purchased. Students choosing 1o attend a private
college would receive payments equal to those they would have received had they gone to a public
institution. This policy would continue the precedent established by the Tuition Equalization Grant
{TEG) program that Texas independent colleges and universities operate in partnership with Texas
public institutions to educate Texas residents. Contract purchasers should be provided the option to
convert one plan to another with the beneficiary responsible for making up the difference among the
value of the plans. Once a contract is purchased for a Texas resident student, that student would be
guaranteed payment at in-state tuition and fee rates even if the student moves out-of-state. The
program should grant students a [0-year period from the initially projected graduation year (not
counting any military service) in which to use the benefits.

In the event of the death or disability of a student, the contract would be transferable to another
beneficiary or would be refunded. If a student opts for a two-year or two-plus-two program, the
balance of a four-year contract would be refundable. If a student receives a scholarship to cover
tuition and fees (or a portion thereof), the unused benefits would be refunded. Simitlarly, if a student is
able to complete the program in fewer than the estimated semesters (four for a two-year program and
eight for a four-year or two-plus-two programy), the balance of the contract would be refunded.

To make the program affordable to as many families as possible, several payment options would be
offered, including lump-sum, annual, quarterly or monthly payments or in a five-year series of
installments. The interest rate for the payments or installment options would be based upon actuarial
recommendations. Once the payment is determined, however, the payment should be guaranteed to
remain constant. To promote ease of payment and low processing costs, the state should allow
purchases to be made through electronic funds transfers and employee payrol} deductions.

The Texas Tomorrow Fund would begin accepting contracts on October 15, 1995, following approval
by the Texas Legislature in 1995.

B. The Legislature should establish a scholarship program to benefit needy Texas students
through a public/private partnership.

While a prepaid tuition program would provide a convenient way for many Texas families to save for
college, it also should address the need to provide access for lower-income students. It should do so
by creating a public/private fund 1o purchase wition contracts for needy students. Initially. the state
should appropriate $1.5 million as a challenge grant to the state’s business community, which would
be asked 1o match (or exceed) the state’s initial purchase. Contributions from individuals also should
be sought. Provisions to ensure that each Texas region is equitably represented in the distribution of
the scholarships should be developed.
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Disadvantaged students who siay in school and graduate shouold receive&he jHion contracts in a
manner similar 10 the *{ Have A Dream” program, where philanthropists hav!? zo pa)r fuition
for inner-city students who stay in school and receive their high school dlplnma itional
provisions for receiving this benefit should reguire students to gfadzzaic high stizwi ni-time”
(without fatling a grade); eam a minimom grade-point average: maintain a good a(tcndatzce record;
and not be adjudicated for any drug offease or crime that is a felony.

Implications

The Texas Tomorrow Fund would provide Texans with the opportunity to easure against rising wition
rates, Texas residents could purchase tuition contracts today fo use in the fulure with the assurance that
the contract woukd cover fuition and fees, regardiess of how they may increase.

The Texas Tomorrow Fund should be reviewed by legal staff and subautted 10 the IRS w obtam 2 1mx-
exempt status ruling. However, the program can begin operations before such a ruling is given, In
creating the plan, the state should declare it 10 be an integral pant of state government, as in Florida.

The Texas Tomorrow Fund should be seen as one element of an overall state commitment to providing
access to higher education in Texas. Additional programs for disadvantaged students still would be
required, This program would make a college education more affordable to low. and middle-incone
families who can participate. In combination wirth the public/private pantnership scholarship program, the
Texas Tomorrow Fund couid reduce the demand for other types of financial assistance, notably
guaranteed student loans, and make more money available for other student assisiance programs.

A guaranteed prepaid teition plan could influence future legislative decisions on wition rates, If the
Legislature raised twition (o a rate above the amount assumed by the plan's administrators, the state would
have to pay the differsnce.

Fiscal Impact

The Texas Tomorrow Fund would be self-supporting. Application fees and a portion of the interest
income would be used to cover admrnistrative Costs. A state appropeiation would be required w set up the
miatching scholarship program.

Fizcal Cast to ths Chenge

Year Sansral Ravenoe Fund inFiEs
1996 $1,308.000 +8
1997 1,500,000 +8
19498 1,508,000 +§
1999 1,500,006 +&
2000 E.500,000 +
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Improve Texans' Literacy Levels

The Legislature should establish strategies to raise the Hteracy level of aduit Texans to |¢ve
their quality of life and employment opportunities,

Background

Six million adult Texans—more than half the adult population—are unable 10 read 2 bus schedule, write 2
ietter 1o correct a credit error. or use a calculator 1o solve & simple arithmetic problem, sccording to a
national survey released i September 1993, 1

Half of “poor or near pooe” “Texans rank in the fowest of the five literacy levels defined by the National
Adult Literacy Survey (NALS). These individuals, according to NALS, are far more likely (o recejve food
stamps, Hve in poverty and rely on non-pnnt sources for information, ,

Also, literacy experts believe adults with limited literacy skills are less likely than more literate adults to
read to their children or have reading materials in the home. These children are susceptible to repeating
the cycle of literacy deficiency and limited skiils.

Cienerations of human capital are at risk. Texas' social and economic future will suffer if large numbers of
Texans cannot read. Adult iliiteracy carsies a priee 1ag in Texas of $17 billion in lost income and taxes,
welfare and unemployment payments, training, crime and incarceration ?

Yeleviasion as a Literacy Toot

Telecommunications as a tool for honing lieracy skills remains largely underused. According to one
estimate, 97 percent of American homes are equipped with 4 TV set and 75 percent of them have a VCR.
A literacy campaign initiated by the British Broadeasting Corporation united 80,000 tutors and 100,000
tearners in the United Kingdom between 1975 and 1978.3

Television can overcome bamiers 1o adult literacy, according to a study conducted by the Adult Media
Literacy Project {AMLP). The study revealed that 90 percent of adults in need of basic education are not
being served and that “distance learing” is panticularly suited 1© meeq their needs. Television can reacha
population that otherwise would not be served.

The study also found that 1elevision increases educational opportunity without a corresponding jump in
cost, raises the quality of instruction favter than hiring more teachers, and extends the reach of education.®
The Ford Foundation has g;vczz AMLP 53 mitiion 1o develop four Meracy demonstration projects through
television, 3

Kenwcky offers one of the best examples of successful televised adult literacy instruction. The Kentucky
Network (KET) produces literacy, math and General Educational Development {GELD) videos and
accompanying workbooks, many of which are distributed nationwide. Texas Education Agency (TEA)
provides these GED videos to all public broadcasting stations (PBS) e Texas.

The Louisiana PBS literacy coordinator estimates that broadeasting the KET literacy tapes generates
about 6,000 inquinies each year.® KET repons that 150,000 students aationwide are enrolled in its home
study courses, and more than 2 million individuals have besn involved in the home study courses since
19757
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These videos often spur community literacy centers to link pupils to other res For example,
Indiana’s director of adult education praised the program as a recruiting tool for Traiti literacy

training. In West Virginia, the libsary commission furnished the videos for each public | amMihgable
companies volunteered to broadcast the programs. A West Virginia man began viewing the tapes g#{ home.
His wife and their children joined the exercise, then the grandfather. Scon aunts, uncles and cousins were
ordering workbooks provided free by the state’s library commission. 8

Texas cable broadcasts reach about 3.1 million subscribers in 900 communities. From 5.5 million to 6
million homes in Texas have the capability 1o view cable.? Many Texas schools, which are often sites for
night adult literacy classes, have television sets in the classrooms.

Literacy instruction and Assessment

Volunteers are the backbone of the literacy effort. Literacy Volunteers of America and Laubach Literacy
Action have trained almost.150,000 volunteers. and in 1992 taught some 200,000 people. !¢ The Texas
Center for Adult Literacy and Leaming (TCALL) at Texas A&M University provides information to
more than 500 literacy organizations. TCALL is the paramount source of adult literacy information in
Texas and of the five-state region of the Southwest.

Texas lacks a statewide system for assessment of literacy skills, although literacy experts believe an
evaluation of an individual's English deficiency should accompany each pupil. In addition. the
considerable mobility of some pans of the Texas population interferes with class attendance and
recordkeeping, requiring a reevaluation with each relocation. Some literacy students find this so daunting

they give up.

Recommendations

A. The Texas Center for Adult Literacy and Learning (TCALL) should evaluate literacy instruc-
tion videos and encourage cable companies to broadcast the best literacy programs, provide the
Texas Education Agency with literacy tapes to distribute to public school districts, and explore
the possibility of becoming one of the Adult Literacy Media demonstration projects funded by
the Ford Foundation.

TCALL shouid evaluate basic literacy instruction videos with the goal of identifying the highest
quality literacy broadcasts available.

Cable companies should broadcast these videos with a supplemental tag line offering the TCALL toll-
free number where the viewer can obtain information about programming, workbooks and local
literacy providers.

Literacy providers would play the videos for adult students, and educational service centers could
promote the broadcasts through the schools.

B. The Legislature should encourage universities that have approved teacher education programs
to include adult literacy or adult English as a Second Language tutoring as part of their teacher
preparation programs.

This could alleviate the shortage of literacy instructors and provide education students with
instructional experience in observation training. Texas’ Centers for Professional Development and
Technology offer internships for teacher certification and could channel student literacy teachers to
the network of private and volunteer agencies and organizations in communities where the colleges

are located.
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Texas Education Agency (TEA) should encourage the fiteracy student and the § *"  teacher Lo sign
a conteact, committing the pupil to atendance and completion of a designed @raf®m. Literacy

training 1s more successful when the pupni fulfills a commitment 10 4 required schedule}

C. The Legislature should instruct TCALL to appoint a task foree to evaluate existing ﬁty
assessment programs and establish & pilot prograsm.

To develop a statewide program, the Legistature should form a consortium of statewide literacy
providers such as Adult Basic Education, cormectional facilities, English a5 3 Second Language and
private literacy raining groups 1o address literacy needs and establish a siatewide standard.

The goal would be 10 produce an individual assessment that could be passed on to different literacy
providers in the form of a “portfalic” as a portabie explanation of the leamer’s proficiency.

D. The Legisiature should encourage state employees to participate as volunteer literacy
instruciors.

impilications

Literacy broadeasting is an efficient and quick way to reach a large and diverse population, linking
viewers to literacy providers. The television ¢lassroom offers a unique approach for sthe individugl
reluctant o join a formal class,

These efforts must be part of 2 broader approach 1o reducing adult itliteracy through improvements in
public education, employment training efforts and, sitimately, improving Texas’ human resources.

Fiscal impact

The broadcast rights fee for the Kentucky Network tapes, duplication costs, workbooks, expanding the
Hteracy toll-free phone line, adding one person (o help with the phone line and program expansion would
cost zbaut 51 10,00G 2 year. This would be paid 2 TCALL as part of the statewide share of the literacy
program funded by the Social Security Act. If the federal government does not approve the plan, this
progeam should be funded with general revenue.
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Create a Statewide System of Adult Lea ’(\
Labs for Public Assistance Recipients )‘

The Legisiature should creaie Educate Texas, a statewide system of adult learning labs with child
care facilities for recipients of Ald to Families with Dependent Children, using state und local school
funds and matching federa! funds.

Background

Aid to Families with Dependent Children (AFDC) is a federal and state-funded program for ncedy
families with children. The Job Opportunities and Basic Skills (JOBS) program, created by the federal
Family Support Acy of [958, offers AFDU clients education, waining, and support necessary te gain
employment and become economically self-sufficient. The Texas Department of Human Services (DHS)
adminisiers both AFDC and JOBS, -

Federal regulations require states to enroll a centain percentage of AFDC clierds in the JOBS program
cach year. [f these goals are not met, the federal matching rate for JOBS drops from 64 percent 1o 50
pereent. In the last two years Texas nearly fost this enhanced funding, and faces the possibifity this year of
losing between $5 million and $10 miikion of the $33 million in annual federal aid. !

Adult Baslc Education Needed by Many
One of the principal barmers to employment facing many AFDC clients is a lack of education. In a June
199G saraple group of 12.000 Texas AFDC clients, 46 percent had not obtained a high school diploma or
a General Educational Development (GED;) certificate. Among current heads of AFDC households, the
figure is closer to 52 percent.? Thirty-four percent had reached high school but not graduated, 13 percent
had not gone beyond middle school, and 5 percent had only some elementary school education.” Maost
employers require at least a high school diploma or GED. One of the top prisrities of the JOBS program
i5 to ensure that AFDC clients reach this munimum level of education, but JOBS lacks the resources to
‘serve ali those who need basic education, -

- DHS has a $2 mitlion contract with the Texas Education Agency (TEA} to provide adult education and
literacy services for JOBS cliznts. Adult education programs are also run in Texas by at least 600 school
districts and comemunity colleges. The programs include basic skills training in English, computers and
jneracy as well as life skills and GED preparation. Currently, more than 80 Texas schoal districts have
child care facilities for swudent parenis or labs for students enrolied in child development and
intergenerational care classes.

Mozt of the adult education and literacy programs in school districts are funded through local
cooperatives administered throngh TEA, using 2 variety of state and federal literacy funds, Carl D
Perkins federal vocational funds, state vocational funds and local funds. According o a study of adult
cducation programs in Texas commissioned by TEA. school districts and community colleges pay for 44
percent of adult education programs through in-kind support such as building usage, utilities, custodial
services, maintenance, duplicating services and occasional staffing.*

For example, in the El Paso Independent School District, the adult education program uses ah otherwise
vacant clementary schoo} building, and the school district pays for four full-time custodians, utilities,
maintenance, mail services, fumitire and equipment, This in-kind suppon is not currently considarad to

Gainirg Groung—54



Work Force

be state spending on adult basic education and literacy, and thus doe #wu addittonal federal
funds.

Another barrier to employment for many AFDC recipients is an absence of “employment readliness™ skills
that help a person keep 2 job. Studies show that more people Jose their jobs not because the¥ lack specific
ob skills or knowledge but because they are consistently absent or late for work, have poor work habits,
are unable to get along with fellow workers or have poor personal grooming. JOBS provides classes in
these skilis, but again, it cannot serve all eligible AFDC clients becagse of insufficient resources,

Job-Retention Skills and Child Care Are Also Critical ; A’ f

JOBS also provides child care, transportation and other support services that enable AFDC clients o
attend adult education classes, job training and work. When available child care and support service funds
are exhausied, AFDEC cliens are placed on waiting lists,

About 47 percent of Texas” current JOBS clients receive adult education, parenting, life skills and GED
preparation, but no actual job training or search services, This group accounts for about 42 percent of
JOBS child care and other support services.

The State Auditor's Office (SAQ) pointed out in its 1994 audit of the JOBS program that child care funds
are spent inefficiently in Texas, The Child Care Management System (CCMS) often pays for 40 hours of
child care per week for clients training 20 hours or less. From March 1992 through Tanuary 1993, child
care cxpcndltlzms through CCMS totated $42.5 million. Annual client participation hours for that period
totaled 11.2 million. At the $1.56 hourly rate, these clieat hours should have reqoired $17.3 nullion in
child care costs.® Instead, CCMS spent more than twice as much on child care than was required,
according 1o the SAQ audic

Recommendation

The Legisiature should create Educate Texas, & statewide system of adult learning labs with child
care facilities in public schools and commaunity colleges for clients of Aid to Families with
Dependent Chlidren (AFDC), using state and local school funds to draw maiching federal
emergency assistance and Job Opportunities and Basic Skills (JOBS) child care funds,

The Texas Education Agency, the Texas Higher Education Coordinating Board and the new work forge
agency described elsewhere in this report should work ‘with school districts and comumunity colleges o
create on-site adult education leaming labs and child care facilities, These facilides could significandy
increase the number of AFDC cliems receiving adult education services. Educate Texas could enable
thousands of AFDC clients to train for their General Educational Development (GED) centificate and
¢ould shorten the wait for openings into the JOBS remedial education program, without increasing state
general revenye expenditures.

The initial interview for snroliment in Educate Texas would be conducted at the time of JOBS
application. A case manager would determing the client’s need, goals and eligibility for services. If
educational needs were wentified during the JOBS intervigw, the client would be referred to the Educate
Texas program. As with the California GAIN (Greater Avenues 1o Independence) program, Educate
Texas would recognize and attack educationat deficiency as a principal barrier to employment.

The client would have one year from entrance into Educate Texas 1o complete the program and obtain a
GED. On completion, these individuals would be referred to JOBS for specific job training and
employment referral services. Educate Texas would allow Texas’ JOBS program to serve only clients in
need of job traiming and employment services,
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Educate Texas would provide the following basic emergency services: ils, literacy training,
GED preparation, pareming skills, family dynamics and family responsibility, @ unseling and case
managemnent, child care and employment readiness trainting (such as work ethi iew skills).

One funding source for this program would be Title IV-A of the federal Social Seﬁq which
provides uncapped federal emergency assistance for one year, matched dollar for dollar with or local
funds. Each state defines the conditions of an “emergency.” JOBS child care funds, which currently have
a federal matching rate of 64 percent, wouki 2iso be used. '

Unencumbered state funds, local funds and donated funds and equipment could be used @ draw down
federal Thle IV-A Emergency Assistance funds and JOBS child care funds for AFDC clients in the
Educate Texas program,

implications

The agency administering the JOBS program at the state level {the Texas Depariment of Human Services
or the new wark force agency proposed elsewhers in this report) would have to approve thy creation of
Educate Texas at the state level. In addition, an amended Texas Emergency Assistance Plan would
require federal approval. If the plan did not receive federal approval, Educate Texas could proceed with
designated state and focal funds to draw down Texas’ unused JOBS money. New funding (state, local and
federal JOBS matching funds) would be used entirely for the increase in the number of JOBS clients
enrolting in Educate Texas. Federal regulations require that these funds be used entirely for new programs
or enhancement of existing JOBS programs,

At the local level, work force development boards would have (o select Educate Texas as one of the ways
of serving AFDC clients in their area. Educate Texas would be optional for Tocal school districts and
community colleges. Districts involved in adult education programs could apply for matching funds,
using existing in-kind conteibutions.

Educate Texas could be enhanced by leaming iabs using 2 statewide television broadcasting system of
basic literacy, math literacy, English as a Second Language classes and GED preparation, recommended
in another part of this repon.

By diverting future JOBS clients inte Educaie Texas for education and related services, support services
for these clients could be funded through independent {anl uncapped) federal sources—Title IV-A
Emergercy Assistance and JOBS child care. This would allow 42 percent of JOBS support service funds
to be realiocated to expand JOBS services for clients who are ready for job training and employment
scarch,

Educate Texas clients would be included in JOBS enrollment. This would expand the Texas JOBS
program (o include an estimated 47 percent more clients in the targer population served, and should
enhance the state’s effon to reach federally required levels of participatios.

Fiscal impact

This recommendation would have no impact on state general revenue funds, It would increase funds
~available to %ocai school districts and community colleges without requiring them 1o spend additonal
money,

Local school district and community college funds already being spent would be matched dollar for dollar
with federal Emergency Assistance, or maiched 64 percent with federal JOBS funds to expand current
adulr education efforts and child care services,
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JOBS program gains the most by being able to serve 47 percent more cliemts with a0 bitig
addition, about 42 percent of curremt child care expenditures would be reallocated 10 molk

AFDC recipients.

Assumptions for the funding estimates below are based on surveys sent out to 12 of the state’s 58 adult
education cooperatives. The public school fund base is estimated at $9.3 million, the community college
fund base is estimated 1o be $1.2 million, other adult education and literacy centers in publicly owned
faciiities have a fund base estimated at $720,000, and there is an estimated $2.4 million in other funds,
Other assumptions include an overall federal mawching eate of 50/50, a 100 percent AFDC/HOBS
participation rate, which covers new JUBS/AFDC clients entering the Educate Texas program only, and a
15 percerd program administrative cost.

. Nt Gain o

Loca 165% Feders) Fumis
Fiscal Schonl/Tollage Giain in Federal Administrative for Aduit Educstion
Yoar Fund Base Funts Costs* Coaperatives””®
1996 £11.585,000 $ 6,793,000 $1.015.000 3 5,774,000
1997 13,585,000 13,585,000 2.038.000 11,547,000
1963 13,585,000 13,585,000 2038000 11347000 -
1999 13.585.000 13,585,000 2.038.000 11547006
2000 11,585,000 13,583,060 2,038,000 11.547 000

* Administrative costs are splic besween Texas Departmnend of Human Services and Texas Center for Aduit Litersey and
Lezarning, Texas A&M tniversity, Department of Education.
**Locat governmental emtities.

Endnotes

fnterview with Kenneth Lyies, Department of Huraan Services, Aostin, Tesss, Februaary 72, 1994,

Texas Department of Human Services, Remographic Profile of AFDC Carriokers {Austia, Texas, August 19911, p. 10
Demogruphic Profile of AFDC Carelakers, p. 10.

Barezu of Basiness and Covernmesnt Research, Midwentern State University, A Repors of Adult Education Funding in Texns
(Austin, Texas, August 1962), p. 39.

3 Office of the Siate Auditor. An Assessment of the JOBS Program (Austin, Texas, March 19943, pp. 23.24,
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Establish a Permanent “Rainy Day” Account fﬁﬂﬂ%‘!obs

The Legislature should establish a permanent *rainy day” account within the Smart Jobis fund te
help ensure the fund’s solvency in years when state onemployment insurance funds are unavailable,

Background ‘

In 1993, the Legislature created Sman Jobs, a customized job-training initiative (o be administered by the
Texas Department of Commerce. Smart Joos replaced the Work Force Development Incentive Program,
which was supponed with general revenue,

The Smart Iobs program encourages companies to offer training for existing employees that would
position them for better paying jobs, and (o hire and train new employees for certain high-wage jobs. If
existing employees receive training to upgrade their skills, the training must result in at least a 10 percent
increase in wages, If new jobs are created, the jobs must meet certain statewide high-wage standards.
Smart Jobg will pay up to 50 percent of businesses’ costs for this training. In fiscal 1994, 74 businesses
applied for teaining grants through Smarnt Jobs. Thirty-theee companies were awarded funds to train a total
of 2,738 employees at a cost to the state of about $2.7 reiilion. t '

To pay for the Smart Jobs program, the Legislature created a holding fund into which is deposited one-
tenth of | percent of Texas’ total taxable wages. In years when the state Unemployment Insurance (U1}
Trust Fund exceeds its Floor level—an armount 5ot at gither 3800 million, or 1 percent of the state’s total
taxable wages for that year, whichaver is greater—money in the holding fund becomes available for the
Smart Jobs program. In fiscal 1994, the Ul Fund balance fell below this floor level; consequently, Smart
Jobs received no atw revenue other than interest earmed by money remaining in the fund,

In fiscal 1995, the Smart Jobs program has a budget of $4.5 million. Because of a shortened collections
year and a need o repay start-up costs, Smart Jobs should receive about $30.3 mikiion for fiscal 1996,
provided the mxét fund is above the floor level. The fiscal 1997 estimate for the Smart Jobs holding fund
is $58.3 million.

Smart Jobs' funding system is inherently weak, simply because new funding will be unavailable in years
whea the fund is needed the most. in years of high unemployment, due 1o the high demand for
unemployment insurance benefits, the Ul trust fund balance will fali below its floor. According 16 Texas
Employment Commission data, if the Smare Jobs fund had beers created a decade earlier, in six of those
years—1983 through 1988-—no appropriation would have been made to the fund? Although Texas is
wilnessing an upswing in business activity, there will be years of economic downtumn. In such years, the
demand for job training will increase, and no Smart Jobs aid will be available under the current funding
plan, -

The Bureau of Business Research of the Amencan International College recently surveyed a number of
chief executive officers across the country on factors influencing relocation decisions. The availability of
a skilled labor force ranked highest, ahead of traditional recruitment incentives such as 1ax abatsments,
urban renewal efforts and taxes.® The survey results highlighted the impontance of job teaining for Texas'
future economic development. The Smant Jobs fund should be put on a more sound footing, not so
vulnerable to the effects of changing economic conditions.
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Hocommendatior o
The Legislature should establish a permanent “rainy day” account within the S% fund te

help ensure the availability of funds in years when state unemployment infu ads are
unavailable.

TPR recomumends that the Legislature institute an annual spending cap of $40 million for thc&m job
program. In years in which dedicated funds exceed $40 million, money above this level should be sat
aside for 3 permanent “rainy day” account maintained within the Smant Jobs fund. This would be an
interest-bearing account, with all samed interest dedicated to the fund. In years in which dedicated funds
fall below $40 million, money from the “rainy day"” account could be used o make up the difference.

The Legislature could subsequently adjust the spending cap to ceflect changes in state training needs and
the amounts being received by the fund.

impiications

This recommendation weauld pmwde funding for Smart Jobs in years in which the Unemployment
Insurance (UT} fund is not solvent. The speading cap level of 540 million should be adeguate to fund
expected training needs for the immediate future,

Fiscal bmpact
There would be no impact on general evenus.

mmm
Feeas Depariment of Commerce, “Sman Jobs Funding Awardg/Goals for FY 94,7 Austin, Texas, October 4, 1994, (Computer
pﬁm}

2 ipterview with Mike Wheeier. Texas Employmoent Compnssion, Aostin, Texas. October 28, 1994,

Texas Emmployment Commission. “U.C. Trust Fund History” Aastin, Texas, July 11,1992, (Computer printout.)

4 Burean of Business Research, American Intemational College, Whar Top Firme Wane from Municipalities (Springéicid,
Masrsachusetts, May 19945 p. 1.

£

26 Ciairing Grogss



Provide Emergency Cash Assistance to Families in Cr@taaﬁom

£

The Texas Department of Human Services should seek funding for a derfiosl
to provide emergency cash payments for families at risk of becoming welfare

Background

Poor working families often are unable to pay for emergency expenses such as
unexpected medical bills, an unanticipated rent increase or a major car breakdown, Cash
paymenis to cover emergency expenses cavsed by threat of an eviction or other loss could
prevent many families from entering the welfare system.

The Social Security Act allows states 1o operate an emergency assistance program if the
assistance is necessary to avoid the destitution of a child or 1o provide living arrangements in a
home for a child. ! Some states use this approach to divert potential welfare recipients and keep
families intact. Emergency assistance programs provide cash o families who receive Aid 10
Families with Dependent Children (AFDC) or to those at risk of becoming dependent on AFDC,
Cash payments may cover housing, utilities, child care, housing security deposits, repair of
houschold heating or cooling systems or plumbing expenses, moving expenses Of Car repairs.
Some states provide emergency cash for cases of domestic violence or disasters.

New York provides a one-time cash assistance benefit to AFDC recipients and those at
risk of becoming AFDC clients for basic needs involving housing, child care or utilities, This
program has been in effect since the 1970s but has never been evaluated.?

Utah provides an annual one-time cash assistance payment for emergencies: for example,
3300 for rent, $300 for a mortgage payment, $200 for utilities. In fiscal 1993-94, the first year of
operation, Lah's demonsiration pz*ogmn; paid out $251,700 1o serve 959 cases.”

Montana’s prevention proposal is a once-in-a-lifetime cash payment for up to three
months” assistance for families who might otherwise become AFDC recipients. The benefit is
conditional on an agreement. If the family eventually goes on AFDC, it must agree to give up

two months’ payments for every month of emergency cash assistance the family receives. Also,
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AFDC will provide up to three months’ assistance one time if an AFSI recipient obtains

2,
Recommendation l{\

The Texas Department of Haman Services (DHS) shoold seek funds for a

employment and goes off AFDCH?

demonstration program to determine whether providing emergency cash for

families in crisis situations could divert potential AFDC clients,

If the demoustratiop project receives funding, DHS should locate the project in high-
employment arcas. The project could save the state money provided that employment exists for
applicants whose emergencies might otherwise result in their winding up on AFDC.
Implications

This program would require the development of guidelines to determine at the time of
application which AFDC eligibles would be appropriate. The family's work history and ability to
fulfili the 12-month obligation would be major considersiions. DHS would need to study
whether the emergency grant could be increased (o tnclude the whole family, thus ensuring cost-

effective tracking of all individuals in a case,

Fiscal Impact
The emergency assistance grant level was assumed not exceed 25 percent of the grant for
a year-—in fiscal 1994, about $380. The following estimate assumes that the state’s share of the

AFDC grant for an aduit only would be used o fund the emergency assistance grant,

Fiscal State
Year Savings
1994 %0
1995 0
1996 0
1997 0
1998 0
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Endnotes O

1.5, House of Representatives, Committee on Ways and Means, /993 Green Book: Overview (jﬁ t Programs
{Washington, D.C,, 1993}, pp. 650-654.

Z|nterview with Robert Sharkie, program manager, New York Depariment of Human Resources |city]. A 4.

3Imerview with Steve Hillabrant, manager of support scrvices, Utah Department of Human Resources [Salt Lake Utah?],

August 5, 1994, .
4Unterview with Penny Robbe, program manager, Montana Depasiment of Services and Resources, Austin, Texas, August 10,

1994,
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Increase Funding for Mental Health Care€gr
Children and Families /C‘)\

The Legislature should finance mental health services for the Texas Department of Mental Health
and Mental Retardation through the use of the federal Emergency Assistance Program in Title 1V-
A of the Social Security Act.

Background

The Texas Department of Mental Health and Mental Retardation (TxMHMR} develops and coordinates
services for the mentally ifl. The severity of the children’s mental illness and the growth in the number of
children needing services has placed enormous demands on the service system,

TxMHMER has budgeted %25 million for children’s mental health services for fiscal 1995 o serve about
30,000 children, Services inviude needs assessment, medication-related services, crisis resclution, day
treatment, family services, therapeutic foster and group care, substance abuse treatment and school-based
services. The funds are distributed to the mental health community centers through an interagency
COmmunily management team.

Emergeoncy Asgistance Program

The Emergency Assistance Program in Title 1V-A of the Sociat Secunity Act is s federal assistance
program that could be used to fund mental health services. States are beginning to turn 10 the federal
government for more help under this program. Although this program has teaditionally been used by
states as 2 supplemental or catastrophic income maintenance progeam, at least two states--oforado and
California—have begun claiming Emergency Assistance for mental health services.!

The federal Emergency Assistance statute allows states great latitude in defining an emergency, the
eligibility limits of the group to be served and the services 1o be provided 1o eligible persons. Thess funds
provide assistance i emergency sittations o youth and their famifies, The federal government pays 50
percent of the cost of maintenance, services and admimistration,

In October 1993, Colorade began to use Emergency Assistance for mentat health care of children
ineligible for Medicaid under an approved state plan that defines an emergency as the removal of a child
from home into publicly funded care or supervision.

Children enter the Colorado mental health system through hospitals or community mental health centers.
If incligitde for Medicaid, they are screened for Emergency Assistance eligibility, Most claims are made
for children entering expensive institutional cars, rather than those going into community or in-home
services. California’s current definition targets families which have children suffering from mental illaess.

California has proposed a new, expanded definition of an emergency which would cover any child at nisk
of removal from the home due to a family member’s serious mental disorder or emoticnal disturbance.
This would allow Emergency Assistance eligibility in cases where 3 sigoificant adult in the family 15 i
need of treatment for mental illness and the child is threatened with removal from the home,

Both Colorado and California limit Emergency Assistance ehgibility 1o persons not eligible for Medicaid.
Both states have high income thresholds (3%2.000 per year in California and $75.000 per year in
Colorado). A high family income threshold makes most children eligible. Without Emergency Assistance,
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both states would be serving-—at stat¢ expense—all of the families they seQ the Emergency
Assistance program, The definitions of emergency technically coincide with stat es defining the

mental health service population, The state agencies continue to use the same menta¥1Josgh assessment
twols they used prior 1o Emcrgmcy Assistance implementation, Their goal is to achieve Wdea] funding
support without increasing the service population, thereby enabling them o provide a Yoy 2dequate
$EYVICE MIK.

Texas has implemented an Emergency Assistance program adminisiered by the Texas {}cparzmcnz of
Protective and Regulatory Services {DPRS), in which the definition of emergency is the risk of abuse or
neglect of a child. Texas could amend its Title TV-A plan to include Colorado’s or California’s definition,
thereby extending the program to mental heaith,

Determining how many persons now served by TxMHMR would be eligible under the new Emergency
Assistance definition depends on exactly how the definttion is written (and whether it applies to adul-
mental illness or only children), the percentage of TXMHMR caseloads that are families with childrer
{childless adults are not eligible), the meome test (DPRS uses a fimit of 363,000 per yeur) and the spee.
and consistency of implementation,

Recomimendation

The Texas Department of Mental Health and Memtal Retardation (TxMHMR) should enter ima an
interapency agreement with the Department of Human Services (DHS), the responsible state agency
for Title I'V-A, to amend the Title IV.A State Plan to inciude menial heaith emergencies under the
Emergency Assistance program.

“To realize new revenue, it would be necessary for Texas to amend its Title 1V-A siate plan 1o include
menizl health emergencies. It would be necessary te implement the program statewide simultaneously and
to provide a consistent set of services statewide, on an entitlemernt basis, to alf persons meeting the state’s
designated eligibility criteria.

Inn addition, it would be necessary for DHS to delegate much of the administration of mental healih
eroergency assistance 1o TxXMHMR and its local operatives. TxMMMR would deliver (centify) the non
federat expenditures on which the federal Title IV-A claims would be based. DHS would retain finsl
eligibility decision responsibility, as was done when the Department of Protective and Regulatory
Services initiated the Child Welfars Emergency Assist-ance Program.

Local community centers should be given 66 percent of all additional Emergency Assistance funds
collected to cover administrative costs and give them an incentive to administer the Emergency
Assistance program. .

implications

By including children’s mental health services in the Emergency Assistance program, the current amount
of state funds could be matched o receive additional federal funds. The commumity also would receive
additional federal funds. Under this recommendation, the state and the communities gain additional funds
10 mees the growing needs of children.

Fiscal Impact )

The TaMHMR fiscal 1995 budget contains almost $25 million in general revenue for children’s mental
health services. These services were reduced to account for children who may be receiving Medicaid.
While most of these funds would be sent to the community, the state would keep 34 percent.
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About {3 percent of the Emergency Assistance funds would be needed 16 cover tgc administering
the program, including eligibiley determination and documentation, accounting, (a2 _genagement,
personnel staffing and training.

The set savings for the biennium would be 53.2 million, and local community centers would wiyof
£2.6 million. To achieve cenifiable savings, appropristions to TXMHMR would have (0 be redu

Savings 1o the Costio the Hai Savings Additional
Fiscal Genoral Revenue  Genors! Revenus t¢ the Goneral Lotaj Ehange
Tsar Fund Fung Revenus Fund Revanue inFTEs -
1996 $1.789.000 194,500 $1,095.000 $ 635000 ¢
1997 2,578,000 387,000 2,190,000 2,003,000 0
1598 2578000 387,000 2,191,000 2.063,000 0
1999 2578000 387,000 2,191,000 2,063,000 G
2000 2578000 387,000 2,181,000 2,063,000 0
Endnotes

[ texas Comptrotier of Public Accounts, Recommendation to Imprave Non-State Funding for St Public Assisiance. by the :
Instiigge for Human Services Management (Austin, Texas, October 14, 159543, p. 1, (Consultant’s mport.)
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Increase Federal Funding for Chemical Deperﬁ cy
And Treatment Services )

The Legislature should use federal funding under the Emergency Assistance Program in Title [V-A
of the Social Security Act to finance chemical dependency services for the Texas Commission on
Alcohol and Drug Abuse.

Background

The Texas Commission on Alcohol and Drug Abuse (TCADA) provides an array of chermical
dependency prevention and treatment services, incleding community-based outpatient and residential
programs and services within corrections facilities. The demand for prevention and treatment services has
risen steadily the last several years, but funding has not kept up with this demand. In its 1996-97
appropriation request, TCADA estimated that, with its projected level of spending, only a small
percentage of Texans in need of its services would be reached.

TCADA receives the majority of its funding from the federal government for chemical dependcnc}
prevention and treatment services. TCADA's fiscal 1995 budget is more than $180 million, of which the
federal share is 53 percent, about $96 million.!

Federal funds supporting TCADA programs are either “capped™ or discretionary. In capped programs, the
funding level can only be a certain amount regardless of TCADA’s demonstrated needs, while in
discretionary programs, TCADA must compete with other states for a limited source of funds, available
only for a limited period.

Health and human services agencies in other states, including those with chemical dependency programs,
are beginning to seek funding from federal entitlement programs to give them a more stable and
expansive funding base. Two federal entitlement programs that have substantial potential for TCADA
programs are the Emergency Assistance (EA) program in Title [V-A of the Social Security Act and the
Title XIX Medicaid Program.

Emergency Assistance Program

Since its enactment in 1968, EA mainly has been used by states as a supplemental or catastrophic income
maintenance program. Emergency Assistance funds provide help in emergency situations for children and
adolescents and their families.

The definition of an “emergency” in Texas’ Emergency Assistance plan, which determines what programs
may receive federal EA assistance, does not include chemical dependency; no other state’s plan does.
Even so. the federal statute on EA grants staies a great deal of flexibility in defining emergencies, the
eligibility limits of the group to be served and the services to be provided. In recent years, several states
have received approval to define emergencies more broadly, thereby increasing their federal funding. In
California. for instance, Emergency Assistance is available to youths at risk of removal from their homes
because of behavioral pmblcms 2

Some of TCADA's chemical dependency services could be paud through Emcrgcncy Assistance by
amending the state’s Title IV-A plan. An emergency could be defined as a situation in which a child is at
risk of removal from the home because of his or her own or an adult family member's chemical
dependency. The amended definition of an emergency, combined with a fairly high income threshoid for
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EA. The wreatment services available under EA could include both cormmunity-hfiso€ ¥d instirational

programs.

The number of TCADA clients who would be eligible for EA would depend on a number of factors,
including how the Emergency Assistance definition is written; whether it includes adult or children's
chemical dependency: the percentage of the TCADA casefoad thar would comprise families and children
{childiess adults are not eligible); designated annual income thresholds; and the speed and consistency of
field implementation of the program.

Medicaid Program

Funding for some of TCADA's chemical dependency prevention and treatment services also could be
captured through Medicaid. These treatmemt services could be covered by Medicaid funds for eligible
clients, if prescribed by 2 physician. Also. cenain outreach, case management and other support activities
may be eligible for reimbursement, resulting in new federal revenue for the state,

TCADA already has initiated an effont to secure Medicaid reimbursement for its residentially -based
treatment services. While the outcome of this effont is w0t yet tlear, the potential sxists for TCADA's
comrmunity-based services o receive similar reimbursement. In fiscal 1995, TCADA s state-only budget
for outpatient and community-based residental services was more than $(7.5 million.? A large
percentage of community-based services are targeted for children and adolescents. Thirty-four percent of
Texas children are eligibie for Medicaid.? :

El

Recommendations

A. The Health and Human Services Commission should coordinate with the Texas Commission on
Alcohol and Drug Abuse {(FCADA} and the Texas Departmnent of Human Services, the singie
state agency for Title FV-A, to amend the Title IV.A Emergency Assictance Plan,

The state’s Title [V-A Emergency Assistance plan should be amended to define eligibility
requirements to include either the child or & significant adult in the family in need of chemical
dependency treatraem,

B. TCADA shouid cantinue to study the benefits of including chemical dependency treatment as a
Medicaid service,

This would require amending the state Medicaid plan to include chemical dependency treatment as an
allowable service,

Implicationsa

By including chemical dependency in the Emergency Assistance and Medicad programs, the current
amount of state funds spent could be maiched to receive additional federal funds. Defining chemical
dependency as a covered service under the Medicaid or Emergency Assisiance programs carries a risk of
creating an open-ended entitlement program for these seevices. For this reason, it would be imponant 1o
define ehigibility carsfolly 10 ensure that the program is not expanded o increase costs to the state.

Fiscal impact :
TCADA's fiscal 1995 budgcl reflects $30.4 million in general revenue and $53.4 million in interagency
contracts.® The majority of the interagency revenuz comes from TCADA’s contract with the Texas
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Department of Crimiaal Justice {TDCI. The population served by TDCJ zhat‘é" be eligible for
Emergency Assistance includes inmwates, probationers and parolees aged 17 throu 4 all who are
parents of chikdren and adolescents. TPR's estimate conservatively assumes that 20 pe ﬁtm total
TDCI poputation should be considered for the Emergency Assistance analysis.

Based on experienice in other states, it is estirsated that 25 percent of the services provided G&A{}&
could be reimbursed through the Emergency Assistance Program or the Medicaid Program.® At least {0
percent of TCADA's caseload shoold be eligible either for Emergency Assistance or Medicaid. The
federal matching rate of 50 percent for Emergency Assistance and Medicaid adminisieation was used for
the estimate.

The adminiscrative costs have been estimated at 15 percent of any new revenue. Startup is assumed o
take six months.

Net savings for general revenue would be $653,000 for the 1996-97 biennium. To achieve certifiable
savings, appropriations 10 TCADA would have to be reduced accordingly.

Savings o Cost i Nut Savings fo

Fiscal tha General the Genersl (he General Changein
Yeur Ravenue Fund Revenus Fuod Asvanye Fund FiEs
1996 $256,000 $39.000 $217.000 0
1997 $13.000 77000 436,000 0
1998 513,000 T71006 436,000 0
1599 513.000 77,000 436,000 0
2006 513,000 77000 436,000 0

Endnotes

Texas Commission on Alcohad and Drug Abuse, fegislarive Appropriations Request for Fiscal Years 29% and 1997
tAugust 3, 1994, Austin, Texash p. 5.

Texas Comptroller of Public Accoums, Reconimendarion 1o improve Non-State Funding for Swate Public Assisiance. by the
Institete for Human Services Management {Austin, Texas. Octaber 14, 1994), p 17 {Consudtant’s repont)

Legistative Appropriations Request for Fiscal Years 1996 and 1997, p. 25,

Esimates jnintly developed by the Texas Education Agency and the Departmnent of Human Seevices, 1993,

Legisiastive Appropriations Request jor Fiscal Years 1996 and 1997, p 5.

Recommendation io Improve Non-Stole Funding for Stare Public Assistance, g {8,
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Stop Returns to Welfare 'Jif;)
«ﬁ?

Sometimes families struggle out of the welfare system only to fall back in because t
cannot makt;. a living wage or because the system itself provides few incentives to work. Many
people rely on Aid to Families with Dependent Children (AFDC) for short periods between jobs.
Others cycle in and out of the 'syslem many times as their life circumstances change.

The overriding goal of any welfare reform effort must be to help families become self-
supporting. The first priority of every element of the welfare system—eligibility determination,
case management, service delivery, education, job training and employment services—must be
client self-sufficiency. If the provided service does not somehow move the client closer to that
goal, then that service should be examined and changed.

Local communities must have the means to develop their own specific delivery systems.
Public assistance programs that work in Dallas may be useless in the Rio Grande Valley. The
role of state agencies administering these programs should be to determine broad priorities and
goals, provide technical support and information and help fund local programs.

A key initiative in this section proposes empowering local work force development
boards to design and implement the education, training and employment plans that best suit
community needs. These boards, created by Senate Bill 642 in the 1993 iegislative session, are
now overseen by the Texas Council on Workforce Competitiveness. The Comptroller’s Texas
Performance Review (TPR) has proposed the creation of a new state work force agency that
would oversee local board programs and, among other duties, would take over administration of
the state’s Job Opportunities and Basic Skills (JOBS) program from the Texas Department of
Human Services (DHS).

The local boards could tailor innovative programs, using state and local funds to draw
down federal funds under the JOBS program and cash from AFDC or food stamps. Texas

communities could adapt other states’ initiatives—which might include privatizing work training
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and placement services, temporary job subsidies or community work ch césmgmmsmw

suit their own needs. ¥ o]

”I‘er cover these boards’ start-up costs and micro-loans, we recommend it
Legislatore establish a permanent revolving loan fund to local governments from g€neral
revenue, Among the innovalive programs that local beards might implement are job clubs,
internship programs and entrepreneurial incubators for AFDC recipients.

Also ix% this section, we recommend adjustments to the state AFDC and JOBS
programs that would remove disincentives to work and move caretakers into the job
fraining system more quickly. We also recommend that Texas’ private industry councils
use funds available under the Job Training Parinership Act o creafe programs to train
public assistance recipients for jobs that are in demand locally. ,

Finally, a TPR recommendation reproduced in this section would designate the
Comptrotier’s office as the lead agency for promoling awareness of the federal Earned
Income Tax Credit. Greater use of this tax credit could put thousands of adﬁiﬁana]‘ federal

dollars in the hands of Texas” working families.

Texas JOBS: How Do We Stack Up?

Many AFDC recipients are required to participate in JOBS education, training and
employment programs 1o help them become self-supporting. The program exempts AFDC clients
who care for children under three, who or #m it or incapacitated or care for such a person, who
work more than 30 hours per week or who are under 16 and in school full-time. While i the
JORBS program, a client continues 1o receive the basic AFDC grant—in Texas, 3188 per month

for a family of three—plus Medicaid and food stamps.
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States must provide JOBS participants with case management, edu@, jg_b skills and
Jjob readiness training, job development and placement services, cl]iid care and’t P ‘gg?‘tation.
States also must provide at least two of four optional services, including group and ?ig;ﬁﬁufl job
search activities, on-the-job training, work supplementation programs and community w '
experience. The optional components of Texas' JOBS plan are on-the-job training, job search
and a specially approved alternative work experience program.

DHS administers the JOBS program in 87 counties that serve about 90 percent of the
eligible adult caretakers. In 1992, 45 percent of Texas” JOBS funds were spent on child care; 36
percent went for service delivery and case management; 8 percent for job readiness and job
search activities; 6 percent for transportation and other support services; and 5 percent for
education services through an interagency contract with the Texas Education Agency (TEA).!

Texas does not use federal JOBS funds for job training. Rather, job training for Texas’
JOBS clients is funded by Title 1A and IIC of the federal Job Training Partnership Act (JTPA),

‘administered by the Texas Department of Commerce.

In other states, job training is an integral part of the JOBS program. Arkansas, which
captures all available federal funds from JOBS, has a very active job training component. JOBS
case managers go out into the community looking for companies that are hiring. Case managers
can offer to train any JOBS clients the company will hire, as weil as provide customized training
for the company. Some companies in Arkansas have agreed to locate in low-employment rural
areas in exchange for customized training provided by the JOBS program.2

In Texas, JITPA job training consists mostly of vocational-type training classes. On-the-
job training is rare, except that hospitals often provide training in health-related fields.

Texas supplies job search and job readiness activities mainly through an interagency
agreement with the Texas Employment Commission (TEC). Level 1 clients—those with a high
school diploma or General Educational Development (GED) certificate-and/or recent work

experience—are referred directly to TEC. Clients who cannot find jobs through TEC are referred
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back to the JOBS case manager, who may refer them to other sources of job §raiﬁ@or education
if they are available. éi’/?

In Texas” alternative work experience program, case managers seek out local pubit%
non-profit agencies willing to use these clients as volunteer workers. Unpaid work experience,
lasting up o 3ix months, may help the client find 4 permanent job later,

In March 1994, the Office of the State Auditor released the results of an extensive study

of Texas® JOBS program. The report cited the folowing problems:

» The program needs to define itz geals and evaluate the program in relation to them.
Although the stated goal of the JOBS program is to “mave toward self-sufficiency,”
self-sufficiency has never been defined in measurable ierms. This makes it impossible
10 measure the program’s success objectively.

s Short-term results indicate that program participanis have yel to achieve higher wiges
than non-participants. The study cxamined one group of AFDC clients in the JOBS
program and another AFDC client group not envolled in the program. When members
of these two groups became employed, the study found no significant differences in
their earnings—although a larger percentage of the JOBS group had jobs by the end of
the analysis penod.

*» Available federal funding for the JOBS program is not being fully used. State funds are
insufficient to draw available federal appropriations 1o Texas. The state lost an
additional $7.4 million during {992-93 because DHS transferred some available state
funding--which could have been used a5 matching money at thel higher JOBS ratemto
another program with a lower matching rate.

o Management controls over child care are not effective. Inefficient use of child care
funding cost the state $6.6 million during an | {-menth period in 1993, the State Auditor
found. One reason was that the Child Care Management Services {CCMS} Division of

DHS often paid for a 40-hour child care week when clienis were in iraining for only a
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part of that time. The audit also found instances where CCMS or inappropriate or
unnecessary child care. In such cases, a case workér might indicatg 'b eed for three
child care slots for a client’s three children, when in fact, two of the e were
enrolled in school. As a result, some regions of the state had to stop {akirfg éj%cliems
because they ran out of child care funds.

* Opportunities exist to increase cooperation between JOBS and JTPA. Although serving
JOBS clients is one of JTPA’s top priorities, the numl?er of clients served has actually
declined.

* Cumbersome management processes for case managers limit the effectiveness of the
JOBS program. The audit report cited specific management problems within DHS and

burdensome documentation requirements, some of which are not required by the federal

government.?

The audit report concluded with a series of recommendations designed to solve some of
these problems. The Comptroller’s recommendations in this report incorporate some of the State

Auditor’s proposals.

Endnotes

Einterview with Kenneth Lyles, Texas Department of Human Services, Austin, Texas, October 31, 1994,
2tnterview with Ken Cook, Texas Department of Human Services, Dallas, Texas, October 24, 1994,
3Office of the State Auditor. An Assessment of the JORS Program (Austin, Texas, March 1994), pp. 1-3.
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Create Innovative Local Training/Employment Preg@‘

A

Texas shonld empower its local work force development boards to designaind8mplement
inaovative educational, training and employment programs for welfare recifj
to meet local needs.

Background

One summary of the results of programs to train or find jobs for welfare recipients notes
that programs developed and supported at the local level tend to work best, “Management
experience in both the public and the private sectors suggests that decentralized prégmms that are
responsive to local conditions and “owned” by participants are more likely to be successful than
programs imposed from the top.”!

In 1993, the Texas Legislature created the state Council on Workforce and Economic
Competitiveness and tocal boards te improve the coordination of Texas™ employment and
training prograras, These optional boards are résponsible for designing local plans to deliver &
braad range of employment and training services.

The Comptroller’s Texas Performance Review (TPR) has recommended the creation of a
new state agency 10 take charge of all major work force development programs. This agency
would directly control programs such as Job Opportunities and Basic Skills {JOBS) and Food
Stamps Employment and Training (FSET}, administercd by the Texas Department of Human
Services {DHS); Job Training Partnership Act (JTPA) programs administered by the Texas
Depan’mcm of Commerce; Aduit Edncation, administered by the Texas Education Agency; and
Employment Services, administered by the Texas Employment Commission.

Currently, the resources of all these programs are used to serve public assistance clients
through a system of interagency referrals, subcontracts and informal nefworks, but their separate
location and administration—including separate planning, budgeting, and information systems
make increased cooperation and efficiency difficult. The new state agency proposed by TPR
would administer all these programs, making it easier to implement “one-stop” employment and

training centers for all uainees and busmesses.
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\’i‘he new agency also would work with the federal go;femmf: hminate the current
separate budgeting, reporting and other requirements that drain money aﬁ’)@r administrative
costs at the state Jevel when it could be used much better at the local level. WEGh, the individual
sums now coming to Texas for JOBS, FSET, Adult Education and other pt‘f}gra@ T
current and potential public assistance recipients would be allocated to Texas in a singie block
grant for work force development.

The local work force development boards would use state and federal funds, provided
initially through the major existing education, training and job programs-—-and in the long run by
the work force block grants—to operate the specific programs the boards chose to implement. In
addition, any local funds brought to these programs could be used to draw down additional
unused federal funds under the JOBS program.

Once the new state work force agency ook contral of the JOBS program, it would be
responsible for the state plan and could make changes to coordinate JOBS with other work force
efforts related to clients of Aid to Families with Dependent Children (AFDC). One change would
be to allow JOBS money to cover training costs and to allow local boards to develop their own
programs. DHS estimates that Texas will have $41 miilion of unused JOBS funds in fiscal 1996
and again in 1997,

Through one-stop employment ceaters, simplified and streamlined eligibility
determination systems, single case management and other innovations, the local boards would
re-engineer their many delivery systems into a single manageable and coherent program. To
perform these funchions, local boards would have the full technical and informational support of
the new siate agency.

In addition, the local bourds would have the authority 10 select programs for their areas,
based on the needs of their welfare and unemployed populations, The boards” primary goal
would be t¢ help people find well-paying jobs and leave public assistance a8 quickiy a8 possibie.

If the local population needs basic education and training, the board should establish appropriate
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programs. If major employers are moving or ¢losing, the board should , FESOUrcEs on
retraining employees for new jobs., Jw”?

In Fort Worth, when 2 major defense business shut down, leaving hanérifsi?&ng*tim
employees out of work, a major electronics firm moved into the facility and needed $orkers
trained in that industry. Local private industry councils under the JTPA system worked closely
with the new employer, desigaing customized training programs to teach workers the needed
new skilis. This kind of government-industry cooperation can help meet the complex problems

of local |abor markets.

Placing AFDC Clients in Jobs

For many AFDC clients, lack of work experience is a significant barrier to finding steady
employment. About half of all clients have not graduated from high school and many have no
work experience or skills that would make them employable.

States have attacked this problem in different ways. Indiana, Missouri, Minnesota and
New York have experimented with programs that offer temporary subsidized work to give clients
experience in the work place. Mosi supported employment plans subsidize jobs by “cashing out”
food stamp henefits. Oregon has begon a Similar program, Jobs Plus, combining a cash-out of
food stamps with AFDC payments to subsidize jobs,

Business involvement is critical for this type of approach, since participating companies
are usually required to offer on-the-iob training and employ the clients for a specific length of
time, In such programs, clifzt;{s get work experience and on-the-job training, receive a regular
paycheck for their efforts and Increase their self-esteem by going to work every day.

On the minus side, such work experience is briel, usually six months. The clients,
however, do receive valuable work experience and the motivation to find a permanent job,

Other siates enroll clients in community work experience programs (CWEP).
Connecticut, Vermont, Wisconsin and other siastes offer community service work for clients who

fail to find jobs after specific periods on AFDC, Like supported work progréms, CWEP
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programs offer clients temporary work and are not designed as permanent job @gms, One
bru

b?nam:ing,

and the program becomes a Jocal mandate. If Congress passes a time-limited model of

problem with this type of program is that the local community often bears the

reform, however, community service programs will become the most likely vehicle for pos?
AFDC emplovment,

A few states have tumned to the private sector 1o place AFDC clients in jobs, America
Works is a private corporation specializing in this area. New York has contracted with America
Works for seven years and ciaims an 82 percent suceess rate. The state pays the company a
specified amount, usually about $5,500, for each client successfully placed in a job for several
months. While actual job training is minimal, the program st;esses punctuality, appropriate work
hehavior and dress and interview skills. Once a chient is hired, America Works supports the client
for three mounths, paying a minimum-wage salary, visiting the work site, working with the client
and his supervisor and helping resolve any personal problems the client may have.

Critics of America Works claim that New York is paying thousands of dollars for chients
who never find jobs, Once the client finishes the initial one-week session, America Works
receives $980, the first of three installment payments. The bulk of the fee—$3,855—is paid after
the client has completed three months of work and is permanently hired by the employer.
According to the New York Times, "since 1989 New York State has paid nearly 31 million (o
America Works for people who never found permanent work—about $133,000 for people who
entered the course but never found jobs and about $857,000 for people who did not stay in their

full-time job for more than three months.™?

Job Clubs

A prograrn called Work First helps potential welfare clients find work, sometimes gven
before their AFD(C application is approved. This concept uses job clubs and job readiness
activities to motivate clicnts 10 find and apply for jobs. The job clubs may be operated by non-

profit groups such as the Salvation Army or Untied Way and are funded through JOBS, using
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O
local matching funds. The Work First models in Wisconsin and New York sia@ve been
particularly successful, ‘ ﬂ‘?

In the Work First program in Kenosha County, Wisconsin, all mandatory }G@ ram
participants must be looking for jobs within seven days of application. The goal is to haé
clients working within 11 weeks of application. Chients spend 40 hours a week in job clubs while
their children receive on-site day care. By the end of 1992, 70 percent of the 1,263 program
participants were either off AFDC (54 percent) or working {16 percent).?

New York operates a pilot program called Jobs FIRST in two counties, Applicants are
screened and classified as cither job-ready, not immediately job-ready but employable or faced
with substantial barriers. {This classification system ts similar DHS Levels L IT and I in Texas.)

All clients are encouraged 10 enter the Jobs FIRST program and are placed in job clubs.

Internship Programs

Almost every state pursuing welfare reform has developed programs to provide raining
or incentives o encourage welfare recipients to go to work. Few models, however, consider the
role businesses should play to ensure that jobs exist for those willing to work.

Utah’s Single Parent Economic Independence Demonstration Project (SPEID), in
parmership with Utah's Women in Business Management erganization, paired single AFDC
parcnts with mentors in the workplace. This public-private partnership concertrated on entry~
level positions in indusiries that gave SPEID participants the opporiunity to obiain widely
marketable job skills. ¢

Utah marketed SPEID 10 area businesses as a practical, manageable way to take part in
addressing the needs of single-parent welfare recipients and to increase the pool of skilled and
experienced workers,” Since 1988, when the program began, more than 200 businesses have
agreed to provide internships for and to mentor more than 1,000 participants.®

SPEID asked participating businesses to assiga 2 menfor 1o each intern in the program. In

return, SPEID placed an intern with the business for three to six months af no cost to the
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business. Interns continued to receive all their welfare benefits, including "m_ carwnd child care,
plus additional cash to cover work-related expenses such as transportation, clotify .

Businesses were not obligated to hire the intern upen completion of the internship, | P
mentors were asked to assist participants with references and networking opportunitics. #

Participants were referred to SPEID from traditional training programs where they had
already received their general equivalency degrees {GEDs) and pre-employment training,
including job seeking and retention skills. Utah tsed both state funds and federal JOBS funds to
cover expenses in excess of its usual welfare grant. The state obtained appropriate waivers to
allow direct payments for work-related expenses to be treated as a reimbursement rather than as
, Tecipient wages. This waiver permitted participants o receive additional funding without
jeopardizing their benefit levels.

Each participant in SPEID received intensive case management, including monthly group
sessions and lunch seminars covering topics such as appropriate work attire, feaving children to
go to work and coping with new situations. Both participants and mentors viewed the case
management requirement as essential 1o the success of the program.

Utah's leadership decided early to house SPEID with acea private industry councils rather
than with the state welfare agency to help create a job placement atmosphere and to encourage
business involvement. Both rural and urban counties participated in SPEID.

Three years into the project, the University of Utah, at the request of the U.S. Department
of Health and Human Services, evaluated SPEID. The study examined three groups of welfare
recipients: non-random, random and control groups. Those in the first tweo groups had
participated in SPEID: the control group had not. About twice as many SPEID participants as
conirols had full-time employment after 12 months.” Perhaps more importantiy, after six months,
more than 55 percent of the SPEID participants were no longer receiving AFDU payments,
versus fewer than 40 percent of the controls and program dropouts. Mf?re than haif of those

completing the internship received job offers from the company that provided the internship.
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Entrepreneurial Incubators 4 _

In 1988, & consortium of five stutes—lowa, Maryland, Michigan, Minnesa@ |
Mississippi~—contracted with the Corporation for Enterprise Development to conduct{ﬁ vear
demonsiration project testing the concept that seif-employment or business ownership ca&a
visble way for some APDC recipients 1o leave public assistance. The objectives were (0 provide
training, technical assistance in business development, access to capital and a support network
for AFDC recipients,

Each state obtained waivers from existing federal AFDC regulations that prohibit self-
employment. The regulations concerning the treatment of assets and income had to be adjusted
so that panticipants who started businesses wonld continue {0 receive AFDC and Medicaid
benefits for one vear. The program ran for four years in each state and has provided positive
outcomes for more than 500 small businesses. ®

In Michigan, the Detroit Self Employment Project (DSEP) has been successful in
developing entreprencurs, Case management responsibilitics include training participants in
special budgeting and reporting proceduses; records management; maximizing benefits in the
least obstructive manner for participants; and helping the participant build a successful business.
Support services include day care, Medicaid, transportation and access to stmall grants.

The program’s I 1-week training component helps participants assess their interests and
skills relating to enterprise opportunities. Training is provided through classes, workshops,
conferences and problem-solving clinics. A revolving foun fund provides resources for
enircpreneurs to buy start-up equipment. Participants are given access to computer training and
help in conducting market research and creating a business plan. ‘

DSEP has produced almost 100 successful new businesses, including accounting
services, advertising firms, catering services, child care facilities, construction contraciors, food
manufacturers and printing and secretarial services.?

Two loan {unds were established to support BSEP and provide capital for business

development. The Direct Loun Fund, providing up to $2,000 for qualified applicants, was

T
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established with a $75,000 grant from the Mott Foundation. The Loan Loss ve Fund was

established with a $50,000 grant from the Michigan Department of Commerc a%scd to

A. Texas should empower local work force development boards to design and

back up loans from participants with a reliable repayment history with the Direct
Recommendations

implement educational, training and employment plans for their areas, choosing

from the many available programs.

The local boards would submit proposals to Texas’ new work force agcﬁcy for approval.
Approved area plans would become local demonstration projects.

Local boards should have as much freedom to develop proposals as possible. Boards
would have the authority, for example, to bid for a cash-out demonstration project using AFDC
and food stamp benefits to subsidize jobs. The jobs could provide temporary work experience, or
the money could be used to subsidize permanent jobs for a specified period.

The Legislature would need to create a permanent revolving fund to cover start-up costs
until cash-out funding becomes available. This permanent fund would come from general -
revenue, drawing down matching JOBS funds at the 36/64 state/federal rate. Money drawn from
this fund would be replaced from the cash-out funds as they become available.

Although the local boards would be responsible for administering their programs, the new
state work force agency would have to approve any changes in the structure of local programs.
Local boards would have to report quarterly to the agency on the administration and

effectiveness of their programs.

B. Texas should encourage those applying for or receiving AFDC benefits to
participate in job readiness and job search activities.
The local work force development board could establish a Work First program under the

JOBS program and use state and local funds to draw down federal funds.
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f%
Local public or non-profit groups could bid to run job clubs whe;&'éhgﬁts would spemd 40

hours per week in job readiness and job search activities, Block grants might - ilable to

allow each local board to offer a limited number of subsidized jobs for clients w
difficulty finding jobs through regular channels.

Job clubs could also work with local agencies and non-profit groups to establish a
community work experience program. Such programs would provide limited part-time work

experience as a first step in obtaining job skills.

. ‘Texas should empower local work force development hoards to offer internship
programs as an opfion for AFDC recipieats.
\ Such programs could be sponsored by business-related service groups, as in Utah.
Funding through both JOBS and JTPA would be required. Local funds donated could receive
federal JORBS maiching funds, und the proposed state revolving fund could provide local start-up
funding. All AFDC benefits would continue for clients in the internship program, and a
combination of JOBS and JTPA support funds could provide work clothing and tools,

transportation and child care.

. Texas should allow local work force development boards to create entrepreneurial
incabators for public assistance recipients to start their own businesses.

L.ocal boards could include this option in their area plans and apply for start-up funds
from the state revolying fund. These fuads should be matched 50750 with funds donated by local
businesses.

Once AFDC clients were enrolled in the program, regular funds for traiming and ¢hild
care would be forthcoming from the JOBS program. Money from the state revoiving fund would
be repaid with these JOBS funds. As with other JOBS programs, any local funds donated to the
program could be used to draw down additional unused JOBS funds. Start-up loans for new

businesses would be paid back into the fund by the businesses.
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Implications ‘ a?

Recommendation A would require a statewide federal waiver approving the use of %
out funds, and each approved proposal might require an individual waiver, Congress recently
passed legislation limiting the number of states that may use cash-out options for food stamps.
Other states bave already submitted waiver requests. One of the requiremenis to receive a waiver
18 that the state maust be working to implement electronic benefits transfer (EBT). Texas, as one
of the few states with a working EBT program, should be a prime candidate for a cash-out
program watver,

Any watver request would have to demonstrate federal cost-neutrality. With Texas’ small
AFDC grant, only limited funds would be available to provide job subsidies. Local boards would
need to consider the number of eligible clients and available jobs in the community in designing
a customized progeam. ‘

Although JOBS funds could be matched, the proposed programs would have to comply

with JOBS regulations and could not be used to replace existing programs or funding.
Fiscal Impact
The Legislature would have to provide funds from general revenue to establish a

permanent revolving fund for local start-up costs.
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Use Job Training Program Funding More Efficiently to Train Unemploy:”' ﬁrgd
Underemployed Public Assistance Recipients 3“‘5&'?

<4
Py

¥
%
Texas’ private industry councils should create local pilet projects that target Job ’i’rainizxy‘%
Partnership Act (JTPA} funds toward training of public assistance recipients in
nontraditional occupations for which demand exists in the job market,

Background

Title l1A of JTPA funds training for needy adults, while Title I1C supports training for
youths age 1610 21. JTPA Tide 15 t:zsed for job training for dislocated workers who lose their
johs because of layoffs or plant closings. These workers, in most cases, are not clients of Aid to
Families with Dependent Children (AFDC),

In Texas, JTPA is administered by the Tegas Department of Commerce (TDOC),
primarily through 335 services delivery areas (SDAs). Private industry councils (PICs) in each
SDA decide how to distribute funds among the various providers, y

Most job training offered in Texas for economically disadvantaged people is of the “train-
and-dispatch™ type. Clients are trained to do 2 specific job and sent into the job market in the
hopes that such jobs are available, This {ocus on tratning AFDC clients for the traditional work

foree is costly and inefficient.

Recommendation

Texas’ private industry councils should create local pilot projects that target JTPA
funds toward training public assistance recipients in nontraditional accupations for which
demand exists in the job market.

Public assistance recipients participating in current job training programs do not receive
the kind of training they need to qualily for jobs that pay high epough wages to assure long-term
economic independence. More carefully targeted training would yield bigh;zr carnings than
traditional training programs such as cashiers, hotel laundry room attendants, restaurant entry-  *
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Lower the JOBS Child Care Work Exemption n@w

Texas’ new work force development agency should consider modifying ifagtt
Opportunities and Rasic Skills (JOBS) plan 10 move caretakers into job tm i ore
quickly. dm

Background

Mast working mothers in the traditional job market arc allowed six weeks' to six months’
leave following the birth or adoption of a child. After that period, the mother must either retum
te work or face losing her job.

Under federal regulations. a client of Aid to Families with Dependent Children {AFDC)
who pravides care for a child under three years of age is exempt from the reqguirement to
participate in the JOBS program. When the child reaches three years of age, assuming the mother
has not had another child, the AFDC client must register for JOBS.

Many states have changed this exemption to apply to caretakers of children younger than
" one or two years of age. Five states use a two-year-old child as the work exemption limit, and
gight states use one-year-olds, Federal regulations leave this option to the states and do not
requine a waiver.

Work exemptions for caretakers of younger children generally bave the effect of getting
caretakers through the system faster. The state JOBS program can count these caretakers as
JOBS participants, which helps meet federal requirenents for participation rates while avoiding
federal fiscal sanctions.

One advantage of this approach would be that caretakers of new-born infants entering the
AFIDXC system would spend one year at home—more time ihaﬁ most working mothers are
alfowed-—and then a maximum of two years in JOBS receiving adult education, job training and
employment services. If the caretaker were a Level | client (high school diploma, recent work
experience), she would be immediately cligible for job readiness and job search activities

through Texas’ new work force agency. Under the current sysiem, the caretaker may spend three

/
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years at home with the child before being required to enter the JOBS progr' \
of five years in the program under o 24-month limit on benefits.

One disadvantage of this plan is that infant care costs more than care for a t:‘i&;ﬁld

child. However, it is estimated that the eventual savings of two years of AFDC grant payeents -

*

would more than offset the added expenses of infant care,

Recommendation
Texas' new work force agency should examine the option of modifying the state
JOBS plan to lower the child care work exemption threshold from three years of age
16 one year,
After a child reaches one year of age, the caretaker-client would have 10 enter the JOBS
pmgrmiz. If a 24-month limit on welfare were set, the “clock™ would begin ticking at that point. |
The new work force agency should study this option as an alternative 10 the current system,

especfally if a 24-month limit is imposed on benefits,

Implications

The new state work force agency would have to perform a study comparing the added
costs of infant child care for these caretakers against the savings from the reduced length of grant
payments. The agency could do this either through a pilot demonstration project or by examining

results from the eight states that now use this option.

Fiscal impact

The fiscal impact cannot be determined at this time.
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Extend the Supported Work Period for AFDC Clients to l@ Work
PN
Texas should create a demonstration project for Aid to Families with De

{AFDC) using fill-the.gap budgeting or other measures to give clients more tig
self-sufficient.

t Children
become

‘ A

Background

One argument against the current AFDC system is that it creates a high rate of recidivism
by discouraging work. The system penalizes clients for working by making them ineligible for
the grant and support services at a very low income level.

An AFDC client with two dependent children who earns $681 a month loses eligibility
for AFDC and is limited to 12 months of uansitional Medicaid, child care and other beneflts. An
income of 3681 a rnonth represents about 37 hours a week at a minimum-wage job—not enough
to pay for rent, wtilities, clothes, child care and medical expenses for a family of three in Texas.
When transitional benefits expire, the client loses Medicaid and child éare support benefits, and
sorme clients are forced 10 quit work and return to welfare.

Texas' welfare system should reward cliemts for working by means of a gradual “ramp”
of declining benefits that allows families 1o reach a reasonable level of self-sofficiency before
dropping out of the system. One way of achieving this within the corrent system would be to
extend transitional bernefits, including Medicaid and child care support, from 12 months 1o 24
manzhé, By extending the period of supported empioyment, AFDC clients would have a belter
chance at reaching self-sufficiency.

Another method of achieving thus “ramp effect” is a system of budgeting for AFDC
calied “fill-the-gap,” in which benefits are gradually Jowered, Fill-the-gap budgeting works by
setting the standard of need (1he level the state recognizes as meeting the basic needs of a family)
higher than the payment standard {the maximum amount of the AFDC grant). In Texas, the
standard of need is cwrrently 5731, while the payment standard {or a family of three is $188.

One methad of fill-the-gap budgeting uses a percentage of the difference between the

standard of need and the countable income to calculate the grant benetit. This approach is now

y
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type of budgeting, the state begins reducing the grant amount as soon as the clied untable

used in Colorado, Kentucky, Mzsszssxppz North Caroling, South Carolina ;ﬁ With this
income (income less d;srcgardx) exceeds Zerg.

This form of budgeting can have two ontcomes, depending on the percentage (}f %
paid. In general, the higher the percentage paid, the higher the grant level stays, By lowering the
payment percentage, a longer period of gradually reduced grant payments can be obtained,

New York has administered its Child Assistance Program (CAFP) demonstration praject
since the fall of 1988, This program uses a grant payment of 10 percent of the difference between
the standard of pecd and the countable income~allowing the client to keep 90 percent of income
earned and gradually reducing the grant level aver a longer period of time. The advantage of
such a system is that by the tme the family loses all beneflis, their salary is high enough o
handle expenses. By rewarding work and encouraging wuge increases, New York has found that
CAP participants, compared with a control group, had salary levels 27 percent higher and were

18 percent more likely 1o have income exceeding 125 percent of poverty. New York achieved

these results without significantly increasing the amount of benefits paid.

Recommendation

Texas should create a demonsiration project for AFDC using a form of fill-the-gap

budgeting or extending transitional benefits io 24 months to extend the supported

work peried and to reward those who work toward becoming self-sufficient.

The demonstration project could employ fill-the-gap budgeting using the corrent Texas
standard of need of $751, the current maximum benefit of $188 and a percentage of payment
between 10 percent and 25 percent. The percentage used controls the grant amount and is a
multiplier of the difference between the standard of need minus countable income.

If the percestage is set at 10, the AFDC grant drops faster—334 at full time, minimum
wage--and falls gradually umil the cliem reaches $6.50 an hour, where she drops out of the

system. This is an earned income of slightly more than $13,500 a year and combmed with other
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benefits still in place—food stamps and the Earned Income Tax Credit (EHC)—(H@J annual

earnings would be $16,500, or 135 percent of poverty.

. *

w

If the percentage is set at 25, the AFDC grant stays at a higher level—$107 at full tithe?
minimum wage—and slowly drops until the client reaches $7.50 an hour, where she drops out of
the system. This is an earned income of $15,600 and combined with other benefits still in place,
the total annual earnings would be nearly $17,000, or 139 percent of poverty.

Because of the difference in grant amounts (of which Texas pays about 36 percent), a
lower percentage costs less to implement. In either scenario, a time limit of 24 months from full-
time employment is assumed, with no further transitional benefits after that point.

The proposed demonstration project could also extend transitional benefits to 24 months.
In this approach, a client reaching the monthly income level of $681 would lose the AFDC grant
and enter the 24-month period of transitional benefits. This would provide 24 months of
supported employment with full Medicaid and child care benefits in place. As in the other two
proposed projects, these benefits would stop after 24 months, giving the client ample time to
receive pay increases and company benefits,

The advantage of this demonstration project is that at every level of salary increase, the
client’s total income (monthly salary plus benefits) continues to increase. At all income levels up
to the point of ineligibility, Medicaid, child support, food stamps and EITC benefits continue,

although at decreased levels.

Implications

The three proposed methods of implementing this demonstration project can be compared
in several different ways. From a pure cost analysis, extending transitional benefits is the most
cost-effective and fill-the-gap budgeting at the 25 percent rate is the most expensive. For a
demonstration project of 1,000 clients, extending transitional benefits would cost about $5.12
million a year, while the fill-the-gap (25 percent) method would cost about $7.7 million because

of the continuing higher level of the AFDC grant.
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“_
method provides a longer “ramp™ effect and higher total income. The fill-the-g

method has a4 lower grant amount at the beginning, but compared to the 25 percent mollef] %

gap narrows as the earned income increases. At $6.00 an hour, the difference is only about 328 a

Analyzing the total income {(earned income pius benefits), the ﬁi%»Q?5 percent)
a

month. Extension of transitional benefits provides about $81 to $122 a mounth less income at the
full-time, mimmum-wage level because this is where the AFDC grant is Jost. As the salary
increases, there is less difference between this and the fill-the-gap models.

Fill-the-gap budgeting does not require a federal waiver for a state demonstration project,

- but extending transitional benefits (o 24 months would require 2 waiver.

Fiscal Empact
_ The following assumptions are made for the demonstration project:
1, Full-time, minimum-wage job (34.23 per hour} with no raises over & 24-month period
(WOISL Case SCenuriclg
2. Two-year limit of benefits from the time a full-time job is obtained.
3. Project includes 1,000 clients,

4. No transitional benefits paid following the 2d-month perioad. i

Fill-the Gap Budgeting Fill-the-Gap Budgeting  Extenston of transitional

{28 percent rate) (10 percent rate} Benefits — {24 months)
Batg Sanst Rae Cust Rate Cost
AFDC Grant $107x 23 §2.568  $34x24 $816 $0 30
Medicaid 3286 x12% $3432  $286x 12* $3.432 $286 x 12* 33,432

Child Care $idixex 42* 31491 S141%*x IIZ* $1.692 Sld4le» x12% 81692

Food Stamps  sochange $0 no chanige 50 no change $0 "
LW no.shangs H ne change 50 no change $0
Toial Cost per Cliont {blennium}  §7.697 £5.940 $5,124

Cost per 1K {blennium) §£7.7 million 359 million 35.1 million

November 12, 1994




Federal Funds

State General Revenue

© $4.9 million

$2.8 mijllion

* |2 months of Medicaid and child care benefits were used because the first 12 moaths are presen
through the 12 months of transitional benefits.

**$141 is the state average child care expenditure for a family of three {(per DHS).

(in millions)
State Gen. Rev.
Fed.

Total

(in millions)
Siate Gen. Rev.
Fed.

Total

(in millions)
State Gen. Rev.
Fed.

Total

1996
$0.5
30.8

313

1996
$0.1
303

$0.4

1996
$0
$0

30

320
$3.5

$55

1997

$18

$33

$5.1

1998 1999 2000

$0

1998 1999 2000

$0
$0

50

Page 5

$0

$0

$0

$0
30

$0

0
$0

30

30
$0

$0

Total
$2.8
$4.9

$1.7

$2.1
$3.8

$5.9

Total
$1.8
$3.3

$5.1
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Increase Automobite and Asset Limits for AFDC Re@m
d

e
Texas should increase the automokbile and asset limits for recipients of Aidd&?‘nilies with

Dependent Children (AFDC), ,{\

AFDC recipients may 501 own an sutomobile worth more than $1,500. Older automobiles

Background

are more likely to be subject 1o high repair bills, low gasoline mileage and frequent breakdowns.
Increasing the automobile equity value imit would allow potential AFDC clients to have a
reliable source of transportation to ézzii from reaining ¢lasses and work.

Federal limitations on other owned assets are $1,000. Increasing the asset limit would
eacourage clients to plan for the future and work harder to get ahead. Clients would learn the
normal skills of buying products that improve their standard of living.

Many states have experimented with raising the allowable amtomobile and asset limits for
AFDC eligibility, Colorado’s new welfare reform plan provides for an asset limit of $5,000 for
employed recipients and $2,000 for non-employed; one automobile is entirely exempt. Florida's
reform pacitage increases the asset limit to $5,000 plus an astomobile of “reasonable worth.” In
1993, lowa increased asset Himits to $2,000 for applicants and allowed program participants fo
accumulate up to $5.000 in assets. Iowa also allows z vehicle equity of $3,000 and another
$10,000 worth of “taols of the trade” for self-employed people. New Jersey allows “countable
resources” to be $5,000 and vehicle equity up 1o $15,000. Oregon has proposed a $9,000

_automobile equity value limit.

Recommendation
Increase the automobile and asset limits to $3,560 each for Texas AFDC reciplents.
The current limits of $1,500 for automobiles and $ 1,000 for other assets would be kft in
place for determining AFDC eligibility, but raised to $3,500 once the applicant is accepted into

the AFDC program. By leaving the entrance gateway narrow, the AFDC caseload would not
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grow, but clients would be encouraged to save and accumulate assets while on@yad to self-

Ly
sufficiency. & p
Implications )
Increasing automobile and asset limits for AFDC participants statewide would require a

federal waiver.

Fiscal Impact
The Texas Department of Human Services has provided the following estimates for a

statewide program.

(in millions) | 1996 1997 1998 1999 2000 Total
State General Revenue $0.7 $14 514 $1.5 $1.6 $ 6.6
Federal Funds $1.1 $2.1 $2.2 $2.4 $2.5 $10.3
Total Cost $1.7  $3.5  $37  $39  $4. $16.9
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Estahlish Individoal Development Accounts ﬁﬁ

To enconrage economic security and productivity, the Legislature should esifhli
Individual Development Accounts to enable public assistance recipients to save
post-secondary education, self-employment, retirement or a first home.

Background

Federal rules prohibit those receiving Aid to Families with Dependent Childsen (AFDC)
from having more than $1,000 in a savings account. Individual Development Accounts (IDAs),
however, could help lower-income families break the cycle of poverty, Asset accumuiation not
only helps AFDC recipients financially; it also can increase self-esteem and provide greater
stability for the entire family.

Policies based on asset accumulation are not new. The Homestead Act, which provided
land to early setilers, helped instilf self-respect and led (o economic prosperity.

An IDA would operate much like an Indivi{igai Retirement Account (IRA), but the IDA
would be available on an optional basis for those with low incomes. The [DA would be an
interest-bearing account, which could be established as early as birth.

In the past, institutional programs such as JRAs and retirement funds have enabled
higher-income people to accumulate wealth, but the poor have been excluded. The IDA concept
is based on the premise that providing poor Texans with the incentive 1o save would help lift
them ot of poverty. Today’s public assistance programs provide food, finaneial aid and medical
care; however, these services do litde to get poor families off welfare,

fowa is the first state to have an [DA pilot through the Family Investment Plan and the
“lowa Invests” program, which combines asset development with welfare reform. lowa Invests
authorized the creation of 10,000 IDAs. Participants may place a portion of their eamings mto
the IDA and save the money for future approved uses. lowa also allows anyone whose household
income does not exceed 200 percent of the federal poverty level to accumulste assets in an IDA.

As part of Oregon’s welfare reform effort, JOBS Plus (2 subsidized employment

program) establishes Development Accounts. Under this plan, one doflar per hour of the money
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that would typically go to the recipient’s employer would go into a deveéopmé( & unt, This
mterest-bearing account would be maintained by the state treasury and could oniy bgé sed for
education. Mississippi has proposed a similar program.

Another alternative way to fund IDAs would be to encourage recipients to save part %
the money received from their Earned Income Tax Credit (EITC). This should encourage

participatimi m the EITC program,

Recommendation

The Legislatore should establish Individual Development Accounts to enable publie

assistance recipients 1o save money for post-secondary education, self-employment,

retirement or a first home.

The state treasury, in cooperation with the Texas Depariment of Hizz:mw Services, should
implement an [DA pilot program, At firsi, the number of IDAs would be limited to 5,000, The
state woudd provide matching fonding of up t%} $200 per account for a total of 31 million from the
General Revenue Fund. The private sector would be encouraged 1o provide additional matching

funds. Each account would be capped at $5,000.

Implications
IDAs would help encourage asser accumulation, which would help recipients move

toward self-sufficiency. This project would require a federal waiver.

Fiscal Impact

The Clinton administration’s welfare reform plan would provide matching federal money
on a demonstration bagis, but these funds are not currently available. This project requires a
waiver; affer two years, the program would be expanded 1o allow additional accounts,

DHS provided the following estimate for 3 §,000-person demonstration.
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iscal Year

Federal State

19%6
1997
1958

$1,128000  $64.000  $1,064,000
1,128,000 64000  LOBLONO
1,128,000 64000 1,064,000
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¥
Increase Earned Income Tax ‘? ﬁf“-
Credits to Texas Families /\

The Legislature should designate the Comptroller’s office as the lead agency for promoting
awareness of federal income tax credit programs for working farailies, and should sncourage other
state agencies (o cooperate in this effort.

Backgmﬁ

The earned income tax credit {EITC) is & federal tax credit for wo:kmg families who fall within certain
income guidelines, Internal Revenue Service (IRS) officials estimate that as many as 15.3 million families
nationwide will qualify for the EITC refund in 1995, in addition o 4.5 million working individuals
without children.’ This will be the first year in which individuals without children may participate in the
EITC program. ‘

In 1994, IRS estimated that §.8 millicn working Texas families would qualify for $1.6 biilion in EITC
refunds: 1.3 million of these farnilies had received refunds totaling $1 .4 billion for tax year 1993,

While the IRS has not made an official 1995 estimate for Texas, given the higher credit amounts and
expanded eligibility that became effective in the 1994 tax year, the state can expect a dramatic increase in
the number of families claiming the credit and in total credits claimed. Simply extending the patterns of
growih experienced over the last 5ix years suggests that at feast 1.8 million families will claim credits in
1995 totaling $2.3 billion, money that will be injected into the Texas economy.

Althoogh the number of Texans claiming EITC is rising, each year an unknown percentage of working
Texas families who qualify for the refunds do not panticipate because they are not aware of the program.
To encourage greater participation, the Comptroller's office in {993 will conduct its founth anmual EITC
public information campaign. This statewide. bilingual multimedia awareness program generated
thousands of requests for information in 1994,

To claim the EITC, families must meet specific income qualifications and file the appropriate forms. The
vast majority of farmilies clamming the refund do so when they file their federal income tax forms,
However, fanulies who later realize they gualified for the credit but did not apply for it may submit
amended income tax returns. Families who owe no income taxes and qualify for the EXTC receive a lump-
sumn refund. Families who owe income taxes and are eatitled to the EITC receive 2 lump-som refund fess
their tax debt.

Low-income taxpayers with children may claim advance payment of the EITC o help meet day-to-day
expenses. To ¢laim the advance eamed income tax credit {AEITC), an employee completes a ong-page
form. The employer then calculates the EITC refund that the employee would be due when filing 2 1ax
return the following vear, Total advance EITC payments are limited to 60 percent of the total estimated
credit due the emploves. 2 A worker may claim the balance of the credit when filing 2 tax retum the
following year. The employer pays the AEITC through payroll checks, usin g the income, Social Security
and Medicare taxes withheld from the employee.
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Heaith ang Humar Services : ‘

Recommendation
The Legislature should designate the Comptroller’s office as the state’s lead age
awareness of earned income tax credits (EITC), and encourage other state agencies

prometing
rote in

this effort.

Designating the Comptroller’s office as the lead agency would ensure the continuity of ébiic
awarensss campaign, The participation of other state agencies in the Comptroller s outreach efforts would
increase awareness of the EITC and advance earned ircorme 1ax eredit (AEITC). A coordinated campaign
involving all agencies that provide services or benefits to working Texans would increase the number of
qualifying familics and individuals who apply for and receive EITC refunds and who receive AEITC
payments through payroll checks.

implications

The Texas Health and Human  vices Commission, comprising a dozen state agencies that provide
benefits to Texans, should be re 1ed to distribute tax ceedit information to their working clients, The
materials distributed should incic  an IRS Form W.5, an IRS flyer deseribing employer requirements
and an AEITC fact sheet. Working families who qualify for the EITC then could file an IRS Form W-5§
and begin to recetve an advance portion of their EITC refund in every payroll check. Also, premotion of
the AEFTC encourages qualifying parents to stay employed 1o continue receiving advance refunds.

Human scrvices agencies should distribute the EITC materials at the end of the calendar year, when
annual benefits statements are maiied to clients.

Distribution of EITC and AEITC information would be especially useful to first-time food stamp chients,
wha often are unaware of the avarability of tax credits or of their potential sligibility for them.

Srate agencies that do not directly provide benefits to clients also could assist in the outreach effort. For
example, the Governor's Office could require that EITC materials be included in exit packages for laid-
off workers. The Texas Education Agency could include BITC and AEITC materials in the packets that
inform parents about the eligibility requirements for student participation in the federal school lunch

Fiscal impact

This recommenidation would have no fiscal impact, It would ot be necessary o train the staff of the
agencies involved about the details of either the EITC or the AEITC, since clients ¢ould cail the
Comptroller's office or IRS for information. The costs of distributing informational matenals will be
eontained within the Comptroller’s office budget for its annual public awareness campaign. Agencies

could reproduce most of these malerials as needed.

Endnotaa
Inserview wirh Pare Kirburski, coordinator, Volunteer and Education Progrmrms Office, Intermal Revenue Service, Austin
Diswriet, Austin, Texas. huly 25 1994,

7 Immmal Revenue Service, “Expansion of the Eamed Income Tax Credit and the Advarke Payrment.” Washington, DO
March &, 1954, (Fagt sheel)

¥ fmemal Reverue Service. “Advance Earned income Credin” Washingon, D.C., Oxiober 1993, (Faot shieet.)
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Enable Texans with Disabilities to Leave Public As@-:3

Some recipients of Ald to Families with Dependent Children should msteaa %’mg
Supplernental Security Income (SS81} or Social Security Disability Income (SSDI). )

SS§1, a federal income support program baslcd on disability and need, provides monthiy
cash payments up to $446 per month, plus medical support under the state’s Medicaid program,
1o people who are disabled, aged or blind. SSD provides monthly cash benefits for disabled
workers under age 63 and their dependents, and provides Medicare 1o disabled workers,
widow{er)s or adult children after they have been entitled 1o S8DI for 24 months,

Both 851 and SSDI pay constderably more than AFDC, and they provide job programs
for disabled people with many support services that wre unavailable to AFDC recipients.

Maving AFDC recipients into one of these programs, as recommended in this
section, would bgneﬁi the state financially, since both SSI and SSDI are 100 percent
federally funded. In addition, helping Texans with disabilities obtain supported

employment in their communities would enable them to become more self-sufficient.
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Transfer Eligible AFDC Clients to $SI and sﬁA

The Department of Human Services should transfer cases of individuals with ﬁimbil&who
receive Aid to Families with Dependent Children to federal Supplemensal Security Income and/or
Social Security Disability Insucance programs for improved benefits and reduced costs to the state.

Background

Recipients of Aid to Families with Dependent Children (AFDXC) who are disabled, elderly or blind may
be eligible for Supplemental Security Income (3S1) and/or Social Security Disabiiity Insurance (SSDD
benefis that are considerably higher than those granted under AFDC,

Although Depariment of Homan Services (DHS) caseworkers are trained to ask each applicant if anyone
ins the household has disabilities, the agency keeps no record as (o how the :;zzesﬁm is answered. It any
members of the applicant’s household do have disabilities, the DHS caseworker is supposed to offer them
an 351 and S3DI application and refer them o the Social Security office. This provedure is not foik:;wed
consistentiy.

This assistance, moreover, is often madeguate becanse, many times, the DHS caseworker does not have
time to follow up the referral and make sure that the applicam has applied for $81 or SSDI. Individuals
with cognitive disabilities (which more than 50 percent of all SSI recipients have) may find it difficult to
gven find the Social Security office, much less complete the complex, 16-page application form and
obtain the supporting medical or mental health assessments that sometimes are required,

551 and SSDI

581 is a federal income suppon program, enacted in 1972, based on disability and need. A disability under
581 is defined as a severe physical or meatal impairment that is expected to iast for more than one vear or
result in death and that prevents an individual from doing substantial work. 881 is available both to adults
and ehildren, but the U.S, Social Security Administration cstimates that many of the people eligible for
851 have not applied for benefits.! S81 pays up 1o 3446 a month, plus medical su;}port under the state-
administered Medicaid program. Payment amounts are based on the recipients’ income, lwmg
arrangements and state of residence.

58D1 ts a similar program intended for persons who kave worked for a substantial length of time. The
program offers monthly cash benefits to disabled workers under age 65 and their dependents, plus
Medicare benefits after two years, SSDI payments are based on a worker’s lifetime average eamings
covered by Social Security and are not affected by other income.

Both SSI and $SDI grovide job programs for people with disabilities to help pay for long-term job
training, sducation and readiness. Many of the support services—uniforms, fuition and books, job coaches
and transporiationw-are not available to AFDC reciptents. With these benefits, an individual with
disabilities may gain independence. AFDC recipients who have disabilities would be more likely w enter
the wark force if they have 3ocess 10 such support programs,

AFDX recipiemts who are eligible for 881 or SSD, but fail to receive #t, miss out on useful services. 881
and SSD{ both can pay considerably more than AFDC, which offers an average of 3188 a month per
family. An individual cannot receive both AFDXC and S8! or S5DI. Moreover, moving AFDC recipients
into S51 or SSDI offers the state a financial advaniage, because AFDC is funded with siate and federal
doliars, while 881 and SSDI are 100 percent federally funded.
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Fh
Smoothing the Appiication Process 4
. Most initial 53T and SSDI applications are denied, but if the decision is appealed, the E‘W of
apgroval increases significantly.? The first appeal is a written request for 3 reconsideratfon® Ifghe
reconsideration upholds the denial, subsequent levels of appeal include a hearing before 3 fogffr
administrative law judge, a review by an appeals cooncil and finally 5 lawsuit in federal court. The ‘denial
van be overrurned af any stage of the appeal process.

Several states have instituted programs to help AFDC recipients leave the program and pursue $51 ar
58D benefits. Oregon assigned three AFDC-SSI liaison workers (o assist AFDC recipients with the $S)
process. These liaisen workers help individuals complete the SST application, assist them with gathering
supporting documentation and represent the client through appeals. Oregon liaison workers estimnate that
10 percent of their SSI applications are approved initially. Most of the 90 percent denied are appeaied,
and more than half of these are fnally approved. ’

(ther AFDC-SSI transfer programs exist in Los Angeles County. California; Rock County, Wisconsin:
and Charleston, South Carolina. Oune recent survey indicated that only those programs that assist clients
with the lengthy application and throughout the appeals process have been successful in transferring the
cliemts to the proper programs.?

Oregon and Washington state personnel estimate that 5 percent of the AFDC population is eligible foir
SSI by that yardstick, well over 13,000 Texas adults receiving AFDC are eligible for $S1. Based on a
computer match of children on AFDC currently enrolied in special education, TPR estimates that as many
as 91,000 Texas AFDC children may be eligible for SSI. In Washington and Oregon, 80 percent to 90
percent of children receiving SSI are enrolled in special education.

Recommendations

A. The Legislature should require the Heaith and Human Services Comamission (HHSC) to enter
into 2 no-risk, contingeney contract with a consulting firm to obtsin Supplemental Security
Income (SSI) and Social Security Disability Insurgnce (SSDI) benefits for recipients of Aid o
Families with Dependent Children (AFDC) who are eligible for those programs.

Consultants should be knowledgeable in S81 and SSD) eligibility guiielines, determination processes,
work programs and definitions of disabiliiies. The consultants’ fees should be based upon the number
of cases converted from AFDC 1o 851 or SSDI. The contract should contain performance
requirements siich as a2 minimum number of applications filed, reconsidemitions requested, percentage
of administrative law hearings filed, percentage of approved grants and time guideSines, It also shouid
inciude a provision for training state workers 1o transfer AFDC cases to $81and SSDI.

B. The Health and Humin Services Commission should organize a planning group involving the
Texas Department of Human Services, Texas Education Agency and Texas Rehabilitation
Commission to work with the consuliant te improve workload coordination among the
agencies,

This initiative would require interagency couperation at afl steps of the eligibility and determination
process. The group should aid the consultants by providing access to regulations, procedures, client
records and any other necessary information. -

The planning group should work with the consultant tn tralning eligihility workers to adequately
screen applicants for S81 and SSDI eligibility, and should prepare a progress report for the 1997
Legisiature,
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implications
As noted above, Texas pays a substaniial amount (35 percent) of the AFDC grant, wh:! nd 8SD
gtts

are fully paid by the federal government. Moving Texans with disabilities from AFDC 10 §
programs would benefit both the individuals invoived and the state’s bottom line. TPR esti
Texans moved from AFDC to SSI and SSIY would receive the following additional federat bemfizs

Fizcal Now Federal Dollars o
Yaar Taxans With Dicghilitiss
1996 3 B0000
1997 I3RE3.000
1998 31074000
199G 63,802.000
2000 92,218,000

Moving peopie from AFDC to SSI should not increase the number of individuals on Medicaid, since
AFRC recipients already receive Medicaid. The federal government continues to change Medicaid
requirements, so many of the children who would be moved to S8 would have otherwise qualifiad for
medicaid on a long-term basis.

A consulfant with knowledge and ¢xperience in S8 and SSDI ¢ligibility and processing would ensuiia:
that the Texas Rehabilitation Commussion's workioad does not increase as a result of inappropriate
referrals.

Fiscal Impact

TPR estimates that more than 100,000 Texas AFDC reciptents may be eligible for 85I or SSDI This
population is 100 large to be processed in a five.vear peniod, so £ase processmng is assumed to begin at 100
per month and increase to 300 per month by the end of the second year. The 500-per-month fevel is
assumed 10 remais constant over the next three years, resulting in 22,000 transfers over five years,

Applicants who apply for $51 and are subsequently approved receive federal payments for the entire
approval period in the form of a lump-sum payment. The state i3 allowed to deduct its portion of AFDC
payments paid out during the SSUSSDI approvai process fram these lump-sum payments, and TPR
assumes the state would do so, General revenue gains reported below represent the cumulative effect of
these one-time deductions, as well as the state share of AFDC that would be coversd by S81 and SSDIL
These savings would accumulate from monh 1w month and the state’s AFDC budget must be adjusted
appropriately to realize the savings. Administrative costs are based on a consultant contract expected to
cost $500.000 annually.

GainfLoss)fo - Savings lo Cost to Met Sain/{Loss) o
Figeal the General the General the Ganeral the Genarsl . Change
Yaar Revanus Fund Revenua Fund Ravenun Fund Rovsnue Fund In FTEs
1996 $ 35000 £ 6000 $500.000 5 (459,000} &
1997 655,000 431,000 500,000 396,000 H
1998 1. 049,000 1,690,000 500,000 2,239,000 ¢
1999 1,049,000 3,089,00C 500.000 3.638.000 0
200G 1.049.000 4,488,000 500,000 5,037,000 0
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Provide Supported Employment <%
to Texans with Disabilities ,9
A

The State of Texas should provide more people with disabilities the opportunity for supp%
employment.

Background

Uniil about ters years ago, the only employment opportunities for people with severe mental and physical
disabilities were in sheitered workshops doing ptece work such as folding rags, usually at marginal
salaries. Many people, even some votational expens. believed that people with severe disabilities were
incapable of participating in competitive empleyment--that is, working alongside individuals without
disabilities, while caming equal wages,

The advent of supported employment in recent years has allowed individuals with disabilities to move
inta the competitive workplace. At least one poll has indicated that as many as 80 percent of peaple with
disabilities would go o work if some of the barriers 1o their panticipation in the work force were
removed. | “Supported employment” is competitive work that provides support services, such s a job
coach, 0 assist an individus! in obtaining and maintaining employment. Nationally, thousands of people
with severe disabilities have entered the competitive work force with the help of employment specialists
and supportive co-workers and employers,

The Arc, 2 national advocacy organization for peopie with developmentat disabilities (formerly the
Association for Retarded Citizens), published data in October 1993 that ranked states on supporned
employment efforts. Texas ranked lyr among states.?

I s supponed empioyment programs in fiscal 1993, the Texas Commission for the Blind (TCB) served
144 cliems and placed 28 in the work force, while the Texas Rehabilitation Commission (TRU) served
1,102 clients and placed 585 in the work force. Both commissions obtain funds for supported employment
through the Federal Rehabilitation Act. In fiscal 1993, the Texas Deparunent of Mental Heath and Merual
Retardation (TXMHMR ]}, acting through community centers, served 487 clieats in supponed employment,
but the sumber placed in the work force was not reported.

TPR's preliminary analysis of szpported empioyment programs for clients in institutions and in the
community indicates that such programs produce substantial and guantifiable beacfits. Costs for
supported employment are greater on average than those for sheltered workshops. in five supporied
employment programs examined for a five-year period, costs per client ranged from $2,032 w0 523,511,
averaging $6.478. By contrast. the average client cost for sheltered workshops was $4,045, However,
measurable benefits from supported employment alse are sigaificantly higher than those reselting from
segregated employment programs. These include indicators of increased potential for client self-
sufficiency and lower institutional costs, which ¢an be as high as $80.000 per client per year in mental
health institutions. Case studies identified significam benefits 1o olients from supported employment,
including greater integration into the community, higher functioning levels and, over tme, greater client
independence andt avtonomy. Overall, Texas prospers from the contributions 10 the economy by persons
in supported employment,

' A Supported Employment Summit sponsored in 1994 by the Comptroller’s office brought together
representatives of clients and their family members, advocacy groups, state agencies, service providers
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and employers. An action plan was developed to assist persons with disabil; ‘{;g obiain ;z}bs in
competitive employment with non-subsidized pay. The summzi produced a “vision smwnz" cuthining
the participants’ ultimate goals: & s
-y
The State of Texas shall ensure that all Texans with disabilities have the opportunity a{é o %
suppart necessary to work in individualized, competitive employment in the commamf AN
and have choices about their work and careers. / %

£

The substance of the summit’s action plan focused on client choice: no rew funding for segregated
employment; increasing the funds and number of people served through supported employment by 50
percent in five years: requiring all special educaucn students 1o develop individual sducational goals for
future integrated employment; and esing more untapped funding sources for supported employment.

Transition from Schoof to Work

Students receiving special education services are required by the federal !nd1v1dnais with Disabilities
Education Act {IDEA) to have an Individual Transition Plan (ITP) in place by the age of 16, The ITP can
be prepared as early as the age of 12 if the chikl is at high risk of dropping out of school. It is designed 10
allow special education students a transition inte employment and community liviag without a break in
continuity and loss of support. The Texas Education Code bas adopted the age of 16 as the mequirement
uitless the child is at high risk.

The question of whether the age of 16 is too late 1o start an TP was one concern addressed at the
Supported Employment Summit. Ancther concern was that the ITP form does not list competitive
employment as an option, indicating that educators may not fully appreciate the importance of preparing
special education students for competitive employment.

The Texas Education Agency (TEA). TRC, TCB, TxMHMR, the Texas Department of Human Services
and the Texas Employment Commission have signed a memorandum of understanding on teansition
planning for special education siudents. The understanding is intended to establish the responsibility of
each agency for the provision of services necessary 1o prepare students enrolled in special education for a
successful transition to life outside the public school system.

TRC provides for cominuation after high school of services such as evaluation, planning, counseling, job
training, job placement, transportation. job coaches and other needed supports. TRC budgeted $407,000
in fiscal 1995 for such transition services, In fiscal 1995, TRU plans to serve just 405 students in
transition planning services, although 2,423 are expecied to be referred by school districts. S However, if
TRC plans to drop these services in fiscal 1996, as it has indicated in the agency’s request for legisiative
appropriations, it will create 8 break in the continuity of services after graduation,® For example. if a
school district provides a job coach for a student working in supported employment, the job coach
services would cease upon graduation. The job might, too.

Work Incentives

The primary sources of currently umtapped funding for Texans with disabilities are the U S, Social
Security Administration (SS5A) work incentive programs. According to S8A, 370,719 Texans with
disabilities received monthly income support and medical coverage under Medicaid from S5A°s
Supplemental Security Income (SSD) progmm in December 1993.7 S8, a federal income support program
based on disability and nesed, was enacted by Congress in 1972.8 The program provides cash payments up
to $446 per month, plus medical support urier the stae-administered Medicsid program, to people who
are disabled, aged or blind. "Disabled” under 551 means that a person has a severe physical or menal
impairment eapected 1o last for more than one year or resull in death, and the impairment prevents him or
her from doing substantal work. Y S8 support is available to adults and children, SSA estmates that
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many people eligible for S51 are unaware of the disability benefit programs a;cb cfb@, applied for the
support programs. ¥ J e
i

The determination of disability for Social Security purposes is delegated (o the mdmdui on the
assumption that states will refer individuals 1o appropriate rehabilitation assistance wit tate
vocational rehabilitatton programs. In Texas, this determination is made by TRC's Qﬁﬂiw
Determination Servics,

SSA continually looks for ways to move people with disabilities from dependence on income suppon
programs 10 self-support through work. A number of current work incentive programs are designed for
people with disabilities who would like 1o retur to or attempt work. These “work incentives”™ are little
known (o the public and are not widely promoted by SSA or TRC. As a result, they are 50t widely used
by people with disabilities or rehabilntation service providers.

The original $S1 statute provided a way for people with disabilities (o pay for rehabilitation programs,
either through privale programs or state vocational rehabilitation programs. The Plans for Achieving Self
Support {PASS) allows individuals to purchase employment-related goods and services with SS7 that they
would otherwise lose as 2 result of work activity. This provision is vastly underused ag a funding source
for rehabilitation services. As of June 1994, in Texas, there were only 154 PASS users, as compared to
{411 in Californig. 1!

In 1980, Congress amended the Social Secunty Act to remove some of the barviers preventing people
from working. The fear of losing benefits before becoming seif-supporting is the primary impediment to
seeking seif-supporting work, Te overcome ths barrier, the amendment changed the way 5S1 benefits are
calculated when beneficiaries begin zaming income, allowing them 0 eam more without losing all 851
benefits. Another change was the clarification against the loss of Medicaid. Many people with disabilities
and their advocates still believe that work will result in the loss of support and medical care. This
misconception is a major obstacle 1o seeking and securing work.

The amendments allow people effectively to recover 50 percent of their work-related expenses from SSI
through a program referred (o as Impairment-Related Work Expenses (IRWES). 12 Last year, 354 Texans
took advaniage of the IRWES work incentives,

S8 work incentives aliow people with disabilities to purchase the work-related services they need (as
opposed 1o the state purchasing them) and receive 2 rebate from 881, maintaining Medicaid eligibility as
they work 1o become seif-supporting, These programs are excellent funding sources for people with
disabilities who require support. TRC should help its clients obtain these funds,

The federal Rehabilnation Services Administration, the primary funding source for suate VR programs,
pays states based on the number of people with disabilities who are “successfully sehabiiitared”™ (on the
job for 60 days). Consequently, TR counselors have incentives to concentrate on easier clienis—those
they can move quickly through the system. An individual counselor’s performance is measured pamarily
by the number of cases ¢losed under TRC's definition of “successfully rehabilitated.” What is not
measuored is the number of people with more severe disabHities who do oot get added to TRC caseloads
because they would not produce a quick “successful rehabifitation.” According to a private funding policy
spectalist, “creaming” the client caseload basically serves people who could usually pay for their own
programs; altering the present sysu:m would free state resources for people with severe disabilities in
supported work environments, '3

The Texas Committee
The Texas Committee on Purchases of Products and Services of Blind and Severely Disabled Persons {the

Texas Commities), created by the Legislature in 1975, assists disabled persons in achieving independence
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through work and allows state agencies w meet affirmative-action - juirsments ;fg:gming the
o

employment of disabled persans. ¥ Under the state set-aside program, staie agencies are giiCoygzaged to
buy products and services produced by persons with disabilides. ‘@;f'ag )
o

As TRC, TCB and TxMHMR move toward more competitive employment for prople with disgi;mi‘cizx
the Texas Commitee has not put forward an initiative on supported employment, even though the sz#fg“
gives it the authority to do so. ’

The Texas Committes designated a central nenprofit agency, Texas Industries for the Blind and
Handicapped (TIBH}, to provide administrative assistance for the set-aside program. TIBH is paid 2 6
percent to 7 percent commission based on the gross sales of the products sold and services provided to
state agencies, regardiess of the amount of assistance from TIBH, For fiscai 1993, TIBH received abowt
$1.6 million in commissions; projected commissions for fiscal 1994 are $1.8 million.

At 3 TAMHEMR vocational administrators’ workshop in August 1993, representatives of MHMR centers
and state facilities voiced concerns about TIBH's role, One such concern was that TIBH's commission is
based on gross revenue, not net revenue, therefore, no incentive exists to evaluate contracts for
profitability. 1

Hecommaendations

A. Texas’ health, human services and work force development agencies should adopt the vision
statement of the Supported Employment Summit: *“The State of Texas shall ensure that all
Texans with disabilities have the apportunity and support necessary to work in individualized,
cornpetitive employment in the community and have choices about their work and careers.”

B. The Texas Department of Mental Health and Mental Retardation (TxXMHMR), Texas
Rebabilitation Commission (TRC) and Texas Commission for the Blind (TCRB) vocationsl
funds, as well as any additional funding, should be redirected to increase the number of persons
with disabilities employed in integrated settings by 50 percent by the year 2000,

This would ensure that any new funds for vocational services would be spent on supported
employment instead of sheltered workshops or segregated employment,

C. A work group of TxMHMER, TRC, TCB and the Texas Education Agency {TEA) should be
required to impiement tke action pian of the Comptroller’s Supported Employment Summit,
The Comptroller’s office should monitor the implementation of this plan and prepare a
progress report 1o the Legislature by November 15, 19%6.

D. TEA’s Individual Transition Plans should be changed to include a gosl for competitive
employment. TEA should study the effects of changing the Education Code to require the
initiation of transition planning st age 14 for students with disabilities.

The change 1o Individual Transition Plans should be implemented for school -year 1995.96. TEA
should report the resuits of the study for changing the age o 14 for transition planning t© the
Legisiature by November 15, 1996.

E. The Texas Legislatore shouk] fund at its current level the TRC strategy to provide 8 Trunsition
Planning Program for Students with Disabilities.

F. TRC should create » position at iis central office io train counsejors to understand and use
work incentives; review cases {6 ensure that SSI and work Incentives are offered when
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appiicable; and help clients through the SSI determination process. TRC shogpid be required to
provide this training fo other state agencies along with tralning materijals. é“‘wr’

MHMR community centers’ contracts with TxMHMR should include a provision that ¢ ng& saff
determine the eligibility of their clients for $SI and work incentives. The contracts should reifve the
training of counselors on Social Security work incentives to fund supported employment, and m?mb
refated information be presented o clients and their families.

The counselors should determine if the client is a candidare for 881 or work incentives and assist their
clients through the S81 determination process. People with cognitive difficulties require such
assistance because they often cannot understand or work themselves through the complicated maze of
dewermination, redetermination and appesis,

. The Texas Committee on Purchases of Products and Services of Blind and Severely Disabled

Persons (the Texns Committee} should be active in the area of supported employment. Instesg
of designating a central nonprofit agency to administer the state set-aside program, the Texas
Committee should contract directly for these services. The commission from the producers of
services and goods should be limited 1o 4 percent, instead of the existing 6 percent, and that
amoant should go fo the Texas Conunittee.

This would require one or two staff positions to carry out administrative functions for the Texas
Committee, The salaries of these administrative personnel would b paid from the limied 4 percem
commission. Any additional eamings should be directed to supported employment endeavors in the
state.

tmplications
Supported employment gives people with disabilities the opportunity w become independent. These
recommendations should h@i;} the state encourage supported employment initiatives by requiring agenc:cs
to work together and continue tw increase the number of prople in supported employment,

By obtaining SSI and SSI work incentives for mare people with disabilities, more vocational funds will
be made available 16 help people with severe disabilities move into supporied work environments.

Fiscal Impact

The cost of creating a social services adminisirator position at TRC's central office, including salary,

associated costs, capital equipment and clecronic data processing, would be as follows:

Fiseal Lositothe Change

Yoar Sanersl Rovanne Fund in FTEs :
1996 © 551,000 +}

1997 47 000 +]

1998 47000 +1

1959 K7 060 +1

2000 7,000 +1

The ather recommendations would have no impact on general revenue.
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Encourage Personal Responsibility

Public assistance was designed as temporary help for people in need, not a3 2 perimanent
alternative to work. Hence, one of the common goals for welfare reform in every statc is w0
encourage recipients to assume persenal responsibility. Time limits on Aid to Families with
Dependent Children (AFDC), increasing child support collections and abiering rules that
discourage mazriagg}am among the most common reform efforts in this area.

Time-limited programs are tied to education, job training and placement so that recipients
are nof “thrown out into the ¢old.” These pri.}grams also require recipients to enter into self-
sufficiency contracts, which outline specific goals and time periods. Clients who do not meet
these goals within the tme limits and lose AFDC cash benefits customanly receive other support
such as Medicaid and child care for at least one year,

In this section, we propose limiting AFDC benefits in Texas to two years for
employable recipients, and limiting benefits to individuals with college degrees, Several
other proposals would adjust benefits 50 as te encourage the preservation of two-parent
families.

Many state reform proposals include chifd support initiatives, a key to limiting the growth
of public assistance caseloads. In Texas, the Comptroller’s office has worked with the Senate
Joint Interim Committee on the Family Code in examining child support issues and drawing up
recommendations 1o strengthen child suppoﬁ establishment and enforcement,

This section presents 11 separate recommendations in the area of child support,
several of which were proposed originally by the Comptrolles’s Texas Performance

Review,

Child Support Enforcement
Child support enforcement remains at the forefront of the growing national debate on

helping families become more self-sufficient, Caseloads are growing because of changes in
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federal faw that expand child suppont services to non-AFDC clients. Nationally, caseloads have
grown from 7.3 million cases in 1983 1o 15,2 million in 1992, Texas’ caseload is projected o
quaduple from 1983 to 1995, with more than a million cases statewide by the end of fiscal 19972
{See Figure 1.) Both nationaily and in Texas, this growth is driven by many factors, including

rising divorce rates and the increase in births to never-married women and teens,

Figure |
Texas Attorney General Child Sapport Enforcement
Expenditures, Caseload and Collections ¥
Fiscal 19881998

Child Support Total Child

Eaforcement Average Support
Fiscal Expenditures Monthly Collections
Year {in millions} Caseload (in millions)
1985 $11.3 204,219 $31.9
1986 164 - 226,703 49,7
1987 8.9 281,384 70.1
1988 240 336,669 96.2
1989 358 401,622 136.6
1950 574 397,732 180.6
1991 64.2 501,193 2117
1992 799 673,764 301.7
1993 108.4 751,363 3710,0
1964* 119.4 664,250 420.0
1995* 1193 835,000 485.5

* Projected.

SOURCES: Legislative Budget Board and Qffice of the Attorney General.

The federal government requires states to operate child suppornt enforcement (CSE)
programs, established in 1975 by Title IV-D of the Social Security Act. This law was designed to
limit the growth of public assistance caseloads by ensuring that parents assume the primary
responsibility of providing for their children’s financial security.

Major amendments to this faw in 1984 und provisions of the Family Support Act of 1988
were designed to strengthen enforcement. States’ CSE responsibilities expanded from recovering
pubiic assistance expenditures from non-custodial parents 1 assisting any custodial parent in

child support enforcement if such services were requested.
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The Office of the Attorney General (QOAG) administers Texas™ CSE program, The CSE
stalf helps families who receive AFDC benefits to locate absent parents, establish paternity and
child support orders, enforee those orders and collect payments. Staff also must provide these
seryices (o non-AFDC families who apply for them. Some counties have set up regisiries 10
facilitate CSE collection and recordkeeping functions.

A substantial backlog in caseloads, exacerbated by delays in implementing automated
systems, has drawn increasing criticism of the OAG operation. Many acknowledge that the
agency's CSE cases are difficult to work and often involve paternity disputes, obligors who are
in prison, welfare recipients or others unable to pay support. In some cases, support has not been
sought in a timely fashion. In all, only 21 percent of the approximately 664,250 cases on file in
fiscal 1994 received support payments as 4 result of OAG actions.?

Of 332,000 AFDC cases in fiscal 1994, about 30 percent had court-ordered child support
obligations established. Of these court-ordered cases, only 31 percent were paying. Thus, only 9
percent of all AFDC cases are receiving child support payments. Non-AFDX child support cases
accounted for 50 percent of all cases. Of these, 64 percent had court-ordered obligations and 51
percent were paying.4

The OAG has improved some areas of enforcement. In fiscal 1988, Texas ranked 38th
nationally in the number of paternitics established; today, Texas ranks third. Establishing the
father's legal identity is necessary before a court can order child support. The OAG increased its
paternity establishments from 6,010 cases in fiscal 1989 to 32,202 in fiscal 1994, but paternity
still remains 10 be established for more than 200,000 chiidrénﬁ

‘The QAG has worked to establish more paternities in hospitals through a voluntary
program. By the end of fiscal 1994, this program included 255 hespitals. ® No data is available to
determine how many paternity establishments were directly related to this program.

In addition, DAG’s efforts to intercept more federal income tax refunds have paid off.

This program resulted in about $35.1 million in child support collections for fiscal 1993, nearly
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double the total in 1989. In 1993, 47 percent of cases had child support orders in place and 44
percent of these conrt-ordered cases were paying.’

The QAG has instituted a New Hire Reporting Program in which 180 Texas businesses
have reported more than 12,000 new hires. This effort has resulted in 890 matches for CSE
purposes. The OAG also has a pilot program to speed the CSE administrative process,

Despite these recent improvements, with slightly less than half of its total caseload
having court orders for child support and only 44 percent of these cases categorized as paying,
the OAG falls far short of the goal of parental support for every child B

The Clinton administration’s proposed national welfare reform plan would change child
SUPPOTT PrOgrams sub§:amially tc encourage parents to support their children whenever possible

rather than allow them to depend on public assistance. The plap would:

* require hospitals to participate in universal paternity establishment;

* require public assistance applicants to help ideatify and focate their absent parents
before receiving benefits;

* require regular updating of child support awards;

« impose new penalties, including suspension of driver's licenses, for obligors who refuse
to pay court-ordered support; and l

s establish a national child support clearinghouse to track payments and locate parents

who flec across state lines to avoid paying support.

In 1991, the Comptroller's Texas Performance Review report, Against the Grain: High-
Quality. Low-Cost Governmenti for Texas, contained 135 recommendations addressing the state’s
" child support program. The 1993 Legislature adopted many of those recommendations intact or

in a metified form.
The Legisiature's Interimn Committee on the Family Code is examining additional ¢hild

support issues and will m%xm its recommendations before the 1995 legislative session, This
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committee has considered mandatory hospital participation in the paternity establishment
program; suspension of driver’s and professional licenses for non-payment of child support;
creation of a central registry of child support orders in Texas and the U 8. to monior paymems:
creation of a statewide paternity registry; requirements for the IV-D agency to certify applicants
before determining public assistance cligibility: expanded use of administrative review (o speed
up the handling of child suppont enforcement cases; requirements for businesses to report new
hires; uniform wage withholding orders; and creation of motor vehicle title liens for past-due
child support arrearages.

Many of the recommendations tn this section address the same issues. Implementing
these rmeasures would save money for Texas® public assistance and health programs, increase

revenues and—more importantly—provide additional support for Texas children.

Endnotes

Topp's Not Easy, Says Stare Worker,” Austin American-Statesman {(August 27, 1994, p, __.
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Limit AFDC Benefits to 24 Months for Employable Recipients

Texas” Aid to Families with Dependent Children (AFDC) program should limit benefits to
24 months over a lifetime for employahle recipients.

Background

Time limits on benefits are the cornerstone of President Clinton's welfare reform
package. The plan was designed to shift the focus of welfare from providing checks to promoting
work. The President has said, "No one who can work should be able 10 stay on welfare forever.”!

Active participation in the Job Opportunities and Basic Skills (JOBS} trainin g program is
one of the keys to self-sufficiency. Under the Clinton plan, AFDC recipienis who cannot secure
employment after two years must participate in a state-sponsored work program, short-term
subsidized jobs in the public or private sector. Other crucial points of the Clinton proposal
include preventing dependence on public assistance, rewarding work, enforcing child support
and allowing families to accumulate savings through Individual Development Accounts.

AFDC clients commonly receive benefits for one- or two-year “spells,” leave the
program and return again, State time-limited programs are tied to education, job training and
placement to ensure that individuals leave the welfare rolls permanently. Programs also require
recipients to enter o “social contracts” that outline specific goals the recipients must meel
within stated time periods. Clients who do not meet these goals within the time limits and lose
AFDC cash benefits customarily receive other support such as Medicaid and child care forat
least one vear, Most states cot beneftts to the adult, teaving the children eligible,

In Oregon, the proposed two-vear AFDC limit is preceded by life skills and General
Eddcational Development (GED) certificate training, job training and placement services and
drug and alcohol treatment and rehabilitation. All options may include community work and job
search programs if recipients are still unemployed after two years,

The Wisconsin “Work Not Welfare” plan-—a cooperative effort between the public and

private sector-—involves 1 000 AFDC recipients wha pledge to work for their benefits. Within 30
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days they begin work or training; after one yeur they must be working in a private-sector job for
pay or in a public job in exchange for benefits; after two years, cash benefits end but transitional
benefits (child care and Medicaid) continue for one year,

Michigan has one of the most aggressive time-limited AFDC plans. Beginning in October
1994, if an AFDC recipient is not participating in JOBS after one year of benefits, the case is
closed for the entire {family. Since 1992, all AFDC recipients have entered into social contracts
that require them to work at least 20 hours per week, enter a job training program or work in
community service afier 90 days. This is a statewide demonstration project,

About 22 states are implementing or developing time-limited AFDC benefits statewide or
regionally. Since all such projects are refatively new, no AFDC recipient has yet been dropped
from the program because of time limits,

Moze than half of Texas® adult AFDC recipients have been receiving benefits more than
two years; almost 11 percent, about 79,000 individuals, have received benefits for 10 years or
more, according to the Texas Department of Human Services (DHS). National statistics show
that 25 percent of AFDC recipients receive benefits for eight years or more, compared to about

15 percent in Texas.?

Percentage of AFDC Recipients by Total Period, Fiscal 1993

Time on AFDLC (Basic) All Spells
{Percent}
Upto 1 Year 32.5%
1-2 Years . 163
2-3 Yeuwrs 16,4
3-4 Years 8.
4-5 Years 8.7
5-6 Years 5.1
6-7 Years 3.0
7-8 Years 2.6
R-8 Years 2.1
9. 10 Years 1.9
H + Years 10.7
T
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The 1993 Legisiature directed DHS to s:ﬁdy time-limited AFDC benefits in Texas. This
report, due (o be released in December 1994, will examine the state fiscal impact and the impact
on support services and possible exemptions, but not necessarily the demographic characteristics
of clients who have received benefits for more than two years. Such information, however, is
vital in determining the characteristics of those affected and how many people are potentialiy

employable,

Recommendation

"The Texas Department of Homan Services should implement a two-vear, time-

fimited AFDC demonstration project in areas with low unemployment and an

effective JOBS program placement rate. '

Before estaghlishing the pilot program, DHS should examine the characteristics and
demographics of Texas AFDC recipients who have received benefits for more than two years.
The study, which should include information from recipient focus groups, should be completed
by January 1996, Other states incleding California, Minnesota, Vermont and Washington have
conducted “cohort” studies to track AFDC usage over time.® The Legislature could select several

options for the Texas demonstration project.

Implications

Time limits on AFDC benefits are controversial, Though it appears that terminating
henefits after two vears would save money, accompanying services-gducation, job training.
child care, transportation and placement—are expensive. Many states provide transitional
Medicaid and child care benefits while recipients work; other states continue 1o offer all benefits
1o unemployed recipients past the imposed time Limit.

In Texas, JOBS provides AFDC recipients with education and support services 1o the
tune of $35.3 million in state and federal money in fiscal 19594, An assessment of the JOBS

program by the State Auditor’'s Office found that only 69 pervent of potential federal funds are
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drawn down and that much of the money used for child care is spent so inefficiently that several
areas run out of funding early in the year. A time-limited program cannot wark without
examining child care funding for working AFD(C parents,

Creating jobs for Texas™ hundreds of thonsands of AFDC recipients would be very
expensive, Administrative costs would rise for record keeping and tracking, which could create
additional quality control errors.

Time-limited programs often are tied to reforms of assel and income disregard limits,
which are mntended to encourage work. Nebraska and Montana have hired consultants to
construct models that evaluate the results of different variables refated to time limits.

BHS recommends that AFDC benefits be Iimited to a cumulative two vears with a
“freeze-out” period of three years in which clients cannot recelve uny benefits. This approach
would simplify and limit administrative activities.

Opponents of fime limits on AFDC benefits believe two years is not enough time o
educate or train people to achieve long-term self-sufficiency, The minimum wage is too low,
chiid care is not available 2nd such limits could exacerbate homelessness, child neglect and
poverty, they believe. Also, if children’s benefits are terminated along with the adult’s, additional
costs may occur in AFDC and other programs. Children may be placed with a relative or in foster
care, in which case AFDC bepefit costs would remain the same or increase.

Supporters of time limiis believe thﬁt welfare should not last forever. The Heritage
Foundation has stated that the current welfare system subsidizes illegitimacy, divoree and
dependency ?

The proposed demonstration project would require a federal waiver.

Fiscal Impact
Estimate for a 10,000-person demonstration project, assuming that the participants are

already enrolled in the JOBS program:

State
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Fiscal Year Total Savipss Federal Punds Cenerat Revenue
1996 (523 1,000 {$115,000) {$115,000)
1997 0 g A ¢
1998 212,000 131000 81,000
1999 - 499,000 308,000 191,000

2000 485,000 346000 332,000

Potential additional cosis,

 Year Subsidized Jobs
1996 %0 $0 0
1997 0 0 0
1998 790,000 373,000 184
1999 1,862,000 878,000 433
2000 3,302,000 1,558,000 7638
Endnotes

Lzovernor Bill Clinton and Senator Al Gare, Putting Peaple Firsi: How We Can Al Change America (New York: Time Bosaks,
199y, p. 164,

2&12{*; Jo Bane and David G, Ellwood, Welfare Reafiries: From Riwtoric o Reform (Cambridge, Massachuseits; Harvard
University Press, 19945

IMark Greenburg, Beyand Siereatypes (Washington, Br.C.: Ceater for Law and Social Policy. July 1993, p. L.

#The Heritage Foundation, “Combating Family Disintegration. Crime. and Dependence: Welfare Reform and Beyong”
{Washington, D.C., April 8, 19945, p. 7. (Newsietien}
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Limit Benefits Based on Educational Level

Fexas® Ald to Families with Dependent Children {AFDC) program should lzmxt benefits for
individuals with college degrees,

Background

Persons with college degrees should have limited access to AFDC benefits. In three
Wyoming counties, any AFDC recipient who earns either an associate or bachelor's degree while
receiving public assistance is eligible for no more than six additional months of benefits. Any
recipient pursuing a bachelor’s degree beyond the sixth year or an associate degree or vocational
prograrn beycnd‘zhc fourth year 13 incligible for benefits. Any wndividual pursuing a second
degree is ineligible for benefits.

These limitations do not apply to individuals who are temporarily ili or injured, or to

those who are physically or mentally incapacitated.

Recominendation

L]
t

The Legislature should require the Texas Department of Human Services (DHS) to

limit benefits to six months for AFDC recipients with college degrees.

Implications

According to DHS estimates, this recormmmendation would affect about 0.5 percent of the
state’s AFDC caseload. DHS estimates that by fiscal 2000, this program would reduce AFDC
grant cases by 995 per month, The recommendation would require a wai;fer, arulechangeand a

© state plan change.
Fiscal kmpact
DHS estimates that AFDC payment savings from fiscal 1996 1o 2000 would 1otal about

$3.2 milhion, of which the state’s share wonld be $1.98 million.
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Cases With
Cirants Reduced
Year Savings Federal State Per Month
1996 $942.859 . $585,515 $357.344 818
1947 990,002 611,227 378,775 859
1098 1,039,502 641,788 397,713 502
1994 1,091,477 673,878 417,599 947
2000 1,146,051 7572 418,479 955
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‘Create a Working Group to Improve
Child Support Enforcement

The Governor’s Office and the Office of the Atiorney General should create a working group to
increase child support collections.

Background

Most of Texas' largest urban counties, including Tarvant, Bexar, Harris and Travis, provide services to
custodial parents who are not receiving their court-ordered payments. These counties pay for their
progeams with no financial 2id from the state,

The Office of the Antorney General (OAG) has cooperative agreements with |9 counties that maintain
Ioeal child support programs. For exampie, under some of the agreements. county employees monitor
cases to ensure that child support is paid as ordered by the court, and if the Support is not paid, the county
refers the case to OAG for enforcement. Additionally, under other cooperative agreements, counncs
receive, process and disburse child support payments on behalf of OAG. S

Ueder federal law, federal aid is available fo states and the states’ designees to fund child support
enforcement activities. The swate could make this funding available to county programs. Texas counties.
however, have not sought this aid because the law would require them to forfeit all fees they cummently
receive for performing various state functions, such as those related to adult probation and the
enforcement of child support court orders. For example. Tarrant County collects about $1 million
aneoallty in child support processing fees alone.!

Even if this requirement were removed, however, other barriers to federal support exist, As mentioned
above, counties currently work with state employees on child support cases without any reimbursement.
The state cannot, however, distribute federal Social Security Title IV-D money to eligible counties for
cinld support enforcement unlfess county recordkeeping and procedures are improved 10 include secunag
applications for non-Aid to Families with Dependent Children {AFDC) services from custodial parents
entithed to child suppont, and 1o clearfy differentiate between Title IV-D and non-Title TV-D services.

The “Complaint-Driven” Appilcation System

A major barrier 1o increasing child support collections is the curremt “complaint-driven”™ child support
application system. If a family that is not receiving AFDC wants (o obtain its court-ordered child suppon
from a dehnquent (non-AFDXC) parent, the custodial parent must file an application that amounts (0 a
request for assistance. This. is a federal requirement. However, many custodial parents are afraid of
resaliation from the non-custodial parent.2 In this complaint-driven system, only about one third of the
parents pay. In sysiems where a simple reminder letter is sent from the county 1o the delinguent non.
custodial parent, the pay rate jumps to 70 percent.*

To address this problem, OQAG's Child Support Eaforcement (CSE} program has established cooperative
agresments with seven counties 10 monitor child support cases. Unlike the agency's other agreements
with counties, this project has an antomatic, “seif-starting™ enforcement mechanism, When payments
become more than 10 days late, a letter is sent out from the county, inggering carly intervention 1o
prevent further delingquency. The intervention process includes an automated referral to CSE# P
example, Bexar County has been involved in an enforcement demonstration project with OAG sirce
1990, Bexar County is electronically linked with OAG, aliowing the county to updats local support
payment histories on-line, and to electronically transmit child support paymests 1o QAG.?
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Recommendation

The Governor, in cooperation with the Attorney General, should create a working group of county,
state and federal child support officials to investigate strategies to maximize federa) assistance for
county staff working on child support collections, reduce state non-Aid to Families with Dependent
Children (AFDC) child support caseloads and eliminate the *‘complaint-driven” application system,

Expanding cooperative agreements with counties could increase the number of counties ‘monitoring
delinquenctes, which in the long run should save money. Success rates are much higher and costs much
lower when non-paying child support offenders are brought into compliance as quickly as possible.®

County officials and their support staff already work child support cases. If they also receive applications
for AFDC services at the county level, it is possibie that federal funds could be passed through the state to
the counties.” However, county recordkeeping and procedures would have 1o be improved so county
employees could keep track of the services they provide that qualify for federal reimburs!cmem. -

Implications :
. By transferring part of the non-AFDC child support caseload to the counties, the state could reduce its

child support enforcement backlog. Expanding the delinquency monritoring effort to more counties also
should reduce state costs. Delinguencies resolved at the county level, or with limited involvement at the
state level, would help reduce the ever-increasing child support caseload.®

Eliminating the current application system could drastically reduce non-AFDC caseloads because more
delinquent parents pay up when they receive a letter from the county than when they know the custodial
parent must file a complaint to force them to pay.

An existing federal “maintenance-of-effort” requirement for administrative matching federal funds could
require counties to maintain current fevels of spending for child support enforcement. This would spur
program expansion because the county would be obligated to spend all of its commitment as a
requirement of the federal match. The federal match money could be passed along to the counties along
with some of QAG’s non-AFDC caseload, which should financially benefit the counties. This would
allow OAG to concentrate its efforts on the more difficult-to-work AFDC cases, which draw additional
federal money into the child support program.

A seif-starting system would remove the adversarial aspect of the current system and the custodial
parent’s fear associated with filing a complaint against a non-custodial parent. As mentioned previously,
self-starting systems often achieve a 70 percent pay rate, compared to a one-third pay rate for complaint-
driven systems. ?

Fiscal Impact

Improving child support collection could result in savings and cost avoidance for the federal, state and
local governments. The amount of the savings and cost avoidance is not quantifiable because, without a
unified effort among all levels of government, reliable information cannot be compiled.

TPR believes that eliminating the “complaint-driven™ application system could double the pay rate on
non-AFDC child support cases.

504 -~Giaining Ground



DRAFT

Genernl Government

Endnotes
3

2

LB B P

tmervisw with Norss Beanham, direcion. Tasrant Coumsy Domestic Relavions, Far Worth, Tesas. August 19,
Inierviews with Howard Baldwin, Jr., atemey-dvectar of intergovernmental Affars, Texas Depantment of Protective and
Ropuiaiory Services, Austin, Texas. dunng June, July and August, 1964,

Pubtic restimony by Charles Childress, special eoumssel, Office of the Attorney General, Tezas House Health and Haman
Services Commiites Intenim Stady vn Welfars Reform, Aastn, Texas, June 284, 1994,

Public hearing of the Texas Hopse Heman Sprvices Comenitree Interim Study on Weilare Reform, fune 20, 1994, (Naes),
intgrview with Howard Baldwin, Ir.

Pubhe heanng of the Tesas House Human Services Commisies interim Stdy on Waifare Reform, fune 20, 1994,
[merview with Howard Baldwin, Ir, )
Tnterview wathy Howard Baldwin, r,

Pubtic Tastimony by Charles Childress,
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Qae
improve the State’s Medicaid Cost Recovery Program

The Legisiature should reapprepriate half of the Medicaid costs recoversd (rom third-party
insurance sources in medical assistunce only cases to the Attorney General's Child Support
Enforcement Program as an incentive to improve colfections.

Background

The Office of the Attomey General (OAG) administers the Child Support Enforcerent (CSE) program
mandated by the federal Social Security Act, CSE is required to help families locate absent parents,
establish paternity and child suppont orders, and collect child support payments.

in addition, the CSE program is responsible for ensuring that persons whom the counts have ordered to
pay <htld suppon provide medical support as well. CSE also provides information to assist the Texas
Department of Health (TDH) in recovering children’s medical costs when they are entitled to medical
benefits from third-party msurance resources. When legally responsible persons do not provide medical
insurance or cash medical support, the state and the federal government pick up the 1ab through Medicaid
programs, known as medical assistance only (MAQ), for those who are income-cligible, '

In fiscal 1994, the state processed more than 6.9 million MAO recipients, and together the state and the
federal government spent about $872 million on MAQO recipients’ medical care.! The state recovered
costs on only about 9 percent of the MAD recipients, capturing an estimated $78 million total, of which
almost $27 million was returned to Texas.?

Since 1990, CSE has participated in an interagency contract with TDH through its third-panty resources
program.* The program atiempts to recover children’s medical costs paid by Medicaid if the children were
entitled to private castier coverage. As part of the contract, TDH pays CSE 25 pereent of the state’s share
of apy recoveries related to 2 TDH-CSE computer tape match . ?

By federal mandate, the Texas Departrment of Human Services and TDH routinely refer MAD cases 1o
CSE. However, the MAQ cases are earely enforced S As a resalt, only a small percentage of the
information on MAGO clients is conveyed W TDH' s thicd-party recovery program.

One of the main reasons for CSE's failure 1o enforce MAO cases is that CSE does not have the capability
to work MAO cases with its lirited automation resources and staffing. The system in place does not
identify these types of cases because it was developed before MAQ cases became a significant pant of the
workload. CSE is already struggling with an ever-increasing caseload without considering the additional
MAQ cases. To help remedy the situation, the Texas Child Support Enforcement System (TXCSES), 2
new $17 million-plus automation system, is scheduled 10 begin February 1, 1995.%

Federal law provides an incentive for states o recover cosis through its federal state split for Medicatd
and Aid to Families with Dependent Children (AFDC) costs recovered from other providers, By state faw,
the state’s share of the AFDC split is reappropriated to the TSE program. However, the state’s share of
Medicaid {non cash assistance} money recovered goes 10 general revenue—-not CSE, Therefore, CSE has
limvited financial incentive o recover MAQ fuads, especially in light of their backlog of regular ¢hild
SUPPOE CASes.
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Recommendation
The Legisiaw:e should reappropriate haif of tht state’s share of Medicaid costs recovered from
third.party insurance resources to the Attorney General's Child Support Enforcement program

{CSE)

Attempting cost recovery on medical assistance only IMAD) cases will ensure the cases are worked and
provide a new revenug source for the state. CSE can use the additional funding 16 expard and improve its

program,

The Legislature should make the additional appropriations contingent upon the Comptrolier’s centification
that the increase in cost recovery of MAQ cases is in excess of the current §00 new cases per month.

Implicationg
If the MAO caseload is not worked as a priority when TXCSES is tmplemmied an oppontunity o

recover these funds will be fost because the claim evaluation perod will expire.

Fiscal impact
A key component to recovering the MAO money is TXCSES s starup in Febroary 1995, MAQ caseload

data could be added in increments over the first operating year, and the caseload is assumed to remain
constant after February 1996, A six-month lag from data emiry 10 cost recovery is scheduted to allow for
processing time and system dcbzzggmg The estimated caseload does not include the estimated $2,000 .

recipients curremtly worked monthty.?

Based on Texas population rends, about 40 percent of the MAD caseload has group health insurance
through an employer. Medicaid aggregate statistics indicate half of the caseload is active and recoverable
at any time.® The average cost per recipient paid in fiscal 1994 is assumed to remain constant through
fiscal 2000. Half of the recipient cost is assumed recoverabie through third-pany resources. The stae
share of the cost recovery is assumed to average 35 percent theough fiscal 2000.2 Savings over five years
are summarized below, Since this is a conservative estimate of the poteatial cost recovery, additional
actwal cost recoveries should be allocated according to the recommended distribution.

Fiscal Galn/{Loss) 1o Gain/{Loss) to Gainjilass) to
Yaar {aneral Revenoe Fund Alomey Genersl CSE Fadaral Gavernmant
1906 . 5821000 $ 5.821.000 $21.621,000
109497 13,746,000 10,746,000 39,915,000
1998 103,746 000 £0,748,000 39,915,000
1900 10,746.000 10,746,000 39,915,000
2000 10,746,000 H1L746,000 39,915,000
Endnotes

U Texas Department of Heaith, “FY 53-94 AEDT and Medicaid Recipient Moaths and Pure Premioms.” Austin, Tesas,
August 24, 1994, (laeroffics cemmuncation.)

2 interview with Terry Cottreil, Third Panty Resources ngmn Taxax Departmen: of Health, Austin, Texas, Aygust 1994;
interview with Ray Morales, Budget, Texas Department of Health, Awstin, Texas, August 1994; and Texas Department of
Healih, “Muonthly TPR Update Control Totals,” Austin, Taxas, August %, 1994, {Computer printout.}

3 Interview with Terey Cottrell.

% Jaserview with Tery Cotrell.
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Enﬁna‘t&s {continued}

interview with Keily Evans, stiorney, Bledsoe, Browa, Evans & MoCuliough, Austin, Texas, August 1994; and interviews
with Howard Baidwin, Jr., sitemey-director of Intergovernmental Affaies, Texas Departrment of Prosective and Regulatory
Services, Austin, Texas, hune and August 1994,

Fedarat regulations requite the system 10 be impiemented by October 1965,

[rsigrview with Terry Cottreil

tnierview wihh Terry Coltrell.

Enterview with Howard Baldwin, 2.

Eal . L I
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Increase Cash Medical Support Payments

The Legisiature should strongly encourage the Office of the Attorney Genersl and the Department
of Henlth to work together to maximize cash medical child support payments in cases where private
insurance is not available.

The Health and Human Services Commission (HHSC), the Office of the Attorney General (OAG) and the
Texas Depanment of Health {TDH) have worked to improve third-party reimbursement for medical
suppont for children in Aid to Families with Dependent Chitdrzn (AFDC) programs in response 10
recomynendations made in TPR's Against the Grain. Among factors limiting this effort are the increase in
employers who have reduced or eliminated their employees’ health insurance benefits; the large number
of absent parents of AFDC and non-AFDC Medicaid children who are unemployed or under-employed in
low-wage jobs: and the variation in health insurance benefit packages related 10 costs of coverage.
excessive premiums and high deductibies,

Texas law also lacks certain provisions necessary o comply with federal reguirements, limiting the
effectiveness of third-party recovery. The federal Omnibus Budget Reconciliation Act of 1993 {OBRA
93) requires states to enact laws designed to decrease Medicaid expenditures through beutgr medical
support enforcement. A few provisions remain 1o be enacted by the Legisiature that would bring Texas
law into compliance with OBRA 93 and help remove obstacles to enrolling children in health insurance
coverage. One such provision would prohubit iosurers from taking inte account a person’s Medicaid status
when eorolling the person, or when making benefit payments. OBRA 93 also requires insurers and
employers to permit the child to be enrolled without restrictions at the request of the custodial parent, the
state Medicaid agency or the state child suppont enforcement agency. Finally, this federal law prohibits
insurers and employers from disenrolling a child, except under specific circumstances.

Available data indicate that 35 percent 1o 40 percent of the employers of non-custodial parsats of
Medicaid children do aot provide health fasurance benefits to their employees. Even if OAG and TDH
operate at maximpm efficiency and effectiveness, thousands of AFDC and non- AFDC Medicaid children
will never have access to private, employer-hased group health msurance coverage, State Medicaid
recaveries will contimue to suffer as 3 rasult.

Under current federal law, state child support enforcement agencies under the Social Securty Act. (1V-D
agenciesy. are required to collect and distribute cash medical supporn as designated in the child suppont
order. The cash medical support is assigned 1o the state Medicaid agency. Federal law and regulations
require OAG, the IV.D ageocy. to distribute this money 1o TDH, the state Medicaid agency. w help offset
Medicaid expenditures.!

Cash medical support collections may benefit the state when collected in Medicaid cases, panticularly
when the non-custodial parent does not have aceess 1 a group health insurance plan. In AFDC cases, the
amount collected counts as an AFDC collection for federal incentive purposes, OAD receives an
incentive payment from the federal government for child support collected on an AFDXC case. Thus, cash
medical support collected on AFDC cases has the potential to increase federal payments to the state,

These cash medical collections are also assigned to the state Medicaid agency, partially offsetting sue
Medicaid expenditures in both AFDC and non-AFDC medical assistance only (MAO1 cases. Collection
of cash medical support in appropriate cases cousld vield substantzal revenues to the state with efficiency
and predictability beyond that of third-party recovery programs alone,
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OAG is implementing a new automated child support enforcement system in February 1995, This system
will enhance QAG efforts to collect child support and medical suppart. Increasing cash medical suppon
collections should be routine upon installation of the new systern. More timely recovery and enforce-
ment of medical support orders will allow the state to receive additional revenue to offset Medicaid
expenditures.

Cost avoidance from enforcement of medical support orders is significant. According 10 OAG and TDH,
the state has avoided $2.6 million in fiscal 1994 in-state Medicaid expenditures due to the successful
gnrollment of AFDC and non-AFDC Medicaid children in health insurance plans by the child support
program.” Despite the real benefit w the Medicaid program, OAG receives no federal incentive payments
for successfully enforcing medical suppont orders. As a result, medical support enforcement is viewed as
draining resounrces from the child support program.

Since QAG does not receive a federal incentive payment for the costs of successfully obtaining health
insurance coverage for dependent children, all funds (o improve medical support enforcement must be
drawn from revenue that sepparts ¢ffons to coliect cash child support. Since the primary mission of the
agency is to increase child support collecnons, medical support enforcement competes to some extent
with resources divected at that gosl,

OAG and TDH have enacted an interagency agreement intended o assist QAG in defraying costs
associated with medical support enforcement. The agreement pays OAG 25 percent of the state’s share of
all Medicaid expenditures collected through third-party recovery attributed to successful medical suppon
enforcement. This agreement generated only $14,500 in additional funds for OAG child suppon functions
wn fiscal 1993,

Other stakes have provided incentive bonus plans that are more successful at rewarding medical suppont
enforcement, Minnesota and Wisconsin provide incentive payments that encourage greater recoupment.
Payment of an incentive should eliminate the drain on traditional child suppon enforcement services and
allow OAG to improve its medical support enforcement program.

HHSC rewained a private consulting firm to implement TPR's Against the Grain recommendations. As
part of this initiative, TDH cumrently pays s cash incentive of $39.00 to a private third-party recovery firm
for every Medicaid child successfully enrolled in health insurance coverage.* With the installation of the
new child support system, OAG s medical support enforcement activities will be automated, allowing
many of these cases to be identified and worked more easily for medical suppon, reducing the need for
follow-up recovery operations. TDH's incentive payment concept used in s third-party recovery contract
could be applied to QAG under s newly automated system. It could provide a similar cash incentive
paymeni to OAG on 8 front-end performance-based contract arrangement for every Medicaid child
successfully enrolled in health insurance. Legislative action could also provide incentive payments by
" appropriating 8 portion of the state’s share of cash medical support collected to OAG for expenses related
to the collection and distribution of cash medical suppert in AFDU and non-AFDC Medicaid cases.

Recommendations

A, Afer instaliation of the automated child support collection system at the Office of the Atiorney
General (OAG), the Legisiatare should strongly encourage OAG’s Child Support Enforcement
{CSE) Division te maximize the coliection of medical child support. OAG should be encouraged
to establish cash medical chdld sopport orders on AFDC and non-AFDC Medicaid cases when

private insurance is not available.

Orders shoutd be modificd and entered where appropriate 1o establish cash medical support amounts
when no insurance s available through the non-custodial parent’s employment. Cash medical suppont
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should be used as a more direct and predictable offset to Mcducand expenditures than third-party
recovery effons.

Genersl Govermmaent

koA

B. OAG's CSE and the Texas i)cpa:’tment of Healtls (TDH) should negotiate an incentive structure
to bring improvements in medical support enforcement and suppoert order establishment. TDH
and QAG should be required 1o report the results of this effort to the Legislature by October 1,
19936,

. Toidentify additional revermue oppertunities for the state, the Legisiature should initiate 2 study
to further address the following issues:

» establishment of a IV.D) health insurance purchasing alliance or the addition of this category
to any bulk buying strategy for health insurance for the state; and

+ legiglative action needed to conform fully to the provisions of the federal Omnibus Budget
Reconcilintion Act of 1991,

implications

Cost avoidance by cheaining medial coverage under private health insurance is a significant benefit to
the state. In cases where privaie insurance is not available, the state should pursue cash medical paymehss
to reduce the cost of AFDC and non-AFDNC Medicaid children’s staie paid heakth insurance.

Fiscal Impact

Savings cannot be estimated from the information available from OAG. OAG cannot provide the number
of paying AFDC or non-AFDC Medicaid cases with cash medical support orders or the potential amount
of cash medical support collections. OAG does not have the capability to distribute accurate and timely
cash medical support cotlections due to deficiencies in the current antomated system and the complexitics
of relevant federal rules. After installation of the new automated child support collection system in
February 1995, OAG will have the capability 1o provide more accurate information on this issue,

Provision of an incentive payment system for cash medical child suppon enforcement will allow recovery
by OAG Tor costs associated with this function. This payment would provide additional incentive w
‘monitor and update medical support enforcement orders,

Eﬁéﬁm
A5CFR LA {8

3 {nzgrview with Michasl Gemb Child Suppent Enforcement Division, Office of ihe Autaraey Ceneral, Austin, Texas,
October 1994,

* aerview with Charies Childress, speciat counsed, Child Suppon Eaforcement Division, Offics of the Atorsey General,
Austin, Texas, Oviober 1993, andt imerview with Terry Cowrell. section manager, Third-Party Resources. Tesas Depanmant
of Health, Cetober 1994,
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Improve the State’s Administrative Hearings Process
for Child Support Enforcement

The Legislature should improve the administrative hearings process for child support enforcement.

Background

Texas is struggling to keep up with the growing need to enforce child support laws. The wotal caseload for
the Child Support Enforcement (CSE) program of the Office of the Attorney General (DAG) grew
by &5 percent, from 427 565 cases in fiscal 1989 1o 664,250 cases at the #nd of fiscal 1994, The total
number of cases is projected to exceed ane million by the end of fiscal 1997, Child support obligations
have boen established in less than half of the cases. !

Texas faces federal requirements 1o serve CSE clients, In addition. OAG faces many administrative
requirements of the federal Office of Child Suppon Enforcement (OCSE), such as case processing time
deadlines and case updating targets.

OAG determined that its CSE division filed (75,893 count actions in fiscal 1993, which is near the
capacity lmit of the current judicial process. The capacity of the system restricts the numtx:r of cases that
can be completed. 2

The Comptroller's 1993 report Against the Grain recommended the establishment of an admimsirative
hearings process for child support enforcement 1o simplify and speed up the process of establishing child
support oeders.? The recommendation suggested an administrative process that was quicker and less
vostiy than the court-based process. Cases with ao real facwal disputes would be handied more quickly.
without sacrificing faimess to the parties involved.

The Legislature enacted House Bill 724 in 1993, pardially fulfilling the recommendation. Based ppon
CAG s pilent projects, some adjusiments have been identified to streamline and expedite the admini.
SIralive proXess.

Participants 1 child support review (CSR) are not required to attend the negotiation conference but they
may request a court hearing. Participants may walk oot of negotialians but CSR must continue, and then
the participant may request a court hearmg. Parties may sign an agn:emcm and may request a court
hearing at any time before CSR is confirmed by a uourt

The statute also requires that a CSR agreement contatn notice in boldfaced type or in all capital letters that
a hearing can be requested: The final petition for confirmation of orders must contain 3 form 10 request a
court hearing as an attachment to the petition, even though no other civil suit procedare requires that the
respandent be provided with a form for an answer or cournt hearing along with the peution. Finally, OAG
must make available a form to request a court hearing to the clerk of the court and o a party to the C3R
proceeding. Since many more opportupities are presented 10 request hearings than in the ODAG count
process for working child support cases, it is not surprising that a higher pwpamcn of the cases in the
piots request hearings than in other OAG cases,

The administeative review process statate requires that CSE process officers have “centified family law
mediation training.” No group certifies mediation training. Dispute Resolution Centers offer training in
dispute resolution and aliow individuals 1o mediate with about 40 hours of training. They need to seek
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child support, medical support coverage and paternity establishment under the statute’s guidelines with or
without the parties’ agreement.

The statute now indicates that the purpose of the CSR process is to mediate a settlement on child suppon.
The stated statutory purpose of the process is "to attempt 1o reach an agreement regarding child support
payments” when the real purpose should be to resolve the issues of child support and paternity, regardless
of whether an agreement can be reached.

Certain procedures should evelve as 3 matter of course with changes in the statite for the administrative
pracess. CSR determines the amount of child suppornt owed in negotiation procedures. A more efficient
way of establishing this amount would be to notify obligors before the beginning of the administrative
process. The State of Washinglon's administrative procedure relies spon defaults: the obligor must serve
a written objection and appear for any hearings, or the preliminary notice of child support is adopted as
the order.® Washington's Patemity Affidavit Program helps to obtain an administrative order for child
support through a Notice and Finding of Parental Responsibility, an Agreed Settlement, a Consent Order
of an Administrative Order in 85 percent of the cases. Cases are worked within a median time of {36 days
after the binth of a child, primanly through default. Due process constitutional chalienges to Washington's
statutes have not been upheld in the counts.s

Requirements for the negotiation conference in CSR have the effect of encouraging court hearings in
which no change in final action resubis, The State of Washington has about 90 percent of its cases
resolved through their informal adminisirative procedures without a court hearing. Al negotiation
conferences in Texas, the CSR process officer is required by law to explaim the process and the rights of
the parties in substantial detail. Negotiations held outside C5R require no notification 1o the parties and
allow a free-form negotiation, sometimes resulting in an order in 30 minutes or less, compared to the CSR
sessions that take vp to two hours. In many instances, a court hearing is held, although few actions to
change suppon orders resuir.®

Implementation of the existing CSR process statewide by OAG may result in fewer filings and orders
than procedures under the current statute. If implemented statewide in this form, these administrative
procedures may cost more than before. In some areas of the state where count procesdings are more
plaborate. these administrative procedures still could be cost effective under the current statute,

Recommendations

A. The Legisiature should clarify that the purpose for the negotintion conference is to resolve the
child support issues in 8 manner that makes 5 falr determination of the relevant facts and an
appropriate disposition,

This recommendation would strengthen and speed up the administrative child support process by
focusing on a fair determination and timely disposition, instead of the negotiation of a settiement.
This more closely follows other states’ successful administrative processes.

B. The Legisiature should simplify the child support review {CSR) process to require notice of the
right to request a court hearing be offered only at the negotiation conference; to rely more on
default and “consent orders and agreed settiements” outside the judicial process; to confer
authority for CSR officers to obtain compliance with subpoenas; and effectively order paternity

sesting,

The administrative process should be structured to provide & speedy and fair disposition of chiid
suppont matters, and encourage only necessary count hearings.
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C. The Office of the Attarney General (OAG) should expand as sosn as possible the use of &
simplified administrative process, where it is determined to be cost effective.

D. OAG should conduct a study to determine the cost of reguiar and CSR processes for child
support enforcenmnt, to be presented to the Governor and the Legislature by September 1,
1996,

The OAGs report should make findings and recommendations for modzﬁcaxwas 1o laws improving
court and TSR processes for chdd suppornt enforcement,

Implications

Further modifications to the administrative TSR process are necessary (o provide mere cost effective
shemnatives o the court system process. These recommendations would further reduce the costs of the
administrative CSR process to speed up and streamiine the establishment of child suppon orders for the

populations served by QAL

Fiscal Impact
The fiscal impact of this recommendation cannot be estimated from the data available under QAG's

current automation system. It is anticipated that savings would result from a reduced case processing time
for the establishment and modification of ¢luld support orders. In addition, as more child support orders
and coliections are made, the state should have increased revenue in QAG's Child Support Retained
Collections Account and public assistance programs as child support iy applied against those

expenditures.

Y

Endnotes

Alive Embree, Child Support Enfoecersans Division, Office of the Attorney Ganeral, memorandum to Arlene Pace,

Septamber 11, 1994,

Tesimony by Chardes Childeess, special counsad, Child Suppost Brfarcement Division, Office of the Afiomey | General, ot the

House Human Services Commitiee. Interim Stady on Welfare Refoem, public hearing, June 20, 1994,

3 Comparatier of Public Accounts, Agains the Grain, High-{Jualire Low-Cost Governmeni for Tesas. Austin, Texas, January
1901, 1, 509,

*  Charles Childress. special counsel, Child Support Enforcesment Division, Office of the ARomey General, Sepicmber 22, 19594
tMemocandum, }

5 Chartes Childress. special counse!, Child Support Enforcement Division, Office of the Agomey General, Sepember 22, 1994,
{Merorandu) .

% Charles Childress, special cosnsel, Child Suppart Enforcement Divigion, Office of the ARomey General. Sepember 16, 1994
(Mermorandu.

EE%)
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improve Information Collection in
the AFDC and Child Support Programs

The Texas Department of Human Se¢rvices and the Office of the Attorney Genernl should jointly
develop a streamiined system for taking immediate action to enforce child support collections when
a person applies for public assistance.

Background

In Texas, like the rest of the nation, many children receive Aid © Families with Dependent Children
{AFDC) because of the failure of an absent parent to provide child support. Only 9 percent of Texas’
AFDC cases received child support in 1994.1

The Social Security Act requires AFDC clients (0 assign their rights to ¢hild support to the state, AFDC
applicants and recipients also are required to cooperaie with the state in affonts 1o enforce the child
support ebligations of an absent parent unlzss the state determings that i2 is not in the best interest of the
child to do so. Failure to cooperate without a state-determined “good cause™ makes the custodial parent
ineligible for AFDC. n such cases, benefits for the children that remain eligible then are made in the form
of a protective payment 10 & person other than the caretaker,

In Texas, the AFDX program is administered by the Department of Human Services (DHS) while the
child support enforcement (CSE) program is adminisiered by the Office of the Atomey Geaeral (OAG).
The cooperation of DHS and QAG is essential in ensuring child support for children on AFDC,

Applicable federal policy provides that DHS must give QAQ written notice within two working days that
a dependent child has been accepted for AFDXC. Despite this federal mandate, cooperation between DHS
and OAG in Texas could be improved in several respects. Firgt, OAG reports that the information
provided by DHS about the absent parent is often incomplete, inhibiting enforcement activities.
Applicants for AFDC i Texas are requiired (o complete a “Parent Profile Questionnaire” about the non.
custodial and absent parend. Information requested on the two-page guestionnaire inclodes name, date of
birth, current or fast known address and telephone number, current and previous employer, coliateral
comtacts who may know the whereabouts of the absent paremt, access 1o medical insurance, and
relationship between the mother and father of the child. The more complete and accurate this information
is, the easier it is t0 locate an absent parent and enforce the absent parent’s obligation to pay child

support.

OAG reports that few referrals are complete, and missing information may relegate 2 case to a lower
enforcement priority, In nearly cwe-thirds of all cases, the address of the absent parent is not known. Eight
percent of all referrals from DHS are not acted upon by QAG because the absent parent is listed as
“unknown" or no inforrmtion is provided about the absent parent.?

A notable exception 1o this patemn of incomplete referrals is an informal pitot project now underway in
Houston, where QAG has stationed CSE staff 10 work in the lucal DHS office, The results of the DAG's
pilot project are encouraging. The benefits include more complete refemals 1o the child support staff from
DHS, 2 minimum of redundant data collection on the agencies and the applicants, and the agencies’
¢learer undersianding of their roles in child support enforcement.
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This approach was discussed by OAG in its response to TPR's 1993 Against the Grain recommen-
dations. OAG slated that “DHS and the Office of the Attorney General are discussing co-location,
locating DHS and OAG field staff in the same place to facilitate accessibility to both programs. This is an
nitiative in progress and is being pursued in several areas where the change would be feasible.”? With
only one pilot area currently in operation and apparently successful, OAG and DHS could pursue
expansion more intensively. Currently, OAG reports that it is considering expanding its Houston effort
and co-locating child support staff with DHS staff as leases expire and staffing permits.

Second, the referrals from DHS to OAG are only made after eligibility has been determined, delaying
enforcement activity for at least 30 days. Research shows that the earlier CSE activities begin, the more
effective they are. As noted previously, federal rules permit DHS to make referrals to OAG at the time an
application for AFDC is made and before eligibility is determined. If DHS were to make its referrals to
OAG at the point of application, instead of after eligibility determination, it would be possible for OAG to
ensure that the information it received from the custodial parent applying for AFDC is complete.
Custodial parents failing to cooperate with QAG within the 30-day window could be reported to DHS,
and their benefits could be denied.

Third, the referral process from DHS to OAG is largely automated. Each day, system information from
the Parent Profile Questionnaire is automatically transmitted from DHS to OAG. Approximately 16,000
referrals are made each month. Currently, OAG receives AFDC case information too late to inform DHS
of non-cooperation before eligibility is determined. Thus, non-cooperation notices must be enforced
through sanctions to those already receiving benefits.

DHS has begun to take action on OAG notices. Before January 1994, only 400 cases per month were
sanctioned after notice from OAG. Since January 1994, when DHS established a manual system of
tracking cases that OAG reported as non-cooperative, DHS has penalized an average of 1,500 cases per
month out of an average of 4,000 cases referred by OAG. Less than 1 percent of these incomplete cases
are able 10 establish good reason for the case to be exempted from the non-cooperation requirement. 4

Generally, the federal rules denying eligibility make it much easier and more effective to deny assistance.
Reducing aid to persons who have already been found eligible for AFDC is time-consuming and
cumbersome.3 In addition, the requirement of cooperation reinforces the message that custodial parents
have an important role to play in securing self-sufficiency for themselves and their children. In some
cases, vigorous child support enforcement may obviate the need for AFDC entirely, since child suppon
payments would make most cases ineligible for public assistance.

The federal government has been increasingly supportive of state initiatives to improve the connection of
child support information in AFDC and CSE programs. It has sponsored several demonstration grants to
improve the connection between child support and AFDXC programs and to promote co-location and other
one-stop-shopping initiatives. Key findings from these demonstration projects that have been included in
the Clinton Administration’s welfare reform initiative show that the custodial parent’s role in CSE shouid
be discussed at the time of application in a meaningful way; the child support agency should be required
to certify that an applicant cooperated fully before eligibility is determined.

Recommendations
A, The Texas Department of Human Services (DHS) and the Office of the Attorney General

(OAG) should develop a streamlined procedure for ensuring that all information required to
establish and enforce child support obligations is provided by the custodial parent at the time of
application for Aid to Families with Dependent Children (AFDC), before eligibility is deter-

mined.
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Information necessary o cotlect child support is an important part of the public assistance process.
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B. OAG should submit to the Legislature by September 1, 1994, a specific plan and timetable 1o
ensure the stationing of child support staff at appropriate DHS Jocations when it is cost effective
to do so,

DAG and DHS have mitiated a successful pilot program in Houston using‘ co-tocated staff. Currently,
no formal plans exist to provide this in additional locations statewide.

C. Until a linkage between AFDC and child support is developed, OAG should return ali
incomplete referrals for child support enforcement to DHS,

Federal regulations require DHS to provide OAG with the information necessary to establish and
enforce child support. DHS staff would be more likely to secure complete questionnaires on the
absent parent if they knew that incomplete forms would be returned to them with no action taken,

Implications

If these recommendations are implemented, child suppon enforcement staff would be reguired to certify
the cooperation of applicants as a condition of AFDC eligibility, placing responsibility for the financial
support of the child first on the parents. The primary advantage of placing the child support enforceiment
process squarely in the AFDC shigibility determination process is that it can ensure that the information
needed 1o establish and enforce child support can be secured in a timely fashion, Further, the interaction
between child support staff and applicants for AFDC would reinforce the message that the purpose of
public assistance is to provide temporary support 1o custodial parents until self-sufficiency can be
achieved through seployment and child suppont enforcement. Finally, these recommendations would
require two ageacies 1o work together to improve customer service, reduce duplicate data collection and
clanfy each agency’s role in promoting weifare recipients’ self-sufficiency.

As a result of implementing thess recommendations, the AFDC caseltoad could fall by as much as 5,700
cases. In some of those cases. children would be able to apply separately from the parent and, if qualified.
receive chitdren-only AFDXC beaefits,

More impontantly, the income that AFDC families receive should be increased as a result of more
effective child support enforcement, Federal policy requires that the first 350 of AFDC child suppon
collections each month be paid to the custodial parent as an incentive for their cooperation. For a family
dependent on AFDC in Texas, this amount is significant, although the amount is not proportional to the
child support paid. since benefit levels would be partially reduced by this additicnal ingome.

Finally. QAG's AFDC child suppont collections should increase. Beyond the 350 level, federal policy
provides that all AFDCereiated child support payments are returmed to the state and federal government o
offset the current and all prior AFDC payments. Since Texas will pay approximately 38 percent of the
AFDC grant in fiscal 199697, the state is entitled 10 38 percent of these coliections, Further, unkike non-
AFDC child support collections, increases i AFDC-related child suppon coliections also may increase
the federal government's incentive payments o the state.

Fiscal impact

The federal government reimburses all states 50 percent of AFDC admzmszrame costs amd 66 percent of
the costs related 1o child suppon enforcement, and makes additional federal incentive payments based
upon performance criteria. The state pays approximately 38 percent of the cost of AFDC and 15 entitled to
the same proportion of the additional AFDC-related child suppon coflections,
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Assuming a six-month phase-in peried, this recommendation would save $4.1 million in fiscal 1996 and
$4.6 million in fiscal 1997, These savings would be achieved by reducing the appropriation 1o DHS.

A gain of $1.3 million in fiscal 1997 would result i the OAG’s Child Support Retained Collections
Account, These saviags would allow OAG 1o perform more CSE functions,

_ GaliLoss) ta the

Figeal Sainflors! 10 the Lhild Seppont

Yeaar Gonaral Revenus Fund Haotalmed Cultezfions Accoound
1996 $4,100,000 $ 4]

1997 4,600,000 1.300.000

1608 5,000.000 1,400,000

1999 §.500.000 1,600,000

2000 6,100,000 1,800,000

Endnotes

U Memonndam by Alice Embrse, Office of the Atomey General. Austin, Texas (Seplember 21, 1994). p. 1.

I jmprview with Cecelia Burke, Charles Childress, Alice Embree and Arlene Pace, Office of the Atomey General, Austin,
Teaas, Sepwember £, 1964,

3 Letter from Cecelin Burke. ditecior, Child Suppon Enforcement Division, Office of the Atterney General, February 17, 1993,
pp. %10

4 Depantment of Human Services, “Cooperation with Child Suppost Program,” (September 22, 1994},
p. 1. (haformanon hamsdow }

5 Interviews with Bil Benton, consuliane, Bewmton & Associaes, Inc.. Septarmber and October 1994,
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Establish an Education and Job Training Program for Absent Parents

Texas should provide employment services, adult basic education and job training fm'
AFDC children’s parents who owe child support.

Background

(i Texas, only about 1 percent of new AFDC cases referred to the Office of the Attorney
General (OAG) for collection of child support have court orders. About two-thirds of new cases
do not have established paternity.! For these reasons, only a small percentage of AFDC clients
receive child support payments,

Once paternity has been established and a court has ordered child support, many absent
parents cannot pay because they are unemployed. Even if employed, they may not earn sufficient
wages to provide meaningful child support. This is especially likely when the parent is young
and undereducated. Such cases can end up in court for non-payment of child support and can
carry a fail sentence. In fiscal 1994, the GAG prosecuted 4,524 cases for “motions to enforce
child sopport orders.”™?

If a jail sentence is handed down, taxpayers must pay the cost of incarcerating the absent
parent in addition to the continued support of his family. Furthermore, while the absent parent is
in jail, he continues to accrue a past-due child support balance with no ability to pay.

Some states have addressed this problem by requiring non-paying parents to participate in
job training programs. California, Florida, Kansas, {ilinpis and other states are participating in a
federal demaonstration project, “Parents Fair Share,” that gives the states federal funds to provide
job training and placement services to unemployed absent parents. Instead of locking up the non-
custodial parent, these states offer basic education and job training programs to give the non-
paying parent the sKills necessary to obtain a steady job. ‘

As an unexpected benefit of this program, some noncustodial parents that were required
to attend job training classes have admitted to having @ job and voluntarily begun paying child

support. In Grand Rapids, Michigan, 14 pemcnlbof all cases fell into this category.
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Texas should appropriate $1 million te the new Texas Department of Work Force

Recommendation

and Economic Development (proposed by the Comptroller’s Texas Performance

Review) for adult basic education and $2 million for job training for absent parents

who owe child support to AFDU families. In additien, the Legistature should

appropriate $200,000 to the department for administrative costs and $56,000 to the

Office of the Attorney General for administrative costs to fund the initiative for each

vear of the 199697 biennium.

These funds should be appropriated from the Child Support Retained Collections
Account. The program should make maximurm use of any federal funds, including grants, that
may be available for aduli education and job training programs.

The new work force development agency should refer these noncustodial parents directly
to the Job Traiming Partnership Act (JTPA} and pay for one-half of training costs from the
proposed fund, Most of these clients, being unemployed and underskilled, would be eligible for
JTPA services because of their economic situation. JTPA funds and services are distributed by
Texas® local Service Delivery Areas (SD}As) and Jocal courts. The SDAs would need 10
coordinate court-ovdered referrals.

In the 1993 program year, JTPA served 119,656 clients in Texas. In the same year, if all
4,524 cases of motions to enforce child support orders had been referred to JTPA for job teaining,

this would represent only a 3.6 percent increase in caseload.

Implications

Education, job training and employment services, enabling the non-paying parent 10 gain
the skills needed for employment, would allow the state o collect child-support in more cases,
reduce the number of families relying on AFDC and increase the recovery of AFDC costs. By

providing jobr training as an aliernative to jail, the state would also save the additional costs of
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mcareeration. Considering the low annual number of prosecutions (4,524) and the fact that these
noncustodial parents are probably eligible for ITPA services, this program would not canse a

large increase in new cases for the JTPA program.

Fiscal Iropact

The program costs cover two new full-time equivalent employees (FTEs) to administer
the funds and one FTE in the child suppont enforcement (CSE) program to monitor the effect of
the program on child support collections and to aet as z laison between the CSE program and the
new state work force development agency.

The total number of participants in the program would depend on the federal funds the
state could draw to the program.

Although the savings from an education and job training program cannot be estimated at
this time, providing employment to absent parents would result in additional child support

collections, which would offset AFDC payments.

Cost to Child Total Child Support
Fiscal Suppart Retained Administrative Retained Collections Change
Year.  Collections Account Costs Agccount Cosis in FYEs
{995 33,000,000 £250.000 £3.250,60) +3
1967 33,000,000 . $250,000 $3,250,600 +3
998 3,000,900 250,000 $3.250.000 +3
1999 $3,600,800 250,000 33250600 +3
2000 £3,000,000 $250,600 53,230,600 +3

Endpotes

Haterview with Atice Embree, depty diesetor of strategiv planming, Child Suppodt Enforcement Program, Office of the Altorney
Generl, Austan, Texas, Seplomber 77, 1994,

2 Inerview with Jepaifer Joans, sdministrative assistant, Child Support Enforcement Program, Office of the Attaeney General,
Austin, Texas, September 26, 1984,
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Implement New Measures to Enforce Child Support Orders

The Legislature should mandate revocation of state licenses for persons who are delinquent
in child support payments.

Background

Requiring child support obligors to comply with court orders ensures that children will
receive the financial suppon to which they are entitled. In 1993, the Comptroller’s Texas
Performance Review recommended several measures 1o increase the enforcement of child
support orders. One recommiendation not adopted by the Legisiature was to revoke or deny
renewal of state licenses—including driver’s, professional and occupational licenses—for
delinquent obligors,

The Office of the Attorney General (OAG) is responsible for child support enforcement
(CSE} programs in Texas. OAG has established court orders for child support in about 99,000
Aid to Families with Dependent Children (AFDC) cases. Only 24,000 of these cases are
classified as paying cases, leaving almost 75,000 cases with obligors that are not paying.
Statistics for non-AFDC are somewhat better, with sbout 81 percent of obligated cases paying.
Remedies available to OAG for enforcement in cases of persistent delinquency include wage
withholding, liens and iterception of Jottery winnings dad federal tax refunds. These remedies
are not sufficient and additional ¢hild support enforeement tools are needed.

The U.5. Commission on Interstate Child Support recommended the revocation of
licenses 1o enforce support in cases of ongoing delinquency.! The Clinton administration’s
welfare reform plan and other public assistance reform proposals also recommend the revocation
of driver’s hicenges.

Maine's legislature passed the Family Financial Responsibility Act in September 1993,
denying driver’s licenses for delinguent child support obligors. Since then, the state human
services departrent has sent notices to 20,000 delinquent parents. Of these, about 56 percent

have responded with payments (otaling nearly $16.3 million for back child support.?
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Impiementing the program cost 378,000 for programming, letter development and postage. To
date, however, only 32 licenses have been revoked, with nine reinstated after the obligor paid
child support.

Texas” new auwtomated child support enforcement system, TXCSES, will maintain an
automated hink with the Texas Department of Public Safety {DPS) to locate obligors. In order to
implement the driver’s license revocation proposal, CAG would notify DPS of the non-payment
of child support for a particular driver and generate letters to be sent to the obligors. D?S,‘which
maintains centralized records and a database of driver’s licenses, would take action to revoke
licenses. The OALQ would be responsible for the bulk of fact-finding and payment negotiation 1o
dispose of licensing proceedings and for maintaining the database necessary to identify those not
up-to-date on child support payments. TXCSES could be expanded to match delinguent obligors
with their driver's license information. Then, DPS could deay license renewal and revoke
existing driver’s licenses as warranted.

The State Office of Hearings Examiners would be involved in any cases that go to

hearings. Similar interfaces could be established with other state agencies for professional and

occupational licenses.

Recormmendation

The Legislature should mandate revocation of state licenses for delinguent child

support obligors.

Not only would past-due obligors be unable to renew their driver's licenses and state
professional and occupational Licenses, but they could bave their licenses revoked after a
successful maich between the state records. To ensure faimess, this procedure would require 4

due process notice to certain license holders before revocation,

bplications
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This initiative would provide a powerful mechanism for collecting child support arrears.
It relies on an exisz‘izzg adrmunisirative process and would apply a different sanction from that now
available through other child support collection technigues.

Being caught driving without a valid driver's Heense normally results in CoNSequUences
that most obligors would find more onerous than routine child support enforcement processes.
The state could collect payments 1o arrears from carrent or former AFDC recipients, which,
when speni by the child support enforcement program, would increase federal chuld support

incentive payments to the state.

Fiscal Impact

A significant increase in collections for AFDC cases should occur due to the payment of
obligations in arrears in the first three vears of operation. Qngoing savings would accrue from the
collection of current child support stanting in the third vear,

The estinate of fiscal impact assumes that Texas’ experience will be slightly less
successful than Maing's. The estimate includes only costs and savgngs from revoking or denying
renewal of driver’s licenses. OAG would need to negotiate payment of the costs of system
changes needed by DPS and ongoing costs of DPS operations 1o support this effort. Savings and
costs of hearings and the revocation and non-renewal of professional and occupational licenses
cannot be estimated.

This proposal should produce a gain to the Child Support Retained Collections account of

$18.9 million for the 1996-97 biennium and $60.2 miilion over five years.

Gain to Child Costs to Child Net Gain to Child
Support Retained  Sapport Retained Support Retained
Fiscal Collections Ceollections Collections
Year Agcount Account Account
1996 210,000,060 $1,100,600 $£9,100.000
1997 10,600,000 200,000 9,800,000
1 9GR 20,700,040 200,000 20,500,000
1999 13,600,000 200,000 13,400,000
2000 10,600,000 206,000 10,400,000
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Endnotes

1S, Commission on Interstate Child Support, Supporting Our Children: Blueprint for Reform {Washingion, D.C., 1992), p.

2“Maine Takes Deadbeat Dads Off the Street,” State Legislatures (September 1994). p. 13, and interview with Gerald Lindsey,
assistant director, Child Suppon Division, Maine Department of Human Services, Austin, Texas, Oclober 26, 1994.
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Increase Cost Recovery and Fees for Child Support Enforcement

Texas should develop a schednle of fees for services and include a Jate payment penalty in
child support orders to offset some of the administrative costs of serving the grewing
number of non-welfare clients.

Background

Some states offset costs of child support enforcement programs operated under Title IV-
D of the Social Security Act by collecting various fees, penalties and so-called “cost recovery.”
As of 1990, however, at least one siudy has concluded that states have achieved only limited
success in defraying program costs through such measures. ! There are 2 number of possible
explanations for states’ reluctance to impose these fees.

Under federal regulations, all such amounts collected would be counted as “program
income,” meaning that the federal shure—at present, ordinarily 66 percent of such amountg-—is
returned to the federal government. In a state whose share is not appropriated to the child support
enforcement or IV-D agency, the child support program may receive no benefit from even the
state's share. Also, federal distribution regulations give priority to amounts of support owed
before the costs of services or penalties may be recovered. The effect of this action ¢an delay or
prevent the ultimate recovery of costs in marginally paying cases, States may experience
significant additional costs in admdnistering and attempting collection of such costs.

Fees or cost recovery may be imposed on either the custodial or non-custodial, non-Aid
to Families with Dependent Children {AFDC) parent. Thus, these charges may deter the non~
AFDC custodial parent’s application for IV-D services. This is a desirable result in a state
secking to minimize the net financial drain on state resources attributable to non-AFDC work.

Maost states, including Texas, cotlect almost no fees or late payment penalties. In Texas,
the Office of the Attorney General ((QAG) does collect attorneys’ fees and court costs when
awarded by the count and when collection amounts permit. ‘

Although federal regulntions require some application fee, Texas charges a nominal fee

of one dollar and pays it for the spplicant as permitted under the regulations.? In addition, Texay
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has no late payment penalty and has not ele(cted to recover costs from either parent in its state
plan. A lale payment penalty and the recovery of costs from obligors for the expense of enforcing
a delinguent obligation, however, can encourage payment of child support. These charges also
could encourage private sector collections outside the IV-D program and alleviate the inequity to
children and custodial parents caused by loss of child support for enforcement sxpeoses.

Federal regulations permit cost recovery on non-AFDC cases only.* The penalty would
hielp defray the expense of collection or other enforcement to the custodial parent in private
cases, and defray the expense to the state in IV-D cases. ix; addition, a delinguent obligor should
be liable for both attorneys’ fees and charges for other collection efforts undertaken on behalf of
an obligee that are reasonably necessary to obtain payment of overdue support. In an 1V-D case,
the amount of an obligor’s liability would be the amount calculated from its federally approved
schedule of costs for the specific case actions taken. As in the case of a late payment penalty, this
tmposition of fiability would place the costs of enforcement with the person who necessitated it,
would further induce private sector participation in collecting child support other than at public
expense through the IV-D program and would result in a greater availability of the ordered
support for its intended parpose.

Colorado, Florida, Oregon, Utah, Virginia and Washington, D.C., recover costs from
obligors only.* Florida, similar to Texas in IV-D characteristics, recovered about $733,000 in
costs in fiscal 1992, Virginia recovers about $120,000 with non-AFDC collections less than half
of Texas’.> These two states together recover about 2.5 percent of non-AFDC collections from

the obligor.

Recommmendations

A, The Legislature should enact a late payment penalty and statutory establishment of
obligors’ liability for the costs of collecting delinguent child support payments,
The Legislature should establish z late payment penalty (30 days delinquent) and modify

the State Plan election so as to recover the IV-D costs of enforcement from the non-custodial
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parent. The late payment penalty should be 10 percent of the total amount of the delinquent
support payment (both current and toward any arrearage), in whole or in part, but limited to 6
percent of overdue support in IV-D cases. A substantial penalty for less than prompt and full
payment of supiaort would encourage regular and timely fulfillment of child support obligations.
The Legislature should provide for notice of late penalty within new or modified child
support orders. For existing orders, notice should be mailed directly to the non-custodial parent.:

The IV-D agency would have to pursue cost recovery in non-AFDC cases against obligors.

B. The Office of the Attorney General (OAG) should revise the State Plan election to
recover the IV-D costs of enforcement from the non-custodial parent on non-AFDC
cases.

C. The OAG’s Child Support Enforcement Division should develop a cost recovery

plan to recover fees from the non-custodial parent as permitted by federal law,

Implications

To develop a cost recovery plan, the OAG must augment its current cost accounting
measures. All OAG costs must be allocated to a specific case processing activity as necessary to
facilitate federal approval of the cost recovery plan presented in the State Plan. Automation could

help compute and record late payment penalties and cost recovery charges.

Fiscal lmpaét

The 10 percent penalty for non-IV-D cases and 6 percent penalty for IV-D cases and cost
recovery are estimated to cost a net $200,000 in the 1996-9? biennium and gain $3.9 million
over the five-year period. Costs for developing the cost recovery plan and for automation support
are included in the first year. Initial cost of implementation in the biennium will allow an

ongoing system for penalties and’'costs to be recovered.
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Year

1996
1997
1998
1999
2000

Endnotes

Gain to the Child Gain to the Child
Support Retained Support Retained
Collections Account Collections
From Late Payment From Cost

Penalties Recovery
$164,000 $513,000
276,600 847,000
298,000 932,000
327.000 1,025,000
360,000 1,127,000

GRAFT

Net Gasn to
Costs to the Child  Child Support
Support Retained Retained

Collections for Collections
Implementation Account

$2,000,000 ($1,323,0003

0 1,117,600

0 1,230,000

0 1,352,000

0 1,487,000

1158, General Accounting Office, Child Support Enforcemens; Opportunily In Defray Federal and State Non-AFDC Costs,
GAOMHRD-51-91 {Washington, D.C., June 1990, p.

248 CER §30233 (e} (2>,

Y45 CFR. $302.75 (B

4xational Child Support Enforcement Assaciation, fnfergiale Roster and Refereatl Guide {city, state?, December 1992 p, ..

Sus. Department of Health and Human Sgrvices, Seventeenth Annual Report 1o Congress, {Washingion, D.CL 199, o .
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Expand the Voluntary Paternity Acknowledgment Program

The Legislature should facilitate full implementation of the federally mandated
Voluntary Paternity Acknowledgment Program.

Background

Many states have pursued innovative, yet simple approaches to maximize data that can be
captured on the fathers of children bom out of wedlock. Small monetary investments in paternity
establishment have yielded high dividends. These programs are designed to encourage unwed
fathers to sign affidavits called voluntary paternity acknowledgments (VPAs). Many fathers visit
their newboms in the hospital and are more likely to claim paternity at that time rather than months
or years later when child support claims are filed with the state. In 1993, the Comptroller’s Texas
Performance Review recommended that Texas implement a voluntary paternity establishment
program, and the Legislature did so.

Federal law requires that 2 VPA program be mandatory in all birthing institutions. Although
the Texas Legislature authorized such a program, the law does not mandate participation by
birthing institutions, most of which are hospitals. For the Texas child support enforcement
program to continue its eligibility for federal IV-D funding, it will be necessary to make birthing
institution participation mandatory by law.

Since 1993, the Office of the Attorney General (OAG) and many Texas hospitals have
cooperated to implement voluntary paternity establishment processes in a majority of birthing
hospitals. By the end of fiscal 1994, OQAG had 255 hospitals in its voluntary paternity program.!
The number of paternity establishments directly related to this program is not available because
. birth certificates only are not counted. Nonetheless, the “Volunteers in Paternity” program has been
successful; OAG receives many voluntary paternity acknowledgments from unmarried Texas
fathers. Under voluntary agreements with hospitals, OAG received about 10,000 VPAs in fiscal

1994, representing about 18 percent of all out-of-wedlock births.
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Still, there is room for improvement in Texas’ VPA program, The State of Washinglon's

program is considered a model for other states. Washington obtains VPAs in almost 40 percent of
all binths to unwed mothers by paying birth attendants $20 for each signed affidavit to increase
participution by hospital workers.

As a direct benefit to current child support cases, Washington found a match rate of VPAs
to existing child support enforcement cases of about 23 percent. In Texas, OAG data on VPAs
from fiseal 1994 indicates a similar experience: about 25 percent of the YPAs are matched to
existing child support enforcement cases.* Despite this progress, legal impediments still exist to
maximizing the number of YPAs,

Texas statutes and court procedures fail to maximize the advantages of VPAs by not relying
more on default court procedures. Texas law govems actions to establish the parent-child
relationship; suppon obligations are based on the putative father’s written consent to be named as
the father on the birth certificate or on affidavits voluntarily acknowledging paternity, Washington
allows a default judgment based on a petition filed naming the child and all the parties entitled to
notice. Agached to the petition are a certified copy of the birth certificate, an affidavit conceming
the father’s consent to be pamed as father or an original affidavit of patemity. This creates 2
presumption of paternity and is in itself enough to support what courts require to enter a default
judgroent establishing the parent-child relationship. The court may order current and retroactive
support if the putative father does nof {ile a verified answer denying paternity in a timely fashion,

In Washington, the court must order paternity testing if the putative father files a verified
denial in a timely manner, In Texas, a paiernity test is required in most cases, paid by QAG.

Another approach would be 1o allow the court to order the putative father to make testing
arrangements that satisfy the court and to pay the costs of testing as may be required by the count-
appointed expert. In cases where paternity testing does not establish the parent-child relutionship,
OAG would be required 10 pay the putative father for 1esting expenses. -

The Texas Family Code could require the court to enter a default judgment establishing the

parent-child relationship if the putative father Tails o comply with court-ordered arrangements and
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payments for paternity testing. The process couid also ensure fairness to all parties by requiring the
coutt to give the putative father adequate notice and opportunity to be heard on the issues of
paternity establishment and child support,

The Legislature cuold revise the statutes to give voluntary scknowledgment the effect of
preventing costiier and repetitive establishment of paternity in the formal court setting, except

where serious denials of paternity are asserted.

Recommendations

A.  The Legislature shonld enact legislation fo facilitate foll implementation of
the federally mandated Voluntary Paternity Acknewledgment Program and
include an incentive fee up to $20 for each signed affidavit submitted by
birthing institutions.
The change in Texas law would allow the state to continue to receive federal funds for child

support enforcement. The fee for signed paternity acknowledgments would create an incentive for

hoépital workers to emphasize the voluntary paternity process.

B.  The Legislature should give the courts and the Office of the Attorney
General (OAG) authority, using a simplified “defanlt” judgment system, to
establish a support order in cases in which. the father has signed the
Voluntary Paternity Acknowledgment affidavit,

The simplified “default” judgment approzch would allow cases to be worked more guickly,
with the putative father responsible for complying with court orders. Faimess to all parties would
be maintained by giving the putative father adequate notice and opportunity to be heard on the
issues of child support and paternity establishment,

To monitor the program's success, the OAG should maintain automated data to wlentify
cases {iled based on birth certificate or paternity affidavits separately from other types of actions (o

establish paternity.
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Establishing paternity at the time of birth would simplify and speed up later actions

Implications

regarding child support enforcement, An incentive fee for hospitals represents only one-fifth or
less of the average cost of establishing paternity in cases where OAG must use the current court
and paternity testing process.”

The simplified court procedures for using VPAs would sccelerate later actions and reduce

the complexity of determining child suppornt and patemity.

Fiscal Impact |

These recommendations woulkd result in a gain to the Child Support Collection Account of
$7.3 million for the 1996-97 biennium and $30.7 milhion over five years from increased collection
of ¢hild suppont in Aid to Families with Dependent Children (AFDC) cases and reduced costs for
the increased paternity established by the VPA. These estimates include the costs of the existing

level of paternity ackrowledgments as well as expected new acknowledgments above this Jevel

Gain to the Child Cost to the Child Net Gaio to the Child
Support Retained Support Retained Support Retained

Fiscal Collections {ollections Collections
Year Account Acconnt Acvcount

1956 { { $500,000) { $500,000)
1997 $8.300,000 { 300,000 7,800,000
1998 $8,300,000 { 500,000) 7,800,000
1999 58,300,000 { 500,000 7,800,000
2000 $8,300,000 { 5000003 7,800,000
Endnotes

Pogiate Child Support Office Under Fies  Anstin American-Statesman (Augast 30, 1994), p. __,

Zovtice of the Astorney General, “Volumeers in Patemnity Project—Subminals and Motches,” computer report (fax
transyvission), Ausin, Texss, Oulobor 14, 1994,

3ofrice of Child Suppor Enforcement, 1943 Anneal Report (Auastin, Tesas), Table 31
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Increase Use of Private F}rms to Assist in Child Support Enforcement

The Office of the Attorney General should be strongly encouraged to increase the
nse of private firms to increase paying child support enforcement cases.

Background

The Office of the Attorney General (OAG) is responsible for child support enforcement in
Texas. Caseloads in fiscal 1994 indicate that OAG meets only a small percentage of children’s
needs for financial support from their parents. Of about 664,000 cases, only 21 percent in fiscal
1994 received support payments as a result of actions by OAG.!

These cases are not easy to work because so many are public assistance cases. Also, the
caseload is growing rapidly and is expected to reach 1 million by fiscal 1997.2 Texas and other
states have addressed growing caseloads by exploring alternatives using private firms. -

A recent survey indicates that 44 percent of all the states’ child support enforcement
agencies operating under Title IV-D of the federal Social Sccuﬁty Act use the private sector in their
collection efforts. Further, these states do not limit the amount of collections a contractor may
realize. Two-thirds of the states report that total contracts with outside vendors exceed $100,000 in
state expenditures; 13 percent of the states spend more than $1 million. Collection of child support
is the service most often contracted out.’?

Georgia and Tennessee have used private collection companies for the past four years.
Mississippi has entered a statewide contract for operation of its child support enforcement
program, including all paternity establishment and enforcement responsibilities. Arizona,
Massachusetts, Nebraska and Virginia have had success with private-sector contracts of this type.
Also, the Canadian province of British Columbia contracts with a private collection firm to operate
its entire child support enforcement collection and payment processing services. The results in
other states suggest that similar results could be achieved in Texas.

Some states whose Aid to Families with Dependent Children (AFDC) grant levels are

similar to those in Texas have used private contractors for collections to achieve a higher rate of
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collections on their pbligated AFDC cases. Compared with other southemn states like Alabama,
Georgia, Florida, Arkansas and Tennessee, Texas collects on far fewer of its AFDC court-ordered
cases—only about 36 percent, compared o the national average of 53 percent. The southern siates
listed above collect on 31 percent to 68 percent.*

In the past year, Texas has used private firms for some collection components. The results
of this initial privatization effori have been positive. OAG’s private contractor collected more than
$10 million in child support payments; of these payments, about 38 million was in AFDC
recovery, of which the state’s share is estimated at $2.9 million.s

OAG will need to review its use of child support enforcement contractors when its new
computer system is installed in early 1995, allowing cases in the system to be handled more
automatically. As part of that analysis, OAG should perform cost analysis using the Council on
Competitive Government's format, allowing a standardized comparison of similar activities
performed by private firms to OAG operations. Sevt;ral factors, such as case types, age of past-due
payments, case paying status and obligor locate status, can affect the expense-to-collection rate and
should be considered in the analysis. If OAG costs are higher than the private contractors” and the
contractor could collect as much as or more than the DAG, the agency should consider a contractor
te perform the activities. Alse, OAG should evaluate restrictions on staffing and resources o
determine areas where caseload can be met by leveraging outside resources.

Private contractors could handle the portion of OAG's caseload that would be most cost-
effective. Cost controls for handling cases, like non-AFDC cases, could be used by setting specific
case criteria for referral and adjusting compensation to reflect the level of effort required for that
type of cuse. This could allow compensation to be tied 1o effort required for the collection, better
reflecting services provided by the contractor and providing an incentive to the vendor to work
more difficult cases. Current payments of contractors are viewed as reducing resources available to
furkd existing OAG child support enforcement activities, since expenditures are counied as part of

the appropriated expenditure level for this agency,

/;age 2
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Recommendation
The Office of the Attorney General (OAG) should be strongly encouraged
to expand its use of private contractors for child support enforcement

through competitive bid contingency fee contracts.

Implications

This recommendation would allow OAG to expand its child support operations with no
additional staffing and increase the percentage of paying cases above current levels. Under the
contingency fee contract, a flat percentage of collections is made by the contractor. To the extent
the contractor makes recoveries of AFDC and with a like percentage to that paid by other states and
under the current contract, the state would realize a net gain to the Child Support Retained
Collections Account. Appropriations to OAG should be estimated for the payments of contingency
fee contracts for child support enforcement activities. This would allow OAG resources to continue
ongoing child support operations and expand private contractor arrangements to maximize the

collection of child support.

Fiscal Impact

Expanded use of private contractors would produce an estimated $3.8 million gain for the
Child Support Retained Collections Account during the 1996-97 biennium. Over five years, this
proposal is estimated to result in a gain of $9.5 million to that account. The need for additional |

OAG staffing is not an(icibaled.

Gain to the Cost to the Net Gain to the
Child Support Child Support Child Support

Fiscal Retained Collections Retained Collections Retained Collections

Year Account Account Account

1996 $2,000,000 ($100,000) $1,900,000

1997 2,000,000 ( 100,000) 1,900,000

1998 2,000,000 { 100,000) 1,900,000

1999 2,000,000 { 100,000) 1,900,000

- 2000 2,000,000 ( 100,000) 1,900,000
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Lxfice of the Anomey General, memarandum from Alice Embree o Arkene Pace, Austin, Texas, September 21, 1994,

2Memorandnrs fram Alice Embree to Arfene Pace,

3Tom Laramey, Privatization i the IV-02 Program: A National Overview {Austn, Toxas: The Child Suppon Council,
Auvgust, 1994), 0, .

40ffice of Child Support Enforcement, Scverteentn Annual Report to Congress {Washington, D U.S. Government
Printing Office, 19943, pp. 73, 99, 141 and 142,

3Ofice of the Attorney General, Child Support Enforcement Bivision, “Colisctions/Distsibutions for PCC Cases for the
Month of September 1994 (Austin, Texas, October 2, 1994), (Compor prirdout.)

Endnofes
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Expand Voluntary Employer New Hire Reporting for Child Support Enforcement

To maintain the information needed to withhold wages from absent parents, Texas should
expand its voluntary program for employers to report new hires.

Background

[n enforcing child support in Texas, automatic wage withholding from a non-custodial
parent’s employer is one of the most effective tools the Office of the Attorney General (OAG)
has to ensure timely and consistent payment of child support obligations.

A major impediment to greater success in collecting child support payments is OAG’s
inability to maintain accurate, up-to-date information regarding the non-custodial parent’s
location or employment. Maintaining this information is essential to an effective wage
withholding system. Unfortunately, many non-custodial parents routinely relocate or change jobs
without notifying the child support office. Once a non-custodial parent terminates employment
and takes another job with a new employer, OAG loses automatic wage withholding unless the
agency can obtain information about the new employer.

In 1993, the Legislature enacted Senate Bill 291, creating a voluntary, statewide
Employer New-Hire Reporting (ENHR) program administered by OAG.! The statute requires
every participating employer to report new hires and rehires to OAG within 10 work days of the
date of hire. It requires each participating employer to report any employee who will (1) be
employed for more than one month, (2) be paid for more than 350 hours during a continuous six-
month period or (3) have gross earnings of more than $300 per month. It also sets reporting
requirements by suggesting disclosure of the employee’s name, address, social security number,
date of birth and salary information, as well as the employer’s name, address and employer
identification number.

To encourage employer participation-—and more importantly, (o reduce the cost burden
on employers—the law establishes a flexible means to (ransmit the employment information and

grants discretion to OAG to promulgate procedures to facilitate reporting.2

—
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According to the OAG, 278 Texas emplovers have participated in the volumtary ENHR
program. Since September 1, 1993, the effective date of the legisiation, these employers have
reported 43,782 individuals as new hires or rehires. Of this number, 1,895 or 4.5 percent, resulted

, in a match with a non-custodial parent on OAG's child support caseload. 3

Insufficient data is available to conduct a thorough analysis of the success of the ENHR
program with respect to mieeting the objectives set forth in Against the Grain, the 1993 report of
the Comptroller’s Texas Performance Review, Nor is data readily available on the number of
non-paying cases that were converted 1o paying cases as a resuit of ENHR, the number of
families who have left AFDC or non- AFDC Medicaid due to ENHR or the AFDC monies
recouped as a result of child support collections generated from the identificd non-custodial
parents. From other states” experience with ENHR, Texas could receive additional child suppont
enforcement benefits by expanding efforts on its voluntary ENHR.

Twenty-six states have implemented some version of an ENHR system. For the most
part, these programs are mandatory o some aspects. Among states that have evalvated results, all
claim significant increases in child support collections for both AFDC and non-AFDC cases.?

For example, Massachusetts implemented a mandatery new hire system for all empleyers
in March 1993. State child suppont Qfﬁgials report an additional 5,500 paying wage assignamcnt
cases, 30 percent more paying cases and 31 pcrcez:zz more in collections through wage
withholding, totaling $14.5 million dollars in increased child support collections anpually. 3

Washington, the first state to institute a mandatory ENHR program, reported an 8 percent
match rate with identified new employees. Of 15{: matched cases, 87 percent of the obligors had
made no support payments during the preceding yeuar, Of the total collected, half was for non-
AEDC custodial parents and half went to reimburse AFDC expendituses. 5

The Clinton administration’s welfare reform plan proposes a national new-hire reporting
system.” Should Congress enact this provision, tlhcrc would be little reason 1o duplicate this
operation ai the state level. If Congress fails to pass the new-hire reporting program, however,

Texas should be positioned to strengthen its ENHR system by developung & cost-effective,
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expanded voluntary reporting program that maximizes child support collections—particularly in
AFDC and non-AFDC Medicaid cases—while minimizing the burden on employers,

The experience of other states has been that some type of mandatory ENHR program can
significantly increase child support collections and indirectly reduce state AFDC and Medicaid
expenditures, With the instalistion of OAG’s new automated child suppott computer system in
early 1995, the agency should be capable of designing a new hire reporting system that will

maximize the benefits of voluntary reporting.

Recommendations
A. Texas should expand its veluntary erployer new hire reporting (ENHR) program,

OAG should be encouraged to work closely with the Texas Employment Commissior,
the Comptroller of Public Accounts, the Texas Department of Commerce, the Secretary of State
and ezx:;pioycr groups to expand the voluntary ENHR program. These enhancements should
inchude sending promeotional information on the program to all employers on a regular bastis o
solicit their assistance. The information should report on the program’s impact on child support
and medical child support enforcement in Texas, outlining how many familics in Texas received
additional support. It should also include infe;mnation on how much employers saved taxpayers
in public assistance payments. Information should include how employers can join the program
and awards for business participation.

(AG should {ievcla.p a media campaign to inform the general public of this issue and
inform businesses how they can help. The media campaign should stress the importance of
secusing financial support for all children,

B. Reporting requirements should be kept to 2 minimum and simplified so that all
employers find the program easy to use,?

D, Employers should be strengly encouraged to repaort information about available
health insurance coverage to effect antomatic enralimment of the child in coverage

under section 14.061, Texus Family Code,
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Uninterrupted child support collections reduce the likelihood that custodial parents end

Implications

up on wellare. In addition, regular and timely child support collections increase the likelihood
that former A¥DC and non-AFDC Medicaid recipieats will remain self-sufficient,

Employers will benefit from keeping their employees current on thewr child support
obligations. Parents with child support obligations are more likely to make timely and regular
payments if arrears do not build up.

Finally, with the development of an automated capability to quickly access and process
employer information when a non-custodial parent changes employers, OAG should realize

substantial savings through increased efficiency.

Fiscal Bmpact
The voluntary nature of the program makes an accurate prediction of the fiscal impact
impossible. As the program expamds, substantial benefits, perhaps equivalent to those of some

mandatory programs, would be possible over the next five years.

Endnotes

! Senate Bill 291, Regutar Session, Tird Legishature.

2500, 16,011 ef seq., Texas Haman Resouees Code,

SENHR Program Report,” memorandum from Tricia Arredonde to Thomas Neal, Office of the Atiorney General, Child Support
Enforcement Division, Austin, Texas, October 10, 1994,

4-0OCSE Information Exchange; Immediate W-4 Reporting of New Hires,"U.S. Department of Health and Human Services,
Administuation for Children and Families, Office of Child Suppont Enforcement {Washington, DUC,, 1994y, p,

SrMassachusetts New Hire/Automated Wage Assignment Sysiem,” Massachusetls Department of Revenue {eity?, 1994),

Staformation Memorandum OCSE IM-02.01, June (992,

ek snd Responsibility Act of 1994, 8, 2224 and H.R, 4608,

He%iae New flire Reponting Requiramens a5 of December 1, 1993, American Society for Payroll Management {city, state?,
1994}, pp. 4- 14,
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Modify the Stepparent Deeming Rule

The Texas Department of Human Services should modify an Aid to Families with
Dependent Children (AFDC) rule requiring a portion of a stepparent’s income fo be
included in eligibility defermination and benefi levels so that it disregards that income for
six months. '

Background

“Stepparent deeming” rules act as disincentives for mothers 1o marry. When an AFDC
recipient marries, a portion of the new spouse’s income is included in eligibility determination
and benefit levels. Often, this renders the AFDC recipient ineligible for benefits.

Florida disregards the stepparent’s income for six months. The program was implemented
in two counties—aone with mandatory participation and the other voluntary-—beginning in March
1994, Currently, no recipients participate in the program, which required a federal waiver,

New Jersey has a similar program and New York is awzjzing approval of a waiver that

would change how the income of a stepparent is counted in benefit determination.

Recommendation
The Texas Department of Human Services should implement a pilot program that
would disregard the income of the new spouse for six months. The pilot sheuld use

voluntary participation in a county with a population of at least 200,000,
Imphlcations

AFDC recipients would receive benefits for six months after marriage as an incentive to
marry and to encourage Jong-term self-sufficiency. This recommendation would require a federal

wajlver.

Fiseal Impact

//'F;ge } November 12, 1994



DRAFT

Costs would increase initially because people would qualify for benefits six months
tonger than under previous rules. Savings should occur in other areas, however, because such a
program would promote marriage and encourage long-term self-sufficiency. It is not possible to

estimate the fiscal impact of this recommendation,
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Lengthen the Period of AFDC-Unemployed Parent (AFDC.UP} Benefits

~ Texas’ Aid to Families with Dependent Children (AFDC) program should encourage
family preservation by allowing (wo-parent families to receive AFDC-UP benefits for 12
months instead of six.

Background

During the first 25 years of the AFDC program, if the primary breadwinner Jost his job,
the state could not assist the family as fong as he lived at home. That changed in 1961 as AFDC
benefits could go to families with unemgle}fﬁd fathers at home, The Family Support Act of 1988
mandated that every state provide an APDC-UP program. To save costs, the Texas Legislature
limited Texas AFDC-UP benefits to six months per recipient,

The Texas Department of Human Services (DHS) favors extending unemployment
benefits to 12 months, primarily because it would simplify record keeping. A recipient may not
r§ceiv¢ more than six payments within a 12-month period, but i could mean more than six
payments within a calendar year depending on when the benefit period began.

In 1993, Texas recorded 33,530 AFDC-UP recipients and 745,156 AFDC-Basic
recipients. Only a limited number of people qualify for the program i:éc:zzz;se of the “100-hour
rule,” prohibiting two-parent families from receiving AFDC if either parent works more than 99
hours per month, and the “work history test,” requiring the principal eamer to prove employment

over & period of tme before to applying for benefits.
Recommendation
Texas AFDC-UP recipients should be allowed to receive benefits for up to 12 menths

instead of six.

Impiications
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Extending the benefits by six months would encourage the formation of two-parent
familics, It would simplify pelicy and precedures for the AFDC-UP program, which should

reduce guality control errers.

Fiscal Impact

This fiscal estimate, prepared by DHS, assumes the addition of about 3,000 new cases per

year.

Total
Fiscal Year Cost Federal Funds ral Reven
1996 $8,896,000 $ 5,413,000 $3,502,000
1997 8,482,000 5,237,006 3,245,000
1998 8,990,000 5,551,000 3,440,000
1999 9,530,000 5,884,000 3,646,000
2000 10,102,000 6,237,000 3,865,000

——
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Remove Marriage Barriers for Low-Income Couples

The Texas Department of Human Services should eliminate the work history and 160-hour
rule requirements for low-income married couples.

Background

Aid o Families with Dependent Children-Unemployed Parent (AFDC-UP) regulations
require that in two-parent househelds, at least one parent must have been employed at least six of
the previous 13 quarters, ending within one year before the application for assistance. Federal
regulations also require that one parent must work fewer than 100 hours per ' month 0 qualify for
AFDCUP benefits.

Teenage and young parents frequently cannot meet the work history requirement because
they are too young 0 have established an employment histery. Eliminating the work history and
100G-hour rule requirements would enable more two-parent families to qualify for AFDC benefits
as a supplement to income, allowing more low-income two-parent families to work and
encouraging self-sufficiency.

This initiative would be similar to Wisconsin’s “Parental and Family Responsibility
Initiative,” Under Wisconsin’s pilot program, a young married couple with no work history may
work full-time without losing AFDC eligibiliy. Because the work history requirement (s waived
only if the couple are married, the Wisconsin program has been nicknamed “Bridefare”! The
pilot program’s objective is to increase employment of AFDC teen parents, spurting them toward
self-sufficiency by removing marriage disincentives.

Approximately 26 states either have waivers approved or are awaitin & approval to
eliminate the work history and [{X:hour rule requirement.

Texas Texas Deparument of Human Services {DHS) received federal permussion to waive
the work history and 100-hour rule, but 2 lack of funding prevented implementation. A new

waiver would be required to implement the rule changes.
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DHS sheuld eliminate the work history and 100-bour requirements for AFDC-UP

Recommendation

(married couples) and secure necessary funding from the Legisiature to implement

the program.

Implications

Implementing these incentives to self-sufficiency would promote family formation and
eliminate the need for public assistance. [f AFDC-UP benefits were more available to yousng
couples, perhaps fewer would separate so the mother could receive AFDC benefits, The only
dewnside to implementing these rule changes would be the additional cost of AFDC-UP

benefits. This project would require a federal waiver.

Fiscal Impact

Initially, this recommendation would raise costs because more people would qualify for
benefits. Savings should occur, however, as waiviz‘zg the work history and 100-hour rules
promote and preserve family formation, decreasing the need for public assistance. DHé hag

prepared the following estimate.

Total State

Cast Fedesal Fands General Revenug
1996 $2.546,000 $1.845,000 $1,097,000
1997 3,726,000 2317000 - 1,408,000
1948 4,067,006} 2,529,000 1,538,000
1999 4,451,000 2,767,000 1,684,000
2000 4 880,000 3,033,000 1,847,000

Endnotes

interview with $haron Rickords, program and plinning ansdyst. Wisconsin Depanment of Welfare Inidatives, Madison,
Wisconsin, October 21, 1994,
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Streamline the System and Reduce Fraud

Dozens of agencies and pragrams in Texas are involved in delivering services to public
assistance clients. In reforming these programs, it is only prodent to ask if they can be run more
efficiently. Dollars saved in eperations may help finance more effective services for at-risk and
recipient populations.

Texas' public assistance system involves many complex federal regulations and excessive
paperwork. Streamhining operations would provide better service for recipients and more cost-
effective and efficient use of tax dollars. *

This section reproduces recommendations of the Texas Performance Review (TPR)

designed b

» strengthen the power and policies of the Health and Human Services Commission
to eliminate duplication and fragmentation of services;

» streamtine the determination of eligibility for public assistance;

« reduce the cost of services through the participation of public universities and
commnunity colleges and by expanding the use of Electronic Benefiis Transfer
iﬁﬁﬁ; and

« expedite payments to child care providers.

Welfare fraud in Texas is s persistent problem. The Office of the Inspector General in the
Texas Department of Human Services (DHS) finds it hard to handle all (:ff its frand investigation
and prosecutorial duties related 10 Tood stamps and Aid 1o Families with Dependent Children
{AFDC). MNew technologies such as EBT and computerized fingerprint imaging will help

eliminate welfare fraud,

We recommend that DHS use automated fingerprint image maiching technology to

prevent public assistance recipients from receiving duplicate benefits. In addition, this
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section presents several options proposed by TPR to reduce fraud and administrative error

rates.
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Strengthen Powers and Policies of the Texas Health
and Human Services Commission

The Legislature should strengthen the powers and policies of the Texas Health and Human Services
Commission to eliminate duplication and fragmentation in various health and human services
agencies and to enhance non-state revenues for heaith and human services,

Background

In 1991, the Legislarure passed House Bill 7 in an attempt 10 create a less fragmented, more efficiemt
health and human services system in Texas. Although based on TPR recommendations in Breaking the
Maold, H.B. 7 did not go as far as the repost’s recommendations.

The Texas Health and Human Services Commussion (HHSC) serves as the umbrella agency over the
state’s health and human service providers, which include the Texas Department on Aging, Texas
Commission on Alcobol and Drug Abuse, Texas Commission for the Blind, Texas Cancer Council, Texas
Commission for the Deaf and Hearing Impaired, Interagency Council on Early Childhood Intervention,
Texas Employment Commission, Texas Department of Health, Texas Department of Human Services
(DHS), Texas Juvenile Probation Commission, Texas Department of Mental Health and Mental
Retardation, Texas Rehabilitation Commission and Texas Youth Commission. The Bresking the Mold
recommendation aiso would have brought two other entities under the HHSC umbrelfa: the Interagency
Council on Early Childhood Imervention and the Texas Department of Protective and Regulatory
Services.

HHSC's creation was imended to address the fragmentation and duplication in the administration and
delivery of health and human services, and (o provide a comprehensive systems approach to services,
HHSC was to focus on peepiemnm funding streams or existing organizationai structyres—and co find
ways 0 save money 07 10 maximize federal funds to permit service expansions.! Breaking the Mold
recommendations provided for the creation of a single gnvcmmg Board with the consolidation of the
agencies into one; systemwide planning and budgeting: integration of management nformation and
increased technology; integrated service delivery and administration; co-location of field offices; and
common intake and eligibility processes.

H.B. 7 set seven goals for HHSC: maximize federal funds through the efficient use of available state and
local resources; provide prompt, comprehensive, effective services with improved access that eliminated
architectural, communications, programmatic and transportation barriers; promote the heaith of the people
. of Texas; foster the development of rexponsible, productive and self-sufficient citizens; provide needed
rescurces (o people when they cannot care for themselves; protect the physical and emotional safety of the
people of Texas: and improve coordination and delivery of children's services. 2

In an effont to reduce fragmentation and 10 make services mose accessible ¢ Texans seeking them HEB. 7
provided for three one-stop pilots to test common intake and eligibility processes and co-location of field
offices. The legistation also contained requirements for coordinated transportation planaing and an
increase in shared compaiter automation and information. The legislation, however, did not provide all of
the tools HHSC needed to mest these goals,
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Structure of Health and Human Services
Before the 1991 Legislature, there were 14 primary and i1 secondary health and human services agencies
administering about 300 programs, with no major function provided in less than four agencies.

Breaking the Mold recommended consolidating the 14 primary agencies into six departments, to include
health, employment and community services. This consolidated agency would have been headed by a
Board of Health and Human Services to be responsible for policy development and planning, quality
control, contracting, information management and regional administration and oversight for
approximately 300 programs.

However, H.B. 7 maintained all of the existing agenctes and added another, the Department of Protective
and Regulatory Services (PRS). The Health and Human Services Coordinating Council became HHSC.?
H.B. 7 also created the Legisiative Health and Human Services Board composed of the Lieutenant
Governor, the Speaker of the House of Representatives, the chair of the Senate Health and Human
Services Committee, the chair of the Senate Finance Commiuee, four other representatives and four other
senators. This board was given oversight of the health and human services agencies and HHSC.
Responsibility for budgeting and planning was assigned to HHSC.

In 1993, the Legislature continued the expansion by making the Interagency Council of Early Childhood
[ntervention (ECI) into a separate agency known by the same name. One agency, the Texas Youth
Commission (TYC) was moved out of HHSC's umbrella, and another related agency, the Texas Juvenile
Probation Commission, remained under the health and human services umbrelia.

Matters were further complicated by the creation of a work force coordinating council called the Texas
Council on Workforce and Economic Competitiveness (TCWEC). The Legislature gave both TCWEC
and HHSC broad coordination responsibilities, but neither was given the authority necessary to achieve
their stated goals. TCWEC has responsibility for many of the state’s work-related programs, such as Job
Opportunities and Basic Skills (JOBS), which DHS administers.

Boards and Commissions

Breaking the Mold recommended eliminating the existing agency boards and commissions and
establishing a six-member board over HHSC. This board would appeint the HHSC commissioner. The
report also recommended existing agencies be eliminated or consolidated into six departments, ¢ach with
a nine-member advisory board. The HHSC commissioner would appoint department directors with the
assistance of the advisory committees.

As passed, H.B. 7 left existing agency board and commission structures with all of their powers intact.
The Govemor appoints the HHSC commissioner, with the approval of the Senate. 4

Texas® health and human services agencies continue to operate with primarily separate and uncoordinated
programs. Each agency focuses on funding streams for their own clients, programs and agency.
sometimes without considering how individual funding streams might be used jointly to benefit multiple
agencies or the state as a whole.

The board’s independent authority over individual agency budgets and planning set the stage for conflict
between HHSC and its umbrella agencies. The Legislature charged HHSC with providing a consolidated
health and human services ptan and budget.® Individual heaith and human services agencies, however,
have no requirement to make their budgets conform to HHSC's consolidated budget.

HHSC's general powers and duties include the ability to request budget execution for the transfer of funds
from one agency to another, to develop a consolidated strategic plan and budget, to maximize federal
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revenues and to develop a funds management system. This authority does aot, bowever, include any
enforcement power 10 compel individual agencies to act in concert,

Health and Human Services

information Management

The development of a management information system illustrates the difficulties faced by HHSC in
requiring timely action on the part of individual agencies. The Legisiature charged HHSC with
developing a management information system for ali heaith and human services agencies, Together.
HHSC and the Depastment of Information Resources were o create standards for computer sysiems 1o
enable health and human services agencies to share pertinent daw, The integrated data base has been slow
to develop and is nol operational after several years of planning, although it is now scheduled 16 be
piloted in Spring 1995. Similar delays have hampered effonts 1o develop an integrated client eligibility
determination automation system. Each agency’s own information system and issues of confidentiality
have complicated efforts to develop management information systems.

Although HHSC has made progress in addressing issues of confidentiality, this has been accomplished
with difficulty. Individual agencies have fittle incentive 1o work together. A pilot project for the integrated
client database network {IDBN) is scheduled to begin in Big Spring in February 1998, with ful
implementation sfterwards. Completion of the project depends on available funding, HHSC also has
made progress with other coordination efforts, such as working with the Council on Competitive
Government on the sonsolidation of print shop opetations. ‘

HHSC Functions

Currently, HHSC has an obligation 10 review rules and regulations proposed by the agencies under its
direction. HHSC has the authority to send rules back (o the proposing agency should it decide the rules
are in conflict with other agencies’ rules or state policy. This is rarely done. Should HHSC choose to
exercise its authonty. it has no way to mandate implementation of its recommendations.

The exception is the Medicaid program. a joint federal-state entitlement program that pays for care for
certain groups of low-income persons. ® HHSC, through us state Medicaid office, exerts considerable
authority over state agencies” use of this fundmng source,

HHSC has had difficulty convincing agencies to cooperate in achieving i goals as stated in H.B. 7. For
example, the Legislature required HHSC w0 oversee the development of a coordinated transportation
. system for clients needing to get to services or jobs, HHSC released its first comprehensive report on
transportation services in September 1994.7

Maximizing Federal Funds

Health and human services agencies, including those agencies not under the direction of HHSC, recaived
66.5 percent ($14.8 billion} of all federal funds received by Texas during the 1994-93 biennium.® HHSC
does not control federal funding streams other than the Medicaid program.

HHSC and health and human services agencies have opportanities 0 apply for new federal funds and w
draw down additional federal funds under existing programs if state funds to match federal doliars can be
secured. Funding streams can be reviewed to determine the most favorable arrangement of federal and
state funds for the state,

Individuai agencies have attempted to maximize federai funds. However, when cooperation is required
arong agencies 1o atiract new or increased resources, the agencies invalved Bave aot been as successful,
Many agencies fear losing general revenue funding in the appropriations process. The Depantment of
Protective and Regulatory Services (DPRS) has Adull Protective Services programs that the Legisiature
has funded from general revenue and some federal funding, Cumrently, funding of about 31.5 million i
general revenue per year for the Adult Protective Services Program is not being used as a match for any
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federal funds. The Adult Protective Services Program is also eligible for funding under the Social
Security Act’s Title XX,

It HHSC were given the budget authority « move sources of funding from one agency to another, HHSC
could provide the same level of services in both agencies and save general revenue, In this seenario,
HHSC would move DPRS Adult Protective Services under Title XX where 0o general revenus funds are
required as match and a like amount of DHS child care services would be taken out of Title XX, This
would free up $1.3 million per year in geoeral revenue funding at PRS and leaves DHS child care services
to be funded from other sources. Under a 38 percent match rate, $370.000 of the $1.5 million in general
tevenue funds would be required at DHS o fund child care through Title IV-F JOBS, Tite [V-A
Transitional or Title 1¥-A At-Risk. This funding arrangement allows a savings of $933,000 in general
reveoue funds per year while mamntaining the same level of services and funding.

Because individual agencies continue to have responsibility for federal funds related to programs uperated
by each agency and mmintain control over planning and decision making, HHSC s ability 1o meet its
mandate to maximize federal funds under H.B. 7 is limited.

HMouse Bill 7 and HHSC

HHSC has attempted to mest the goals established in HB. 7.7 HHSC has initiated 2 Medicaid admini-
strative match process, established a process for co-location of individual agency offices, developeda
coordinated transportation plan, piloted one-stop service delivery and developed a coordinated strategic
planning process for health and human services. In addition, HHSC dehivered a consolidated beaklth and
human services budget to the 1993 Legislature and assisted them in determining funding priorities for
each of the agencies. H.B. 7, however, did not give HHSC the twols needed 1o accomplish the original
goals as envisioned in Breaking the Mold. The recommendations below are designed to strengthen HHSC
a3 it was passed in H.B. 7.

Hecommendations

A. The Legisiature should mandate that the Texas Health and Human Services Commission
{HHSC) develop and implement a plan for an integrated <ligibility determinution and service
delivery system for health and human services at the local and regional levels by Septerober 1,
1996, .

The Legislature should mandate that HHST design and implement the systemn with at least a | percent
savings in administration and other costs and staff from streamlining and eliminating duplication. The
savings should be made available for use by HHSC for the development of the integrated delivery
systern as wel!f as for other health and human services. The Legislature should require HHSC 10 repont
the savings from the plan to local, state and federal governments. In coordination with the Council on
Competitive Government, HHSC should make and implement recommendations on services or
functions that could be provided more cost effectively outside of state government by competitive
bidding or by contracting with local governments and other appropriate eatities.

B. The Legislature shontd give HHSC comprehensive budget and planning authority, effective
September 1, 1995, for all agencies under #s umbrelia for the purpose of establishing the
integrated service delivery and cligibility determination system. The Legisiature should require
that all agency budgets and plans be approved by HHSC before submission to the Legislatore
and before agencies' budgets become effective. The Legislature should require that HHSC
approve any agency modifications to the budgets and plans. The Legisiature should give HHSC
the authority to bwing sulficient funding and staff from the agencies to HHSC to perform these
functions.
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The Legislature should move all funds related to automation to HHSC s budget, permit HHSC 1o pool
and combine budgets as needed to develop and implement the most efficient plan for co-location and
integrated delivery, and authorize HHSC w have the final approval on any decisions relating to
operations and structures for an integrated heaith and human services delivery system,

To ensure an integrated health and human services delivery system, the Legislature should give
HHS5C broad authority to move money and personnel as needed. A plan should be finalized by
fanuary 1, 1996 and implementation of an integrated health and human services delivery system
should be completed by September |, 1996

A savings of at least [ percent of the total administrative budgets should be achieved by climinating
the duplication of administrative functions and services. The choices about how these services may
best be delivered could vary. HHSC, working with local entities, is best suited to make the final
decision on which agencies and what siructure best suits that area, HHSC, as the umbrella agency,
could enforce these decisions throvgh the agencies’ budgets and strategic plans.

The Legisiature should mandate that HHSC develop and report by October 1, 1998, 8 plan for
further consolidation and elimination of duplication of remaining admsinistrative and service
delivery tunctions, including a feasibility study of & consolidsted data center for health and
human scrvices agencies, to present 1o the 1997 Legisiature,

The Legistature should establish s staff-level working group representing the Governor's
Office, Licutenant Gevernor’s office, Spesker's office, Comptroller's office, and Legislative
Budget Board to eversee HHSC’s develnpment and implementation of the recommendaiions
cancerning the integrated service delivery function,

This recommendation would give HHSC control of staffing and budgeting for the umbrelia agencigs
for the purpose of developing and implementing an integrated service delivery system. HHSC would
be: mandated to move forward quickly with implementation of an integrated service delivery plan.

The Legislature should give HHSC the authority to moeve funding sources among the heaslth and
human services agencles to maximize federsl funding.

The Legisiature should give HHSC the autherity to approve health and human services
agencies’ federal plans and modifications for each fanding stream for which an agency is
designated the single state agency. The Legislature should require HHSC to evaluate the
feasibility of moving the designation of the single state agency ty the HHSC for each of these
federal funds,

The authority (o receive centain federal funds remains a barner 1o the integration of services,
functions and programs. This barrier can be removed if authority for these funding sources resides
within HHSC and not at the individual agencies. HHSC should be gives authonity 1o move funding
sources to enhance federal revenues. HHSC should be authorized 10 experiment with consolidated
funding streams to local communities o promote integrated. community based service delivery
systems,

Implications )
Individoal agencies may be opposed o transferring budget authority 10 ong ¢ntity. Nevertheless, the
transfer of authority is necessary to achigve a truly integrated system. The inheremt conflict between the
statewide and individual agency goals must be resolved to ensure ¢ollaboration,

Gainirg Ground-215



DRAFT

Hualth and Human Services

L)

These recommendations constitute a considerable increase in HHSC's responsibilities and duties.
Therefore, HHSC should be allowed to assign staff as needed from the agencies under their direction 1o
enable them to complete the tasks discussed in this report,

Fiscal Impact
TPR's Breaking the Mold recommendations estimated a savings of $10.5 million by reorganizing and
consalidating the 14 agencies into six departments under HHSC,

This report’s recommendations give HHSC cenain funcrions from the agencies under its umbrella. It does
non inglude the total agency consolidation of the Breaking the Mold recommendations. The consolidation
of the selected functions, however, should achieve at least the mandated | percent reduction in
adwainistrative costs, resulting in $1.9 million in general revenue funds that should be available to HHSC
for other health and human services.

Ciramting HH3C the ability to move funding sources among agencies would have the immediate benefit of
saving $933,000 per vear in general revenue for the same services received currently. Other funding
sources also may be idemified as federal programs change.

Savings 1o federal funds cannot be determined at this time.

t o Tesxas Comptrolier of Public Accounts, Breaking the Moid. New Ways io Govern Fesas, June 1991, p. HS27,

2 Texas Health and Human Services Commission, “House Bill 7 Report.” Aprii 13, 1994,

' Texas H.B. 7. 72nd Leg.. Reg. Sess. (1991%

4 Texas H.B. 7, 720 Leg., Reg. Sess. (1991).

5 Texas HB. 7, 72nd Leg., Reg. Sess. (1991,

5 Texas Health and Human Services Commission, State Medicaid Giffice, Fexas Madicaid in Perspeciive, {May 1994},

giossary o, 47,
T Office of Client Tramsponation Services, Report to the Commissioner of Heolth and Humon Services, Findings and
Recormendimions of the Office of Chient Transporwation Srrvices. Ausvin, Texas, Sepromber 1, 104
B Legistarive Budget Office. Fiscal Size Up 199495 Biennium: Texas Staie Services {Austin, Toxas, 1994), pp. 2-7,
4

"Heuse Bill T Repart.”
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Increase Local Flexibility in the Delivery of Health and Human Services

The Legislature should authorize the Health and Homan Services Commission to waive or
grani exemptions {6 regulations to allew greater local flexibility in responding to
community needs.

Background

Many comrmunities raise and spend funds locally (o respond to their own health and
hurpan services needs, Local governments may be forced to raise these funds because their own
solutions do not conform to state or federal rules that stipulate specifics such as who can use the
money and how. Such barriers to local uses of state and {ederal funds often lead to separate and
duplicative efforts.

When a state develops a new approach to health and human services that requires an
exemption from a federal statute or nule, the state can apply for a waiver (o implement its new
program. Local governments have no similar process for relief from the regulatory requirements

of the state and federal governments.

Enhancing Flexibility -

In some instances, money may not be the issue. A community may wish to provide a
service or a program and find a state rule or regulation in the way. For instance, in San Antonio,
several people with mental retardation were offered evening cmpiﬁymc.zz‘; on a commercial
Jamitorial crew. The Texas Department of Mental Health and Mental Retardation’s rules,
however, required that active treatment, training or work be conducted only during the day. This
rule made them ineligible for a good employment opportunity.

In 1991, the Legislature gave the commissioner of education the authority to exempt or
waive certain rules and regulations if the proposed change had a clear focus, improved student
performance and demonstrated community involvement.! This bas given school districts
regulatory relief and sccess to innovative programs, while eliminating rules that hampered

student achievement,
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lowa has acted to make its program funding for families and children more flexible. For
example, lowa's funding for child welfare and juvenile justice services once pcrmitteﬁ only
families in crisis to receive services. Prevention services were not eligible for funding under this
program. A subsequent pilot project authorized the consolidation of funding for traditional child
wetare and juvenile }aszicc services into g single locally direcred ¢hild welfare fund.

lowa’'s strategy allowed comprehensive local planning and funding with support and
technical assistance from the state level. The planning process required the collaboration of
county-based social services, the juvenile court system and the county board of supervisors. This
coxlition was broadened t include local providers like the United Way, local hospitals, mental
health centers und private social service agencies. This steategy promoted individualized
interventions based on client families’ short- and long-term needs.?

Community invelvement with and ownership of programs resulted from lows’s fuading
strategy. Joini planning aveided duplication; local groups joined their Jocal governments in the
community planning process, supplying human and financial resources; and innovative treatment
approaches focused on therapeutic foster care, individualized family services, day treatment
programs, enhanced day care and neighborhood support services and other services designed to
reduce out-of-community placements. As a result of this local involvernent, grants and other

community funding for these types of services increased,

Recommendations

A. The Legislature should authorize the commissioner of the Health and Human
Services Commission (HHHSC) to waive or grant exemptions to regulations of health
and human services agencies under HHSC's umbrella to allow greater flexihility in
responding to cammunities’ needs. ‘
The Legislature should aliow the commissioner of HHSC to waive rules for up to three

years at the request of local governments’ petitions, if the petitions have a clear focus, improve

the health of or service access by a consumer, demonstrate community involvement and have a
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strong evaltuation component. This authorization should be limited to those circumstances where
the commissioner has determined that a waiver or exemption is necessary (o improve consumer
health or to facilitate access o services. HHSC should work with communities to obiain federal
exemptions and waivers (o facilitale innovative and effective health and human services
programs. The Legisiature should not allow the commissioner 1o waive rules that affect
consumer health, safety or civil rights. The commissioner should respond to all waiver requests

within 90 days of submission of 3 completed application.

B. HHSC should provide technical assistance and information to local communities {o
enable them to get the maximum value from their local health and human services
funds. a
In addition to providing tnformation, HHSC should act as an advocate for needed
changes in federal rules or laws. In the event s community-designed program requires a federal
waiver, HHSC should help state health and human services agencies seek waivers from the

federal government on behalf of communities.

. The Legistature should anthoerize creation of a demonstration preject (o allow cities
and counties to pool social service program moneys—such as Aid to Families with
Dependent Children (AFDC), food stamps and Job Opportunities and Basic Skills
{JOBS 31t fund welfare programs that address local needs.

HHSC would be responsible for administering the demonsiration project. HHSC would
establish policy guidelines and specific procedures for communities to submit proposals and
would work with the Texas Department of Human Services (o request waivers of {ederal rules as
necessury,

Demonstration projects should be limited to communities with a ﬁsca% agent, Projects
should be funded on a fiscal year basis for both ongoing and short-term projects. Local

communities would decide which funds to combine based on HHSC guidelines, Every proposal

——
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should contain an evaluation component to enable HHSC and local funding sources to determine
whether the program has succeeded.

Communities would use state and federal dollars made available through HHSC based on
historical funding patterns ana:-i population, plus additional grant money ;o tailor social service
programs to address the unique needs of each area. Proposals submitted for the use of state
dollars should result in no additional costs to the state. Local communities would not be allowed

to pool funds with the Medicaid program.

Inmplications

These recommendations will not provide federal regulatery relief (o Jlocal communities,
or permit them to use a dedicated revenue stream for non-dedicated purposes. However, they
should provide ocal government with the means blo unplement programs which better meet the

needs of the community.

Fiscal Impact

.HHSC would incur additional costs in providing technical assistance 1o local
communities. Funds needed to provide technical assistance and develop an integrated health and
human services system should be obiained from health and human services agencies under
HHSC’s direction. HHSC should have the ability to reallocate staff from agencies under its
direction, or to contract for needed staff to meet the demand of local communities. '

" The fiscal impact of these recommendations caanot be estunated because of the :ii_scmtieﬁ
given to HHSC to adjust staffing to meet local demand for technical assistance.

HHSC's assistance should produce more inoovative and flexible local programs. Local
commuities should be held accountable for outcomes and any additional costs incurred gas a
result of implementing an innovative approach to a problem. Increased funding flexibility should
improve local communities’ economies and Lax bases, but the impact of this measure on state

finances cannot be estimated.
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Endnotes

Yy T.C A., Educstion Code, Sec. 11.272

2 jaws Department of Human Services, fowg Chitd Welfare Decategorization Project: A Model of Collaboration (Des Moings,
iowa, February 16, 1994, p. 1.
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Integrate Eligibility Determination Systems for
Health and Human Services Programs

HHS8?

The Legisiature should require the Health and Human Services Commission to inteprate the
eligibility determination process for health and human services programs,

Background _

The eligibility determination process for health and human services programs is costly and burdensome; it
will consume some $430.5 million in state and federal funds in fiscal 1995. By comparison, in the same
year the total grant vaiue for Aid to Families with Dependent Children (AFDC) is projected at just $603
million, while food stamp benefits will total $2.5 billion, !

The eligibility deteemination process requires caseworkers, employees devoted to error and fraud
reduction and recovery, data entry personnel, and supervisory and administrative staf¥f. [o alf, nearly
13.000 employees in Austin and 380 field offices work in roles related 10 eligibility determination.

The Texas Depanment of Human Services (DHS) cstimates that its caseload will rise to nearly 326,000
clients per month in fiscal 1997, DHS also anticipates that federal sanctions levied on Texas for high ervor
rates in the AFDC and Food stamp programs will total $8.7 miltion in fiscal 1995, $14.6 million in fiscal
(996 and $20.7 million in fiscal 1997.7 Inadequate automation comributes to the high incidence of error
and fraud within these programs and to the increasing frustration of front-line workers.

At present, DHS workers often are required to repeat a series of data entry steps for each client, causing
delays for both workers and clients, and multiplying opportunities for error and confusion to creep into
the process. Moreover, some aid programs require paperwork and manual data entry, which interrupt and
further delay the overail process, To many experts, a1 Jeast part of the answer 1o improving the sysiem's
efficiency lies in graater integration—that is, the ability 1o determine eligibility for 3 number of state and
federal aid programs through 4 single automated procedure.

DHS' automated eligibility system was more efficient and offered more integration than those of most
other states throughout the 1980s; however, changes in Medicaid and other programs and increasing
caseloads have strained the system’s ability to deliver efficient eligibility determination. Eligibility
workers must weigh more than 6,000 rules for each client without the help of adequate antomation
featuring built-in decisionmaking functions.

Today, DHS s system will not support all current Medwaid programs. Moreover, the system can review
clients for only two assistance programs at a time. These problems are exacerbated by DHS' increased
caseload and the slow turmaround rime on automation changes.”

Commerciaily Available Systoms

As TPR's Against the Grain noted in 1993, existing computer systems could address some deficiencies in
the state’s eligibility determination system while a long-term solution is developed. Such commercial
systems could be used for initial client intake at DHS, and couid be modified to accommodate other parts

of the determination process, such as case information changes. -

Commercial systems such as these are used by hospitals to determine eligibility for Medicaid, AFDC,
food stamps and other state and local programs. Several major Texas hospital systems, including the
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Harris County Hospital District (HCHD), use a proprictary software sysiem to enter clients into the
eligibility determination process. The software incorporates “rules-hased” decisionmaking components
that relieve its users of responsibility for many judgments regarding the often complex nules determining
ehgibility. The system also is fully integrated, meaning that w ¢an determines eligibility for multiple
programs simuhaneously, ‘

The complex and labor-intensive nature of DHS® current eligibility system requires considerably higher
personnel costs than do more fully automaled systems. Hospitals using the proprietary software generally
hire clerical staff with high school diplomas, while DHS eligibility workers, who must understand and
make decisions concerning literally thousands of rules, are required to be college graduates. Hospital
workers handle a sigmficantly higher number of cases than DHS workers with similar duties. Training
costs follow a similar pattern; for example, HOHD s training cosis average $3.900 per worker for a six-
wesk course, compared to $18,000 for 12 to 15 weeks of training for cach DHS worker.

Other states use the private sector for eligibility screening or case preparation up to the poim of eligibility
certification. Since 1990, Louisiana has contracted with a private firm for Medicaid eligibility studies.
The firm conducts interviews and coflects application data for the Medicaid, food-stamp and AFDC
programs and sends a packet of material 10 state agencies for final eligibility determination, The
Louisiana Medicaid office also hires consultants who sample cases to ensure quality coatrol. This
approach appears 1o overcome many of the objections to privatizing this function that DHS has raised in

the past.

Heaith and Human Services Commiasion's Role

DHS stated in an August 1994 report to the Comptraller’s office that it would test a portion of a rules-
based eligibility determination system in fiscal 1995, DHS chose an in-house approach rather ihan
obtaining 2 commercially available system. DHS estimates a fully integrated eligibility system could be
implemented by fiscal 1998, DHS' development of the new system is estimated to cost a 1oial of $6.6
million over fiscal 1995, 1996 and 1997,

Many health and human services agencies could use DHS® eligibility determination system for Medicaid
reitnbursed services such as nursing home care or acute medical services. Ideally, the Health and Human
Services Comamisston {HHSC) should spearhead an effont to find the most efficient systermn available 1o
benefit all its agencies.

HHST already has implemented three “one-stop” pilots that vse an integrated eligibility screening tool.
HHSC is planning to build on the one-stop concept by examining antornated systems needed 1o establish
an integrated eligibility determination systern. HHSC could implement the integrated health and human
services systemn more guickly with clear legislative mandate and awthonity.

Recommendations

A. The Legislature shouid mandate that, by September 1, 1996, the Health and Human Services
Commission (HHSC) must impiement an automated integrated eligibility determination system
for use by all bealth and human services agencies,

HHSC should consider contracting with private firms 1o conduct client application processing for
programs like Medicaid. AFDC and food stamps. HHSC should examine the operations of other
states to identify programs where such an approach would be eifective. ’

B. The Legislature should mandate that by February 1, 1996, the Health and Human Services
Commission must develop workload standards for eligibility determination snd certification |
stafl, inchuding caseloads, training and other factors, consistent with private sector practices.
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In addition, HHSC shonld examine cost-effective methods to address ¢rror rate and fraud concermns,
including the use of more experienced casewaorkers on 2 limited basis in case review,

Eligibility techuician requirements should inclode a high school diploma or i3 equivalent, not a
degree or an advanced degree as ts currently required. The use of more qualified and higher-paid

eligibility workers should be phased out iizmag%z worker attrition and replaced with lower-level stalf
beginning in fiscal 1995, The mimimum level of replacement should be 20 percent of caseworkers by
September 1. 1996, and 20 percent each fiscal year thereafter, with all remaining higher-leve! workers
phased out by September 1, 2001,

C. The Legislature should direct the Health and Human Services Commission to develop cost-
effective “one-stop” approaches to integrated health and human service delivery, using existing
state, local and private resources, by September £, 1997,

The HHSC should determine the feasibility of one-stop or service-center approaches at hospitals,
schools, mental health and mental retardation centers, health clinics, commercial locstions in malls
and other appropriate locations. Effective September [, 1995, the Legislature should give HHSC
authority {0 determine the location of all health and human services agency offices as leases expire,
and w conirol state-owned building occupancy by health and human services agencies. The
Legislature should mandate that all health and human services agencies cooperate snd report ©
HHSC on the development of the integrated health and human services delivery sysiem,

impiications

HHSC should be authorized to lmplcmenl an automated integrated efigibility determination system for all
health and human services agencies, It should have clear legisiative mandates to implement such a systemn
by September |, 1996,

HHSC should determine the best approach 10 meet the deadline, Planning and development of the sew
system could emnploy competitive bidding and outside expentise where appropriate.

Fiscal impact

The fiscal impact of these recommendations could be substantial over the long term. Expected results
include increased worker productivity, fewer supervisory stafl, lower training costs, fewer paper and
manuat operations, fewer errors and, potentially, a lower incidence of fraud. Although the cost in the first
year of the biennium would be $1.4 million, net savings for the biennium would be $5.6 million in
genersl revenue, Five-year savings would be $36.6 million in general revenue, with similar savings in
federal funds. After the imegrated eligibility system is fully implermented in fiscal 2001, a savings of
$24.7 million per year in state and federal revenue should resuh,

The fiscal estimare assumes that implementation of the poiicy would begia in fiscal 1997, with
caseworker positions replaced by technicians at a rate of 20 percent per vear. This would be handled
primarily through the high aitrition rates historically experienced among DHS caseworkers. Although
productivity per worker would be expected o increase 23 percent with the new software, TPR
conservatively estimates 2 10 percent staffing reduction in the first year of implementation,
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To achieve certifiable savings, appropriations to DHS would have to be reduced accordingly,

Savings io the Costiothe Kot Sevinge/iCost) 1o
Fiseal Ganeral Revenoe Gensral Aevenus General Rovanus Changs
Yoar Fund Fund Fund in FIEs
1996 0 {$1.387.000} (3 1,387,000) 0
1997 $ 2337000 {1.387.000} $.950,000 447
1998 9,345,000 { 9,335 000 -1.29%
1999 10,352,000 0 10,352,000 1,295

2000 11,359,000 g 11,359,000 -1,293

Endnotes

! Texas Department of Human Services, FY [983 Operaring Plan and FY 1996-1997 Appropriarions Request {Austin, Texas,
tuly 21, 195943, pp. 53-54.

I FY 1995 Operating Plan and FY 1995- 1997 Appropriations Request, pp. §3-54.

3 interview with field office staff, Texas Department of Human Services, Austin, Texas, Auguss 18, 1994,
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Streamline Eligibility Determinations for Local and State
Health Care Providers

The Legistature should require health care providers to streamline eligibility determination for Aid
to Families with Dependent Children, food stamps, Medicaid and other services.

Background

Hospitals want 10 qualify all eligible patients for Medicaid in order to reduce uncompensated patient care.
The most common hospital expenses paid for by Medicaid are births or shornt-term emergency care for
young children and their mothers, In both instances, once mothers give birth or the emergency service is
delivered, there is little incentive for the patient to return to the hospital with documentation for Medicaid
centification. If such patients do not become eligible for Medicaid, the hospital pays the entire cost of the
service,

To ensure that Medicaid claims are pursued for the greatest aumber of zligible patients, hospitals and
other health vendors in Texas are undertaking Medicaid eligibility functions without cost o the state. For
example, the Harris County Hospital Disteict (HCHE) contracts with a software company 10 determine
eligibility using proprietary software to do the sligibility study for Medicaid and Texas Departrment of
Human Services (DHS} welfare programs, including Add to Families with Dependent Childrea (AFDC
and food stamps. '

Current DHS agreements for vendors to provide eligibility funcuions are cumbersome, duplicative, costly
to state and local governments, and do not diminish the DHS workload, They result in the data being®
entered three times.

For example, an HCHD warker interviews an applicant using the automated system and determines the
applicant’s program ehigibility and the amount of benefits, The worker prints the information and refers
the applicant to 2 DHS clerk, who schedules an appointment with the DHS caseworker. When the
casewerker sees the chien, there is another interview, and all the miormation is re-entered by hand onto
an application form, which is then ontered into the DHS SAVERR system, bypassing Harris Counly's
automated file that has already been created.’

HCHD pays the cost of HCHD workers who 1ake Medicaid applications and obtain required evidence of
eligibility, The hospital district pays 50 percent of the cost of DHS workers located in hospital facilities,

In addition to HCHD., the University of Texas Medical Branch at Galveston and other hospitals use the
same automation system and also pay for DHS workers, :

Single Stste Agency Limits 10 Qutsourcing Eligibliity

Federal “single state agency”™ requirements restrict the delegation of administrative discretion to the
designated single state agency for Social Secumty Act, Title XIX, which, in Texas, is DHS. Although it
appears that single state agency restrictions prohibit contracting out the actual certification of eligibility,
they do not expticitly prohibit DHS from contracting out other aspects of the eligibility determination
process. Under contract with DHS, other state or local agencies or private vcndcrrs could perform all
eligibility activities short of the actual certification of eligibility.
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If acceptable performance standards were developed, contracting for all aspects of the determination
process other than actual certification of entitlernent would promote efficiency. eliminate duplication, and
save state and heaith care provider dollars. Provider determinations should be held to the accuracy
standards set by contract. The federal Department of Health and Human Services has established
“tolerance levels” for state payment errors in public assistance programs, Payment errors above the
tolerance level can result in disallowances of federal financial participation.

Automated System Capability for Processing Public Assistance Determinations

The system used in Harris County has greater capability as an intake module than the automated Generic
Work Sheet used by DHS eligibility workers. It is not the long-term solution to DHS automated system
needs because it uses the same system architecture that DHS uses—an architecture that is scheduled for
replacement in six years. The federal Administration for Children and Families, Health Care Financing
Administration and Food and Nutrition Service have approved DHS® Advanced Planning Document for
development of a new, state-of-the-art system to replace the current DHS system.

In coordination with the Texas Heaith and Human Services Commission’s (HHSC) development of a
one-stop service delivery model, DHS has developed a new eligibility screening tool. TESS. which
screens possible eligibility for a number of programs across state agencies. and refers clients to those
programs. TESS 1s currently in 125 Texas Department of Health and DHS offices. HHSC plans to start
pilots in the spring of 1995 to test the concept of integrated eligibility. .

Recommendations

A. The Texas Health and Human Services Commission (HHSC) should expand its integrated
eligibility pilots to include streamlining eligibility determination at two additional sites, Harris
County Hospital District (HCHD) and University of Texas Medical Branch (UTMB) at
Galveston. -

Contracts with these sites would specify performance-based measures to ensure error rates are kept
within acceptable limits. The hospitals should be allowed to simplify processes as much as is feasible
and to use TESS and proprietary software in the pilots. Further refinements are encouraged. For a
short-term solution, the Texas Department of Human Services {DHS) should develop the ability to
accept automated file information directly and establish standards for other automated systems.
Procedures developed for this process should include methods to ensure confidentiality of records and
the security of DHS data.

B. HHSC should identify ways to enable stafl in state agencies other than DHS and contractors to
provide more efficient eligibility studies, determinations and certifications.

Such proposals will need to deal with issues of error rate, state liability and potential expansions of
client populations.

Implications

This proposal does not remove the certification responsibility from DHS. The savings below assume that
additional auditing and error-rate monitoring will occur to ensure that error rates are kept within
acceptable limits. This proposal is intended to expand the development of one-stop service centers,
determining eligibility for multiple services at locations of greatest convenience.

In the case of UTMB at Galveston, expediting the application process is imperative. Uncompensated care
for additional patients who do not qualify for Medicaid will be paid for with state dollars, rather than with

federal doflars matched at a greater than 60 percent rate.
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Fiscal mpact

The hospital and DHS staff time required to complete an eligibiiity determination in the proposed system
is about 60 percent less than in the current system. The savings would be somewhat reduced by the
additional evaluation and auditing 1o ensure that error rates are maintained within acceptable limits,

Based on the streamiining option described above, the following savings are estimated for the HCHD and
UTMB at Galveston. For HCHD, the local dollar savings arise from reducing the number of DHS
workers for which HCHD pays the matching rate. The reduction in workers may be absorbed into DHS
positions due to the high fornover and vanancy rates in the Houston area. The state savings come from the
elimination of clerical positions for which the state pays general revenue matching funds; these
employees are located in the HCHD offices and perform data entry of the manually completed DHS
forms. The federal savings come from the slimination of federal payments for both types of positions.

For UTMER at Galveston, the savings due to eliminating out-stationed worker positions are savings (o
state general revenue since the matching funds are paid by the state rather than by the local government.

Over the five-year period, Harris County Hospital District and local taxpayers could save almost $1
rmallion, the state could save $1.2 million, and the federal government could save $2.1 million. To achieve-
savings of $466,000 for the 1396-97 biennium, appropriations must be reduced by $153,000 for DHS and
by $311.000 for UTMB. -

Fiscal Gain/{Loss) ta Savings to the Change
Yoar Loca! Funds Genaral Revenne Fund In FTEs
1996 5196,000 $233.000 41
1997 196,000 233000 )
1998 1 96,000 2331060 <4
1959 196,000 233,000 -1
2000 196,000 233,006 -
Endnoles

Vo {3n site visit, Hasris County Hospital District, Augst 25, 1994; subsoquent phone igrviews with Jack Biggersiaff, Jim
MeConmick ang Jer Crowder, HCHD, Aupudt through Oclober 1964
2 Comperolier of Public Accounts, “Outsourcing of Medicaid Eligibliny Determmations,” MAXIMUS, Ocrober 13, 1994
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Expand the Use of Electronic Benefits Transfer Technology

The Texas Department of Human Services should add government benefit programs te Texas’
electronic benefits {ransfer sysiem to better serve clients and reduce administrative costs.

Background '

Electronic benefits wransfer (EBT} delivers public-assistance benefits via plastic magaetic-siripe cards,
usually through automated-teller machines and point-of-sale (POS) terminals. National EBT planning is
directed by the Federal EBT Task Force, which comprises representatives from the 1.8, Office of
Management and Budget, Department of Health and Human Services, Department of Agriculturg and
Department of the Treasury. The U.S. Treasury manages EBT's federal financial functions. Texas has
begun using EBT 1o transfer payments for its food stamp and Aid to Families with Dependent Children
{AFDXC} programs.

EBT has many advantages. [t improves service by distributing benefits faster and more efficiently than
paper-based systems: saves the costs of printing and mailing of checks, coupons and vouchers: eliminates
investigations for thousands of [ost and stolen check claims; reduces employee time amd the use of paper
products; creates an electronic audit teail for every transaction, making it easier to detect and prosecute
frand. helps reduce illegal check, coupon, and voucher trading: and results in lower check cashing fees for
the clients. ‘

In May 1994, the Federal EBT Task Force cutlined programs that could use EBT technology to improve
customer services, These programs were classified according 1o therw readiness for addition to a federal
integrated EBT system. Tier { consists of large programs with demonstrated success that can proceed
rapidly in the first phase of development; programs in Tier | include food stamps, AFDC, federally
adrinistered Supplemental Security Income and Railroad Retirement (RR), Tier 2 programs have similar
requirements 2s Tier | and provide cash benefits: tier 2 programs consist of federal and military pensions,
veterans benefits and energy assistance. Tier 3 programs include Women, Infants and Children (WICH,
Medicaid, Medicare, student loans, housing assistance and unemployment. The compiex administrative,
benefit delivery, policy and wchnical requirements of Tier 3 programs make their rapid implementation
more challeaging.

EBT in Other States

EBT is a relatively new concept and started with small projects. Most states with EBT programis are using
demonstration projects that cover only part of the state or are still in the planning stages. AFDC and food
stamp programs are the most common benefits being converted to EBT.

Nineteen siates have submitted preliminary advanced planning documenis for EBT implementation to the
federal Food and Nutrition Service and the Administration for Children and Families. Eight other states
are studying EBT. Six states {fowa, Minnesota, New Jersey, New Mexico, Ohio and Pennsylvania) are
operating small demonstration systems. Minnesota's programs include refuges assistance and state
general assistance benefits. Ohic delivers food-stamp benefits to about 12,000 households, and has issued
a request for proposals for statewide expansion. Pennsyivania began EBT in 1984 and created the nation’s
first food stamp EBT project. Peansylvania uses POS terminals to deliver food stamp benefits and intends
10 add AFDC benefits,
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Wyoming and South Carolina have awarded EBT contracts and are implementing demonstration projects.
The Wyorning EBT project began in 1991 with the WIC program. Universal pricing codes speed up WIC
transactions and ensure that only products eligible for reimbursement are purchased.

Maryland is the only state with an EBT system operating statewide. The system, which started in 1989,
now delivers about $55 million monthly in food stamp, AFDC, child support and general assistance
through a single-card system to more than 200,000 recipients.! A recent evaluation of Maryland’s EBT
expansion showed that it generates cost savings and improves service to benefit recipients.?

EBT in Texas

Texas will soon have the nation’s largest EBT program. The program currently delivers food stamp and
AFDC benefits in Chambers and portions of Harris counties. The food stamp caseload of Hams County
(158,322) is 17 percent of the statewide food stamp caseload (931,307), while the AFDC caseload is more
than 19 percent (50,546) of the statewide total (261,424). Chambers County has smaller caseloads {564
and 145 for food stamps and AFDC, respectively) that will test the system for rural service delivery.? The
Texas program will be operating statewide by Novernber 1995,

In addition to the EBT program, Houston and Dallas are sites for a federal EBT demonstration project
supplying selected benefits to about 8,700 clients, 4

Texas EBT Expansions

While most child support collected for families on AFDC goes to the federal and state governments to
offset AFDC payments, an AFDC recipient may collect the first $50 of the monthly child”support
payment if it is not more than the AFDC check. This $50 “disregard” could be added to EBT in the
future.

Although Medicaid is considered a Tier 3 program, the economic significance, importance and size of the
Texas Medicaid program suggest it should be considered for expansion into EBT. The state share of
Medicaid spending is projected 1o grow to about 17 percent of Texas’ budget in 19953

The Medicaid vendor drug and drug rebate programs could also be added to EBT. Almost 19 million
Medicaid prescriptions, costing almost $445 million, were filled in Texas through the vendor drug
program in fiscal 1993.% An August 1994 report by the Office of the State Auditor estimated losses of
revenues from uncollected, disputed rebates and lost interest at $3.5 million each year.

Adding benefit programs that are already linked administratively should save EBT implementation costs.
The Department of Human Services currently determines eligibility for AFDC, food stamp and Medicaid
programs.

In 1993, the cash value of monthly benefits and services for a typical AFDC family was $717; $241 for
Medicaid, $292 for food stamps and $184 for AFDC.7

The unemployment insurance program at the Texas Employment Commission (TEC) could be added to
Texas EBT. An estimated 50 percent to 70 percent of unemployment insurance recipients do not have
bank accounts for direct deposit and would be good EBT candidates. TEC paid more than $1 billion o
more than 500,000 claimants in fiscal 1993.%
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Recommendation
The Health and Human Services Commission should set a target date for adding new electronic
benefits transfer (EBT} programs statewide.

To determine the best way o handle this, a state interagency task force on EBT should be created to
identify and address problems. The task force should be chaired by the Comptroller and composed of
state agency representatives from the Health and Human Services Commission, Texas Department of
Human Services, Texas Employment Commission. Office of the Atomey General, Texas Rehabilitation
Commission and the Texas Department of Health: two retailer representatives who maintain EBT point-
of-sale equipment, iwo representatives of banks or owners of automatic teller machines (ATM s} and 1wo
consurner or ¢lient advocacy representatives. The task force would serve as the state counterpart to the
Federal EBT Task Force.

The programs 10 be added should be determined by the task force based on merit. Among rhe factors that
should be used for determining merit would be savings to the state, ease of addition w existing
infrastructure and numbeer of clients served,

The interagency task force should pursue state/federal pantnerships that facilitate the development of EBT
sxpansion programs. The task fores should track and distnbute faderal legisiation, as well as other states’
EBT-related information,

The interagency task force would ensure efficiency and planning coordination. as well as eacourage
cooperation and expansion.

implications
Adding programs w existing EBT systems should unprove acouracy and efficiency, lower administrative
costs, reduce Fraud and abuse and improve services to clients. The current EBT contract focks in

administrative costs for seven years,

Flacal Impact
The fiscal impact of various EBT expansions cannct be determined without knowing the extent of

financial participation by state and federal governments, as well as siakeholders.

The costs of expanding EBT should be minimal because these are additions to the existing infrastnicture.
Savings can increase by combining many benefits on one card and locking in administrative costs over
the fife of the contract with the vendor operating EBT.

Creation of an interagency task force for EBT would have no fiscal impact o the state,

Endnotes :

U Departmens of the Treosury, Financiz! Management Servite, EBT Sranis Repory (Washington D.C., August 1992), p. 19: and
Federal EBT Task Fores, Creaning & Bemeft Delivery System that Works: An Implemeniation Plar for Novionwide EBT
{Washingios .0, May 1993}, Appendix 8, p. B4,

2 United Siates Department of Agncztzmm Food and Nutrition Service Offioe of Asalysis and Evaluation, Evaluation of the
Expanded EBT Demenssration in Marviand . by At Associawes. Ing, (Cambridge Massachusetts, May 1994}, p. 15,
{Consaltang's report. )

3 Fexas Depanmen of Human Services, impiementation Advance Plaming Docwnan. Elgewronic Benefit Transfer (Austin,
Texas. Novermber 1992), Appendiz A,
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Endnotes (continued}
% Federal EBT Task Force, Creating a Benefir Delivery System that Works, Appendix B, p, B-2.
Texas Comptrolier of Public Accounts, Forces of Change, Vol, 11, Part | {Austin, Texas, November 1993), p. 280,

§

6 Interview with Edli Colberg, Texas Medicand Office, Austin, Texas, June 1994,

7 The University of Texas at Austin, LBJ School of Public Affairs, Center for the Study of Human Resources, Welfare in Texas:
Selecred Findings and lmplications, (Ausin, Texas, July 1994), p. 7,

§  Inserview with Jean Miwhell, unemployment isurance program director. Texas Employment Commission. Austin, Texas,

Seprember 12, 1944,
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Expedite Payments for
Child Care

The Texas Department of Human Services should expedite the payment process for vendors in the
Texas Child Care Management System.

Background

The lack of affordable child care is a major obstacle to self-sufficiency for welfare recipients and keeps
working poor families on the brink of unemployment, Texas and other states subsidize child care for low-
income families with a combination of faderal, state, tocal and private funds. These funds come to the
state’s child care system through several different programs, each with its own sirict eligibility guidelines.
For instance, some programs are for families receiving welfare payments, others are for families who
have just left the weifare rolls. and still others are for foster children,

Since March 1991, the Texas Department of Human Services (DHS) has administered most of the stae’s
tow«income child care programs through the Child Care Management System (COMS). CCMS offers a
central data system that integrates funding for all the child care programs DHS manages. The system
automatically shifts families from one funding stream to another according to their ehgibility, so that
families can receive uninterrupted child care as their cixcumstances change.

CUMS uses 20 regional contractors. These contractors manage all the child care paid through CCMS in
the state’s 27 CCMS service delivery areas. DHS selects contractors through a competitive process
repeated every three years; the current three-year cycle began Novemnber §, (994, CUMS contraciors act
as Haisons between families and child care providers. They determine eligibility for assistance and hetp
eligible families locate child care.

COMS contractors reeruit child care vendors to participate in the system. Any licensed or registered child
care provider can be a CCMS vendor if they carry at least $300,000 wornth of Hability insurance and siga a
vendor agreement. | CCMS contractors also handle vendor payments for all CCMS-paid care. CCMS pays
child care providers after the fact. unlike private clients who must pay up front.

To receive payment, a vendor must maintain daily paper attendance Jogs as proof that eligible children
have received care, DHS provides the attendance logs to vendors preprinted with each child's name. The
vendor maiis completed logs to the CCMS contractor, where the attendance data are keyed into a
computer that transmits thern directly to the DHS main computer. The computer verifies that the vendor
can be paid for each child on the list and calculaies the reimbursement amount, DHS forwards the
payment information 1o the Comptroller’s office, which deposits the vendor's payment in the contractor’s
account electronically.?

According to the DHS “Child Care Management Services Fact Sheet,” contractors pay veadors for chuld
care and are then reimbursed by DHS.3 This statement is somewhat misleading-—in fact, contractors do
not pay vendors until DHS has given them the funds 1 du so. Upon receipt of the vendor's attendance
log, the COCMS contractor prepares a check for the vendor. The contractor does not release the check 10
the vendor umiil the electronic deposit comes from the Comperoller’s office. Typically, 14 o 21 days
clapse from the close of the billing peniod until the vendor receives payment. 4
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CCMS provides an efficient mechanism for managing an array of federal child care funds, but the system
(s too slow in paying child care providers. DHS believes that payments could be expedited if CCMS were
permitted to “front” CCMS contractors more of their funding, but the problem could be solved more
simply through available technology.

Recommendations

A. The Texas Department of Human Services {DHS) should expedite payment of vendors in the
Texas Child Care Management System (CCMS) by processing all attendance data centrally
using scannable attendance logs.

Scannable forms are used for such things as standardized tests and voting. An electronic scanner
reads the form and relays the information to a computer. Based on the scanned information, the com-
puter can, for example, process a payment or generate a report.

Several agencies use scannable forms for data they coliect on paper. The Texas Employment
Commission collects unemployment insurance data on scannable forms, while the Comptroller’s
~ office uses scannabie forms for collecting tax data. The Department of Insurance also uses the forms.

DHS has several options for processing scanned forms. The agency could use one of its existing
scanners, contract with another agency for an appropriate scanner or contract with a private firm.
DHS should explore all these options, choosing the one that results in the lowest cost and the shortest
tumnaround time on vendor payments.

B. DHS should encourage vendors to opt for electronic funds transfer (EFT) directly from the
Treasury, rather than waiting for checks from CCMS contractors.

EFTs made directly to vendors would further reduce payment time and contractors’ administrative
responsibilities.

Implications

Converting to scannable forms would not reduce the amount of information available to CCMS
contractors. These contractors are already connected on-line with DHS, and would have immediate access
10 attendance information as it was scanned at the central office.

CCMS would need few modifications to accommodate scannable attendance logs. DHS already mails
preprinted logs to each participating vendor, and each vendor already mails the logs back. DHS would
simply modify the current form to be scannable, and the logs would come 1o DHS rather than the CCMS
contractors. '

Expediting payments 10 child care providers would increase the availability of care for low-income
families, helping more families to become self-sufficient.

Fiscal Impact

The fiscal impact of this recommendation cannot be determined. The major unknown factors are the
feasibility of using DHS's existing scanners and the current cost of data entry by CCMS vendors. CCMS
processes 4,500 to 9,000 attendance logs per month, depending on how many vendors opt for bimonthly
billing.
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Data collected on scannable forms contains fewer errors than key-entered data. Scanning saves time over
key entry. Lower seror rates and reduced processing tme lower costs. The Comptroller’s office gstimates
1hat the cost of capturing data on scannable forms is 65 percent of the cost of collecting data that must be
key-entered, although there are startup costs including programming and form development,

I Texas Depanment of Human Scevices, 1993 CCUS Comractor Menuo! {Austin, Texss. November 1, 19935, pp. 211.2.12.
3 interview with Chastotte Brantioy. divsctor, CCMS. Texas Depanment of Human Services, August 31, 1994,

3 Texas Depanment of Human Services, "Child Care Managoment Services Fact Sheet,” Febmary 1991, {Handout.}

4 tnterviaw with Chastote Braatley.
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Reduce Public Assistance Fraud in Texas

The Texas Department of Human Services should explore all means of detecting and reducing
public assistance {ravd and investigate all fraud refervals that are potentially productive.

Background

The Office of the lnspector General {OIG) at the Texas Department of Human Services (DHS)
investigales suspected fraud by applicants or recipients in the Aid 10 Families with Dependent Children
{AFDC), tood stamyp and Medicaid programs.

DHS eswablished the fraud prevention investigation program (o assist caseworkers in determining client
eligibility for AFDC, food stamps or Medicaid. Referrals made by caseworkers are based upon pre-
established criteria following attempts to verify and document unsesolved eligibility factors.

Because an application for public assistance must be processed within a specified time peried, OIG allows
five days for the completion of each fraud investigation for AFDC and the food stamp program, although
it has a variable timeframe for the investigation of Medicaid fraud. Depending upon the resuiis of an
investigation, the appropriate action (approval. approval with reduced benefits or denial) conceming
benefits is the responsibility of the caseworker.

A post-fraud investigation program examines suspected fraud by recipients of AFDC, food stamps or
Medicaid. Referrals may come from members of the public, but most come directly from DHS
caseworkers, The criteria used by OIG for sccepting a post-fraud referral include threshold amounts—ihe
estimated over-igsuance maist be at least $1,500—and the OIG workload.

I an OIG investigator discovers fraud in an amount above the threshold for felony prosecution, OQIG
refers the case 10 the appropriate county or district attomey. OlG may refer cases that are not prosecuted
to an admimistrative disqualification bearing if the client has been documented as having committed frand
previously or t the DHS Recovery Unit for recovery of the overpayment.

Although 2 previous analysis of O3 by TPR recommended referval tracking. QIG does not keep statistics
on the number of referrals received, accepted or rejected for either the fraud prevention program or the
post-fraud program. OIG has an automated case management sysiem but does not use it for the collection,
entry or use of referral statistics.,

Many states use telephone hotlines to help catch public assistance cheaters. California’s welfare fraud
hotline helped stop over $17.8 million in fraudulent overpayments during the last five years,! The
“Califormia We-Tip™ hotline is operated by a non-profit organization. {t pays rewards of up to $10010
citizens who report suspected welfare fraud in cases which are successfully prosecuted.

South Dakota started a welare fraud hotline in July 1992 considered suocessful largely due 1o the
extensive publicity. The state held press conferences, distributed posters and sent notices to those
receiving public assistance checks. This program has allowed South Dakota to catch fraud that might sot
otherwise have been caught by rosting computer matching. Other states with welfare fraud botlines
include Louisiana, Minnesota, Massachuseus, Kentucky and New Jersey.

New York has a computer maching program with neighboring states to check for concurrem enroliment
in public assistance programs. The interstare data exchange identified over 4.200 welfare recipients who
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have been receiving medical, housing, food and rent assistance from New York and at least one other
state. 2 -

The program alse found abuse by those receiving general assistance, Medicaid, food stamps snd AFDC. 3
For example, a data exchange with New Jersey revealed that over 2 percent of New Jersey’s 35000
general assistance recipients recgived benefits from both New Jersey and New York. Of New York's
672,(XK) Medicaid beneficianes, 437 received benefits from both states as did 400 of the state’s 125000
AFDC recipients.®

In Massachusetts, officials disclosed that nearly 700 inmates in state prisons and county jails were
collecting welfare and had to be removed from the rolls. Another 770 inmates were referred to federal
authorities when investigators found they may have been illegally receiving federal Supplemental Social
Security or Medicaid payments,

To verify eligibility, DHS regional offices in Austin, Beaumont and San Antonio have begun
ivestigating ownership of automobiles by public assistance recipients in some cases. They use the Texas
Depantment of Transporiation database to assist their investigations,

Several other states also verify public assistance information through motor vehicle registration databases.
The Texas database, however, can be searched only by vehicle identification or license plate numbers.
When public assistance recipients claim they do not own automobiles, it is impossible for DHS 10 search
for information by name of ewner,

Recommendations

A. The Texas Department of Human Services (DHS) should evaluate the costs and benefits of the
self-imposed, five-day time Hmit sllowed by its Office of the Inspecior General (OIG) for the
investigation of fraud prevention referrals.

Federal and stste reguiations require caseworker processing of eligibility determinations to be
completed within a specified time—30 to 45 days, depending upon the program-from the date of
application. OIG established its seif-imposed investigation deadline of five days so fraud prevention
investigations would not delay public assistance application processing.

Because of the five-day limitation, OIG rejects or returns as many as 50 percent of the fraud
prevention referrals received from DHS caseworkers. OlG investigators and supervisors have the
authority to decide which cases to accept or reject based upon their judgment regarding the potential
costs and benefits of a given case, Rejection of referrals, although intended to avoid delaying the
application process, may allow erroneous or fraudulent cases to be approved for benefirs.

B. DHS should consider lowering the criteria for OIG acceptance of post-fraud referrals and
require all DHS offices to apply the same threshold ameunt.

C. O1G shoukd compile asd disseminnte accurate statistics on fraud prevention and post-fraud
referrals received, accepied or rejected on its existing case management system,

Because data regarding the number of referrals received, accepted or rajected is not compiled or
reported, it is difficult to determine if referrals are increasing at a higher rate than the current QIG or
prosecutorial staffs can handle, Some DHS regional offices have begun maintaining their owa
statistics on the number of referrals made and rejected.
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D. As a deterrent 1o public assistance fraud, DHS should publicize successiul fraud prosecutings
more aggressively,

E. DHS sheuld establish and promote a toll-free hotline for reporting public assistance fraud.

F. DHS should establish an interstate data sharing agreement with its agency counterparts in
Arkansas, Louisiana, New Mexico and Okishoma te goard against recipients being enrolled in
publlc assistance programs in both Texas and another state at the same time.

Shared data would consist of computer tapes containing basic information of welfare recipients name,
Secial Secunty number, address and age.

G. DHS should establish a computerized maiching system with the Texas Depsrtment of Criminal
Justice (TDCJ)} to prevent incarcerated individuals from illegally receiving public assistance
benefits.

While this recommendation seeks (o prevent inmates from iHlegally receiving benefits, another TPR
recommendation in this report encourages appropriate TOX] facilities 1o collect benefits for eligible
inmates to help defray operating costs,

H. The Legistature should require the Texas Department of Transportation (TxDOT] to providé'ﬁ
dedicated line into s motor vehicle database for use by other state agencies.

DHS would use the database to venfy automobile information used as a criteria for eligibility for Aud
tc Families with Dependent Children and food stamgs.

implications
While amending the OIG five-day time Limit for processing fraud prevention referrals could reduce the
amount of state funds lost through public assistance fraud, it could :mwzse the need for additional QIG

investigators.

Modifying the curremt dollar threshold for O1G aceeptance of post-fraud referrals would aliow the
investigation of a greater number of referrals, but it could create 3 heavier workload for OIG
investigators, Publicizing successful fraud prosecutions and establishing a public essistance fraud hotline
would also increase the number of post-fraud referrals.

Allowing dedicated access 1o the TxDOT database would decrease fraud investigators” response time,
aHowing them to perform their jobs more efficiently. TxDOT would have 10 amend its motor vehicie
registration reporting requiverments to include the Social Security mumbers of vehicle owrers.

Figcal impact

Whiie the recommendations to veduce public assistance frand should save money, the total fiscal impact
of this 1ssue cannot be deiermined, Based on savings in other states, Texas could recover from $1 million
1o $10 million through the efforts described above. which should be sufficient to offset possible additional
COSIS.

One of the main costs incurred in implementing these recommendations would come from the hiring of
new state employees; DHS would need additional fraud investigators to handle a workload that

presumnably would increase,

Gaining Groung-— 281



Heaith and Muman Services

A fraud hotline would cost about $50.000 per vear, including the long distance charges for toll-free
hotline calls, one investigator 10 answer calls and a voice sesponse unit. DHS would need 1o adventise the
hotline through such means as mail inserts, posiers and free press effons,

According 1o TxDIOT, reprogramming the motor vehicle database 1o allow searches by name would range
from $30.000 o $250.,000. DHS offices would need 3 computer terminal to provide access to the
database, but each region could pool its da seasches through 3 central site.

Endnotes

VLo Angeles Cournty Board of Supervisors - Fifth District, March 31, 1983, p. |, (Pross Release.)

2 Interview with Bob Tangeler. Audit Division, New York State Department of Soctal Services, Albany, New York,
Seprember 20, 1994,

3 Bruce Moh! and Daris Sue Wong, "NY Finds 548 Listed on Mass. Welfare; Computer Crackdown Sets Off Wider Probe.”
Bostons Globe . August 3, 1994, p. 17,
"NY Finds S48 Listed on Mass. Welfare”

5 on Aucoin, “lnmates are Found on Welfare,” Bosion Globe , September 24, 1994,
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Establish a Public Assistance Fraud Oversight Task Force

The Legislature shoald establish a Public Assistance Fravd Oversight Task Force consisting of
vepresentatives {rom the Texas Department of Human Services, the Compiroller’s office, the State
Auditor’s Office, the Department of Public Safety and the Office of the Attorney General.

Backgrountt

The Texas Departmznt of Human Services' (DHS) Office of the Inspector General {GIG) has a fiscal
1995 budget of $8.1 million and a staff of 230. OIG contains four departments: investigation, audit,
support and Medicaid audit.}

Despite its best efforts, OIG cannot keep up with the large number of food stamp and Aid to Families
with Dependent Children related Traud cases it is calied upon 10 investigate.? As discussed elsewhere in
this repont, OIG does not track fraud referrals received, acoepted or rejected. TPR's February 1993 review
of OIG recommended that OIG track fraud referrals, but this recommendation has not been implementad.
Numerous fraud referrals are never acted on, and since they are not tracked, it is impossible to determing
how many fraudulent cases are never investigated QG conducted less than 11,000 post-fraud
investigations in fiscal 1993, while more than two million Texans were receiving benefits through DHS.
Up to 50 percent of all cases of potential fraud uncovered by DHS caseworkers are rejected by OIG
because Hs investigators cannot complete the investigation within an OlG-imposed deadline of Dve
workdays.

TPR also found a nced for improved communications between O1G headquanters in Austin and its figld
offices. About 64 percent of OlG employees surveyed during the review stated that communications
within OIG were no better than fair.’ Many caseworkers do not receive any communication from GIG
concerming fraug referrals, which canses a high level of frustration among some DHS caseworkers,

Recommendaticns

A. The Legislature shouid establish a Public Assistance Fraud Oversight Task Force with repre-
sentatives of the Texas Department of Human Services (DHS), the Comptralier’s office, the
State Auditor's Office, the Department of Public Safety and the Office of the Attorney General,

The task force woatld atiow DHS to draw upon the expentise of other state agencies to help improve
the efficiency of fraud investigations and collections. The Comptroller investigates staie tax fraud
with a high success rate for prosecutions. The Office of the Atiomey General is active in inves-
tigations for Medicaid provider fraud. consumer protection and child support enforcement. The
Department of Public Safety is the law enforcement agency for the state. The State Auditor’s Office
has a section that investigates stare agency and general revenue related frand.

The task force should meet at least once each guarter. These meetings would provide a forum for
experienced state agencies to share their knowledge of operations and offer guidance to DHS,

B. The Legislature should require DHS' Office of the Inspector General (OIG) section to report to
the task force the following information on 8 quarterly hasis:

+ the number of fraud referrals by ongin {caseworkers, quality control, the public);
*  lime spent investigating each case:
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* the number of cases investigated each month, by program and region;
+ the dollar value of each fraudulent case resulting in a conviction;
» the number of cases rejected by OIG and the reason for rejection, by region; and
« any additional reports the task force may require.
Implications

The creation of a Public Assistance Fraud Oversight Task Force should help provide direction to OIG
employees and allow them to operate more efficiently. DHS would have to produce additional reports
required by the task force. :

Fiscal Impact

Savings should result from improved efficiency, but cannot be estimated. If the task force helped reduce
the AFDC rolls by only 1 percent, it could save a total of $42.5 million in food stamp and AFDC benefits
for one year. Of this amount approximately $6.3 million would be state dollars. It could also help prevent
the federal fiscal sanctions for high error rates in Texas AFDC and food stamp programs, as discussed
elsewhere in this report.

Endnotes

| Texas Comptrotler of Public Accounts, Texas Performance Review. DHS Office of the Inspector General (Austin, Texas,
February 3, 1993), p. 2.

2 DHS Office of the Inspector General, p. 15.

3 pHs Office of the Inspector General, p. 28.
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Reduce Payment Error Rates for Food Stamps and
Aid to Families with Dependent Children

The Texas Department of Human Services should modify its current procedure to reduce error
rates within the food stamp and Aid to Families with Dependent Children programs.

Background

Texas has a high rate of payment errors in both the food stamp and Aid to Families with Dependent
Children (AFDC) programs. Such errors can be caused either by Texas Department of Human Services
(DHS) caseworkers or by the welfare recipients themselves, and range from simple arithmetical mistakes
and incomplete or inaccurate reporting of income to actuat recipient fraud.’

Each state human services agency has a quality control function, in which staff members contact a sample
of recipients to verify that payments are correctly calculated. In the case of underpayments identified
through the sample, the state makes an additicnal payment to the client; most errors, however, involve
overpayments or payments to ineligible recipients. After the state estimates its error rate, the federal
government reviews the sample used to calculate the error-rate estimate.

For federal fiscal 1992 (most recent data available), DHS calculated from sample cases that AFDC errors
resulted in an an average loss of $135.23 per erroneous case. For federal fiscal 1993, Texas’ average loss
per error in a food stamp case was $72.91. (AFDC payments include 36 percent in state matching funds:
food stamp benefits are 100 percent federally funded.)

The federal government may impose fiscal sanctions on states when error rates are too high. Texas
currently is under such sanctions. Texas has a long history of high error rates (Exhibit 1).

Exhlblt 1;: AFDC and Food Stamp Error Rales

AFDC Error Rates Food Stamp Error Rates
Fistal Year U.S. Average Taxas 1J.S. Avarage Toxzs

1985 6.1% 43% . 10.5% 12.4%
1986 7.1 1.5 104 12.0
1987 63 6.8 10.3 10.0
1988 6.8 6.7 99 10.3
1989 . 57 . 19 98 92
1990 60 N 9.8 10.5
1991 50 80 . 93 104
1992 52 B.3* 16.7 1.8
1993 55 9.5% 108 11.4

*Preliminary
Sources:  U.S. Depanment of Health and Human Services, U.S, Depantment of Agriculture
and Texas Depantment of Human Services,

Sanctions may be applied in the food stamp program when the state’s error rate exceeds the national
average plus | percent. Based on 1991 findings in Texas’ food stamp program, the state’s sanction for
1986 to 1991 totaled $7 million. This was reduced through negotiation to about $1 million, which was
earmarked for the state’s error-reduction efforts. This $1 million came entirely from general revenuve.
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The error-rate threshold for imposing AFDC sanctions is 4 percent. Texas received 3 35,4 million
sanction for fiscal 1991, (The amount of erroneous AFDC expenditures in federal and state dollars in
Texas for fiscal 1991 totaled $37.9 million.) Negatiations o reduce the sanctions are ongoing.

Cuerent data show a continuing pattern of potential quality control hiability, DHS anticipaies combined
AFDC and food stamp sanctions of 36.7 malliow in fiscal 1993, 3146 million in fiscal 1996 and $20.7
million in fiscal 1997.2

However, the reasons for Texas’ high eror rates have not been clearly defined. Texas quality control
findings attribute most errors to “client fraud.” DHS’s AFDC Corrective Action Plan of April 30, 1994
estimates “client fraud” for the first six months of fiscal 1993, as accounting for nearly 39 percent of all
money paid tn eeror; only 25 percent is [isted as agency ervor,

In fiscal 1991, the federal Department of Health ar.. fuman Services summary of state AFDC guality
comrol resulis showed Texas attributing 70 pescer all dollars paid n e r to client-caused errors
{inchuding fraud, which i5 not counted separately) av | precent (o those cau : by the agency. This was
sharply different from the national average, whic. . that year was 42 peicent chientcaused and 57
percent agency-caused. Texas led the nation in allegualy client-caused ervors, and only three other suaies
were within 10 points of Texas” numbers. In fiscal 1992, the federal Depantment of Agriculture summary
of state food stamp results showed Texas with 2 toral of 81 percent of all errors as client-caused and 39
percent agency-caused. Again, this was in marked contrast to the aational average, which was 41 percent
chient-caused and 59 percent agency-cansed. :

DHS’s cusrent data indicate the agency's ervor-reduction efforts should be focused on the Houston region,
whiich has a large share of the state’s caseload and a significantly higher payment error rate than the rest
of the state. In fiscal 1993, AFDC error rates for the Houston region were 17.9 percent, compared to a
state average of 9.5 percent: the Houston error rate for food stamps was 13.2 percent compared to 1.4
percent for the state.

Because the Housion region’s caseload 15 5o large and s ervor rate so bigh, the state must target this
region 10 succeed in reducing satewide error rates, Yet based on information obtained from DHS staff
members, efforts to reduce Houston's srror rates thus far Bave been unsuccessfisl. One recont effort, DHS’
Project Recall, used follow-up relephone contacts with recipients to venfy household composition,
residency and income within 60 to 90 days after cenification of benefits. However, DHS failed 10 act on
the error information gathered through these telephone contacts,

Moreover, it should be noted that federal statistics show that states with large orban areas do not always
have high error rates. For the AFDC program in fiscal 1991, California, Colorado, Georgia,
Massachusetts, Michigan, Minnesota, New Jersey and Pennsylvania all were below the national average
in grror vates. For food stamps in fiscal 1992, Georgia, Hlinois, Marytand, Massachusetts, Michigan,
Missouri, New Jersey and Pennsylvania all were below. the national dveragc

TPR believes that sorne specific Texas poiicacs may contribute 10 high error rates, DHS’s Office of the
Inspector General has set a self-imposed five-day processing time limit for frand prevention investiga-
tions, which results in the rejection of a significant pumber of cases in need of investigation.

Recommndations

A. The Legisinture should require that the Texas Department of Homan Services (DHS) set
progressive goals for improving error rates, with a specific schedule for meeting those goals.
DHS should report to the Governor’s Office and the Legisiative Budget Office each quarter,
beginning September 1, 1995, on the progress made towards meeting these goals.
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DHS should include an analysis by region of goals and performance conceming error-rate reduction,
DHS employee performance evaluations should continue to include a rating system that emphasizes
srror rale redustion and workload, DHS should take action 10 remove management and other staff in
areas where error rate reduction is not achieved in a reasonable time.

IDHS also should report quanterly to the Public Assistance Fraud Oversight Task Force recommended
tlsewhere in this report on its progress in implementing these recommendations.

B. The Legislature should allow DHS the administrative discretion to reasonably modify its
existing one-day service delivery requirement for expedited food stamp cuses to achieve state
error rates at or below the national average.

Although TPR encourages better customer service, DHS should have the discretion to address all
asprots of error-rate and frand corvective actions so that taxpayers are not forced to pay for the
“gaming” of the public assistance system.

(. DHS should ensure that the term “client fraud” is appropristely applied. DHS should take
immediate actions to limit client fraud if its use of the term is determined to be appropriate.

The Legisiatre should take a no-nonsense approach 10 DHS’ accountability for error rate. DHS's
stribution of “client fraud™ 5 so anomalously high compared to the rest of the nation that it casts
doubt on the pictre emerging from DHS statistics. This may divert policymakers from determining
true accountability for error rates and designing appropriate corrective actions, DHS® operation of
these programs should be 10 the highest standard so thar Texas taxpayers have confidence that
accurate benefits are paid o those eligible for services.

D. DHS should establish a concentrated and effective ervor-reduction action pisn for the Houston
region.

Without immediate and effective actions, the Houston region will continue 1o push statewide emor
rates above the accegrable fedaral level.

Implications
These recommendations would strengthen DHS s error reduction efforts, remaove the threa of fiscal

sanctions ard redece erroneous benefit payments.

Fiscal impact

DHS s legisiative appropriation request (LAR) projects Akl 10 Families with Dependent Thildren
{AFDC) error rates and benefits. Assuming state/federal cost shaning remains constant for the upcoming
years, the dollar loss in AFDC overpayments is projected w be $15.6 million for fiscal year 1994 and
approximately 317 million for each fiscal year from 1995 0 1997,

The Texas AFDC payment-crror rate for fiscat 1993 is 9.5 percent, equaling an estimated overpayment
toss of $18 million. For every percentage-point reduction in the ervor rate, the state coudd save $1.8
mitlion, If the siate lowered the giror rate 1o the national average, the savings would equal about $9

mallion annually, .

Sanctions imposed by the federal government are another significant factor, DHS’s LAR estimates the
sanctions for the coming fiscal years at about $10 million per year for AFDC and §7 million for the food
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stamp program. Negotiations with the federal government usually result in lower sanction amounts, but
any mongy the state pays the federal government dug (0 error is unnecessary.

The fiscal impact of continuing hgh error rates underscores the urgency to reduce payment error and keep
error rates down. The state has incurred financial losses as s result of high error rates and continues 1o be
ae sk for future losses,

Endnotes

' U.S. Housz of Representatives, Committee on Ways and Means. {904 Green Book (Washingion, D.C., July 15, 1994} p. 420,

3 Texas Departsent of Human Services, FY 1995 Gnergting Plon and FY 19961987 Appropriations Request { Austia, Texas,
July 21, 1954), pp. $3-34 .
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Use Automated Fingerprint Imaging te Prevent Duplication of Benefits

The Texas Depariment of Human Services should use autemated fingerprint image
matching technology to prevent public assistance recipients from receiving duplicate
benefiis, \

Background

Several states are vmplementing electronic fingerprint imaging in an effort 1o cunail
public assistance frand. This computerized technology matches the fingerprint images of new
applicants against an established client data base to detect applications for duplicate aid,

Each applicant places both index fingers on an optical scanner that “reads” the print and
transmits it (0 2 central data base, where the computer retrieves any prings that appear to match,
The scan/maich is completed in five minutes for emergency applications (homeless or immediate
need). To keep costs down, non-emergency applications are cleared within 24 howrs.

I the computer identifies a potential match, a trained fingerprint expert evaluates the
prints. If there is a match, the client is asked to explain. Benefits may be discontinued, and the
client may be referred for prosecution.

To guarantee that all fingerprint maiches have been identified in the event of incorrect
demographic data (since the file is separated by male and female}, the system can conduet a
weekly open search that matches cach new fingerprint image to every image in the fike.

In 1990, Los Angeles County contracted with EDS Corporation to supply all software,
hardware, training and oogoing operation and maintenance for the nation’s first autorated
fingerprint system ouiside of law enforcement. The county developed this system to replace the
messy, time-consuming process of irk fingerprinting and photographing public assistance
recipients.

L.A.'s Antomated Fingerprint Image Reporting and Match System {AFIRM) cost the
county $13 million. Savings atiributed solely to AFIRM through the ezz;i of July 1994 totaled
almost $14 mitlion, Qf thas amount, $5.4 million came in the first six monihs of system operation

as a result of terminating 3,021 approved cases and denying 242 cases for {fatlure to comply with
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AFIRM requirements. The county expects to save close to $18 million throughout the initial five-
year contract. !

Because the system proved cost-effective, L.A. sought and received state and federal
funding to expand AFIRM to include the county’s 300,000 AFDC cases. The cost of the AFDC
expansion was $20 million in county, state, and federal funds. AFDC AFIRM savif]gs over the
30-month demonstration period are projected at $51 million.?

Following L.A. County’s success, Alameda, Contra Costa, San Francisco and Orange
counties have implemented AFIRM to fingerprint their general assistance populations.

New York has recently expanded its electronic fingerprint imaging to add 12 more
districts to the statewide program. The programs are administered locally and apply only to
general assistance cases. The state has appropriated about $2 million for the 12 districts. 3

While the state has not projected cost savings, New York City Mayor Rudolph Giuliani
predicts that electronic fingerprint imaging will save the city $58 million in the ﬁséal'year that
begins in July 1995. New York City is home to two-thirds of the state’s welfare recipients. llene
Marcus, executive director of the city’s Human Resources Administration, estimates that
fingerprint imaging will cut the city’s general assistance rolls—currently about 293,000 people—
by up to 10 percent.?

The Texas Department of Public Safety’s (DPS) Criminal Investigation has converted
more than 3 million of its master fingerprint cards on file to an autornated system that will begin
fingerprint imaging each driver’s license applicant in January 1995.5 Private-sector companies
also are considering fingerprint imaging for credit cards. This technology is no longer associated
exclusively with the criminal justice system and, in the future, will not be stigmatized as a
criminal justice tool,

U.S. Senator Kay Bailey Hutchison introduced a bill in May 1994, to require states to
establish a two-digit fingerprint matching identification system to scan the fingerprints of each
AFDC applicant to prevent multiple enrollments. The bill was referred to the Senate Committee

on Finance for further evaluation.®
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Recorumendations
Al The Department of Human Services (DHS) should use automated fingerprint image
matching fechnology to prevent recipients from receiving duplicate benefits.

DHS should seck a waiver for a 36-month pilat project in Harris County to evaluate the
cost-effectiveness and possible statewide application of the automated fingerprint imaging
system. The piiot project would allow estimation of the number of case reductions and dollar
savings attributable to fingerprint imaging to determine the feasibility of a statewide system. It
would also test procedures to ensure the effectiveness and appropriate use of the system. DHS
should work with the Department of Public Safety (DPS) to identify the most cost-effective

approach to using DPS computer and finger imaging expertise in this pilot.

Implications

Opponeats of fingerprint imaging contend that the technique will stigrnatize welfare
recipieats. Los Angeles County’s Department of Public Social Services (DPSS), however,
reports that AFIRM has been well received by the public and staff alike. DPSS maintains that
chients appreciate that the systern will deter fraud and result in the issuance of benefits only to
eligible clients.”

Opponents also express concern that the fingerprint images may become available to law
enforcement agencies, thus scanng away qualified applicants, Fingerprint images obtained and
stored on the Texas system could be confidential records 1o be used solely by DHS to administer
the program.

Rather than design its own system, DHS could further reduce costs by setting up a system
that “piggybacks” off the DPS system. Also, the pilot should explore the possibiity of including
food stamp recipients. This coutd lower the state’s error rate, thereby reducing the penalties now

paid by DHS.
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Hardware and software costs for a pilot system in Houston could range from $1.7 million

Fiscal Impact

to $9 million. Assuming that Texas receives 50 percent federal funding for system administration,
the state’s cost would be between $0.9 million and $4.5 million.

This recommendation -also would require an estimated 10 fingerprint technicians to
administer the system and verify matches.

The estimate below assumes the lower estimate of sy.stem costs. Piggybacking on the

DPS system would further reduce the estimated costs. The estimate also assumes that the federal

government will pay half of the administrative cost, as in a current pilot in Califomnia.

Fiscal Year Savings to GR Cost to GR ‘Net Savings to GR

1996 $1,500,000 $1,500,000 $0
1997 $3,146,000 $267,850 $2,878,150
1998 $3,146,000 $267,850 $2,878,150
1999 $3,146,000 $267.850 $2,878,150
2000 $3,146,000 $267,850 $2,878,150

' Los Angeles County Department of Public Social Services, Fingerprints For Better Service {Los Angeles, California,
Septernber 19, 1994), p. 6.

2F£ngerprims For Betrer Service, p. 6.

3nterview with Bob Tangeler, Audit Division, New York State Department of Social Services, Albany, New York, September
20, 19494,

4Kevin Sack, “Fingerprinting Allowed in Welfare Fraud Fight," New York Times (July 9, 1994},

STexas Department of Public Safety, Texas State AFIS Summary (Austin, Texas, January 12, 1994},

6us. Congress, Senate, Amendmenis to the Social Security Act, 1994, 5.2085.

?angemrinls for Better Service, p. 6.
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Modeling AFDC Caseload Growth

To assess the influence of demographic, economic and institutional factors on the rapid
ncrease in the number of recipients of ﬁ\i& to Families with Dependent Children (AFDC) in
Texas, the Comptroller’s office has estimnated a regression mode! of the state’s AFDC caseload
from 1983 through 1993. The following equation, based on the U.S. Congressional Budget

Office model, explains 99 percent of the quarterly growth in Texas” AFDC caseloads,

TXKCASES = 105,081 + 0.22%¥TXFFSD + 0.48 * TXFFNM + 550.8 * AFDCBEN
~447 A*WRETAIL+ O.0I7*EMPGAP + 12235 * JOBS

where TXCASES is the number of AFDC-Basic cases: TXFFSD and TXFFNM are the
number of separated/divorced and never-married female-headed households with children under
I8, AFDCBEN is the combined {inflation-adjusted} cash value of monthly AFDC, food stamp
and Medicaid benefits for the typical three-person AFDC family, WRETAIL is the average
(inflation-adjusted) wage rate in retatling; EMPGAP is the gap between “full” and actual
nonagriculturaf employment; and JOBS is a “dummy™ variable for the implementation of the Job
Opportunities and Basic Skills (JOBS) program in the fourth quarter of 1990,

All five variables in the equation are highly significant. The first two measure the pool of
potential AFDC households, The estimated coefficients indicate that an increase of 1,000 female-
headed famibies with children usder 18 adds 220 recipients to Texas’ AFDC rolis for separated
or divorced mothers and 480 recipients to the rolls for never-married mothers. These results are
generally consistent with U.S. Census figures on AFDC recipiency by family type.

The next twe variables measure the hnancial advantage of using AFDC benefits versus
working. The coefficient associated with AFDC benefits indicates that a $1 increase in the cash

vaue of benefits (in 1993 dollars) increases Texas’ caseload by about 550 recipients. Similarly, a
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$1 increase in real wages in the state’s retail sector decreases the AFDC caseload by about 450
recipients. !

The next variable measures the overall availability of jobs in Texas’ economy. The
coefficient associated with this variable indicates that an increase of 1,000 in the gap between the
number of jobs available if the state ecm;omy were at “full employment” and the actual number
of nonagricultural jobs increases the AFDC caseload by 17 recipiems.?

Finally, the coefficient associated with the JOBS variable indicates that the availability of
the JOBS program in October 1990 permanently added about 12,200 families 10 Texas” AFDC
caseload. Several other vanables measuring institutional changes i the AFDU program were

also tried in the estimated equation, but the JOBS vanable proved the only significant variable.

o smooth out shore-ferm {lucaations in the data and atlow time for potentiad AFEC recipiends to respond to financiat
inpentives and job opponenities, the BENEFITS, WRETAIL ang EMPOAY variahles me sxpressed as four-quarter moving
averages in the eshimated equation.

gyl craployment is defined os the number of jobs available if the economy is at jis highest powmial without aceelerating
infiztion. 1! is estiranted hased on a regression equation rekating sctval nonagriculturel employment o the working-age
poplation, the snemployment rate and a time trend, assuming that full eraployment ocours when Texas' unemployment rale
talls to 5.5 pereent. See Wharton Economic Forecasting Associates, axx,
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‘The Imporiance of Housing for Welfare Reform

Appendix B

Although state and national welfare reform efforts have largely ignored the issue of safe
and affordable housing, this issue is ¢ritical. If families do not have access to adequate housing,
no ameaﬁi of “reform” will lead them to self-sufficiency. Indeed, unaffordable, crime-infested
and structurally unsafe housing creates major barriers to seif-sufficiency. Texas must address the
adequacy of its housing if our welfare reform efforts arg to sueceed.

The need for safe, affordable housing is apparent both nationally and in Texas. Increased
housing costs, dwindling family incomes, shortages of housing-¢specially of public housing
units—and decrezsed federal dollars have all contributed to a housing crisis.

L8, and Texas household incomes generally have not kept pace with housing cosis.
From 1976 to 1990, 1.8, median houschold incomes rose from 38,730 to $30, 130 (current
dollars). During the same period, however, the U.S. median sales price of new homes increased
from $23,000 10 $120,000.1 A similar phenm;aenon occurred in Texas during this time.

C{}fzi burden—the percentage of gross income that a family uses to pay for housing-
related costs—is a common barometer of housing affordability. When a family’s cost burden is
30 percent or more, its housing is cansiéamd unaffordable, in 1990, 26 percent of Texas® 3.3
miltion renters and owners bore this high cost burden. ?

The demand for affordable housing is outpacing availability. Texas carried a backlog of
unmet affordable housing needs from the 19805 into the 199053 A major factor contributing to
this backlog is Texas’ large number of Jow-income households, including those receiving public
assistance, who are not able to meet the rising casts of housing, espectally rental housing.

In 1990, Texas' median family income (MFI) was $27,016, $8,923 below the U.S, MFL#
Twenty-five percent of Texas housebolds were classified as very low-income (up io 50 glmrcem
of MFI); 17 percent were low-income (51 percent to 80 percent of MFI) and 8 percent were

moderate-income (81 percent 10 95 percent of MF1). In addition, about | million households—40
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pescent of owner-occupied and 60 percent of renter-occupied households——were below the
federal poverty level Of the households below the poverty level, 19 percent of owner-aecupied
households and 26 percent of renter-occupied households received public assistance.

I left unchecked, Texas™ affordable housing problem could escalate into a full-blown
crisis, with more and more families forced out into the streets or forced (o remain on, or apply
for, public assistance.

Traditionally, the federal government has generated most housing assistance programs
and initiatives, However, with a decrease in federal funds and an increase in persons who need
assistance, state and local entities are taking a larger role in {;mvidiag affordable and safe
housing,

A major barrier for families seeking to achieve self-sufficiency is fragmentation of
services-particularly federally supported services such as housing assistance, job traindng and
child care assistance. Unencumbered access to these services is cructal if low-income families

are tor achieve economic independence.

Operation Safe Home

On February 4, 1994, Operation Safe Home was proposed as a new initiative of the U8,
Department of Housing and Urban Z}cvei{z;}ma; {HUD), the U.S. Attorney General, the US,
Treasury and the Office of National Drug Control Policy.® This initiative attempts to rid public
housing developments of violent, drug-related crirpe. Several cifies, including Houston and
Dallas, were listed as potential demonstration sites because many of their public housing
developments were identified as high-crime areas.

CGovernor Richards and the Texas Department of Housing and Community Affairs
{TDHCA) are working with the above federal agencies, other state und local agencies and public
housing residents to support including Houston and Dailas in this initiative. Realizing that Texas’

high poverty rate has depleted the state’s resources to assist this population, the governor i8
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waorking to coordinate the resources of all levels of government. The goal is o lower the rate of
- violent crime in public housing developments in these cities to national levels.®

Some of Texas™ most valncrable citizens live in public housing where some of the highest
crime rates in the state occur. Not only does this threaten the physical safety of the rosidents, it
also creates a barrier to independence. Texas should make every effort fo obtain federal

designation and assistance for Houston and Dallas under this initiative.

Target Independence

Proponents of public assistance reform in Texas often contend that the current specirum
of social services fosters continuous dependence on the system rather than seif-sufficiency. This
thinking often applies to the area of housing and its assistance programs. A very limited number
of housing programs in Texas address not only the issue of affordable housing but also access 10
critical support services such as education and employment iraining, parenting classes, child care
and transportation.

TDHCA currently has a program in pr‘ogress to address this problem. Target
Independence seeks to facilitate the economic independence of Jow-income families by guiding
them from public assistance to homeownership through a number of support services, TDHCA is
temporarily buying foreclosed mulufamily propertics from HUD at deeply discounted prices
with a rental subsidy attached. These properties will be transferred to nonprofit housing
organizations in targeted local areas.”

Target Independence properties will be “apscale.” mixed-base developmentswthiat is, not
all apartment residents will be public assistance recipimts@with amenities such as central aie
andt heat, wall-to-wall carpeting, ceiling fans, tennis courts and swimming pools.® Public housing
residents may move out of their present units to these newer units if they are employed, pay their
rent on time, remain crime- and drug-free, keep cfziidmﬁ in schooel and successfully complete
training courses. Social services provided to program participants {at 2 fee to non-Section 8

residents) will include child care, rransportation and General Educational Development classes.

RN

\
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Unemployed Section 8 residents may work voluntarily in the daycare center and provide

T

maintenance for the complex.®

Because non-prefit organizations will manage the properties, the profits that private
landiords normally make from Section 8 rental payments will be directed towards extensive
service provisions, property maintenance and revolving loan funds that will help fow-income
families afford the down payment and closing costs on a mortgage. Qualified participants may
apply for these leans after they have successfully completed the program.

This approach has been successfully applied elsewhere in the nation including Denver
{Warren Village) and Pincllas County, Florida (Pinellas Village). Texas should fully support
TDHCA's effort.

1.8, Buroau of the Census, Statistical Absiract of the Unitad Stales (Washingtan, D.C., 1993), pp. 456 and 720.

21gxas Oopartment of Housing and Comemundy Altsirs, State of Texas 1894 Comprahansive Housing Affordabitity
Stratogy, Five Yoar Plar (Austin, Texas, Febroary 1884}, p. 40,

3Comprehensive Housing Affordabiy Sirmiegy. p. 41.

411.8. Bureau of the Census, 1990 Census of Housing, General Housing Charactenistics (Washington, 0.C., year),
sanes CH-1, «

Spemorandum from Elaina Peinado, Toxas Dapatment of Housing and Community Altairs, i Twarnna Bulord, Toxas
Compiraller of Public Accounds, Septamber 15, 1984,

Bmomorandum from Elaing Peinado 1o Twanna Buford, Septembar 15, 1984,

7Texas Repartman of Housing and Community Aflairs, “Silver Lining: Eightiss Property Bust Provides Texas with
Affordablg Housing Boom," (Changing Lives, SummerfFall 1894, p. 5.

Bmemorandum from Elaina Peinado to Twanna Buford, September 15, 1994.

Bgiiver Lining,” . 5.
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Appendix C

Welfare Facts and Figures

Events that lead fo a family qualifying for AFDC assistance in the U.S.:

Divorce/Separation 45%
Uinmarried woman has her first child  30%
Earnings of mother fell 12%
Changes in the family income 4%
Other 9%

SOURCE: U.S. House of Representatives.

Percentage of Texas AFDC Recipients by Period of Benefits, Fiscal 1993
Months on AFDC

{Basic} Percent

i-12 32.5%
13-24 16.3
2536 10.59
37-48 8.2
49-60 6.7
61.72 N
73+ 20.3

Number of Children in Texas AFDC Familics, Fiscal 1993

Number of Children Percent of Cases

} 43.7%
2 : 29.6
3 16.3
4 6.5
5 37

©
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Average Monthly Texas Fooad Stamp Caseload

Year Value (mil 8} Families (000)
1989 $1.069 551
1990 1,386 645
199} 1718 770
1992 ‘ 2075 903
15963 2,231 994

Average Monthly Texas AFDC (Basic & UP) Payments and Recipients

Year Payments (mil $) Recipients {000}
1989 3366 536
1990 412 6073
15491 470 688
1992 516 753
1993 534 T

SOURCE: Texas Department of Human Services.
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