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©  TALKING POINTS 2/25/94
WELFARE FINANCING

{Contact: Melissa Skoifield, HHS)

The Administration is committed to tha Intreduction of a welfare
reform plan which will be defiecit meutral. That means that new
investmnents in c¢hild care, jobs, education and training programs
for AFDC recipients will be paid for by other changes that will
save or ralse money.

We are committed to the latter and the spirit of the 1956 budget
law, which reoguires paying for any. -new spending ineresses with
offaatting taxey or progranm reductions.

All discussions are very praliiminary, and no decisions have bean
made. The welfare refornm working group appointed by the President
hag not yet reached any final decisions, although they are working
very hard to fulfill the Frresident's plsdge to¢ introduce
legislation this spring. The Department of Health and Human
Services, the Office of Management and Budget, and the Treasury
Department are working cooperatively to develop a ligt of possible
financing options.

To pay for the investments in the plan, staff at HEHS, OMB and
Treasury are exploring a number of entitlement reforms ag well asm
moasures that would raisa revenue. Bocausoe discussions are in a
vory prelinminary phase, there are 40 or more opticns currentiy on
the takle. None of them have been presented to Lhe President; none
of them c¢an bs ruled in or out at this atage.

The bulk of the financing, howvavar, would come from entitlement
reforma. (If asked: Social Security, Medicare and Medicald are not
veing considered for cuts, That leaves Supplemental Security
Income, AFDC, food stamps, ths Barned Income Tax Credit, and some
smaller entitlement programs. We have ruled out taxing benefits for
the poor.)

Additional savings will c¢ome from within the plan itself. For
axanple, money saved by streamlining program administration will be
used for job training. And stepped up ¢hild support enforcement
will mean fewer women 4o on welfare in the first place.

It is not trus that financing is limiting the devalopmont of the
plan or the way it 1s phased in. 7The welfare rveform working group
is expected to recommend a gradual phase-in of the plan, but that
dacision is based on capacity issues and discussions with local
walfare administrators.
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’ Octohey 4, 1893
Bruce Reed .
Deputy Assistant to the President for Domestic Policy
White House Qld Executive Office Building
Room 216 .
Washingten, DC . 20501

Dear Bruce: Lo

I am a member of the steering committee for the National
Neighborhood Coalition. You spoke at one of our monthly forums.
Last Thursday one of my colleagues, British Robinson, was present
when you spoke at the National Alliance to End Homelessness., One
of the questions posed at Thrusday's meeting had to do with laying
on the table all housing~related Ffederal costs, including tax
expenditures which predominately benefit the wealthy and low-income
housing outlays.

Enclosed are two articles written by NETWORK's economist,
Amata Miller, IHM, that I hope you'll taske time to read. Although
changes of fhe kind suggested in the .articles are not yet
politically feasible, it is only when the gquestions are raised that
policy-makers will chooge to act.

NETWORK believes strongly that the moral fabric of a nation is
determined by how well it provides for the poor in its nidst.
Further, we belleve~that special priority needs to be given to the
poor and vulnerable since those with the greatest neads and burdens
have first claism on our common efforts. We are heartened by the
Administrationts rhetoric which indicates sensitivity to our
concerns. o

Bruce, I look forward more copportunities to work with you in
the future.

Sincerely,
VoAbl Fosad s,
el g;m‘ AU . .. . -Richelle Friedman,- PRVM- . ¢
’ "t ¢ °7 * NETWORK Lobbyist'® ®7Ww oo



l_ i the annual budget |
politicking, one mulii-bil-
lion dollar calegory—tax
expenditurgs-—escapes
mention. Recent studies
have apty called fax ex-
penditures “stlent spend-
ing,” “missing money,”
"phantom corporate wei-
fare, " and “entitlernents
conveved through the tax
code.”

Originaily enacted to ad-
vance some social purpose, ax ex-
penditures affect the overall slicca-
tion of resources, the aquity of the

distribution of public goosds and ser-

vices, the progressivity of the tax sys-
tem, and the sizeof thebudget deficit.
KETWORK helieves thatconcerned ¢iti-
zensg showld help shatter the silence
about this form of expendizure and
hold their legisiators accountable for
it.

What Are Tax Expenditures?

The federsi government defines tax
#xpenditures as “revenue losses due
to praferential provisions of the Fed-
eral tax laws. In effec:, they are
subsidies provided through the tax
systemratherthanasdirect payments
from the Treasury. Likedirectexpen-
ditures they provide benefits and give
incentives for or against various ac-
tivities,

Tax expenditures come in thres
bagic formsy
1. Tax deductions allow corporations

and individuals to subtract certain

expenses from their raxable income,
Examples are the deductions for
charitable contributions and for in-
terest paid on home motigages,
2.7ax exclusious ars income or trans-
actions that are not subject to taxa-
tien at all.  Interest earned on
investinenisin state and lacat bonds
iz not taxable, The income recetved
by charitableand religious organiza-
tions is not taxable nor are employer
contributions for inedical insurance
nremiums and medical care,

3. Tax sredits zre issued by govern-
mants for certain expenditures ang
activities, Credits are more valuabie
than deductions or axclusions be-
canse they reduce the amount of
taxes due, rather than the amount of
taxable income, Forexample, in the

m—

1

Expe

B0's a tax credit was given for ine
vestments o increase energy effi-
ciency. Spending 31068 for this
purpose reduced 3 homeowner's tax
billby $104. Anincentivein theform
of a8 deduction or exciusion would
have given a homeowner in the 15%
bracker a2 tax cut of $15, and in the
28% bracke? one of 328 for a 3100
investment. '
Progressives have special interest
inthe Earned Income Tax Credit (EITC)
enacted in 1975 to augment the in-
come of low income working people
in families with dependent children
The BEITC is a “refundabls” tax credit
on earned ingome below a gartain
maxtmum ($22,370in1992}% Forthose
with income too low 0 owe any fed-
eral income tax (j.e less than $15,000)
the creditis fully refundabie, i.e. fami-
Hes receive 3 check from the govern
ment for the amount of the credit {as
much as $2,211). Intended as a work
incentive, the creditincreasasas earn-
frsgs rige-up to the income Hmit

Reasons for Concemn

The use of tax policy to sccompligh
social purposes beganin 1918, In that
tima of budget stringency, Congress
increased veterany' benefits simply
by exempting them from taxation.
Since then tax expenditures have
mushroomed, and citizen concern is
warranted.

Yax expendituros are sbsont from
annunt budgat dabates,

Qnce enacted, tax expentlitures are
"entittiement® programs. They confer
benefits on eligible persons and
groups without any budget ceiling,
But unlike other entitlement pro-

grams--Maedicare, food stamps, Med-
jcaig—tax expenditures are "off bud-
get 4.2 notlisted as line frams in the
budges
over trade-offs. With the "missing
money” of tax expanditures absent
from the discussion, direct expendi-
ture programs are cut and taxes are
raised without full consideration of
options available, :

is an examplie of how such constricted
options are harmful o low-income
persons, In 1983 direct expenditores
for housing-related programs prima-
rily for the poor were $10 bittion, Tax
expenditures for housing, primarily
menefiting middie-znd upper-income
taxpayvers were $40.6 billion. This
means that there were $4.06 of tax
expendiiures forevery $1.00 of direct
experciitures, Qver the 1980% direct
housing programs were cut drast
cally but tax expenditures remained
largely unscathed, Thus, by 1991 tax
gxpenditures had risen to $81 billian,
approximately $4.55 for every $1.00
indirectexpendituresonhousing pro-
grams,

Tox expendiure programs
worsat Ihoguedity.

tures zre a form of “weifare for the
well off,”

call for comprehensive entitdement
reform in The Atlartic Monthlyin April,

This distorts the debates

Federal housing polizyin the19B0's

Some of the largest tax expendi-

Neil Howe and Phillip Longmanina
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1992 exposed this ﬁspect of several
tax expenditures totalling $170 bii-

lion.

;Tﬂ:hild-care credlt (§3 billions

1991} gave almost nobenefit to those
with incomes under $10,000, but
$1.2 billion to those with income

S over $50.000

= The exclusion of employer-paid
health care from both income and
payroll taxaton deprived the Trea-
suty of $60 billion in 199]. Yet it
gave no benefit to the 37 million

.uninsured or the 32 million who pay
for their insurance out of their own
pockets. And among households cov-
ered by empiover-paid health-care
pians the average benefit to thosein
highest income brackets was many
times that for those In lowestincoms
brackels.

+ Benefits from the mortgage intarast
deduction averaged $3,469 for tax-
payers with incomas over $100,000,
and $516 for those in the $20.0060.
$30,000 bracket, but nothing to 38
million Americansinpoverty, House.
holds with income over $54.600 re-
ceived 81 percent of the benefits of
this tax expenditure which cost the
Treasury 337 -billion m I3 {345
billion in FY53). _

* The exclusion of maost Social Secu-
rity income and the insurance valus
of Medicare benefits cost the Trea-
sury $34 billion in 1991, Howe and
Longman chserve that this deesnoth-
ing for the 40 percent of senior ¢iti-
zens who are oo poar to pay taxes,
but it subsidizes the 37 percent of
senicr citizens who regularly vaca-
tion abroad, All other industrial na-
ticns treat all or most of social
insurancebenefits as taxable income
and use other programs o meet spe-
cial needs.

Tax sxpoadituros have contributed te
tho shift of e tux w Prom

In the 1958’ wrpcmziws paid 39
percent and individusls 61 percentof
total income taxes. Three decades
iater the corporate sharehad dropped
15 17 percent and that of inziivizitzais
had risen to 83 pereept.

According to X econdmist Raﬁd}f
Albeda, this shift bas occurred on
both federal znd . staee levels.” Her
research revealed that tax expendi-~
tures, unlike direct outlays, tend to

-

subsidize corporatons and commer-
cial activities rather than providing
for human needs, The 1988 1ax re-
form reversed the trend somewhat,
but pressure o restore some of the
carporate loophoies is building.

The largest tax expenditure listed
in the FYS3 report of the federsl gov-
ernment is the exclusion of empioyer
contributions to and earnings on pen-
sion plans (331 billion). In addition,
the accelerated depreciation allow-
ance ($27 billion) allows the write off
of bulldings, equipment, and machin-
gry at a fagter rate than actual depre-
ciation,

Corparations dre lobbying now to
add the vaive of “intangibiles," such as
customer listy and brand -names, to
the assets eligible for this write off,
Jane Gravelle of the Congressicnal
Research Service gstimates that this
would cost 32 billion or more per year
in lost revenue. Unlons representing
food company workers arpue that it
would hasten mergers and destroy
Jobs.

The tax exponditiirg
procoss is undemocratic.

Proponents of tax expendzwrzs
such as the write off of *intangibles”
tend to be well organized and -
nanced special interest groups. Be.
cauge once they are enacted tax
gxpenditures virtually disappear from
public view, and hecause there is no
government agency at which to fogus
dissatisfaction, oppeosition is almost
non-existent or unorganized. For ex-

ampie, because of widespread igno-
rance about the inequitabie distribu-
tien of the deduction for morigage
interest, real estate interests can de-
feat any effort to ‘cap It. A better
informed populace would probably
support a cap which presecrved 1he
deduction for the average
homeowner's primary dwelling.
These concemns highiight the iIm-
portance of shattering the stlence about
tax expenditures (on the state and logal
as well as faderal lovel) 10 expose thelr
inequitles and effects on alfocation of
resources, an the tax system anc on
the hard choices made in tight bud-
gets. Randy Albeda and Cynthia Mann
{ssue the call cogenty: "Our challenge
{s to force the politicians to tell us how
and when and whom they're going to
tax [orgive tax forgiveness tol, Because
even if we don't talk tax [expenditures],
we can be sure that Fortune magazine,
the big business lobbies, and the
backroom negotiators will be talking
tax behind ocur backs, and lawmakers
will be fistening.” ]

Amata Miter, 1HM, Is NETWORK's
Econamist and Education Coardinator.

Sources:, Randy Albeda and Cynchia Mann, “Con_
We Talk Taxes?” Duitars & Senve Ociber, 1988
Waryen Gragary and foha Marbirg, Slent Spend-
ing: Tax Expenditures and the Lompetition far
Public Dollars, Mickigan Houwe of Repressns-
tives, House Flseof Agency (May, 13R0) Neil Howe
and Philiip Lengwan, “The Noxr New Oeal, "
Attantic Mombiy {Aprid, 18023 Daniel O Huffund
Bavid A folngon, Phantom Welfary Pubiic Relief
for Corporate Americs.” Socist Work fMay, 18831
Larcie Sonnenfeid, Mil3ing Maney: & Domman

Cause Stady of Federal Tax Expenditures, 1085
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’”1:’32} them enfitlémenzs, aud they're the voracious bobgoblins

"‘;“§ - * pEow -

of federal spending. Cail them programs to halp the old, the
kuepgry, the sick, the hiind, those who have fought for our

country, and they've got the public’s broad support as
essential underpinnings of a civilized society.”

policy directer for the Amercan

Association of Retired Persons
tanum, cogently characterizes the
public's ambiguiry-and ignorance-
about the group of federa! programs
called "eniitlements.” Thispolitically
charged shwation spawns misinfor-
mation, myth-making, manipulation,
and misallocation of scarce resources.

- A

E . n these words John Rother public &

C{arifying the Term
Entitlerments: are _programs {e.g, -

care, uhemployment cempensation,
veterans pensions) which award hen-
efits according to a fixed formula to
persens meeting eligibility require-
ments sef by Jongress. Gnce enacted
into law, estitiement programs be-
come in budget language "mandatory
spending” and are not subject 10 an-
nual appropriations.  As such, they
are uscontroliable tems in the bud-
get, since any one who qualifies re-
ceives the benefit, regardiess of the
total cost.

Federa! entitiements come in two
forms: tax expenditures--the reduc-
tion of taxes dug {82e July/Augus:
19973 NETWORK Connection); and di-
rect ouilays, what the public usually
thinks about whes it hears the term
"entitisments,”

Areas of Concemn

From a budgetary perspective, di-
rect entitlement spanding, projected
to total $776 billlon in 1893, is now
more than haif of the total federal
nudget, and growing uncontrollabiy.
Advacating cutting entitlements as a’

-

10

= broad category gives
cover to politicians
whose constituents
wouldbalkaireduc-
tions in specifichen-
efif programs,

Given 19908 eco-
nomic and political reali-
tigs, those working for social
Justice have to be conzerned abour
the magnitude of entitiement spend-
ing [and tax expenditures tool). Bux

-7 ours must be an infermed concern,”
Social Security, food staraps, Medi~ |

probing specific problem areas naad}
ing reform.  *

1. Why aro costa rising?

Three programs account for two-
thirds of total entitlement spending:
Social Security, Medicare and Mediz-
aid. Of these only Medicare, aational
health insurance for the siderly, and
Medicaid, state-federal heaith program
far the poor, are actually running ram-
pant. Since 1880 spending on thesa
twe programs has rigen from 8 per-
cent of the federal budget to 12 par-
cent. Withoul comprehensive heaith
care reform these costs witll more than
doubie by 1998,

Social Security benefits rise et the
rate of inflatien and 19803 pavrol! tax
increases have move than paid for the
increasing benefit payments. Spaad-
ing on other entitlement programs
such as food stamps and AFDC has for
many vears failed to keep up with
inflation and the increase in numbers
of eligibie persons.

Even i we completely abolished
food stamps, AFDC, farm price sup-
ports, child auirition programs and

Bo - Time to-Ask.::

* percent of total benefit dollars are in’

> Military and ¢ivil service employees

by Amata Miller, IHM

- the Hard
Questions

# veteranst pensions, ghe’
titlementspending would
§tili be a greater proper
tion of the federal budget
by 1998 than i1 15 now,
unless the costs of the two
health care programs are
brought undar control.

2. Wi are wo really subsidisiag?
Only one of every eight dollars of
federal entitlement outlays goes to.
those living in poverty.’As much 35 8¢

programs requiring no evidence of
financial need, ’e

And the beneftts are skswed to-
wards the well-off. Neii Howe and
fhillip Longman is g detailed analvsis
revealed some stariling facis,

» in 1991 U5 households with in-
comes pver $10G6,000 (the richest §
percentd received an average of
£5,880 in federal cash and tn-kind
benefits, while those with incomes
under $16,009 received an average
af 5,563,

» From 198G-81 in inflation-adjusted
doifars, the average federal benefnt
raceived by households with in.
comes under $16.000 declined by
10 percent, Meanwhile, the benefits
{mostiy Social Security, Medicare,
and federal pensioas) o thase with
incames ovey $200,080 fully
doubled.

» Medlcare spent $19 hillion in 1991
suhsgidizing the healthcare of house-

, holds earning $80.000 or more {the .|
richest third of 2l households),

e v
FE »




w Withincomes over $130,000received
$9.2 billion from the Treasuty In
1991,

» Social Securlty, instituted in 193523
aproiection againstelestitution, dis-
tributed more than 20 percent of its
benefits in 1993 1o households with
incomes above $530,000.

» 350,000 each, on average. went in
direct federa! farm subsidies to the
34,000 farmers with largest gross
recsints, Almost v thirds of the
fotal payments go 1o the richest 2%
of the farms,

Their conclusion: what we have is &
"welfare staie for the affluent”

3. Do the original reosons for them
etill hotd?

Many of the entitlernent pregrams
began during the New Deal, sngd have
their own constituency which resists
change in them even though the origh
nat rezlities which gave birth to the
programs nelonger hoid. Noprogram
illustraies this better than Social Sev
curity.

Today more ihan 60 percent of &l
henefit spending goes to the 12 per-
cent of the popufation who are eld-
erly, When Social Security was ¢n-
acted in the 1930's seniors were tha
poorest age group; hy 1868 oneinfour
eicdarly persang still lived in poverty.
sow, largely hecsuse Social Security
benefitsare indexed against infiation,
and Medicare provides bealth insur-
ance for gll those owver &5, only 12
percent of the elderly (3.7 million
BECSQNS} e poor.

But now 21 parcent of our children
neder the age of 18 Hve inpoverty up
from 14 parcentin 1964, And thereis
no entitigment program to put a floor
undeér thelr support and no national
health insurance program i guaran-
tae their access to health care. An-
othar aspect of the Social Security
program is rooted in an obsolate as-
sumption. Based on past family pat-
terng, the henefits of a deceased fa-
therare awarded tanon-eideriy house-
heids in which widowed mothers ars
raising childresn. Hewever, inlg40the
13 million children being raised by
not-widewed single mothers had ne
federsi benefit program 1o sssistthem,

It is fime to examine the maior

antitlement pragrams in light of cur-

rent needs, of shifting national prieris
teg, and of the inequitties in benefit
distribution.

Proposals for Change
As tegislators seek to reduce fed-

eral deficits, proposals for g cap on

entitlements are reguiarly introduced.

This is g bad idea.

1} Capping entitlements simply post-
pones the difficult program-hy-pro-
gram catbacksrequired 1o ve within
any cap.

23 An acrosg-the-board cut axing ai
antitlement programs would harm
both slow- and fast-growing ones-
ultimataly doing most harm 10 the
poorest and most vulneraiss,

3 To set a cap, some forecast of ol
cost s needed. But the factors that
determine entitlernant spending-
economtic downturas, inflation, and
changss In eligible pupulations--are
largely unpredictable,

A much better approach would be
to begindiscussing a reform proposal
like thar of Neil Howe and Phillip
Leagraan, who cali for improving the
equity of entittements and fresing up
resources to meot othar needs by ap-
nlying one simple principler “ooe's
benefits should be proportional to
one's need—whatever the form of the
subsidy.”

Strucruring a reform according to
this principle would mean that
13 # shouid not reduce the income of

any household 1o anywhare nesar the

poverty line:

2} it should adjust benefits according
toa gradeated scele, notcompletely
eliminating the benefits of any cur-
rently eligible househoid;

31 itshould take lntoaccount the “guasi-
gontractual® nature of some of the
programs, Forexampie, federal em-
pioyee pensions ars really part of
deferred compensation, since the
employees accepted wages lower
than in the private sector in view of
better pension benefits. But Social
Security bengfits are not linked to
what a person paid into the system:
rG records of contributions sre even
ket by the Social Security Adminis-
traticn. Thebenefits srerelated toa
person's wage history. And today's
rotirees are receiving henefits worth
two 1o ten vmes what they wouid
have ¢arned had rhey invested ali

embiodied in a "hesefit-withholding
liabilizy” feature in the 1ax system,
followmy THE ibove criteria, & per-
centage of benefits for higher-income
bousehilds would be withheld {e.g,
7.5 percent of any benefits that cause
total household incoms to exceed
$30.000). Banefits received would be
listedt on @x returns and the with-
holding would be processed by the
tRS along with income taxes,

gressicnal actioninot g reviewof each
programl, create no new bureaucracy,
and couid ke done relatively quickiy
while the dsbaie over program re-
forms procesds.

and informed discussion about entitie-
menis., We can no onger avoid asking
ourseives why we are unable to find
the money w4 faed, house and educate
cur poor chikiren while we continueto
subsidlze the well-off. 5]

Soures: Nai Howe ano Phillip Lorgman, “The Naxt fow
Iaal " Miantic Monivy, Apel, 1892; Viees Novak. "En
iements Waity, T Hationgl Jeumnal, 10717/82 Dawd
Basenbaum, *Answer Dut Entitements, Gussion; Bt
HewT Mew Yok Times, 8578/53

-t

their Hifetime social security taxes
{theirs and theiremployers}inTrea-
sury bopds.

§¢ three pringiples couid HE |

This would reguire only one con

itis clesrly imeto begin a thorough

Amala Miller, BiM, Is NETWORKs
Evonomist and Educadnn Cocrdinaier,

mm Wmﬂon nn%
nﬁmﬁm & gizablll maa.u
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MEMORANDUM

To: The Secretary

Erom: Davié T. Ellwood

Re: bntitlements

Encloged are a few materials on overall enttlemens lovels and growth. A feow bssic facts:
o Of the projected growth in entitlements between 1985 and 1998, 70% is from heslth coste

o In 1993 AFDXC, Food Stamsps and S81 accoumted for less than 9% of entitiements and
less than 3% of the total budger.

o Social Security remains the largest entitlement by far , accounting for over 40% of all
entitlements and over 20% of Federal expenditures.

i
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DEC-7-1933

FEDERAL OUTLAYS BY CATEGORIES FOR SELECTED YEARS

1By fiscal yoar]
e Ereted wbiiviated Lo s |
1960 1970 1880 1085 1990 1953 1658
in nominat doliars (billlans)

Defenss disoretionary. .........ccaieninnsivnene 47.0 81.9 134.5 253.1 300.1 . 284.0 a

International discrelionary.........cvee e reen 4.0 4.0 128 174 19,1 21.0 a

Domestic disCretionany......o...covnmocoe 160 42.5 1318 163 .4 1890 2480 &
Subtota), discretionary............. 67.0 126.4 279.3 4339 508.2 5470 556.0
SoCial BOCUMMY .. coovvmrnrresrricasirormmmerens s 1.0 20.6 117.4 186.4 246.5 802.0 3910
MBOICRIB. ..o e esvmr st s danans e rcaave 14 6.6 34.0 69.7 1074 143.0 2380
MEdICRIE. ..ot aseemevinan e s s sans o 2.7 14.0 227 41,1 76.0 £39.0
AFDG, S8, FOud SamiS..c.c o 3.0 4.7 22.2 30.4 387 63.0 8.0
Other antilements antd mandatories........... 12.0 21.1 101.5 123.1 126.3 165.0 179.0
Subtotal, mandatory...........cceee. 26.0 64.9 2888 432.3 561.0 749.0 10270
Net lnterest. ... Crerernesoutyens vu i anreenen s 70 14.4 52.5 128.5 184.2 198.0 253.0
DRposit INSLHAaNCa.....ocov v mecreece e ne £.3 0.5 -0.4 22 58.1 -28.0 -10.0
OHsetting reCeipId.... ..o cnvenns 7.0 -11.5 -29.2 47.1 -58.8 670 -85.0
FOMBL o o isirenierins s srerenccvroimrmronseenars 3922 $105.8 $590.9 $048.4 51,2527 814160 $1.747.0

B pot avaiable,

Mote. Net Discretionary Outiws equals DisoreSonary Outtnys mirus Oftsetting Raceipts {he breatdown of Offsetling Reveists which shouid hava been
retted againe Mandstory Outiays was not avallabite). Agriculture price supparnts heve been included In Domestic Discrelionary Outleys, Outiays have

bean sijusted for infiation using the C381).

Soutce: Gongressionsd Budget Office, The Ecanontic truf udget Cutionk: Fiso Years 19941598, January 26, 1986 ard
Tha Eoonomic and Budget Qutisck: An Update, Septermbar, 1953
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FEDERAL OUTLAYS BY CATEGORIES FOR SELECTED YEARS

By liscal year
wttraind By j oatlrited ey
1860 1570 1880 1885 1930 1983 1956
In constant 1992 dollars (biilions)

Dalanse disCrolitnany... ..o cowimiinnn. 208.7 278.2 2295 1.8 {22.1 264.8 a

Intarnational discretionary. ... 17.8 13.6 21.8 23.5 20.5 20.3 a

Domestic disCretionary........ocvovremercinnans 71.0 144.4 2249 220.6 2029 238.4 a
Subtotal, discretionany.........e. a® iR 436.2 476.1 5859 5455 530.0 463.8
Social SRLUMY ..ot iver e rncorsninersnemr e senn 488 100.6 198,86 251.7 264 .6 2026 326.2
MEBCHOBIB ... v invrirrcismsresaasisatrnrirersnsessnssonatrian 4 234 568.0 94.1 11563 138.6 1894
WedicaiG......oocov e 0 8.2 23.9 30.7 44 1 73.8 1160
AFDC, S8, FOOO SIaMPH . cnieiinrasmanerers 19.3 16.0 37.8 41.1 426 61.0 65.9
Other entitliernerns and mandaionies.. ... 531.3 Fa N4 1730 166.2 135.8 1698 149.3
Subtotal, mandaton.......c 115.4 220.5 492.3 543.8 602.2 725.8 B56.8
NBLIMBIEBL. vt vreirrvserr et te s renr saras 311 468.9 895 1749 197.7 1?12 211.1
DEpOsIt IHBUIANOS. . vvvereeeessiersessasscrromsenines -1.3 4.7 0.7 -3.0 52.4 -25.2 -3
Offsetting receipls.............. everaonrenbaruas sunesaean ~31 1 894 496 B35 63,1 -54.9 -70.9
1€ | PR $408 5 $664.5 $10073  $1,2780 $1.3447 §1.3721  $1 4574

A not avaiabie,

Nots. Met Discretinrsry Outlays eguals Dlscretionory Gutlays minus Offsetting Reosipts {(the treakdown of Qlisetting Heospls which ghouid have been
neitad mgairst Mandatory Outiays wes not avaltabie). Agricuitur price supports have been inchuded in Comestic Discretionmry Outlays. Oullays have

bean adjusted for infintion using the CPHL,

Sauwce: Gongressional Budgaet Offioe, Yhe Economic and Budget Oullook: Fiscal Years 1004-1988, Janusry 26, 1993 and
The Economic and Sudget (vtlook: An Upder, Septamber, 10053
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FEDERAL OUTLAYS BY CATEGORIES FOR SELECTED YEARS

{By fiscal yoar]
entimaind avrAte mojectes
1960 1970 1980 1985 19%0 1633 1990
As a percentage of Totat Federal Oullays
Dofonse disCrolicNany. ... i e 51.0% A41.9% 22.8% 7% 24.0% 20.8% a
rternationsl AiSCretionany. ... vion. 4.3% 2.0% 2.2% 1.8% 1.5% 1.5% a
Domastic diIBCratONAIY. ...cccovrrvcrecrs mreens 17.3% 21.7% 22.8% 17.3% 15.1% 17.4% a
Subtotal, discretionary............. 126% 65.6% 47.3% 45.8% 4D 6% 38.6% 31.8%
Bogial BeCUrity.......cvv e faneavireanns 11.9% 185.1% 19.8% 18.7% 19.7% 21.3% 22.4%
MBHICATR....ccvi e ermcrsnn et smsrenes presnevees o 3.5% 58% 7.4% 8.6% 10.1% 13.7%
MegiCall..........ciimms s s 0 1.48% 2.4% 2.4% 3.3% 5.4% 8.0%
AFDC, S8, Food S1amps.....c. wisiiinscioncan 3.3% 2.8% 3.8% 3.2% 32% 4.4% 4.5%
Other entilemens and manxdatories........... 13.0% 10.8% 12.2% 13.0% 10.1% 11.7% 10.2%
Subioal, mandatony. ..., 28.2% 83.2% 48 9% 45.7% a4.8% 52.9% 58.6%
NetINBrBst.........coveiprmcrorcoiirsrsincerionnens T.6% 7.4% 8.9% 13.7% 14.7% 14.0% 14,5%
Deposit INSURBNDE. ....vconiersiieeccicocannnrnnnenns -0.3% -0.3% -0.1% 0.2% 4.5% -1.B% -0.6%
Ofiseting 1808IPIS ... sss s reivsninns ~7.6% -5.9% ~4 % 5.0% -4,7% -4 7% -4.9%
TOML...ccoonairi e e reacmtriensrs s recsnasee 1000% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
a: not avaliabde.

Note. Net Discretforsry Outlays equals Discretionary Oitlays minus Offeetting Ruceipls (the breakdown of Qifsetting Reoeipts which should have boen
riettad against Mandistory Oul ays was oo! svalfable). Agrictiurs prios supports ave been included in Domestic Discrationnry Oubiays. Qutlays have

kosn adjusted tor Inflation using tha G214,

Source: Congressional Budgst Offics, The Ecensmic end Budget Outlook: Fiscal Years 1604-18998, Janery 28, 1003 and
The Eeenorric and Budget Ouliock: Ap Updada, Septambaer, 193¢
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FEDERAL GOVERNMENT OUTLAYS

By calegory in constant 1992 dollars
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Source: Congressional Budget Offics, The Economic and Budget Quticok: Fiscal Years 1894-1938, January 28, 1993
and The Foonomic and Budget Outiook: An Updiats, Seplember, 1993,
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FEDERAL GOVERNMENT OUTLAYS

By category in constant 1992 dollars

Artual Projected
1,680
1,200~
- |
B sn0-
400~ :
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Source: Congrosslonal Budget Otlice, 7he Economic and Budgat Outlooi Fiscal Years 19941998, Jeruary 28, 1993
and The Economic and Booget Quicok An Update, Septembsy, 1953
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ENTITLEMENT & MANDATORY OUTLAYS', FY 1980-1998
By category in constant 1992 dollars

600

billlons
1

Actual Projected

e |
LS §

7
v

okl

g
A

Lot
s bR - 0

: : ; Siitisines SR -:‘ il
. r eI eerely : g.ti : ex- .- : 151 bt g
. rg 's; ;égiﬂ;s% &ii thiss %'i(:_u;:“—- i b E{’:; : \\\\\\
ﬂ,’? im&% 1 e = :‘ 3

z
‘; ) \\\\\

////,

Carara

Source:

.,

19880 1982 1884 1986 1988 1990 1992 1994 1896 1998
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Congressional Budget Office, The Econornic and Budget Outfook: Fiscal Years 1994-1988, January 26, 1993
and The Economic and Budget Outlook: AnUpdats, September, 1993.
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By category in constant 1992 dollars

and The Econormic arxf Broga: Outiook: Ax Update, Seplembar, 1988,
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THE INTEGRATED TAX-TRANSFER CORCERT
Vision: ’

Welfare reform is difficult to achieve. On the one hand, we want
to "end welfare as we know it,” particularly continuing dependency
on public assistance. On the other, we want children to be free
from economic want, to have access to a sense of economic security.
Finally, we want our public resources t¢ be spent wisely,
specifically, that our limited resources be tarygeted on those for
whom the bepefits were intended. It ls very difficult to minimize
walfare dependency and child poverty while targeting scarce public
resources carefully all at the same time,

Real wage opportunities for young heads of households have dropped
substantially over the past two decades. One recent study
egstimates that by 1988 nearly 15 percent of children under six
lived in families that could not have escaped poverty even if the
adults in their family were working and earning at their full
capacity levels. This is becauvse the family heads’ earnings
capacities were low due to poor education and other human capital
traits. -Such market failures must be addressed,

Public agsistance transfers must also be clearly defined. Are they
truly entitlements that are provided to those who meet the
categorical and income oriteria? Or are they best thought of as
temporary assistance to help a disadvantaged family over hard
times, that is, a form of public loan that ought to be repaid if
possible.

In order to address these guestions, we can, f£irst, alter the tax
rules so that the revenue system can be used to recapture some or
all public benefits received by non~poor families. Second, we can
alter the rules governing how earnings affect the level of benefits
provided so that AFDC benefits c¢an assist low-income working
families escape poverty,

By making these changes, dissatisfaction with the current systenm
could be muted. The proportion of families who derive all of their
economic support from welfare would drop substantially. The
ability of low-income working families with children to escape
poverty would be enhanced. Public benefits would be better
targeted on the truly disadvantaged.

Basic Concept:

The Integrated Tax-Transfer (ITT) proposal is designed to achieve
four objectives: 1) reduce poverty among children in working
families who otherwise would be eligible for AFDC benefits; 2)
enhance the economic rationality of work over exclusive dependence
on welfare; 3) more efficiently target benefits on the poor and
near-poor; and 4) minimize the degree to which fraovdulent and
inappropriate expenditures are made in the current system, The ITT
proposal attempts to achieve these objectives through two major
initiatives:



bure component that uses the tax system to recoup a
partian of benefits that have been paid to reciplents who turn
gut not to be poor when income is considered over the entire
year, or who abuse the system by reporting differently to the
transfer system as compared to the tax system,

3 Lemen = component that uses the transfer
system to ensure that AFDC recipients whe werk or recelve
¢hild support can have incomes that exceed the poverty
guideline or some specified fraction thereof before benefits
are phased out,

These two components are designed to work in tandem. Above a
threshold, the tax system will be used to improve the target
efficiency of income support programs; the revenus system will be
used to recapture those public benefits going to the non«poor.
Below an established threshold, earnings will not reduce transfer

payments,
Proposals:

The basic proposals are outlined below, S8Specific parameters have
been added to the proposals for purposes of clarity. However, at
this point the conceptual framework is more important; the actual
parameters can be established at a later time.

A, Recapture Component.

Because benefit eligibility is determined on a monthly basis, some
families may receive benafits for certain months of the vear, even
thouwgh they have moderate ¢otal annual income. The recapture
component will recover a portion of the benefit payments made to
families with annual income that exceeds a threshold,

Partial recapture would begin when:

Income (AGI and perhbaps BITC) + Beneflts {AFDC, Food Stamps,
§8%I, GA and/or housing) exceeds a certain threshold

Above the income threshoeld, benefits would be recaptured, A
recapture rate of 15 to 33 percent may be reasonable. TFurther, at”
some point, for example when total income exceeds 200 percent of
the poverty guldeline, benefits could be recaptured fully; that is,
the benefits pald to families above a threshold could be considered
an interim loan, which government would reclaim in whole or in part
at the end of the year., This implies that the maximum amount
recaptured may or may not be limited,

The recapture scheme should greatly reduce fraud and abuse. Under
the onrrent system, individuvals and families can benefit from
claiming a different family status under the tax and transfer
gystems, A father {(or grandparent, boyfriend) with earnings can
olaim head of household status and use his children to receive the
EITC; a mother can c¢lainm the same children without using the
earnings that formed the basis for BEITC receipt and receive welfare



benefits., Coordinating the twe systems would regquire the unit to
repoxrt to the tax system as they did to the transfer system. As a
deterrent to abuse, families which receive a bonus from working
under the tax system should know that the tax and transfer systems
can communicate with each other.

It is also envisioned that one could not claim the BITC or child
exemptions for any child for which the taxpayer owes child support.
The recapture system right alsc apply to past due child support.
Finally, all refunds would auvtomatically be matched against child
support arrearages and garnished.

B. Supplenment Component

Some states have chosen to set their AFDC benefits very low.
Politically, we cannot do anything to raise the need standard or
benefit level in particular states. However, if individuals work
oy receive child support, this additional income should be used to
supplement benefits Iin low-beneflt states (through a fill-the-qgap
policy), instead of reducing benefits as under current law,

States would continuwe to establish need standards and payment
standards as under current law.

A fillethewgap policy would be mandated, with the minimum earnings
disgregard policy as follows:

G A f£lat $100 per month disregard applied against earnings or
child support received;

& & child care disregaxd;

o Plus a minimum disregard of 20 percent of child support and
remaining earnings.

In addztinn,

“‘gamllg éﬁnthﬁga;”'Thaﬁmis} &Eﬁc“b&nafita cnald net.he_reduced
until total income from those sources reaches that proportion of
the poverty threshold.

In effect, the Federal Government would establish a new break-even
point. For recipients with earnings, states must ensure that AFDC
benefits de not phasa out completely until APDC, food stamps,
earnings, and child support are equal to the poverty guideline for
a family of three. This implies that some low-benefit states must
disregard a higher percentage of earnings and child support than

20 percent.



Isgues for Discussion

Genexal Approach

There are two fundamentally different approaches to the
integrated tax-tranafer concept:

i,

Q

Count means-tested benefits as taxable income, i.e.
include in AGIL. Other parameters {(threshold and
recapture rates) would not be altered.

Use a separate worksheet on the tax form to ¢alculate the
amount of public benefits to be recovered during the
annual reconciliation., Rules that were different frosm
tax provisions would be developed to apply to public
benefits,

There are alternative ways of doing this but we start with the
following congiderations. Theare are four generic issues that
can be discussed independent of the specific options presented
baelow.

a‘z

The Thresheld. A threshold will be established and
families with incomes above that threshold would have
public assistance benefits recaptured. There are two
potential thresholds:

The first is the income level at which a family is liable
for a positive tax liability, i.e. the tax threshold.
This wonld place the threshold a little above the poverty
threshold at presgent. The virtue of this approach is
that it appears more fully integrated with the tax code
and a dollar of earnings is treated identically to &
dollar of public assistance. The disadvantage is that it
is not directly tied tc the poverty line and is not
uniform across family saizes. Also, several public
assistance programs have eligibility levels above the tax
thresholds which would add to the marginal tax rate.

The second standard or threshold would be set at a
percentage of the poverty line {e.g. 125 to 140 percent
of the poverty threshold). The primary disadvantage of
this threshold is that it requires a separate worksheet
to administer. Howewver, it does make sense that the
threshold set for the recapture proposal be set above the
income levels at which benefits normally phase out.

The Definition of Income to be applied agalnst the
threshold: The income that would be applied to the
threshold would be AGI plus some c¢ombination of the
following public assistance benefits: EITC, APDC, Food
Stamps, General Assistance, 851 and housing.



c. The Recapture Rate. The two primary issues here are
implications £for marginal tax rates and whether the
taxpayer has the income to repay the amount identified
for recapture. In most cases, the amount recaptured
would not exceed the amount of the Earned Income Yax
Credit and thus repayment for families receiving the EIYC
is probably not a problem, In addition, where earnings
are part-year, income tax withholding is usually larger
than is required at the end of the year. This is becsause
withholding tables assume those part year earnings are
earned steadily throughout the year.

a. Maximum Amount Recaptured., The maximum amount recaptured
would be the recapture rate times the amount of income
above the threshold subject to the constraint that it not
exceed the amount of public assistance benefits., This
could include AFDC, SSI, food stamps, GA, and/or housing
but probably not the REITC, It might also be a
substantially smaller ligt of benefits and include only
AFDC and/or food stamps, and it might only be a £raction
(a different percentage than the recapture rate«wgay 50
pexcent}y of .the amount of those public assistance
benefits received.

Under the Integrated Tax-Transfer concept, at the end of each
year the welfare office would complete a 1099-type form for
each person who had received benefits at any point during the
Year, Information provided on the form would include the
recipient’'s Social Security number, the amount of <total
benefits received during the year, perhaps the number of
months in which benefits were received, and total annual
earnings. This Iinformation would be reported to the IRS
glectronically and would be distributed to each recipient with
instructions about how to file their tax return.
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN PLUS ONE OTHER INCOMF: EARNER IN NEW YORK, JULY 1993

Other Adult Tax Mother & Chlidren Othar Adult Gambinad Reduction in Combiansd Dispossbia incoma
L. in tiling Fillng Denefie  Berefiin  Z5% ClawBack  25% Claw Baek  25% Sfaw Bask  BU% Slaw Bark
i unit for: Status AFDC + Taxed Yaxed SIAGISENG S of AGI+¢  GIAGIPENG S of ASLE
" I+ { Crther Food Housing Disposalls Disposable &EMC  AEMGCoct You!Bemfits  Tolal Benalts  Tods! Bensfite+  Totwl Banafite .
& | AFDC Kind! Adult Mother! Stamps  Subsldy Eamings  ENTC income Inuom®  Aeducad  Reduosd - TexThrahlt < TexTaeshid  LE0Peviheatld 128Puvhrehid
1 . . S dnt 8,420 J 5000. - 288 4,403 13,828 8 ¢ g L 0 a
2 . MM dnd 8,420 g 50007 2,000 8,118 15538 0 g 185 tt g 0
3 . 4 daf §,420 g 5000 2000 8118 15538 g D 205 0 0 0
4 X5 dnt] $,180 0 8,000 288 4403 15,8583 g 0 0 0 0 0
5 X HM dnfl 9,180 1t 5000 2000 8418 18288 0 Lvj 1585 0 ¢ 4
& » X J o 4,180 g 5000 2,000 g,118 15288 4] ¥ 145 0 ¢ Q
7 X X 4 3 7.508 0 5006 0 2,000 6,118 13,728 G &} [ 0 0 G
& * . 5 dnl 8,420 ¢ 10,000 g 7643 17083 g g 0 e 0 0
& " - W dnt 9,420 4 10,000 8,272 11,807 20,827 1,747 587 1,570 945 1,269 451
0 - . ¥ dnt 9,420 g ID000 8272 11,807 ( §§,92? > 1,753 573 1,773 955 1,077 258
L] . b g 8 ent| 7,980 2 16,000 0 7543 15,623 " Q 0 0 0 0 O
12 X HH dnt 7.880 ¢ Ig000 322 11,507 19,487 1,400 423 1,330 706 1,028 21
13 X 4 J 7.880 0 G000 3272 11607 19487 1,334 357 1,413 595 7 0
1w X x4 4| 2940 0 10000 3,272 11,607 @z}b 270 0 153 ¢ 0 0
15 . " & dnt 9,420 0 15,000 0 11,454 20874 . 0 Q 0 v | 0
186 » . MH  dnt 8,420 0 15000 2382 14,783 24,208 2,265 942 1,570 1,570 2,282 1,781
17 . . J  dnf 9,420 0 15,000 2362 15,188 24,578 2,846 1,328 2,355 2,205 2,440 1508
18 % 5  dnf 6,024 ¢ 15,000 0 11454 18878 it L LE 0 0 0
19 X MWH g 6,924 ¢ 15000 2282 14,783 21,07 1,685 692 1,154 1,154 1,876 $,28%
20 . X J J 6.924 ¢ 15000 2,382 15,158 22,082 1,821 848 1,731 1,584 1,478 888
21 X % N o 1,740 ¢ 15000 2362 15188 184888 415 171 435 285 184 &

Notas: I the other adult ctaims the children for tax purposes, the mothor's taxablp income i sed squal 10 173 of her bonefits {when benefits sre taed). Mowaver, when the ofhwr adult dous
net chalm tham, all tax refated 10 banellls ls withheld from the mother's benefts, When te olher adult Sles jolntly with the mother, his/her tax Hability squals thelr combined tax minua
the amount withhald from the mother’s benefits-the Insrement In the othar adull's tax Babifity from the childrer’s shars of benefite I subtracted from tha EITC, When the tax thies
hold is the basis of the benelit claw back, the maximum benefit redustion Is 25% of tolaf benuity: when 1353% ol the poverty thrashald s usad, 100% of benefis san be clawed back,



DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN IN NEW YORK, JULY 1993

Curront Law Boduction in Disposable Incomse

L | Number BaseDts Sauttty 5% Claw Back  25% Claw Back  25% Clew Back 25% Claw Baex

H of Taxed Yaxmd of AGE & BITS 4 of AL+ of ALl + EITS » of AGLY

s { Months Annuasl Food  Mewsing Disposebls &ETC & EEEL ned Torsd Banasits Totat Benelits Yol Bansliln - Tokal Beantite

2 Worked | Eamings AFDO Subuidy incoma Ractuond faduced v TaxThratiid - TaxThrobid SR PorThrmld EXS* PVl

1 i a 8,924 2495 L 9,420 H HH 2 O H 0

2 6 5,000 3,482 2,258 Q 11,818 1) L 50 4 o o

3 8 5,000 2,884 2,504 Q 11,508 0 0 0 a8 L4 L

4 10 5,000 3,124 2,438 0 11,678 0 0 16 4] 4 o

5 12 5,000 3,360 2,364 0 11,842 0 0 58 ] g g

8 12 wjebafis 5,000 o — - 8,118 - - - - -~ -

7 8 16,000 3462 1,248 0 16,217 1,180 832 1,178 553 8re 59

B B 16,060 2308 13852 0 18,167 802 174 915 290 614 o

& 10 16,060 1,154 1,688 0 14,327 499 48 7056 &0 404 0
10 12 16,000 D 1,880 LE] 13,487 274 4 495 0 184 o
11 wweses ] 10,000 e . -~ 11,507 - - - - - .
12 8 16,000 3,482 1,248 g 19,483 1,688 707 1,178 1,178 1,858 1,308
B8 165000 23808 832 g 17,983 1,182 471 785 788 1,867 916
i4 19 145,000 1.154 416 D 16,3583 568 238 388 383 1,114 524
15 12 16,000 G _ 7830 Y 15,5688 281 117 185 185 780 328
16 wwokars | 15,000 - - e 14,783 o - - - - -
17 8 20,000 3,462 1,248 0 22,308 1,699 707 1,178 1,178 2,885 2,558
18 & 20,000 2,308 B32 0 20,738 1,132 471 785 784 2,493 2,188
19 10 20,000 1,154 416 0 19,168 566 236 383 398 1,870 1,870
20 12 20,000 0 0 1) 17,648 0 0 2 9 0 o
21 1awmnems | 20,000 - - e 17,698 - - - - - -

Notes: BITO hilly Implemanted to the 1996 favaels. Wark axpoense sauals 10% of samings up to & cap of $85 par month. Ko child care axpanses are assumed. The AFDC benaitt
sasitnes & $120 Income dismgard. When no housing subsidy is avelladia, the food stamp banafit caleuiation assurnes & $103.50 axcass shalter cost deduction, 50% of
the madmum. The housing subsidy banefit oaleudation sesurnes a 45t peroentiie FMR of $819 per month for New York, When the tax threshold is the basls of the bensfit
oclaw back, the maximum benafit reduction squsls 25% of tolat beneflts: when 125% percant of the povady thrashold is used, 100% of benefits can be clawed back,

. NY_CLWEK
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN PLUS ONE OTHER INCOME EESARN&R IN NEW YORK, JULY 1993

Other Adult Tax Mother & Childron Othar Adult Gombined Reductlon in Combinad Disposable income
L | infilng Filing Benafits  Baosfits  25% Oluw Back  25% ClawBack  25% Ctaw Back  35% Claw Bazk
H unit for: Statig AFDC + . ' Taxed Taxed OIAGIHEITGH  of AIG  ofAGI+EIME S of AGIG
n In- | Othar Fomd  Housing Dispusable Disposabls  &ETC  SEIG et Yot Danetits  Total Bacafitn  Tolsi Beasfits - Tatd Bensfity,
¢ | AFDC Kind|Adult Mother Stamps  Subskly  Eamings EmC Ineeme Income Heduned  Hedusad - TaxThehla W TauThesbdd  125*Porthradid 1250 PovThnid
1. - & dnf| 9,048 7,884 5,000 286 4,403 21,345 666 886 111 1,111 817 817
2 - HH dnf 9,048 7,884 5,000 2,000 6,118 23,060 69 5889 1,444 949 1 455
3 . J  dnf 8,048 7,854 5,000 2,000 6,118 23,060 851 0851 2,086 1,588 1,380 880
4 X S def} 8808 6,394 5,000 2858 4,403 19,808 405 405 676 676 182 182
5 X HH dnt 8,808 6,394 5,000 2,000 6118 21,320 398 395 1,158 659 888 185
€ - X N J 8,808 6,394 5000 2,000 6,118 21,3820 G690 690 1,651 1,154 955 455
T X X o J 7,236 7,068 5000 2000 8,118 20,422 §56 556 1,428 926 730 28
8 - . § dnf 9,048 7,894 10,000 0 7,643 24,585 868 £86 1,144 1,114 617 617
9 . +  HH dnf 9,048 7,894 10,000 3,272 11,507 28449 35655 1,310 2,824 2,188 2,583 1,705
10 - J  dnt 9,048 7,894 10,000 3,272 11,507 28448 3,837 1,701 3,853 2,836 2,958 2,140
11 - X §  dnf 7,608 4,884 10,000 4] 7,643 20,148 4 L 1 1 ¢ L
12 X HH gont 7,608 4,8%4 10,000 3,272 11,507 24,008 2,488 875 2.084 1,459 1,783 865
13 - X J J 7608 4,884 10,000 3,272 11,507 24008 2,648 1,035 2,543 1,726 1,848 1,030
14 X% X J J 2,568 6,972 10,000 3272 11,507 21,047 1,787 551 1,808 888 1,107 288
15 . . & adnfj 9,048 7,894 15000 0 11454 28,386 666 666 131 1,111 817 617
16 - - HH  dnt 3,048 7894 15000 2,362 14,783 31,785 4,058 1,694 2,824 2824 3,548 2,958
17 - . 4 &nf 9048 7,894 15000 2382 151S8 32,100 4813 2451 4,236 4,088 3,680 3,380
18 - b 4 &  dnf 8,524 3394 15000 0 11454 24,772 g 0 D Lt @ 14
19 X HH dnt 6,924 3384 15000 2382 14,783 25101 2,481 1082 1,740 1,720 2441 1,881
20 - X J | 6,924 33894 5000 2,362 15,158 25476 2,907 1448 2,580 %480 2824 1,734
21 X X J J 1388  S472 15000 2382 15,158 21,888 1,888 838 1,710 1,560 1,455 864

Notas: U the other adilt clairms tha childras for tax purposss, tha mother's taxabls Income Is set equal to 123 of her benufits {when benefits are taxed). Mowaever, when the other adull dous
not elaim them, all tax ralated to benefils s withheld from the mother's bancfits. Whsn the other adult files jointly with the mother, hisfher tax Jabiity squals twir combdned tax minus
the amourt withheld from the mother's bensfits--the incrarment in the other aduit's tax Hablilty from the chlldren’s shiare of benefils is subtracied from the BITC. Whern tio tax thres.
hold is the basis of the benefit claw back. the maxkmum banefit reduction Is 25% of tolal bunefls; when 125% of the poverty threshold is used, 100% of benefits can be clawed back.
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN IN NEW YORK, JULY 1993

Curraotl taw Beducetion in Dispossable Income

L | Bumber Sanetite Benstite 25% Claw Back  25% CtawBack  23% Claw Baok RE% Stew Baok
§ of Taand Taxed ol AGI ¥ S0 3 of Attt o of AGH ¢ EITL + o AGE 4
no| Months Anrunl Food  Housing DClhposable  agire 5 EIT0 mot Total Sanslin ‘Total Bensfita  Totsl Baosfita- Tota! Beratits.
@ Warked Earnings  APDC Bubaldy inoome Haduoed Hoodhuomd « TR heanig - TasThrshid 25*PovThrahizt LISPovinobid
1 0 0 6,924 2,124 7.894 18,942 865 866 1,114 1111 817 817
2 ¢ 5,000 3,462 1,866 7.433 18,879 1,009 788 1.818 1,315 1,322 822
a B 5,000 2,884 2,132 7,608 18,740 859 788 1,81 1,281 1,287 Ty
4 16 5,000 3,124 2,064 7.534 18,840 8995 783 1,806 1,308 1,342 812
& 12 5,000 3,360 1,992 7,464 18,8034 1,029 797 1,829 1,329 1,335 838
8 tzwiorts | 5,000 - - - 6,118 wa - - - - -

7 B 13,0G0 3,462 1,082 5,833 21,964 3,253 1,194 2614 1,989 2,313 1,486
8 8 10,006 2,308 e85 8,278 21.074 2,832 1,080 2,392 1,767 2,081 1,873
] ¢ 13,0460 1,154 1,294 6,626 20,50 2.754 9848 2,268 1,643 1,868 1,150
10 12 10,000 8 1,808 8,872 20487 2,576 912 2,145 1,520 1,544 1,026
11 1w | 10,000 - - e 11.507 - o - — ) we
12 a 15,000 3482 1082 4,433 28,740 3,280 1,344 2,238 2,239 2,861 23N
13 8 15,000 2308 768 A8 249 2811 1,168 . 1,948 1,949 2671 2,080
14 1w 15,000 1,154 354 §,126 21,417 2,382 885 1,658 1,658 2.380 1,780
15 12 15,000 L 408 5472 20,885 2,926 882 1,470 1,476 2,192 1,804
16 wWeobnma i 15,000 - - - 14,783 - o - - - o

7 & 20,000 3,462 1,082 3,947 26,089 2578 1,271 2118 2118 3,828 3,488
18 - 20,000 2308 708 3,279 23,898 2,253 844 1,574 1,874 282 2,955
19 10 20,000 1,154 354 3,626 224 4,851 770 1,283 1,283 2,582 2865
20 12 20,000 ¢ & 3,472 21 S10 1.432 £98 293 883 2.1 2374
21 1woeans | 20,000 o - - 17,598 - - - - - -

Hotes: EITC fully impiemanted {o the 1806 lovals, Wark sxponse equnls 0% of eamings up to a cap of $83 per month, No ohlld care exponsas xre assurpd, The AFDC benafit
sssumes a $120 income dizragard, When no housing subsidy s avallable, the food stamp benefit calculation assimoes a $103.50 axcazs shoelwr cost dedustion, 50% of
the maximum, The housing subsidy banefit ealoulation assumes a 45th parcentila FMR of $819 par month for Naw York, When the tax thrashald is the basis of the benefit
claw back, the madmum banafit reduction oquals 265% of total benefits; when 125% percent of the pavarty threshotd is used, 100% of benafita sarn ba slawaed back,

NY_CLWBK

19-Jan-94 -



/0

EITC X ]
01/21/94 DISPQBABLE INCOME, FAMILY OF QNE PERSON, JULY 1993 Chid Supp -
WG ECL Y &
09:02 PM Col, A 881 X
Food Sta X
Housing S -
Annual Earnings 1993 1993 Taxable Federal Annual Annual Annual
from O Hours Poverty Tax Incame Income Housing S8t Food  Disposable
Work per Week Threshold  Threshold  _[Singlel Tax Subsidy  Jan-93 Stamps Income
States {34.25/How) Bnfts taxd [ Off] Single-Ll FY'94
Califomia 0 8816 §,850 4940 74 0 7,440 0 7.367
0 8,816 6,950 7,054 1,058 6564 7,440 0 12,946

50888ID! 21-Jan-94
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EITC X
01721794 DISFOSABLE INCOME, FAMILY OF . TWO PERSO‘N& JULY 1993 £hld Supp -
09:07 PM — Col.A |88 X
Food Bia 4
Housing S
Annual Eamings 1993 1993 Taxable Federal Anmal Annual Annual
from O Hours Povaerty Tax tncome Incoms Housing 581 Food  Disposable
Work par Week Thrashold  Threshold  [niFid TJax Subsidy GJul-93 Stamps incoms
States ($4.25/Hour} Brifts taxd [Ot]  B.Persons- FY'94
California 0 ) 9,182 12,300 1,380 207 O 13680 & 13,473
0 8,192 12,300 7,644 1,147 6,264 13,680 0 18,797
5088581

2i~jan-84
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*Famy" is defined foinchude refated sublamifies as part of the primary tamsly, A famdy may include more thun one tax vall,
Cididren aro defined as pirsons under age 18 who are not the head or spuuss of o primeary family or an uncelalied subtomily.

incemg for pereent-shpoverty s cash aiter ludatal income tax and FICA tax plus the vash value of Food Stamps and housing subsidly.

FamiBes with negalive ned income are nul shown separatgly Bt are included in the wiels.

botas:
a, Transler program simwlations usy 1991 program rdes. The ENTC caicudation uses 1895 qules,
b, TRINZ estimates may ditler from aciual piogram data,
. 881 bepalits to childeon nndar age 15, and benefits to the Instiutionalized, are not capiured.

2577 & prrei

TABLE B, REVIBED
NUMBE# OF FAMILIES RECEIVING TRANSFER PAYMENTS AND AVERAGE BENEFIT, BY POVERTY {EVEL
Al doliar amounis ars In 1594 dollars
iy n— 1 o A I N O 5.2 . "L 1. SN 5 .- M3 I e WU ERS A -1

Ho, of familins, onrst, indiv, dhow) 212 7900 2,787 13 m 13,518 63 985 104,667 T7504 T4.0%
Ho. o chilgian under 18 (thou 1,154 e 3 2,743 11,785 $Ha0G 335689 56,827 43 861 55.5%
Number of tamndies recalving AFOC {thou} 248 1,948 838 1,849 585 485 5,449 1061 19.5%
Paccent of taniles rovsiving AFDC 1.5% 249% 14.3% ¥2.5% 4.2% 05% 5.2% 1.4% v
Kvarage annudd beneli $2.707 4842 $3.80¢ 53,644 $12683 %2516 $3.918 $2980 -
ol annugf benefit {mili} 1:5Y) $9,532 $2.044 $6.008 1842 $1288 $21355% $3.140 .147%
Numbor of famiies receiving S51 fthou.; < 20 1,287 275 1,206 683 700 4,183 1483 38.0%
Parcont of tumilias recuiving §81 8.5% 18.4% 4.9% B8.1% £.1% 1.1% 4 % 1.8% e
Average annusd banefi $3.152 £3 531 4,338 $d4.045 34738 $4.318 $4,058 $4.528 ” n
Total anawal benefit Jaill.} 82  $4580 8,198 $4 843 $3238  $3.08 $16976% $8286 3sow i
Numbar of famliss reseiving Food Stargs (thow)) 1,083 3,654 1,223 4,247 1,386 857 12252 203 1e4%
Percent of tamiflas raceiving Food Stamps 33.6% Ha% 438% A% 10.0% 1.0% 11.7% 5% e
Avarage annual benef! $1.764 $2313 $2,02¢ $4,809 $842 $440 $1,558 581 -
Total annuat bonef® {rdi.) $1,487 $9,451 82,470 55,045 $1.403 $248 $20,314 % 51397 6.8%
Number of tamiios reneiving housing subsidy 8hou) 3 359 34§ 1520 1,221 ag7 4,238 518 asow
Parcen! of famifies recoiving housiyg subsidy &,1% 4.5% 12.4% §4.5% £.0% L.6% 4 0% 24% -
Avarsge annal bonefl $384 £5.44% 510 $4,138 $3518 $2.641 $4,127 33,602 "
Totad annugd benefit {mil} # §1,088 $1.745 37,845 $4787 1,044 $17492 % 85831 333%
Humber of Jamilies recsiving EITC (thou) 865 320 1513 9251 3429 353 17.599 §455  ans5%
Parsent of famikes racebing E(TC Z27.6% 40.6% 47.1% 35.7% 25.9% 55% 15.8% 9.0% -
Aworage annial BITC 333 $51% $1.274 51,486 $i080 %6381 $1,057 $odg .
Totat panust EITC {nill} 3292 $2.997 $1.672 $7.803 $345¢  §2.406 $18.502% $529¢ 1%
Tolai transTor Donefits: AFDC S8LFS housing (mitl) $2,530 324500 $7,455% $24.778 $10068 { £5852 $16,198 | 518820  21.3%

4 Totad Yansier bonefits gdus EYIC (ndll) 25 §21.457 8120 $i2.580 $14.459 1 $8,087 #4594, 740 i %12.51% 23 8%

Sotree: The Urban Institute's TRIMZ Maode! N b

Definjdons: $68 .f P B 59

oy (12=)
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X TABLE 1
AGGREGATE EFFECTS OF TAXING TRANSFER PAYMENTS:
EITC CALCULATED USING NEW AGH DEFINITION

All dollar amounts are in 1994 doliars,

Baseting Afernative 1AZ; | Altemnative IB2:
Tax 881 AFDC | Tax 881, AFDC,
£3, housing subs.

Number of famifies & unrelated indiv. {mill.) 104.7 104,7 1047

Murmber of chilthren under 18 {mill) £6.9 86,8 66.9

Federal income 1ax liability
Total tax liability ($hitl.) $438.5 $436.4
Changa frorm basetline ($bill.} $0.8
Percent change from baseling 02%

Adjusted Grass Incoms )
Total AGH {§bill) $3.673.3 $3.711.7 $3,7494
Change from baseline (Sbill} $38.3 $76.1
Percent change from baseling 1.0% 2.3%

Federal incoms tax returns .

# of non-$0 tax returns {thou,) ? 83,762 100,542 101,483
Change from baseline {thou.} 880 1,721
# of retumns with pasitive tax {thou}* 85,088 85 880 B7.403
Change &om basaline {thou} agz 235

Poverty Counts, using after-1ax incoms

phis Food Stamps and housing subsidies
Families {mill) 12.4 12.4 128
Percent of families 11.8% 11.8% 12.0%
Chitdren (mill.} 9.7 9.7 109
Percent of children 14.4% 14.5% 15.0%

Povaity Gap, using after-tax income

plus Food Stamns and housing subsidgies
Size of gap {$bil} 426 42.6 42.9
Percent thangs from baseling 0.1% 0.7%

Source: The Urban Institute’s TRIMZ Model

Definitions;

“Family” is defiped 19 include rminted mbfamilies ax past of ihe primary family.

A famity msy inclnde more than one 12X DAt

fncome for the poverty coloxdation I8 cash income, ploys the value of Food Stamps and honsing subsidy,

afier {federmi payroli and income tax

The poverty gap it the amount of money necessary 1o bring all families and unsélated individuals up 1o the poveriy threshold,
where poverly is based on after-tax cash incotae plus the eash value of Food Stamys and housing subsidiss.
Childran are defined us parsons uader age 18 wheo are oot ihe hisadd of sponse of & primary funily of 5 aarclated sublamily.

Notes:

a. Fhase bascling sutimates differ slightly from those i the 10414 memo doe to dight technical differences: in pamiculas,
these figures use ihs weight of the family head, whils tables in the 10714 mems use the weighu of the head of the tax unit.
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TABLE 4

TAXING TRANSFER PAYMENTS: EFFECTS ON TAX LIABILITY BY PERCENT OF POVERTY,
POVERTY BASED ON AFTER-TAX CASH INCOME PLUS THE CASH VALLE OF FOOD STAMPS AND HOUSEMG SUBSIDIES
E(TC CALCULATED USING NEW AGI DEFINITION

All dollar amounits ara In 1994 dollars

< B{rL 50-84%  95-106%,  106- 149% 150-199% 200% * Al
No. of familles, unrel. indiv, B} 3132 7,900 3 R b x| 13,518 63,986 104,667
Ho. of chitdren under 18 {thow.) 3,194 1,318 2,743 11,765 10,300 33,561 a682?
Baseline
Mumber of renens with positive tax (o} 73 45 ba7 4,428 8816 70755 A5 88
Tots ax Gability {(mitl) ($289) [32.800) (81,4800  ($3,751) %8504 $437.311 | $428,456
Aweragn tax fability per favlly 8582 {$354) (4530 {$284) $703 $5.834 $4.100
Tax Sabiity as % of total tamlly Incame H.8% 5 3% 5.5% B A% 34% 125% 10.9%
Aftecnative IA2: Tax 881 pnd AFDG
Nurrber of returos with positive tax fthou} 87 87 564 4,873 5,042 70820 85,380
Pareant changa o basaling 18.7% 25.9% 8.5% 5.5% 258% 8.2% 1.4P%
Total tax Sability (mill) {32943  ($2.788}  ($1.488) 143,520} $3.728 $437.891 $438,554
Change o baseline {mill } (35} $i4 $oe $222 3224 3380 859
Percant change fram baseline 1. 7% 8.5% 1.5% 5.0% 2.4% 0.1% $.2%
Average tax Habllity per family ($54) {$383) {$523) {3267} $720 36,840 $4,198
Gharge from basallng (32} 52 38 $17 $17 36 %9
Percant change from baseline 1. % 0.5% 1.6% . 59% 24% 0.1% 0.2%
Tax Nability as % of total family income -5.9% 5, 3% -5.5% 2.0% 3.5% 12.5% $+0.9%
Ahernative 182 Tax 84!, AFDC, Food Stampy,
and housing subsidiag
Number of retums with positive tax {thow.} v 728 708 2,900 71,083 87,408
Purcunt channe from baseline 23.3% £8.5% 28.8% £.5% 0.5% 2%
Tosal iax Babifity i} {$204)  ($2.885  {$1.273 $10.311 $437,840 $444. 508
Changs fom baseline (i) 45  $185  $207 207 G| saa0
Parpent change from baseline “1.7% S5% 14.0%% #.5% 4.1% 0.7%
Average tax lability per family o4 5334} (3457 $763 36,843 $4.219
Ohonge tom passline 4 i 44 $74 86 b 30
Pervent change from baseling 1% 5.9% 14.0% 8.5% 0, 1% 0.7%
Tax lablity as % of total family income SA% -5.0% -4.8% 37 128 10.9%

Bourcg: Thae Urban institute's TRIMZ Modal
Crefinitions:

"Family" is defined 1o Inciude related subfamilies as part of the primary family.

A lamily may include more than one tax unit.

Children are defined as persons urder age 18 who are st the head oF spouss of a primayy family of an uneslated sublamily,

Income for percent-of-poverty is cash after federal income tax and FICA tax plus the cash value of Fosd Stamps and housing subsidy.

Familles with negative netincome are not shown separately but are inciuded (n the totals.

“Total family income” includes all cash incame reported on the CP S, but with simulated AFDC and 55| in place of the
réporiad amounts angd with TRIM.impeted capital gaing income.
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TAHLE 2
TAXING TRANSFER PAYMENTS: EFFECTS ON TAX LIABILITY 8Y FAMILY TYPE FOR ALL FAMILIES
EITC GALCULATED USING NEW A DEFINITION

A doilay aourds sy b 1994 dollary

FAUIES
WATH NG TOTAL
% Parante, 3 Wockers | 3§ LHROREN B
FrorPy ETami &y All Franilies
Phnber of famiBes, wwelaled indiv. {mill) 10,724 7045 R Yiavd 104 66T
Nuenber of childran undae 18 frail ) 20619 12,138 P shear
Baseling
Murnber of rabans with positive tae itheu} § 10,558 .29 %8 4,859 w2 3255 228 441 5821 #5088
Yordal tax Sahility (it} $E610C 1B s R0 SR8 0Is {52,050} %5388 X3 5450 823 5T $438 455
Avurage tkx Babdity por famdly $5.240 $5.153 3545 4,852 $oen 31510 $52¢ $243 4247 4,109
Tax Bability us % of tot! family income Ho% 2% RO% FA4Y, k1% 4.7% 2.5% 24% 1i4% 10.8%
Atgroative 1D Tux 881 and AFDC
Munber of rohans with positive tax fthou} | 10,716 8273 b3 4,544 7] az81 | 285 565 56,390 85,080
Peroant changs from basaline D.E% DE% 38% 1.9% 5.3% 1.4% 13.4% 2B.5% 1.0%
Yotal tux Eabifity {mill } 8317 rass 53 e (31,957 56,441 $410 $aus $439,354
Change from beseling (mill) $12? 45 $91 $103 $93 355 $1a 36 . %459
Parceny change from baselne 2% 0.4% 14.3% 0.4% 4.5% 0.95% 4.9% 4.2% 0.2%
Avgrags tax kability per famity $5.262 £4 149 $607 $4,65¢ ($661) 51,524 $54¢6 $305 $4.198
Lhange from baseline si2 74 862 $19 $a2 $14 525 512 £
Porcont changa from hecalne D&% O.4% 11.3% 0.4% 4.6% 0.9% 4.9% 4.2% 0.1% D.2%
Tax Bablity as % of wtal tamily income 1% 12.2% 2% 9.4% “3.9% 4. 8% 26% 2% 11.9% 10.9%
Miarnative 1B2; Tax 55, AFDC, Food Stamps,
o housing subsidies
Numsber ol retuns with positiva tax (thou.) 10,777 8,215 8% 4954 et 334 Vs 1,052 LY A 78 B7 A3
Parcent changa trom bassefine 1% 0.5% 148% 1A% 20.8% 2E% W% 1338% 8% 2%
ot tax Bability (mill y $56 eIt i Sy 25908 | & $6.704 $28 $107m1 ] sa94 441,556
Chango barn basaline {mill } 54 a3 $3ia $37 a4 16 ¥ $3.404
Fareont change from bazatine . G 1% A0 0% 1.5% 26.6% 50% 95R M - BP%
Avarage tax Eabality pey farndly $5.288 £3, 442 $re $4,703 {3506} $1.588 35270 $388 34,258 218
© Changs fom baselive 346 39 e I 11 $185 $76 $4s $72 $31 £30
Parowet change leors basating 9% G% £3.4% 1.5% B.I% 6% $E% 2485% a2% H.3%
= Tax Eability 88 % of wiad lamdly income 1H2% 12.2% 2.8% 5% 3% 45% 28% 4% FLO% 10.5% )

Souere: The Urban Instizore’s TRIMY Modsl,

Pefinitiong:

“Farmebe® keedadon mbeed pubfamdon o3 paet of the poamary famity. NOTE: & family suey okt mooes Sims ek Bi% ot

Chibdeen s definnd 3z peosons Gnitr age 18 who zre not the Dexd or spovst of 2 peasiacy FRELlY O 48 sewetabed sliiwosly.

TP ue PY ot walior e Boad o gpiurs of 0w deaad famnly works pact- i o part-paa,

CEY and FYT meaan kv bead o spovwe worksr wocks Rl dame aad Bl

NG WORK ERS” means neaber the Be3d of tpouse of the benad Tamndy has wastings: soiher Tamily er ey have ings

“Fotat Eramly feoens T wcludey 5 ganh sornee reporsad an the UPE, bat wath simutatnd & FUC aned B51 a0 phace of e vepimsend
ek and woth TRIM D Uppowied capasd gns mooms,
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TABLE 6
TAXING TRANSFER PAYMENTS: WINNERS AND LOSERS BY PERCENT OF POVERTY,

POVERTY BASED ON AFTER-TAX CASH INCOME PLUS THE CASH VALUE OF FOOD STAMPS AND HOUSING SUBSIDIES

EITC CALCULATED USING THE NEW AGI DEFINITION
£ dollar amounis gre in 1884 doliars, tamily counts are in thousands

< 50% 50-84%  G5-108%  106- wg% “!5{}-1 DOy 20@% + All
Number of farifias, unrelated indiv. {thou.) 3,132 7,800 2,787 13,223 13,518 63,886 104,667
Allemative JAZ: Tax 88t and AFDC X
Lost $500 + ) g 14 10 143 136 282 588
Lost $250-499 0 14 17 181 185 32¢ 726
Eost $50-248 3 83 83 280 218 213 858
L or no change 3,104 7.768 2,697 12,603 12,875 63,145 102,411
Gained $50 + 15 21 0 17 & 17 7%
Percent of families lost $250+ 0.0% 0.3% 1.0% 24% 2.4% 1.0% $.3%
Percent of famifies lost $50 + - 0.4% 1.4% 3.2% 4.6% 4.0% 1.3% 2.4%
Average Loss $500 + ' - 621 $679 $861 $046 $843 $862
Allernative iB2: Tax S8, AFDC, Food Slamps
and hausing subsidias
Lost $500 + e 103 176 1,047 av8 3rs 2281
Lost $250-499 3 B5 i1 914 a1 404 1,817
Lost $50-243 18 338 i67 - 937 578 484 2519
L.ite or no change 3,089 7.352 2354 10,914 12,036 62,706 97,977
(Gaingd $50 + 1§ 21 0 12 & 17 7?2
Percent of families fost $250+ 0.1% 2.4% 9.6% 14.8% £.6% 1.2% 3.9%
. Percent of tamilies lost $80 + . 4.6% 6.7% 15.5% 21.9% 10.9% 2.0% 6.3%
Average Loss $500 + - - $507 $848 $874 $1,087 $851 $920

Source: The Urban instiute’s TRIM2 Model

Dafinitions:

"Family” is defined fo include related subfamilies as pan of the primary family,

A family may include more than one 1ax unit,

Children are defined as porsons under age 18 who are not the head or spouse of a primary family or an unralated subfamily.
income for percent-of-poverty is cash alter faderal income tax and FICA tax plus Food Stamps ang housing subsidy.
Famifies with negative net income are nol shown separately but are included in the fotals.
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THE URBAN INSTITUTE
MEMORANDUM

TO: Bill Prosser

A
‘gﬁlﬁi\é Keith Watsor{{- and John Sabelhaus %

)l

SiJBJE(f’l‘ Taxing AFDC, $5L, and Food Stamps }.L’! opt taxing housing subsidics

DATE:: January 19, 1994

As you requested, we have simulated the proposal 10 tax AFDC, 58I, and the cash value
of Food Stamps, without taxing housing subsidies. We have simulated this proposal with two
different specifications for the EITC. Under the fivst specification, the transfer payments being
taxed are not considerad part of AGH for the EITC caleulaton. Under the second, AFDC, SS8I,
and the cash value of Food Stamps are considered part of AGI for the EITC caleulation; we will
focus primarily on this specification in this memo,

We find that when mansfers are considered part of AGI for the EITC calculation, total
federal tax liability increases by 0.4% shove the baseline to $440.5 biliion. This iz $1.1 billion
less than total federal tax liability when housing subsidies are tuxed in addition to AFDC, SSI,
and Food Stamps (alterpative I82). However, the burden on families In poverty is also mitigated.
When the EITC is caloulated based on the old AG! congept, total federal tax liability increases
by €.2% above the baseline to $439.4 billion.

We refer w© the simulaton in which AFDC, 83), and Food Stamnps are tuxed as
Altermative C, Aliemative C1 refers to the simulation in which AG! used for the EYTC does not
include mansfer payments. Alwernatve C2 refers wo the simulation in which AGY used for the
ETTC caleulation does include tr%%c: paymeuts. Recall that in alternative A, AFDC and 881
are the only wansfer payments 'whiz:?rare taxed, and in alternatve B AEDC, SSI, Food Starnps,

and housing subsidies are taxed; these two alternatives will be used for comparison.

Simulation with EITC based on new AGH concept
The resulrs from simulatons 142, IB2, and IC2, in which the BITC is calculated using
the AGY measure which includes raasfer income, are shown in Table A bDelow, As expected, the
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changes for alternative C are greater than the changes in alt. A but less than those in alt. B.
Towd tax hability increases by 0.4% above the baselise, compared o a 0.2% incrgase for
ait. A and a 0.7% increase for alt: B,

The cffects on fumnilics at less than 105% of poverty are closer 1o those in alt. B, however.
Under alterrative C, average tax Uability for those families increases by 6,3% and the percent

of poverty families losing $259 or more is 2.7%.

Additonal detailed information on alterpanive C2 can be found in Tables 1,.2.4.5, and 6
at the end of this memo.} ﬁ'&w 5¥PC
pres 9%
Tahic A

Comparison of Proposals to Tax Traosfef Payments
with EITC Celeulated Based on AGI which Inchgdes Transfer Incpme

Raseline
Total Federa! Tax Liabilicy (bill.) %438.5 34394 $441.6 £440.5
Change from baseling $0.9 $3.1 320
% change from baseline 0.2% 0.7% 0.4%
Familics in Poverty {mill.) 12.4 12.4 12.5 12,5
Poverty Gap (bill) $42.6 $42.6 $42.9 £428
Avg tax liability, families <105% poverty | ($331) ($328) {$304) ($310)
% change from baseline 0.9% £.2% 6.3%
% of all families losing $250+ 1.3% 3.9% 2.7%
% farrdlies «105% poverty losing $250+ 0.4% 3.3% 27% |
iy i T

Note: All poverty measures are based on cash income plus the cash value of Food Stamps
and housing subsidies after federal tax and FICA.

Simuiation with BITC based on old AGI concept
Under alternative C, with EITC calculated using the old AGL concept which does not

include wansfer income, the toml faderal income tax liability increases by 0.2% above the

! Table 3, which in previous memos has shown information for families recelving ansfer
payments, is not included i this memo but can be provided ae your request
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baseline o $439.4 billion. The number of familics in poverty does not change by a significant
amount snd the poverty gap increases by only 0.1%. The average tax refund for families at less
than 105% of poverty is $328, 2 0.9% increase in tax Lability from the baseline. Of 2li families,
1.3% lose 3230 or more, and 0.3% of families at less than 105% of poverty lose $250 or more.
Additional deiail on this simulation is provided in the wables a1 the end of this memo,

A _noie on the value of housing subsidies in TRIMZ2
The simulaton of alternative C involves the removal of the cash value of housing

subsidies from the Hst of ltems considered a8 taxable income. Qbviously, the change in any
family’s tax lisbility from aliernative B w akernative € depends largely upon the size of the
housing subsidy which that family receives. However, the cash value of the housing subsidy
received by a family cannet be determined with certainty because for families in public housing
it is un in-idnd benefit,

Thetefore TRIM relies on an impuration prosedure in order w determine the cash value
of the housing subsidy. The cash value of the subsidy is equal 1o the fair market rent for an
apartment of the required size in the same state, minug the rent paid by the family. We believe
that TRIM probably z:}vcrcstimatcs the value of the housing subsidy by overcstimatng the vaiuve
of the epartment, assuming that public housing units are of lower quality than a similac apanment

in the same stalg.
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TASLE 1

AGGREGATE EFFECTS OF TAXING
AFDC, 881, AND FOOD STAMPS

¥

Al dollar amounts are i 1984 dollars.

2 - AT SN J—
Baseline | Altlernative IC1: | Alternative iIC2;
EITC BASED EITC BASED
e ONOLOAGL | ONNEW AGI
Number of tamilies & unrelated indiv. {miil,} 104.7 104.7 104.7
Number ot chlldren snder 18 {mill3 66.9 B5.9 689
Federal income tax Hability
Totat tax tabilty {$bill.) $438.5 $432.4
Change fram baseline $bill)
Percem change from basaling 0.2%
Adiusted Gross Incoma _,
Total AGH {$bill.} $3.673.3 33,7318 33,7318
GChange from baselinag ($kill) $58.6 $58.8
Percent change from baseline 1.6% 1.6%
Federal income tax retums
# of non-30 tax returns (hou.) 99,762 106,868 100,758
Change from haseiine {thou.) 1,168 o958
# of retums with positive tax {thow.} ® 85.088 88,213 26,307
Changs from baseling {thow,} 1,126 1,220
!
Poverty Counts, using afterdax Income
plus Faod Stamps and housing subsidies
Families (mill} 124 12.4 12.6
Percent of familiss 11.8% 11.8% . 119%
Children {mill) I ¥ 8.7 9.8
; Petcent of children 14.4% 14.5% 14.8%
? Poverty (3ap, using after-iax income
plus Food Stamps and housing subsidies
Size of gap ($bul) 425 426 428
E: Parcent change from baseline 0% 6.5%
g il e ] e

Source: The Urban Instinvie's TRIM2 Model

Definitions;

“Fanily” is detined to {nciude misted subfamilice se part of the primaey famdly,

A fmrily may includo more thay bae wx dng,

frcome for e poweety saloutation bs cash dncome, plus the vadue of Faod Samps and botwing subgidy,

after federet payroll and income tax.

The povaaty gap s 1he wnsual of maney necessisy o being off frmlles and anrclesed individusds ap 1o the poveasty duesiold,

whare peverty i based on wftor-ay cash ineome pius the cath wilue of Food Stamps 104 bausing subiidies,

Children ate defined a5 porsoirs Snder age 18 who are net the hiwd oF $p0ues of & pritnary {amtly & 2h onzelsted subfamly.

Notes:

2. Theto xveling exiimates differ <ightly fram thase iy the 10714 meme dne 1o sbight ehniesd dillorences; in pastidsr,
these Bpores uae Ui weight of he (umity laad, whils whles in the 107H msaio wee the weight ofihe naad of the ixx anj,
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TASLE 4
TAXING ARDC, 881 AND FOOL STAMPS
EFFECTS ON TAX LIADHLITY 8Y PERGENY OF POVERTY

Al deltar amounts ara in 1984 dollars

<. 5% 150-199%  200% + A4 i
No. of faifes, ureel., indiv. {thou ) 3,422 7,600 2,187 12,243 13,518  &0,085 | 104,657
No. of childran ender 16 thow) 1,104 7,318 2,741 11,765 18,500 23,661 66,527
Haselne _
Numibet of celliens with positive tax {oit) 78 466 547 4428 8816 70,786 85,008
Total tax Habiity (mil) (8289) 2800 (1480  (89,78Y $9,504 $437011 | $403,495
Average tax Babfity per family $92) {8354) $531) i$284) $703 46,834 $4,189
Tax Rabliity as % of (eial tamiy income 58% B.3% 5.5% 2% A% 125% 10.9%
Attaynative IC1: EIYC CALCULATED
USING OLD AGLQEFINTION
Mumbsr of returis with positive tax (thew) gt 875 818 4,760 9,066 70932 86,242
Porcent change from baseline 20.8%  447% 0% 7.7% 28%  OU% 1.3% #
Total tox flabifty (mit) {$284) (42772) (1460 (33.471) $9,753 $437,680 | $400,437
Change from basdline frill) 185 $28 $20 $260 3228 $388 394z | e
Parcent changs fror basaling “1.7% 1.0% 1.4%: 7.5% 2 4% S.1% 0.2%
Averaye tax Hablity per family $o4)  ®as1) (3524) ($262) $720  $8,843 $4,198
Change from baseline 32 ¥ $7 $23 §17 $6 $9
Poropot change fran baseling -3 7% 1.0% 1.4% 7.5% 4% 1% t.2%
Tax abifity as % of jotal famlly inoume -5.8% B2% -5.5% LB% 35% 125% 15.9%
Altsteative 102; BITC CALOULATED
USING NEW AGL DEFINITION
Number of cotens with positive tax {thow.} 80 686 £23 4,812 9,084 70,098 26,307
Patoent chiange bom baseline 2.5% 47 2% 14.8% 8.7% 32% 0.3% 1.4%
Total ta Babllity (mi ) ($204)  {§2,660) (51,328} (82,880}  $0.887 S417.740 §  $440483
Chungs frombaseline {rafil) $5 $140 $157 $882 $383  $4bo $1,968 § ST
Parcernt change ftom basedine -1.7% 5.0% 10.6% - RAPL 4.0% ©,1% 0.4%
Avarags e, Habilisy por bamiy {804) {$337) {3475) $218) §T31 g8.84¢ 34208
Chungs from bassflne (82 $18 $55 $65 $28 $7 319
Percers change rom bassiine -17% 5.06% 10.6% 29.5% 40% 0I% 0.4%
Tax Gabilty &8 % of ot Lasnily income 5.5% 5.0% B4 3,8% 38% 12.5% C108%
Souree: The Urban institute's TROMZ Model o

Dalflnifionsr

Famiy" iy defined to includs related sublamilles as pan of the primery tamily,
A Sty may Inciide mone than On2 tax urit,
Chidem arg datined 48 parsong tnder agh 16 who arg aot $he hewd of spouse of a primary family or an wnrslated subtamily,
Income lor pevosnt-al-prverty 1 cash alivr foderal lncome \ax and FICA tax plus the cash value of Foad Stampa and housing sutsidy,
Famiies with negative net isoone sre not shown separmely bt are included in the ots,
“Total farmily incorng inciudes o cash lroomi reported op e OPS, tid with simuisted AFDC and 851 place of the
reported amounts and with TRM2nypoted cagital galns income,

Qe bl G pR-51-NUC

2BEbEed ON X¥d 441 7 IALTISHT Nugad

i
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TAXNG
ERFECTS O3 TAX LIAD

TABLE 2

S8, AND FOOD STAMPS
BY PAMLY TYPE FOR ALL FANILIES

Al dolar arvountt we I 1934 dollars

PO ES ST R CREDIET TARILIES
T WORRERS - WIFHND TOTAL
"B Parants, d Womars | 2P oeko; | T poterd, 1 Wotkar CHILOREN
ProcPy Flondey { PTorPy FTasd FY | PTarPY ETami £y 2 Esmitis
Huenber of famiies, urystawed by, {1k} 10,724 7,045 1,508 5,400 2050 Az o922 1 tpagey
Numirer of chiliden under 18 {mii} 0510 1288 3402 t3e2 5,152 6,801 0 86927
Bsusaline
Humbar o emura with positive tux fthou} 1 10556 8.1 7o 4, Pl 8215 226 A4t $5421 88086
ToAsd bax Sabifity (maL) $BE15C 457,308 $820 225013 ] He0sny $6.385 $30% %839 S253 578 $438405 |
Aweregy tax Hability por Samify $5240 3643 3345 fsw 5658 BE510 T - SEM $289 4247 $4.185
Talabiity as % ol total edy inconw 16,89 2% 2% 9.4% b 3% 4.7% 2.5% ZA% A% W%
Ajnative 163 EITC CALCULATED USING
L0 AGIDEFINIT N
huenbee of rotuera with posiive tax ioul {6741 B2 pit | %851 03 A,244 by ] &% 54500 #6213
Fgrcort changs from tussifne 0.7 +.5% 4.5% 1.9% S.4% 5% ho% A% L% £.3%
Total tax Kablity tmi ) S3EA57 AT ASY $BEC  KE5,195 | {(BLPROY  SG4GT S48 8901 § g9 449 437
Chavge hom baseling (B} 187 $42 $7¢ L 3Fed 70 $15 114 s $942
Persont changs frorn bumelios 2.3% 1% 8.5% t.4% JA% 2% 4.3% A45% £.1% 0.2%
Avoragh 1ax Fabliy per finaoly S5.255 38,940 $5¢1 15,851 (4589 81528 5544 397 e252 M,198
Change o bassking $is 87 %46 33 324 §18 22 #4 85 %
Percard chargs rom bascline 4.3% LAl A A DA% 4% 12% 4. 4% 4.5% 0% 2%
Tax ablty ns % of total famdy Incone 10.1% % ran 9.4% -4.5% 4.8% 2.8% Z2.5% 11.3% 1,0
Altnrrative 102: EITC CALGILATED USIRG
HEW AGHDERNTICH
Nimmnber of ratuens with poshive o fthou) 1 10,762 azrs kil 4855 I 2 2tis 260 585 56 505 B 307
Purovtd changs baen basofine 10% 13,58 £3% 15% §.4% 1.5% 1B0% d2Ew (3% 14%
Total tax Gablty (oid) SE613  SYAYY | 007 28320 L {1801 $85M 404 3800 42630789 443 467
Changs Fem baseline (il 4523 $53 $2v? $307 §3247 $iga 223 L34 (3400 $t 058
Fareer Change fom bagelne 8% 2% B 1.2% % 2.9% BAS% B0% 0.1 0.4%
Aversge [k ity per farlly S50 58,142 729 $eow $1.554 552 £ 84253 $4.008
Change ¥orn bagoing 38 = §tad 157 464 $id &3 §i5 ¥ £19
Pareat chaogy o hsseing o7% 0.4% % 1.2% 2% 2% 5.5% 51% H1% 8.5%
Tax Hablity as % of otad faniy bcoms wan 2% 2.7% 5.5% i BN 4.8% 2% 28% 1.9% { 109%

Bonrers Tiae Utk fyafigue ‘s TRV Modet,

Delinitions:

“Fvcsdy ' imeitzies reiveed b fom s as ot of $9 mwy fionily, NOTE: & Rawsty sy iy cmene Sk wnm 305, Wik,
Childum, x0e SRI0RD.95 o Tonlkis 2 13 whics mey. 001 it Jeme] or Aomue of LERiaumty Shid -0 Joh womStsenk ok limily,
“FT or FU et e 0 e et ar g oF W0 Eomd Gy weoehts paes- S e b pom,
TFT et T vonmy sy besd to gpears werded stk fothdiom oW IRy,
* NO TORK DI maexmn meiteer o Dok o spmucs of £ oo Famodiy Somt acsirige; pnather faoaily cowiciey iy havt eomizgs,
“Hocal frmity cemn” uckoten 28 call itwonms % Dwed o ibe OFF, but with sigdeed AFTUC and 557 In plece oF (B mpamed

wicswnts and wich TR 12 gtk Suzial olen s,
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TAXING AFDC BSI, AND FOOD STAMPS

TABLE 6

WINNERS AND LOSERS BY PERCENT OF POVERTY
All dollar amounis are In 1994 dolfars, family counts are in thousands

I£b1 09 BR-RI-NYI

SUENEER 0N XBA

- .....:.‘.:._..-:_:.-..-.:_ > it T : st = .:". Yl : . Wmt
« 50% 5% ________ 25 1{?5 ___________________ 106-149%  150-199% ?@@% L Al
Number of families, unrelated indiv, (thou} 3,132 7,500 2.78? 13,223 13,518 63,986 104,667
Atteraative (G EITC CALCULATED USING
GL.U AGH DEFINITION
Lost $500 + ] 16 4 &8 132 265 487
Lost $250-499 3 11 iR 278 404 350 858 ;
Lost 354249 13 1568 108 958 502 464 2,145
Littlo or no change 3,10¢ 7684 2,663 14,94 12673 62850 104,101
Galngd $50 + 18 21 0 £7 3 i7 8
Percent of famiiies lost §250+ 0.1% 0.3% {.6% 2.6% 2.5% 1.80% 1.3%
Porcent of tamilies lost $50 - 3.5% 2.3% 4.5% 9.9% 6.2% 1.6% 33%
Average Loss $500 4+ 3 - §749 8574 $778 3700 $767 $/64
Aiernative IC2; EITC CALCULATED LISING
NEW AG!H DEFINITION
Lost $500 + ¢ 81 145 645 245 294 - 1,442
; l.ost $250-499 3 79 60 8685 252 359 1,418
Lost §50-248 15 294 136 764 519 295 2,114
! Litle or ne change 3,009 7,426 2,447 14,132 12504 62920 29,646
: Gainod $50 + 1§ 21 ¥ 17 & 174 76
Percant of famnilies lost §250+ 0.1% 2.0% 7.8% 8.9% 3.7% 1.0% 7% |-
Parcent of families lost $50 + {.6% 57% 12.2% 15.7% 7.5% 1.6% 4.7%
Average Loss $500 + - 3951 $7352 §792 $931  $855 $838 f

Saurce: Tha Urban Ingtitvie's TRIM2 Model

Definitions.:

"Family* is defined 1o include relaled subfamilies as panl of the primary family.

A family may incliude morg than one lax unil.

Children are delined as persons under age 18 who gre not the head or spouse of & padmary tamily or an unrolated subtamily,
Inosme for percent-of-paverty is cash after federal income lax and FICA tax plus Food Stamps and housing subsidy.
Famdlies with negative nat income arg not shown separately but are included in the totals.

A41 7 SILLISHT NYENn
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN IN NEW YORK, JULY 1993

Current Law Reduction in Dispossable Incoms
L { Number Benshiis  Banetis A% Ciaw Bk X% ClawBack 5% Claw Back 1% Slaw Back
i of Yarod Taxed of ALE 4 BITO ¢ vt AL 4 of AGE+ BITS + of AGE4
n ] Months Annuad Food  Housing Disposadls  sE1¢  AEfCnot Tetal Banatiis Tot: Senstiin  Todal Senafity- Total Penatite
& | Worked | Eamingy  AFDC Subsidy inoame fiaduowdt Reduesd » TAXTrANIS « Tt 325 PonTheshid  12%*ForThewhid
1 o & 6,984 2,498 44 2,420 g 4] g 0 o 0
2 - 5000 3,4&2 2238 G 11,818 0 a 20 Q 0 0
3 8 5000 2884 2,504 0 11,508 0 0 0 0 0 0
s 10 5,000 3,124 2,438 0 11,678 0 0 15 0 O g
5 12 §,000 3,380 2,364 0 11,842 0 0 56 o 0 th
8 12 wio batts 5,000 w— - - 6,118 - - - - - e
7 ] 10,000 3,482 1,248 0 16,217 1,180 332 1,478 §58 526 K1
8 8 10,000 2,808 1,382 0 186,167 8GR 174 L1333 290 369 ¢
G 1w 10,000 11584 1,666 4 14,327 488 48 708 &4 243 O
0 12 10,000 0 1,880 g 13,487 274 g 485 ¢ 117 A
1 trwwobae | 10,000 = - - 11,507 - - - - - -
12 & 15.000 3462 1,048 0 18,483 1,888 707 1178 1,178 1,140 785
3 8 15,600 2308 832 ¢ 17,923 1,132 471% 785 785 204 550
14 10 15,000 1,184 416 0 16,363 566 2386 393 393 669 3i4
B 12 15,0060 0 780 V] 15,563 28 117 195 195 550 196
18 1iwjosars | 15,000 - - - 14,783 - e - - - -
17 ] 20,000 3,462 1,248 0 22,308 1,699 707 1,178 1,178 1,788 1,838
18 8 20,000 2,308 832 P 20,738 1,182 L YA 85 785 1,408 1.3C0
19 16 20,000 1,154 416 o 19,168 585 88 393 383 1,261 1,084
20 12 20,000 L1 ¢ L 17,508 0 0 ¢ 4 ¢ )]
21 taweean | 20,000 - - - 17,588 - - - - w -

Notas: BTG fully implomentad o the 1096 lsvels. Work expense oquals 10% of samings Up (0 & 281 of $88 per month. No ohild cam expenses are sssumed. The AFDRC benafit
sssumes & $180 lncome disregand. When no housing subsidy is svallabls, $ie food stamp hensfit calcadetion aasumes a $103.50 vxoens shelter cost deduction, 50% of

e maximum, The housing subsidy benelll calculation sssumas & 45th percentils FMR of $819 por mont oy New York, When the tax throshold is the basis of the benefit
claw back, the madrwm benefit reduction equals 25% of total bonalls; when 125% percent of the poverty thrashold ts used, 100% of benefits can be clawed back.

_ NY_CLWBK
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN PLUS ONE OTHER INCOME EARNER IN NEW YORK, JULY 19583

’ Ottver Aduht Tax Muthar & Chlidren Cihor Adult Cambined Redugtion In Combined Disposablie Incomse
L ins flirgy Filing Benelis  Heasfils 5% DlxwBack  25% Oisw Heok  1E% Glaw Dagk 5% Claw Buek
! unlt for: Status AFDC + Taxed Yuvad AP ENCH  of MBS oTADI ¢ EITC 4 of AGH+
8 -~ jther Food Houging Dispogable Disposabls  SEITC  RETSel TolsiBasoefts  Yoinl Beoslits  Tolat Seoefita-  Fatal Sanefita.
8 [ AFDC Kind|adufl Muther] Stamps  Sulsidy  Bamnings ENG inceme Ingome feduosd  Awfuead - TaxThrabde “TaxTheshld  $55*PoyThrshid 1.28*PovThranid
L I - $ dni] 5,420 8 5,000 288 4403 13,828 0 0 0 ¢ 4] 0
2 - - HH o 8,420 Q 5600 2,000 8,118 15,538 it EH 185 L) 4] 0
3 - - ¥ dof 82,420 0 5800 2,000 §,118 158638 0 LH 205 0 G &

4 « X 3 o 9,180 3] 5,000 286 4,403 13,583 o it 0 0 4 0
5 - ¥ HH  dnt 9,180 ] 5000 20007 6,118 15298 L g 155 0 ) g
L+ ’ X o J 8,180 [+ §000 2,000 6,118 15298 0 0 145 g 0 &
T X X 4 J 7,608 0 8000 2,000 8,118 13,728 0 ] 1) 0 0 P

- . s dnfi 8,420 ¢ 10,000 0 7.843 17,063 0 o 0 0 4 ¢

9 - »  HM  dnf £.420 & 10,000 3272 11,507 20927 1,747 567 1,570 845 762 an
10 - 4 dnf 8,420 4 10000 3,27 11,507 20,827 1,763 378 1,773 855 840 156
R T X § onf] 75680 0 10,000 D 7643 15828 0 0 R 0 0 0
12 - X HH  dnf 7,980 0 10,060 3,272 11507 19,487 1,400 423 1,330 T8 818 127
13 - X J o 7,880 ¢ 10000 8,272 11,507 19,487 1,384 357 1413 885 430 (]
14 X% b d J 2.940 G 10,000 3,272 11507 14,447 270 0 458 G 0 0
15 . - 5 dnd 9,424 0 15008 ¢ 11454 20874 0 ¢ & 0 0 g
18 - - HiH  dat 9,420 0 15000 2362 14,783 24203 2,265 @42 1,570 1,570 1375 1.02%
17 * - J dnt 89,420 U 15000 2882 15,188 24,578 2848 13023 2358 2,208 1.260 206
18 . )4 5 dnf 5,824 ¢ 15,000 8 11454 18378 o 0 g 4 0 0
19 . X HH  dnf 6,924 0 13000 2382 14,783 24,707 1,665 8se 1,154 1,154 1,125 rZa!
28 . X 4 4 6,924 0 15000 2,382 15,158 22,082 1,921 249 1,733 1,881 886 $31
21 x X J 4 1,740 0 15000 20882 15158 18,898 415 171 435 285 108 {

Notws: I the other sdult claims the children for tax purposes, the mother’s taxable incoma is set squal 10 173 of her benwiits (when benefits are taxed), However, when the other adult duss
not claim thes, all tax reletad w banelits Is withheid from the methars benefits. Whaon the othwr adult s juintly with the mothas, Ris/her tax fabliity squals thelr combinad tae minus
the amount withheld from the mother's benalits~the increment In the other adull’s tax llabiity from the chikiran's share of banefits is subiractad from the EITC, When the tax ees.
hold ix the basis of the benafit claw back, the maximurm banefit raduction is 25% of total bunefits; whan 125% of the paverty threshold is used, 100% of benefits can be clawsd back,
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN IN NEW YORK, JULY 1993

Curront Law Raduction In Dispesable incamse
L Number Panefite Barrefity 25% Tlew Back  25% Claw Bask 1% Cluw Back 5% Claw Beask
i of Taxed Taxed ot AGI+ ETTC + of AGI+ ot AGE > EI'TE & o KO3 e+
n | Monthy Annial Food  Mousing  Disposabla &g & EITC mat Totst Bensfite Total Benefite  Tois! Danafite- Total Banatie «
e Worked Eamings  AFDD Subaldy (noome [ Paduat + TuxThsatid « TaxThruiid LISy ThrshiE 1A PovTheehiy
1 0 0 54924 2,124 7,884 16,042 666 L 111 1,111 470 37¢
2 6B 5,000 3,462 1,866 7.433 18,879 1,008 789 1815 1315 ‘_ 783 4493
a 8 5,000 2,884 2,132 7.606 18,740 959 768 1,781 1,281 ' ) 772 472
4 10 5,000 3,124 2,084 7534 18,840 895 783 1.808 1,306 787 487
5 12 5,000 3360 1,802 7,464 18,9384 1,029 797 1,829 1,328 804 501
6 12wlobnms 5,000 - - - 6,418 . - o - - -
7 6 10000 3,462 1,062 8,938 21,884 8,253 1.184 2614 1,889 1,388 897
8 8 16,000 2,308 280 68,279 21074 2,832 1.48860 2,392 1,787 1,258 7684
g 10 16,000 1,454 4,784 8,626 25,581 2,754 BE8s 2,288 1,843 1,181 &80
16 12 16,000 0 1,608 8,972 20,087 2,576 812 2,145 $.520 1,107 816
11 12wenm i 16,000 - - - 11,807 - - - - - -
12 & 15,000 3,462 1,082 4,438 23,740 8,235 1,344 2238 2,239 1.777 1,422
13 2 15,080 2,308 708 #7718 22,879 2814 1,168 1,949 1,848 1,602 1.248
4 10 15000 1,154 354 5128 1417 2.3W 885 1,858 1,658 1,428 1,074
15 12 15,000 g 408 Lave 20,683 2180 882 1,470 1,470 1,315 961
18 t2wiosens | 15,000 w - - 14,783 - - - - - —
17 8 20,000 3462 1082 3,847 28,089 2,578 187 2,118 2118 2,296 2,099
18 8 20,060 2308 708 2% 23883 2253 944 1,874 1,574 1,069 1,773
19 i0 20,064 1,154 454 8,826 28,784 185 770 1,283 1,283 1,795 1,599
20 12 20,000 0 0 3872 21,870 1,432 o6 893 943 1,621 1,425
21 zweoems | 20,000 v - o 17,588 - - - - - s

Notes: EITC hully implemented to B 1096 lavels, Work sxponse equals 10% of eamings up to & cap of $86 par month. No child care oxpenses are assumed. The AFDG benedit
assurmes & $120 incomea disrogerd. When no housing subsidy is avadiable, the foed stamps banafl caloulation assumes a $103.50 excass shelter cost dedustion, 50% of
the meodmum. Tha housing subsidy bansfi calcutation assumes a 458 percentifa FMR of $819 per month for New York. When the tax threshold bs the basls of the benefit
claw back, the maximum beneli! raduction eguals 25% of total bonefits; when 125% percent of the poverty thrashold la used, 100% of banofits can be clawed back,

" NY_CLWEK
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_DisﬁE)SABLE INCOME, A MOTHER WITH TWO CHILDREN PLUS ONE OTHER INCOME EARNER IN NEW YORK, JULY 1993

i -

—
Cther Adult Tax Mother & Children Other Adult Comblned Reducilon In Combined Disposable Income
L In filing Filing Benefits  Boneflls  25% Claw Back 25% Claw Back  15% Claw Back  15% Claw Back
i unit for: Status AFDC + Taxed Taxed  of AGI + EITC + of AGI+ of AGI + EITC + of AGI +
n In - | Other Food Housing Disposable Disposable &EMC  kEMCnot Total Benefils  Total Benefita  Total Benafite-  Total Banefits .
¢ | AFDC Kind|Adult Mother| Stamps  Subsidy Eamings  EITC Income INCOM®  Reduced Reduced - TaxThrahld - TexThrsbld  1.25%PovThrshld 1.25*PovThrshld
1 - - s dnf 9,048 7,894 5,000 286 4,403 21,345 666 666 1,111 1,111 370 370
2 - - HH  dnf 9,048 7,894 5,000 2,000 6,118 23,060 569 569 1.449 949 573 273
3 . . J dnf| 9,048 7,894 5,000 2,000 6,118 23,060 951 951 2,086 1,586 834 534
4 . X 8§ dnf| 8808 6,394 5,000 286 4,403 19,605 405 408 676 676 109 109
5 - X HH dnf| 8,808 6,394 5,000 2,000 6,118 21,320 395 3985 1,159 659 399 99
6 - X J J 8,808 6,394 5,000 2,000 6,118 21,320 690 690 1,651 1,151 573 273
7 X X J J 7,236 7,068 5,000 2,000 6,118 20,422 556 556 1,426 926 438 138
8 - - S dnf 9,048 7,894 10,000 0 7,643 24,585 666 666 1,111 1,111 370 370
9 - . HH  dnt 9,048 7,894 10,000 3,272 11,507 28,449 3,565 1,319 2,824 2,199 1,514 1,023
10 - - J dnf 9,048 7,804 10,000 3,272 11,507 28,449 3,937 1,701 3,653 2,836 1,775 1,284
1 - X ) dnt 7,608 4,894 10,000 0 7,643 20,145 0 0 1 1 0 0
12 X HH dni 7608 4,884 10,000 3,272 11,507 24,009 2,488 875 2,084 1,459 1,070 579
13 - X J J 7,608 4,804 10,000 3,272 11,507 24,009 2,848 1,035 2,543 1,726 1,109 618
14 X X J J 2,568 6,972 10,000 3,272 11,507 21,047 1,787 581 1,803 g98s 664 174
15 - - s dnf 9,048 7,894 15,000 0 11,454 28,396 666 666 1,111 1,111 370 370
16 - - HH dnf 8,048 7,894 15000 2,362 14,783 31,725 4,056 1,694 2,824 2,824 2,127 1,773
17 - - J dnt 9,048 7,884 15000 2,362 15,158 32,100 4,813 2,451 4,236 4,086 2,388 2,034
18 - X s dnf 6,824 3,384 15,000 0 11,454 21,772 0 1) L) o 0 0
19 - X HH  dnf 6,924 3,394 15000 2,362 14,783 25101 2,481 1,032 1,720 1,720 1,485 1,111
20 - X J Jd 6,924 3,394 15,000 2,362 15,158 25,476 2,907 1,458 2,580 2,430 1,395 1,040
21 X X J J 1,368 5472 15,000 2,362 15,158 21,998 1,896 936 1,710 1,560 873 519

Notas: If the other adult clalms the childran for tax purposes, the mother's taxable income is set equal to 1/3 of her banefits (when benefits are taxed), However, whan the other adult does
not ¢laim them, all tax related to benefits Is withheld from the mothar’s benafits, When the other adult files jolntly with the mother, his/her tax Jabllity equals their comblned tax minus
the amount withhsld from the mother's benefits—the increment In the other adult's tax [fablilty from the children’s share of bonefits Is subtractad from the EITC. When the tax thras-
hold s the basis of the banefit claw back, tha maximum benefit reduction Is 25% of total benefits; when 125% of the poverty threshold is used, 100% of bensfits can be clawed back.
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MEMORANDUM MATHEMATICA

Palicy Ressarch, Inc.

TO: Alana Landey and Bob Dalryraple
FROM: Harold Beebout DATE: 1/21/94

BUBJECY:  Materizls for First Presentation on Households Receiving Welfare Benefits
Contract No.: 53-3198.3-038-063 '

The materials for the firet prasentation profiling households receiving benefits from the AFDC

and Food Stamp Programs is attacked. The purpose of these materials is to clarify the implications
of the diverse s&t of bouseholds receiving benefits for some of the policy chenges being examined as

part of the welfare reform delibsrations,

We currently sre planning to meset with you on Friday, Janusry 21, to discuss this first set of
materials and the focus for additional work.

ez Carole Trippe
Hob Cohen
John DiCario
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PROFILE OF HOUSEHOLDS RECEIVING WELFARE BENEFTTS
INTTIAL PRESENTATION

A. INTRODUCTION

This is the Hrst in a series of presentstions profiling houscholds receiving ﬁi‘I}C and food
stamps, These presentations are intended to indicate the diversity of the housebolds being served
by the current programs. Issues being examined include the nature of the larger households within
which program assistasce units are often cmbedded as well as the frequency with which the

bouschold’s composition and receipt of benefits change during the year.

1. Perspective and Source of Data

This profile of bouscholds receiving welfare iy based on data from the 1990 panel of the Survey
of Income and Program Participation (SIPP). Saapsho! views are based on December 1990, The
end of the year was chosen to facilitate analyses of policies that might reconcile benefits received and

taxes owed in some manaer at the end of exch year. Losgitudinal views ook back over the previous -

11 months to determine how the situation of each bousshold changed since January in terms of its
receipt of AFDC and food stamps as well as the composition of the household. Welfarc benefits are
defined a5 AFDC and Food Stamp Program benefits,

2. The Household Versus the Program Unis View

The picture one obtains of the composition and resources of units receiving welfure benefits
depends substantially on the comprehensiveness of the view of the economic snd social unit, Fo£
exgmple, the view can be limited to 2 narrowly defined program filing or assistance unit within &
household or it ¢an encorapass she entire houschold. The Sling unit for SST i3 generally the
individual For federal income taxes it is the individual or the married couple. For AFDC, it is the
nuclear family with some exceptions, and for the Food Stamp Program it is the set of persons within

the dwelling unit that prepare food together with some exceptions. This presentation takes a
/ 1
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relatively broad view of the unit of interest and wses the Census Buresu’s household defnition. An
attempt is made to show how the program fling wnits fall within the broader household definition.

B. 'THE DECEMBER 1930 PROFILE
For the profile bouseholds are classificd according to their Decomber composition. The first five

classifications all contain children age 18 sod under. The first category consists of houscholds

contzining only & maried couple apd their childrer  The second comsists of  single parent snd

her/bis gwn children. The third consists of & three gencration family although other people may also
be present. The fourth consists of two adults of opposite sex pot married to ¢ach other sud at least
one own child. The fith coasists of bouseholds with children not meeting any of the previous

definitions. The sixth category contains households without children,

1. Composltion of Welfare Households
Examining households receiving AFDC or food stamps in December by type of bousshold as

shown in Table 1, we nots several important patterns:

* About 70 percent of the households receiving welfare have children age 18 or
yaunger, '

*  OF the households with children recelving welfare, fewer than half (46 %) are
single parent families only.

»  Of the households with children receiving welfare, 37 perceot have various complex

compasitions including three generation families {13%), two sdults of opposite sex
oot married to cach other (5%), and other compositions (18%).

2. Type of Benefit and Coverage
Examining these same bouseholds receiving welfare in December, but focusing on whether they

receive both AFDC and food stamps sod whether all the individuzis in the bouschold are covered

as shown in Table 2, we find:

Yod YO ~"ENAAYIENA* WICT:ED P8 "12
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TABLE |
HOUSEHOLDS WITH WELFARE BY COMPOSITION AND BY TYPE OF RECEIFT

Households with Childrea Under 19
December Two Single Three Teo Other Mo Children
Walfare Receipt Farent  Parent  Geoeration Aduls Unins Lrie Total
All Receive AFDC 80 1,552 16 70 B 1,828
& F§
All AFDC or S 544 &7 8§ 17 285 1,723 3240
Only Some Reccive 95 41 518 224 570 373 1,821
Total 818 4199 820 A 904 2,104 6,586
Percent by 3Ry 38 24 3% 13.1 30.6 100.0

Housekold Type




PERCENT OF HOUSEHOLDS WITH WELFARE BY

TABLE 2

TYPE OF RECEIFT AND BY COMPOSITION

92

INIE % €0 5 S

Households with Children Uindar 19
No

December Wellars Two Single Taree Two QOther  Children

Recsip! Parent Paremy  Geperstion  Adults Units LT 1§ Total
All Receive AFDC 218 70.6 %6 60 7.7 04 265
& F§

All AFDC o1 FS 66.4 216 138 74 203 &1.9 471
Only Soms Receive 116 13 83.6 929 83.0 177 264
Total 1000 1060 100.0 100.0 100.0 100.0 100.0
Totsd Bi8 2,199 50 41 904 2,104 6,886

- 4
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€. COMPARISON OF DECEMBER RECEIPT TO THOSE RECEIVING DURING THE YEAR
Considerable insight into the dynamics of partivipation during the year can be obtained by
comparing the number of houscholds receiving in December with the number receiviag continuously

throughout the year, and with the number recaiving during any month of the year. Examining these

Across all household types, In only 27 percemt of household receiving welfare did alf
membery participate in both AFDC and food steemps. If the universe is limited 1o
households with childres, this proportion rises 10 38 percent.

Of the two parent familiss receiving welfare, two thirds receive food stamps covering oll
the members, and 22 peroent receive Dengfits from both programs covering all the
members. In 12 parcent of the families the benefit does not cover sl the members,

O the single parerd familiey recelving welfare, most mambers (72%] ure covered by
both AFDC and food stemps.

OF the three generation family households, in mast houstholds the bengfits cover @

subset of the members (84%). This i even more true for two unmarried adult
households where the benefit covens a subset of members in 93 percent of the

households.

comparisons us presented ip Table 3 fewds to the following fodings:

»

If we look just at AFDC receipt, the patterns are very similar for most household types as shown
in Table 4. However, three gencration families bave much less stable patierns of receipt gs do the

tiny grovp of bouscholds receiving AFDC with no children under age 19. Some of those with

LT

Across ol Bawsehold (pesr, too-thirds of the households receiving welfare i
December recaived benelits all 12 mobths.

Across all household types, 25 peroent more households received welfare o2 some time
during the year han recelved welfars in December, However, this percentage veres
widely aceoss howsehold types.

Single parent households tend 10 have reiatively stable patterms of receipt over the
year with 76 percent of the December recipients receiving benefits all year and
those receiving benefits at any time being only 115 percent of the number of
December recipients, Two unmarried adults also tend t© be relatively stable.

In contrast, simple two perent households have very unstable patierns with the

number receiving bencfils at zoy time being 165 percent of the number of
December recipients.
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TABLE 3

RATIO OF HOUSEHOLDS RECEIVING WELFARE IN DECEMBER
TO ALL YEAR AND ANY TIME

Households with Childres Under {9

December No

Wellars Two Single Thres Twe  Other Children

Recsipt Parent Purent Geperation Adulis Units LT 19 Total
Reocolved Welf, in 819 2,199 620 241 904 2104 4,837
e,

Received All 511 1,677 418 157 487 1393 4,643
Year

Recsived Any 1,348 2422 rLyi 258  1,10% 2,69 8,663
Tims in ¥,

Recelve Well in  1000% 1H0.0% 00%  1000% 100.0% 106.0% 100.0%
Dee,

Received Al 62.4% 763% 61.5% 653% 5318% 668.2% 47 4%
Year :

Rexzived Aay 1847% 114.7% 1189% 10749 12268%  127.8% 1258%

Time in Y,
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TABLE 4

RATIO OF HOUSEHOLDS RECEIVING AFDC IN DECEMBER
TO ALL YEAR AND ANY TIME BY COMPOSITION

Housebolds with Children Under 19
FDC. Na

I)wm&e:’éetfm Two Single Three Two Other  Children
Receipt Patent  Pareat  Gemerstion  Aduls  Unie  LTI9  Totl
Receive AFDC in 29 1,67 400 158 566 20 3091
Dec.
Reccived AL Year 18 1239 2% 134 309 4 218
Received Any Time 455 1,869 528 166 650 & 3775
inY. 7

Rocsive Well, in 1000% 1000% 100.0% H6G0% 100.0% 100.0% 1005%
Be.

Recelved All Yoar 68.4% 73.8% 7046% §52% 54.6% 19.5% | 69.6%

Received Any Time 1688%  {125%  [313% 105.5% 1149%  44832% 122.1%
inY,




children over 18 and inschool may have lost their oligibility. If we look just at receipt of food
stamps, there is somewhat less stability over the year, but there is less difference among howsehold
types with the exception of two parent families as shown in Teble 5. Two paren: families agailn have

much less stable patterns over the year than other household types.

D. HOUSEHOLD COMPOSITION CHANGE

Houschold composition change represents a serious challenge for the admipistration of policies

which am-;m;:z to reconcile beoefits received sod taxes owed at the end of the year,  For example,
those qualifying for benefits or carning the bulk of the household’s money may po Jonger be present
in the household in December when accounts sre reconciled.

This section examines the freguency with which aew memberx eoter households over the year.
Given that we are looking back over the months prior to December, it i much easier 1o lock dack
for those houschold members present st the end of the year, Therefore, this frst examination is
Hmited to the frequency of persons entering households during the year and omits those leaving. One
approach to approsimating the Trequency of both entry and exit excluding births is 1o double the
number entering not including births. 1t s caly approximate since deaths will occur and entrances
and exits may not be of equal magnitude. For example, as marriages break up mothers and their
children may systematically enter welfare while the wes do not rejoin welfare households in equal
numbers, ‘

Qur examination of the pumber of housebolds receiving welfare that change compoesition during
the year shows that compositico changes are common. The noteworthy Ondings from Table 6 are:

*  Across all household types about 19 percent of welfure households experience persons

enteving during the year. About half of that change is the result of births aod half
from other entrants.

¢« Ifentrants, excluding births, equals exits, then 13 percent is also o rough approximation

of the numbder of Aousehold compostrion changes not counting births, At the cascload

levels observed in the SIPP, that would amousnt to roughly 1.3 million welfsre
bouseholds changing composition sanually.

o1t BAYOA"EBNIAYUSEN* WAE T €0 %@ 13
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TABLE §

RATIO OF HOUSEHOLDS RECEIVING FS IN DECEMBER
TG ALL YEAR AND ANY TIME BY COMPOSITION

371

Houreholds with Children Under 18
<33 No
December Welfarer  Two Single Thres Too Gther  Children
Receipt Farent Parest Generation  Adulis Lnits LT 1% Total
Receive FS in Do, 814 4144 4.3 218 710 2,098 6,558
Received All Yeoar 472 1,572 346 1138 427 1,384 431§
Recajved Any Time 3,326 2475 599 232 952 2672 8,267
in ¥,
Reccive Weif, in 106.0% 100.0% 100.0% 100.0% 100.0% 100,09 100.0%
Diec.
Recnlved All Year 83% 783% Si% 54.60% 25.3% 650% 45.8%
Recelved Any Thne  1636%  1155% 113.8% 1104% 12499  1274%  1261%
in¥.
9
T AVO. SNAAYAEN* Waf b C O e ‘12 1o
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TABLE 6

RATIO OF HOUSEHOLDS WITH NEW ENTRANTS
TO THOSE RECEIVING WELFPARE IN DECEMBER

Households with Childres Under 19
No

December Welfare Two Single Thres Two Other  Children

Receipt Paremt  Parent  Generation  Adults Units LT 19 Total
 Receive Welfare i 819 FRL] 620 241 904 2,164 6887

Dec. _

Comp, 152 20 116 96 86 0 671

Changed New Baby

Comp. Changed 49 51 12 53 240 135 650

Other

Comp. 202 Vsl 238 145 126 135 1322

Changed-Entranis

Raeceive Welfars in 000%  1000% 253&% 1000% 106.0% 1X0% H0%
Dec.

Comp. 18.6% 10.0% 18.7% 40% 853% 00% 9.7%

Changed New Baby

Comp. Changed 6,0% 2% 197% 21.8% 258% 64% $.4%
Other

Comp. U7%  123% 384% 81.9% 36.0% £.4% 18.2%
Changed-Butrants

10
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E. COMBINED HOUSEHOLD COMPOSITION CHANGE AND PART-YEAR RECEIPT
Part-vear receipt of weifare benefs was measured in s manner that is independent of the

measure of individusls entering the bousehold. Therefore, the two sources of change can be summed

to estimate the total changes resulting from both part-year receipt of welfare bepefits amd éhaagm

in composition as a new person enters the household.  The resulting estimates of the combined

The freguency of compusirion changes als0 varies grestly by howssbold type with 27
percent of other bousehold units baving s person entering other than s bink

changes are:

-

B

Acvoss alf household types the most vonservntive extimate of the combined magnitude
of change Is that 35 percent of the number of households receiving welfare in December
experience a change. At 1990 caseload levels, this implies 2.4 million households
receiving welfare during the year have changes in recsipt or composition. This is
the sum of 26 percent receiving in sronths other than December from Table 3 and
the 9.4 percent of households receiving in December that had persons enter the
household during the year other than new babies. Thus, it is conservative in that
it does not count & new baby 5s a change in compasition nor does it count the
individuals that leave households. It alo does ot count 8 change i the amoum
of the benefit as a change.

A higher, but plausible estimase is 45 percere, This is the sum of twice the entrants
not counting babies being bom plus the 26 percent receiving in months other than
December.

[
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WELFARE TRADEOFFS

COSTS

HHS Proposal

OMB Reeatimate of
HHS Costs

CMB Medium Option

OMB Low Option

CFFSETS

HHS Entitlement Reforms
Cap Emergency Aséistance
Tighten Sponsorship for Allens
Target Child Care Food Program
581 Reapplication
SSI Deeming for Disabled Kids

TOTAL, HHS

Additional Cuts/Tazxes Needed to
Pay for HHE Proposal

Additional Cuts/Taxes Needed to
Pay for OMB Heastimate of HHS

Potential Additional Sources of

4% Gambling Tax

33% Increase in Ligquor Tax

100% Increase in High. Alocohol
Beer and Wine

Phase Qut Dependent Care Tax
Credit for AGI over $S%0k

Amount $till Needed to Pay for
HHS Proposal

Amount Still Needed to Pay for
OMB Reestimate of HHS Proposal

Syt

1449
17.7

et g T DN
AR NE. Y

it
ot
-

3.5

6.3

Ravenue

3.1
3.5

‘?
.8

10w-vx

54.8
64.6

30.3
10.1

31.

24.

33.
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$7 bil

$6 bil

$5 bil
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Welfare Reform Costs and Offsets
Option B

1995
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FEB~81=-1534 14:38 FROM 10 S4aBnPaze  P.e2

DRAFT -k

POSSIBLE REVENUE DOPTIONS FOR WELFARE REFORM

e R e =
oaRa %ym —
_Prepossl 0118 PM 1905 1998 1997 4008 _1egn  4pOSDL
(5 edlions)
1 Dony EITC to nonresident alens 275 1 30 33 34 35 133
2 EITC formation reposting for Dol personnal = cuwplwmnde, miigiers 4] 10 £8 - 59 83 180
3 Gambiing compliance sropoanls
a2 inwosese withhioiBng rete on gambling winnings > 350,000 fo 38 percent w268 $18 46 47 &0
b Withhokiing rate of 28% on keng, sicte, and bings winnihgs » §7,500 154 &8 " 4 12
¢ Requirs informatfan reparing on winmings of $10,000+ Eom gambing 10 38 47 5 83
rogRroines of exkdn 3
"'/ 4 Imposs 4% excisn tax on af net gambing revenue {weept ctate otieries) »»»+7 454 628 880 643 77
7 5 incremse taxes on plstols and revolvers from 10% To 25 % " 4 4@ 52 5 &8
8 increame tax on disiiled spifts from $13.5G per proof gallon i $18.18 563 788 B0 752 4S
{ha would increase from $2.14 per #1110 52,86 per i
7 Doubie tix on high-atcohol content beer {current rate & 3848 per proof galon, 84 111 m 112 112
o $.33 per six pack) 2/
§ Doubls tax on fortifted wine fousrent tax in £4.48 por proof gallor, or $.21 par - | an 3t At 2%
750 m botle) W
7 & Phaseout dependant care crodit for AGE hetween $80,000 and $110.000 Hel 188 whH 1481 164

10 Apoly 30% withhoiding 1o B5% of Socist Secyrity benes (ae spposed 1o 30% under 20 81 4 57 70
current law} paid fo monresident a¥ens. Tax has besn congeded under certain Yrealies,

11 Voluntary withioiding on unemployment compensation &7 30 Z 2 2

P el e

TOTAL: 4253 2118 2048 2080 2132 10,142

e Rt e

Note 17 Al prapusals are sssurmsd i be eflactive on 174785,
% High-gfocohed coment beer is beer with more than 5% of alcobol by volume, and consists primarily of malt Squors and the new “ica™ beers,

3 Fortilied wine is wine with more than 14% of alcobol by volume. Abaut 10% of o wing sold would be affectad.

9. Ml b Fecl opAL] St 1-blvokr 0K
3. ;z,,.a‘,? 7"‘57

D it Np e v * )
et 2Bl p PE Depl e
Ve Budn iy pplics ut 4pin,



Revised 2521f§§

ENTITLEMENT REFORMS TO FINANCE WELFARE PROPOSALS

(dollars in billions)

PY 95 96 97 98 99 FY 95-93

Cap Emergency Assistance 0.26 ¢.35% 0.42 0.50 0.58 2.09
Target Child Care Food Program 0.1 €.21 €.23 0€.27 0.3¢0 1.17
adijust $81 Deeming Rules $.18 0.1% ¢.21 90.23 ¢.28 1.046
Reapplicvation for 8£8% Cases Most

Likely to Improve [being re-estimated} 0.07 06.16 0.26 0,37 0.42 1.28
Tighten $ponsorship and Eligibility

Rules for Aliens 6.27 0.52 1,13 1.70 2.14 5.76
Improving BEXITC and Related Tax and

Transfer Policies N/A

[y
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EXECUTIVE CFF 1ICE ¥ THE FPRESIDENT
07-Mar-1994 01:14pn

TO: " Isabel Sawhill

FROM Bruce N. Reed
Domestic Policy Council

o Kathryn J. Way

SUBJECT: WR costs/financing

Ballg ww

Richard may have mentioned to you that we discussed upfront job
search at HHS this morning, and appeared to make some progress.
Kathi, Richexd, Bonnie, and I pressed the point again, and for
once got surprising support from the HHS rank-and-file. Lavinia,
who runsg the refugee program, and Howard Rolston, who likes Jjob
search, blew David and Mary Jo out ¢f the water by pointing ocut
that 1) upfront job search works, and 2} few states do it, I'm
sure that when David and Mary Jo get over the initial
enmbarragssment, they'll come up with some new excuse not to do it,
but it was one Specs mtg worth attending.

We're trying to arrange the costs/financing mtg for early Thursday
afternoon. Our WH group should get together well before then, at
yvour convenience., Kathl and I are at your disposal.

I thought of a few cost and financing questions over the weekend
that weren't reflected in the tables you gave Leon. I would also
be curicus as 1o your overall opinion of the accuracy of the
financing astimates we have received from HHS and Treasury.

Heve's my list. I'm sure there sre other ideas we've discussed
and forgotten:

Other Savings Within the Program:

1. Upfront Job Search -- an earlier OMB estimate said 1285m over &
2., Provide 20% of child care slots thru work program {(or was it
20% of work slots thru child care?) -- a very prelimary OMB
estinmave said 500m over 5 and 600m/yr in steady state

3. Cap on work slots -- should save money in 10yr estimate, but
not in S5vy

4. Time limit on WORK program -=- ditto
5. How much does it cost o sliminate the 100 hr rule but not the
work history regt?



Unraesolved Financing {uestions:

l. Cash for Addicts: can we save AN? monay from the DA&A 551
program? (I saw Richard's e-mall of Feb 11)

2. Are the non-immigrant SSI offsels that HHS proposed politically
feasible? {eg, disabled kids), Can the savings from better
targeting the child care food program be used to pay for the
Increased child care fond costs OMB anticipates but HHS hes not
taken account of in its estimates?

3. EITC savings -~ for example, no EITC if no paternity is
established. I know David's locking at this, but I don't know
where 1t stands.

4. Someone told me we should look at letting states impose a tax
on maill-order items, and target the § for WR. Bumpers has a bill
that would raise about 82.58b/vr for the states. I have ne ildea of
the political viability of this idea (I know it would fall hard on
Maine, where Georgse Mitchell and LLBean are based;), and I assume
it's been tried before and failed. But it occurred to me that
perhaps we could use this for the out-year money as a fallback,
Congress doesn’'t seem to mind raising taxes in the out years. I
hawe not brought thig idea up to HHS because I'm afraid they'll
spend the money before we can raise it -- and I still agree with
Leon's point that the overall package ¢an't come in at nuch more
than $25-30b over 10yrs. (Of course, this particular tax would
only go to the states, which would reduce our ovarall costs. )

5. The only items On Treasury’s list that made much sense to me
were the gambling tax and the phaseout of the dependent care tax
credit at $90+K AGI. The Mainstream Forum plans to do the latter
and use the money to make the DCTC refundable ~- which might be a
nice baby step on ¢hild care.

et us know how it's going and what we ¢an do to help. Thanks.

3
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EXECUTIVE QDFFICE o F THE PRESIBDENTY
1i~Febh~1994 (92:31pn

TO: {See Bolow)

FROM: Richard A. Popper

office of Mgmt and Budget, HIMD

SUBJECT: DA&A S8 and DI Issues and Options

This is in response to the information you requested regarding S$SI
& DI recipients who are drug addicts and alcoholics (DA&A). We
were not able to reach anyone at HHS and S5A teday due to the
weather,

Eligibility Definition

Individuals may be considered disabled under both the S8 and
Social Security DI programs as a drug addict or alecholic {(DA&A)
if they:

- have a medically determined, physical drug addiction or
alcoholism that has or will last 12 months or result in death, and
- are unable to perform substantial gainful activity because of
the impairment

CLARIFICATION: This is slightly different than what we told you
late yesterday evening. As best we can reconstruct from the
regulations and other information, DRDA&A 18 now the basis for
finding of disability for both programs. However, inconsistent
past implementation by 53A often led to benefit denial for
claimants who did not have another condition that, in itself, was
50 severe that benefits could be awarded based on the other
condition alone. ¥For example, a physical condition such as
cirrhosis supported the award without consideration of alcoholisnm,
Two court cases {MeoShea, Wilkerson) affirmed that substance
addiction disorder in and of itself can be a medically
determinable impairment. The discrepancy in policy and practice
apparently has been reduced as a rasult, and the clarification
caused by these court cases may help partially explain the growth
in DA&A awards.

In addition to the above disability definition, SSI DasA
recipients must:

- underygo appropriate treatment for their addiction at approved
facilities that must be monitorad, and which must be free of
charge to SSA and the recipient

- receive their benefits through a representative payee



Rolls Are Growing

S31I DA&A recipients have increased from 24,000 in FY21 to 78,000
in September 19%3. DASA recipients have alse grown from 1 €O 2.6%
of the total 58I population during the same pariod. 72% of DAS&A
S8I recipients are mwale, with an average age of 42.

Case breakdown of those whu are impaired solely due to DARA: |
S5I: 78,000 881

DI: 49 000 NI

Cancurrent {subset of both): 14,000

Hill Proposals

In addition to the amendment introduced eliminating benefits to
druy dealers, the following legislation has recently been
introduced:

House Republican Welfare Reform bill

H.R. 3800 regquires random drug tests of 881 DAKA recipients
disabled due to addiction to illegal drugs {alccholism is not
addressed}. Removes this class of 881 recipients if they are
deternined to be using illegal drugs, or if they refuse to subnit
to a test. Its not clear how this would work in practice since
the bill does not alter the current eligibility of drug addicts.

Senate Republican Welfare Reform bill

Does not specifically address SSI recipients, but reguires AFDC
recipients to participate in treatment, with those who refuse
expelled from AFDC eligibility for 2 years,

H.R, 1712
Requires DA&A recipients to participate in 3 consecutive months of
approved treatment before being eligible for benefits

Other optlions:

Eliminate DA&A as a basis of disability

Eligibility would be limited to those individuals who have a
severe impairment, excluding any addiction. SSA estimates that 40%
of reciplients under DI have impairments solely attributakle to
DA&A. This optleon could terminate a large portion of recipients.
Alternatively, the proposal could be phased=in for new recipients
only.

Time limit eligibility

Flag DA&A cases for an early, thorough CDR reassessment.
Alternatively, terminate benefits after certain period of time.
Assunption of adequate treatment availability may be important for
this approach.

Administrative Improvements

Some modest administrative improvements could be pursued. For
example: permit payments to gqualified organizations (social
service agencies, treatment centers) to offset their costs as rep.
payess,




SSA’s FY55 budget regquest for the SSI program expands referral and
monitoring activities to cover over 76% of DA&A recipients by
FY9S, compared to just 45% in FY93. tutlays from this activity
will increase from $4 million in ¥¥43 to an estimated $36 million
in FY95. HHS is thus continuing the policy of providing benefits
to such individuals while enhancing the focus on referring
ingdividuals to treatment.

HHS context:

We understand there has been sharp disagreement within HHS on
revising current policy in reaction to Congressional, public and
media criticism, Some within the Department favor altering or
eliminating the payment of benefits to DA&A recipients, while
others favor a more administrative solution of emphasizing
treatment.

We will pursue further with HHS early next week,

Distribution:

T0: Isabel 8Sawhill
TO: Barbara 8. Selfridge

CC: Wendy . New

CCr  Keith J. Fontenot
£C:  Lara L. Roholt

CQr Stacy L. Dean

CC: ‘Thurman B. Clendenin



o
o

i
i
e
i
R e

(s

Sesemi et

; S
S
ShaE .

7
i Ry
il § R
E WWA.A»\M«,\ o

ey iy
W o

S e
S

R ey
; w,M ..\"\......."..M“ﬂﬂw
»«.w.\www:: e

R0
R

R
2

101

Welfare Reform Costs and Qffsels

ik

s
L

S

-
A
it

S
7
2
e
b

2
e

P

s

h Opt

>

=

S
S

R
T

Kt
s

=

T
i

Hig

rere

\..

P
X
e

L
st
2
Tt ]
20
a _
a5
R
o R
& oy
=
=
i i H H i i i {
H H H t i 14 H T
b by gt s gt Fpn = jowd o

$3 bil -
$2 bil -
$1 bil -

$11b
$10b
b
$8b
$7b
56 b
$5b
B4 b

SUOI &

49 AM

1996 1997 1998 1999 2000 2001 2002 2003 2004
3718794 13

1995



th Other Costs Added

h Option Wi

15

L]

Welfare Reform Costs and Offsets

H

Budget Baselin
& Effects On Othe:

ing

s

R I

e R

I3PM

2004

3716094 12

2003

2
£

ks f
RO TR
S

N
S

.

i
]
il

$11b1l
$10 bil
$9 bi
$8 bi
$7 b

il
il

b

b

&
suonliq §

3

ki
20
= P
s
mm
B

o

fsed

=

H

i i
ot fuwd

$4b
$3b

2002

DY &
.

2001

2000

1997 1998 1999

1996

1995

$0 bil



Adding New Revenues To Help Pay For Welfare Reform
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Welfare Reform Costs and Offsets
Low Option
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SUMMARY PRICING
Three Possible Options
{By fiscal year, in millions of stollars)
5 Year 10 Year  Steady
3/10/9412:45 1995 1996 1597 1998 1999  Total 2004  Total State

e R g AN
K

ARANSTTIONAL ASSISTANCE FOLLOWED BY WORK

PESTP T

A Sublotal Transitional Assistance/WORK o 620
B Option 8 545 1595 1,780 )
C Option o 385 1,185 1340

A AL

FARENTAL RESFONSIBILITY

A Subtotal Parentat Responsibility
$ Option.
{+ Option

MAKING WORKPAYY

AR R AT A, i, g

ﬁ
A Sublotal Making Work Pay
E Option
¢ Option

REINVENTING COVERNMENT,

A Jbtotal Reinventing Government 0
B Option. 0
C- Option 0

?mmymw«\m'wawwnm "
CRANDTOTAL

A . SusrorAac 65y 1,120 3410 4,580 5,865 N/A
B . Subtotal 10 715 2,110 2555 3,080 | N/A
¢ . Swebtotul -20 3% 1,005 L0645 1,070 N/A

WORKING DRAFT



DETAILED OPTIONS

PRELIMINARY WELFARE REFORM COST ESTIMATES (FEDERAL/STATE)

Three Possible Options Delta
{By fiscal year, io millions of dollars) from M

5 Year 10 Year adjusted Steady
1995 1996 1997 1988 1999  Total 2004  Total State

eaaeraene

e i B e P

A JOBS Prep: Case Management for Deferrals G
B Linited Case Management for JOBS Prep 4]
C No Case Managemeni for JOBS Prep 9

A Additional JOBS Spending: Assumes svexyone
in JOBS is in an education or training activity
or job search 9 months out of the year.

{about 50% above the level in a demo intended
to achisve maximum participation} 0

%40

A technical reestimate of Option A costs .
{excludes EITC, health care reform and parttime
wotk behavior changes)

o T e HHE S
7001100 34 020

e O

B More realistic participation levels in
FOBS: Assumes eperyone in JOBS i5 in an
edutation or fraiwing activity or job o )
search 7 months out of the year. SR Gnpn ey en e

i ik ..(\m‘:}m.

C «  Upfront JOBS search for 30 days before
AFDC benefit
More realistic participation leoels in
«- HOBS: Assumes eperyone in JOBS is inan
ediscation or training ectivity or job
search 7 months out of the year.
CSUBTOTAL

WORKING DRAFT  3noos12438M
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DETAILED OPTIONS

PRELIMINARY WELFARE REFORM COST ESTIMATES (FEDERAL/STATE)}

Three Possible Options Delta
{By fiscal year, in millions of doliars) from
5 Year 16 Year adjusted Steady
1945 1996 1997 1998 1999 ‘Total 2004 Total ’ State

A WORK Program

A technical reestimate of Oplion A costs
{excludes EITC, health care reform and part time
work behavior changes}

B & Cap Overkend at $3,500/jobfyear(vs. $5,250}
This is apprroxinately the spending level
required for community service fwark-for-
welfare) rather than
work-for-wxges.

wwCapr the WORK Slob- muomber 2t S
*  Limit Hime on WORK $0 3 years
then 75% of AFDC + Food Stamps

B SUBTOTAL

C »  Cop Qverkend at $3,500/fobfyear{vs. $5,250)
*  Limit Time on WORK 1o 1.5 years
thern 75% of AFDC + Food Stamps
s 1/5 WORK 3lots in Child CarsfMonitoring
{ SUBTOTAL

WORKING DRAFT  310/9812:43PM 2



DETAILED OPTIONS

PRELIMINARY WELFARE REFORM COST ESTIMATES (FEDERAL/STATE)

Three Possible Options Delta
{By fiscal year, in millions of doltars) from
5Y¥ear 10 Year adjusted Steady
1995 1996 31957 1948 1999 Total 2004 State
© OFTHER WORK OPTIONS

D Cap the Work Slof mumber at 4m and i 6 0 45 1,120 (2,830}
WORK overhend ot $3.500 per slot

E Cap the Work Slot number at 5m and 8 4] /] 445 1476 (&,640)
WORK ooerhead af $3,500 per slot

F Cap the Work Slot number af Sm and 2 0 0 105 519 1,720 (5490}
WORK overhead at $4.000 per slot

G Cap the Work Siot number at 7y and ¢ i @ Hi 510 2520 38400
WORK ooerhend at $4 000 per stot

H Part-time wrkers not eliyible for
AFDIC after two years G i g 110 580 330 (2370}

A Savings in AFDC Benefits from Caseload Reduction

{Savings in JOBS/WORK are incorporated above) ¢ o 40 0 (100} (250} ¢

B Not Yet Estonated 0 {1 (40} {50) (1003 (256}

C Not Yet Estimated 0 {1 (& 500 {100} {250)

A Chilad Care for JOBS/WORK Participants f 240 680 750 870 2,175

B Less Child Care Needod h 230 640 656 770 1,925

C Less Child Care Negded 0 160 430 450 540 1,715

WORKING DRAFT  37019412:43PM 3



DETAILED OFTIONS

PRELIMINARY WELFARE REFORM COST ESTIMATES (FEDERAL/STATE)

Three Possible Options Delta
(By fiscal year, in millions of doltars) from
10 Year adjusted Stleady
1995 1996 1997 1953 State
A Transitional Child Care H 85 250 33 R
B Aliermative under review @ &5 250 306
C Alternative under review g 85 256 300
A Enbanced Teen Case Management 0 3 9 105
B Cap case manmgement admin costsat $ 50 m. o 30 50 50
¢ Defer 0 ¢ 0 0
A Evonomic Development Microenterprise loans
and Individual Development Accounts D 0 100 100
B Modest Economic Develapment 0 0 50 50
C  Deer 0 0 0 0
A Subtotal Transitional Assistance/WORK ] $20 1,950 2,288
B Subtotal i 545 1,695 1,780
C Subtotal 0 J&5 1,185 1,340

WORKING DRAFT  3n9/5412:430M 4



DETAILED OFTIONS

PRELIMINARY WELFARE REFORM COST ESTIMATES (FEDERAL/STATE)

Three Possible Options Delta
{By fiscal year, in mitlions of doliars} from
5 ¥Year 30 Year adjusted Steady
1995 1996 1997 1998 1599 Total 2004 Total State

PANENTAURESPONSTHILITY WY

Ao

A Require Minor Moms to Live with Parents 0 {45} {50}

B No change o {45) {50} (50}
C No change & {45} (50; {50
A Comprehensive Demonstration Grants G 3 50

2 No change g 50 50

C No change Y 50 56

A Two Parent Provision: Quarters of Work

and 100 hour rule 0 1] 440 680
B Quarters of Work Only o 0 220 340
L0 (Quarters of Work Only 0 £ 220 340

A Noaddibonal benefits far additional children
(Famity Cap at State Optiord {35 00y {119 {140 {156

B No change {35} {100 (110 {140} {150)

C Mandatory Family Cap £65) {150 {375) {65} (800)

WORKING DRAFT 311084 1243PM 5



DETAILED OPTIONS

PRELIMINARY WELFARE REFORM COST ESTIMATES (FEDERAL/STATE)

Three Possible Options Delta
{By fiscal year, in miltions of dollars) from
5 Year 10 Year adtjusted Steady
1995 1996 1997 1998 1999 Total 2004 Total ) State
A Chilkl Support Enforcement 10 40 83) V) R K Y6 (1,270}
B Same gs A, but higher compuier costs 45 85 {25} (30 o (1,205;
c OFTION B 45 85 (25} 830 Giw (1,205}
A Non-custodial Parent Provisions 0 30 85 1o 165 165
B Modest Nencustodial Parent Provisions 4 15 45 55 85 85
C Befer & ¢ 4 ¢ G ¢
A Access Grants and Parenting Demonstrations 20 25 3 30 K1} 36
B Defer ¢ 0 a 0 i g
C Defer 0 0 0 ¢ 0 0
A Child Suppor? Assurance Demonstrations 0 0 100 200 280 Lt
B Limit and Cap CSA Demps o g 5 50 50 0
C Defer 4 o 0 g 8 g
A Subtetal Parental Responsibility {5} Y 460 795 865 {110} '
B Subtotal 10 5 180 275 150 710)
¢ Subtotal 120} (60 (180} (295 (635) (1,445}

WORKING DRAFT  3/10/941243PM &



DETAILED OPTIONS

° PRELIMINARY WELFARE REFORM COST ESTIMATES (FEDERAL/STATE)

Three Possible Options Delta
{By fisval year, in millions of dollass) from
5 Year 10 Year adjusted Steady
1995 1995 1997 1598 1399 Totai 2004 Total S State
ARING WORKPA
A Working Poor Child Care 0 506 1,000 1,508
B Targe! Child Care al Parents 26 and under 0 155 335 500
¢ Defer 0 ¢ 6 0
A Advance EITC {l G 0 0
B Nuo Change ¢ o L 0
¢ No Change ¢ g 0 O
A Subtotai Making Work Pay £ 500 1,000 1,500
B Sabtotal 0 165 335 500
C Subtotal ¢ 0 L 0

WORKING DRAFT  3110/9412439M 7



DETAILED OMQNS
PRELIMINARY WELFARE REFORM COST ESTIMATES (FEDERAL/STATE)
Three Possible Options Detta
{By fiscal year, in millions of dodlars} from
5 Year 10Year adjusted Steady
1945 19%6 1997 1998 1999 Total 2004 Total ) State

b g
-

e i ke e

A Asset Rules, Filing Unit,

Simplification of Eamings

[Yisregards, Accounting and

Reporting Rules 0 0 4 i} g

Subtotal Reinventing Governmen? L 0 0 g 0
B No Change 4 i ¢ a 0
C No Change ¢ & 0 o D

B i NS

'GRANDTOTAL

§'§<

A TOTAL {5 LIX 3410 4,584 5865
B Total 19 715 L1160 2555 3080
C Total (25} 325 1,005 1,045 1070

WORKING DRAFT  310/541243PM 8



Ka

DETAILED OPTIONS
PRELIMINARY WELFARE REFORM COST ESTIMATES (FEOERAUSTATE}
Three Possible Options Delta
{By fiscal year, in miliions of doliars) from
5 Year 10 Year adjusted Steady
1993 1956 1997 1948 1999 Total 2004 Total ' State
c(?fih‘ﬁ?if &’i’i"mqrs"o&”’om PR ERAMEDR T
JOBS/WORK Systems Costs 186 300 300 4% K:¥4)

Includes estimates of StatefFederal vosts to adapt computer and other under the new program.

Child Care Feeding Costs JOBS/WORK/TCC) 0 35 9% 105 14
The CACFP costs associted with expanded chitd care ’

Child Care Feeding Costs{Working, Poor) 0 30 100 150 200
The CACFP costs associuted with expanded child care

WORK Program 0 i G 10 &0
Remove EITC and Health Care Reform Behavioral Assumplions :

JOBS Program g 44 118 130 140
Remove EITC and Henlth Care Reform Behavioral Assumplions o

Subtotal 1 425 &05 795 820

Sanctions Mot Yet Egtimated

Federal Match Rate effect on State behavior

Food Stamps Interactions Not Yet Estimated

Medicaid Interactionsg Not Yet Estimated

ETTC Intoractions Not Yet Estimated

Oiher interactons Not Vet Estimated

WORKING DRAFT 37101941243 PM 9



T

HHS Preliminary Welfare Reform Offset Estimates

Extrapolated o 2004
\ S-year - ib-year
3/9/94 19:50 1995 1996 1997 1698 1699 Total 2004 - Total
dollars in billions
{Cap Emergency Assistance 1/ .26 0.35 042 0.50 0.56 \ 0.70
Target Child Care Food Program 2/ 0.16 {1.21 .23 0.27 0.30 3 0.45 |
Addjust §51 Deeming Rule 27 £.18 019 0.21 .23 025 ¥ "0.35
Reapplication for $51 Cases Most ~
Likely to Improve 2/ i 8.16 0.26 0.37 042 2 0.67
Tighten Sponsorship and Eligibility
Rules for Aliens 3/ 0.27 0.52 1.13 1.70 214 ; _ 78 273
Total 0.94 1.43 2.25 3.07 3.67 50 K 4.90

Notes on extrapolations for 2000 - 2004

17 Assumes that under current law, States would take maximuom advoantage of EA by 1999, with
bascline growing by inflation afterwards.

27 Growth assumed to be at the same doflar increment a5 between 1998 and 1999, -

3/ Assumnes that continued immigration would keep savings growing slightly more thaw inflation.
A 5% growth rate is assumexd.
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Possible Revenue Options For Welfare Reform
Extrapolated to 2004

. S-year 10-year

3/2/94 1950 1995 1996 1957 1998 1599 Total W04 - Total
dollars in billions
Deny EITC to non-resident aliens T000 0.03 0.03 0.03 0.04
EITC information reporting for DoD
personnel 0.0 0.01 0.06 0.06 £.06
Increase withholding on gambling
winnings > $60,000 to 36% {126 0.12 0.05 005 0.0
Withhelding rate of 28% on keno,
slots, and bingo winners » $7,500 0.15 8.06 oo 0.01 am
Require information reporting on
winnings of $10.000+ from gambling
regardiess of odds 401 .04 0.05 0.06 .
4% excise tax on net gambling .
revenue (except Htate lotteries) 043 0.63 (.66 0.69 8.
Phase out dependient care lax credit
for AGI berween 390,000 and $110,000 0.9 2,19 0.18 416 - 817
Total 097 108 0.94 0.87 102

Crowth assumed 10 be ar the same dollar increment as between 1998 angd 1994,
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Offsets for Welfare Reform
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Offsets for Welfare Reform
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COffsets for Welfare Reform
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Offsets for Welfare Reform Option B Assuming Nonwelfare Impacts

Does not include two parent provision.
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Offsets for Welfare Reform Option C Assuming Nonwelfare Impacts
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Offsets for Welfare Reform Option D Assuming Nonwelfare Impacts

Does not include two parent provision or non-AFDC child care.
Demonstrations would be half the Option A level.
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Offsets for Welfare Reform Option C
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$8 bil

57 il

$6 bil

$5 bil

$4 bil

$3 bil

$2 bil

$1 bil

Offsets for Welfare Reform Option D

T Does not include two parent provision or non-AFDXC child care.
Demonstrations would be half the Option A level.
Mandatory savings Reinventing Government {asset rules, etc)
options and others
i
1995 199%¢ 19497 14998 1994 2000 2001 2002 2003

2004

March 18 estimates



Possible Offset Options for Welfare Reform

Extrapolated to 2004
S-year 10-year
1995 19%6 1997 1958 1998  Total 2604 Total
doliars in billions ' 2
1 Cap Emergency Assistance 1/ 02 035 042 O30 056 .70
2 Target Child Care Food Program 2/ 0.0 .13 0.14 6.16 0.18 027
3 Tighten Sponsorship and Eligibility
Rufes for Aliens L3 027 052 1.13 1.70 214 314 5
Subtotial 0.53 (.98 1.69 236 288 ¢ 411 7 52
4 Adjust SSI Paront to Child Deeming |
Rule 2/ 018 019 o2 8.23
5 Reapplication for SSI Cases Most Likely
to Improve - 2/ 087 Q)6 02 037
Subtetal 0.25 .35 0.47 8360
m}_ﬁ;‘rd;‘; Etigibility 4/ -
6 Deny EITC to noa-resicent aliens gy 003 003 003
7 Phase out dependent care tax credit for
AGH between $50,000 and $110,000 009 019 018 Q16
Sabtotal 6.0 0.22 0.21 0.19

Clovs., dso e 207 40 10 ot Fok
Ca(&{"M;&

318194 10:41 AM
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Possible Offset Options for Welfare Reform

Extrapolated to 2004
BS-year 10-year
) 1995 1996 1957 1998 3988  Total 004  Total
dollars in billions e -'

Tax Compliance
8 EITC info repcring for DOD personnel

9 Increase withholding on gambling
winnings > $50,000 1o 36%

10 Withholding rate of 28% on keno, skis,
and bingo winners > $7.500

11 Reguire information reporting on
winnings of $10,000+ from gambling
regardless of odds
{except State lohteries}

Subtetal

New Revenug
(12 4% excise tax on net gambling revenue

{(mxcept State Tolteries)

TOTAL

4/
0.00 0.0 1.0¢ 0.06 0.06
026 0.12 0.05 605 0.05:
415 8.06 6.1 0.0 .01

042 023 016 017 3‘29%

47 048 0.63 .56 (.69 0.73;

1.75 2,40 3.18 3.02

HNotes on sxtrapotations for 2006 - 2064 _

17 Asssrwes (et under current Jow, Siates would take s adlvantage of EA by 1999,
wiih baseiioe growlng by indlution gfisewards, .

3 Growth sssamed to be at the samwe dotfar increment ax beoween 1958 and 1999,

3/ A 5% growih rate s ssstned,

4/ Cirowrth Rate aaswrad 20 bt the same dolisr Increment as between 1998 and 1999,

3718734 1041 AM



TABLE - FRELIMINARY REVENUE E8TIMATES (FEDERAL AND STATE]

(By fiscal year, in billlons of dollars)

8 Your i 5 Yaear 10 Yeur { 10 Year
Tota! Federal Toint {Federal
Cap Emergency Assistance 212 212 5,68 568
Targe! Child Cars Food Pragrmm .57 357 2.28 228
Conform AFDC o Food Stamps 130% of Poverly 898 2.84 1818 849
Reduce by 1/2 350 .82 2589 528
Raduce by 1/2 & 548 £56 18,78 703
Tighten Sponsorship and Eligibility Rules
for Aflens:
Make currant B-year S5 desming niles
permanent and extend to AFDC snd
Fpod Stamps and imit ansisiance 10 2.74 1.65 848 8.11
PRUCOLS
Extend deaming pariod 10 7 yeears 345 iy 11,88 788
Extand deeming period to ciizenship .80 487 2385 16.29
EiTG: Denlal v non-resident allang
info reporting for DOD personns! 4.32 052 080 0.80
Gambiing
increase withholding on gambling winnings
wER0,000 o 36% 0.52 0.52 0.81 G481
Withholding rate of Z8% an keno, slols,
end bingo winners > $7,500 0.25 0.25 0.31 .31
Heguire information reporiing on
winnings of $10,000+ from gambiing
regurddiess of odds {except State iofterias) 0.2z 0.22 0.64 0.64
8% excize tax on net receipts of gambiing
sstablishmants {oxcopt State iotteries) 3.85 3.85 9,14 9.4
Qther:
Phase down dependant cara tax cradit 10% for
AG over $70,000 0.78 0.7¢ 1.67 1.67
OFTION 1 (3 Yr Dgaming, No 130% income Tosh 11.47 145.58 30.52 2753
QPTION 2 (7 Yr Deaming. 1/3rd 130% Income Taesy) 16.84 13.8% 46.18 35.44
DPFTION 3 (Deem to Cltirenship, 42 1230% Tesl} 18.03 15,32 04 98 4299
CPTION 4 (Dear o Citizanship, Full 130% Tosy 2252 17.24 84,55 45,20
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Possible Offset Options for Welfare Reform
Extrapofated to 2004
Seypar
1995 1996 1997 1998 1999 Total
doliars in billions T -

1 Cap Emergency Assistance v 02 0.33 0,45 0.50
2 Target Child Care Food Program 2/ 0090 .00 0.18 0.19
3 Tighten Sponsorship and Eligibility
Rules for Aliens . 3/ 027 052 113 L70
~Show Lot oghions Subtotal 053 087 176 239

4 Adjust 551 Parent to Child Deernin
Rule” 2/ 023 02 028 0.3
3 Reapplication for S5 Cases Most Likely
to Improve 2/ o7 e 026 037
Subtetal 0.30 0.42 0.54 0.68
ﬂgp ff)(@. LHILD i ¢ 3 h/';'f
Sea. Swe. PRy Gowos redit Elivihili &7
& Deny EITC to non-resident aliens 0.00 G.03 (3 003
7 Phase out dependent care tax credit for
AGI between $90,000 and $110,000 0.09 0.19 G.18 3.16
Humaperhn, Ladone ¥o 0 b EU’»
8 Cafeteria Plan Exemption N/A N/A  N/A  B/A
Subtotal g .22 .21 819

Cvrs Y tg 3
s a5 -5 .
£ 1 u5 g i pm 1



Possible Offset Options for Welfare Reform
Extrapolated to 2004
Seyear 10-year
1095 1996 1997 1998 1999 Total 2008  Total

Y S
dollars in Billions /J?ﬁ%

8 EITC info reporting for DOD personnel 000 0.0 0.06 .06

9 [ncrease withholding on gambling
winnings > $50,000 to 36% 226 012 005 005

10 Withholding rate of 28% on keno, siots,
and bingo winners > 37,500 015 0.06 (.01 6.0

11 Require information reporting on
winnings of $10,000+ from gambling

regardless of odds
{except Stale lolteries) 0.01 0.04 .05 .06
Subtotal " 42 023 0.16 0.1
New Reverne
12 4% excise {ax On net gambling revenue
{except State lotterics) 4/ 045 063 66 069
TOTAL 180 236 3 41 485 1646

et

e ot

Nodes on extrapolations for 2000 - 7004

1/ Assumws that under current law, States wouhd ke maxitnum advaniage of BA by 1999,
with baseline growing by inflation afterwands.

2/ Giroweth assurned to e af the same dollar incrernent a5 betwoen 1888 wed 19909,

3/ A 5% growth rate is assumed.

4/ Crowerh Bate assumed o be at the saone dollar norement as Twtweers 198 and 1905,
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{dollars in billions)
5 Years

Total Fed Share  State Share

Offsets
Parental Responsibility
Net Child Support savings 0.5 -0.2
Minor mothers provisions Q.1 0.0
Family cap 0.7 0.2
Cap Emergency Assistance 2.1 2.1
Sponsor to alien deeming
5 year deeming 2.7 1.9
extending to 7 year deeming 0.7 0.5
Farnily Day Care Homes 0.6 0.6

Social Security: Eliminate dependent
benefits for retirees with minor .
children 3.6 36

:-ﬁ.,,-‘.r.r:x%’ / Z
87

Total {}ffsetSjj

Hlustrative uses of funding
Transitional assistance and work

Current estimate 6.7 6.3

With current law TCC* 6.2 5.8

Two-parent provision 22 1.2
Demonstrations and improving

government assistance 2.6 1.9

Subtotal with current law TCC 11.0 8.9

Maintaining Fiscal Shareg** R 0.2
Total funding 11.0 88

Net Siate and Federal Cosls

*Legislative changes in matching rates or requiremuents for case managemend could increass the
utilzation rate in Transitional Child Care (TCC), and add senrable costs.

“Modifications to fiscal shares could include match rate adjustments or other changes 1o the mixof
Fedoral ard Siate costs or savings.

Estimates for most offsets are unreviewed HHS ostimates. Estimates for the Social Security provision
are 5 year CBO estumatcs extrapoisted to 18 years.

3728795 942 AM

0.6
0.1
0.4
0.0

0.9
0.2
0.0

0.4
U.4
11

Q7
21




(dollars in billions)

5 years 10 years
Qffset
3% Gambling excise tax ‘ 24 55
Total Offsets
Possible use of funding
Non-AFDC Day Care 24 5.5
Net Federal Costs

CGambling tax revenues prorated fram Treasory S-year and HHS 10.year numbers for a 4%
excise tax, OUTA stoff indicate that prorating downward in this manoer will sightly
underestimate revenues.

3728794 943 AM
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Limit the Growth in Emergency Assistance

The little known AFDC/Emergency Assistance program had been constant at a relatively
modest at roughly $100 million for many vears. Its original intent was to help with emergency
needs that would likely push them onto AFDC. Yet in the last few years states have discovered
that the program to help fund 3 wide range of activities formerly funded aimost entirely out of
state funds, especially child welfare services and some homeless services, that may not be
consistent with the original intent of EA, but which are legal under the extremely vague wording
of current law. As a result the program is projected to grow from $xin FY 1992 to 3y in FY 1999,
Especially with th~ passage of Family Support and Preservation last year, this sort of entitlement
growth aud ~o.: sifting ought to be checked. The proposal would cap each state's EA
expenditures at 3% of AFDC benefits. The few states such as New Jersey and New York which
already exceed this leve! would-be grandfathered at their current expenditure level,

Savings in 1999:
Five year savings:

Deem Sponsor's In ntil Citizenshin for New Immigrants

The Republicans have offered a4 bill to restrict all means tested benefit to citizens,
eliminating legal immigrants who are not citizens from support. By 1999 such a proposal would
save Sx billion. Tt would also restrict support to a vanety of immigrants who have chosen not 1o
become citizens (yet). The vast majority of legal immigrant/non-citizens are here to work and
establish a new future, rather than become & public trust. Immigration is generally restricted to
people who are not likely to become a public trust. “These include .. These legal immigrants work
and pay taxes, contribute to and are eligible for employment insurance and Social Security
according to the same rules as citizens, and generally are expected to contribute as citizens would.

Yet there are a significam number who apparestly do not come o work. Remarkably,
over 20% of persons on the SSI-Aged program are non-citizens. Most appear to be ¢lderly
parents or relatives of legal immigrants and citizens who came under a policy whereby American
citizens and legal immigrants can, in limited numbers, bring in relatives to the U.S. Partly to
prevent people from becoming a public such immigrants must be sponsored by the relative.
Current faw generally requires that a portion of sponsor’s income be desmed available 10 the
immigrant for the first three vears of residency in determining eligibility and benefits for $SI and
other programs. A significant portion of the SSI-Aged population seem to go on SS1 in their 4th
year. As part of the Ul extension, such deeming was extended to § years for SST until 1995,

This proposal would extend deeming until persons became citizens, (Immigrants are
cligible to become citizens in 5 years.) Only persons emigrating with & sponsor would be affected.
Virtually all savings are from $81. This seems 2 sensible and defensible policy,

Savings in 1999;
Five year savings:

Eliminate the I ate Baby Bonus for Social Security Retirges

Retirees who have children receive a 50% higher Social Security benefit for as long as
their child remains under 18 and lives at home. Since this requires that the beneficiary have
children after the age of 47 (44 if they take early retiremient), this policy almost exclusively




benefits male beneficiaries who have children late in life. Moreover, the mother of these children
also qualify for a sizable Social Security benefit even if they are much younger than 62 so long as
they are caring for the child and not working. (If such mothers work, they face the Social
Security earnings test.) Clint Eastwood who just had a child at age 63 will be eligible for a 50%
higher Social Security benefit for the next 18 years, Note since the benefit is available only until
the child reaches 18, this also provides a powerful incentive for those with late babies to retire
early to collect the higher benefit longer, Donald Trump will qualify for 2 higher benefit if he
retires at age 62, but by the time he turng 65, his child with Marla will turn 18.

Virtually no one knows this benefit currently exists. This proposal calls for eliminating the
late baby bonus prospectively. Current beneficiaries will not be affected.

© Savings in 1999:
Five year savings:

There is virtually no coordination between the carrent tax and transfer systems.  There are
significant differences in the treatment of dependents and others under the tax and transfer
systems, opening the possibility of gaming the system. It is currently legal for 4 mother and
children to receive AFDC and food stamp benefits while a man living with her ¢laims the children
for purposes of collecting the ETC. {The Working Group met such a fammly in one of its focus
groups}. In addition, our tax system is based on annual income, while the means-tested transfers
are based on monthly income. In a modest number of cases, persons with very high income part
of the year, collect AFDC or food stamps during another part, If such persons received
unemployment insurance, the UT would be treated as taxable income an a portion of it would be
taxed back. But there is no attempt to recapture means tested payments in any form, even if
people have very high annual incomes. '

Closer coordination of tax and transfer systems would allow both more appropriate rules
regarding the ETC and measures to reduce fraud in that program. And it would allow a policy
whereby a portion of transfer benefits would be "clawed back” in cases where annual income was
well above poverty. The proposed policy would effectively require that people above the tax
threshold (110-125% of poverty) to pay back up a portion of the "excess benefits” up to a
maximum of 25% of their benefits above poverty to be paid along with taxes. Note this is still a
more favorable treatment than currently accorded unemployment insurance or eamings which are
both taxed. (The effective tax rate on earnings or UI 1s roughly 33% of income above the tax
threshold--including the ETC phase out). Because taxes on earnings are collected as though
persons earned that amount all year fong, and because of the ETC, nearly alf families would not
owe money and rather get a smaller refund at the end of the year.

Savings from ETC coordination in 1999; still being estimated
Five year savings:

Savings from claw back 1999: $3.2 billion
Five year savings:



Revised 11/30/93

ENTITLEMENT REFORM REVENUE OPTIONS

FY 35 9¢ a7 a8 99 FY 95~99

1.1 Emergency Assistance Cap 0.3 0.3 ¢.5 ©8.% 0.5 2.1

1.2 Coordinate Tax and Transfer programs! 0.0 0.0 3.2 3.4 3.6 10.2
1.3 Minor Children and Young Spouses

of Retires 0.2 4.5 0.8 1.0 1.2 3.7

1.4 Adjust SSI Child Benefits Rates? 1.2 1.3 1.4 1.5 1.6 7.0

1.5 Sponsorship of Aliens and Eligibility g.1 6.4 0.9 1.5 1.8 4.7

Total ' 1.8 2.5 6.8 7.9 8.7 27.7

1. Preliminary ASPE estimates based on TRIM simolations. Official Treasury estimates
will revise them when they become available.

2. Preliminary ASPE estimates. The Social Security Administration is reestimating them.

2
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NEKORARDUM FOR ISABRL PAWEILL:

from: Mark Monchik

Bubject: Potential Revenue for Welfare Reform: State Sales
Tax on Interstate Mail-~Drder Sales

Coples to! J. Minarikx, B. Selfridge, X. Fontenot, 5. Dean,
W, New

sackground, Currently, mail=-order merchants without a branch in
tha purchager’s Stata need not co¢llect salss tax on interstate
tranaactions. If the mail~order merchants were regquired to
collaect those nales taxes for the purchapers’ nome States, the
home-gtate traasuries would not ke the only beneficiaries. Home~
state merchants would alse benefit, since they would gain sonme
sales that had baen lost to nail order. Along with most
governore, the home-state merchants are the principal supporters
of changing the lmwe.

guzmary. & Federal law that required mail-order merchants with
at least $5 million in annual sales to collect State sales tax on
interstate purchasaes would yileld approximately $2.6 billion to
the States {1595)., Those sales-tax procesds could, in turn,
conpensate for increassd State coate of welfare raform.

¢ In-state merchants would benefit even if incroased State
wallare share exhaustad the gain in Stste tax revamie.

o Alternatively, the State=by~ftate calculatlion could allow
states to retain, say, 20 percent of the added tax
procaads.

This revenues propessl is not an offset at the Fedaral lsvel and
yequires State~by-state calculation of added revenues and welfare
cost, Despite the substantial copplexity, this revenue source
does have appeal because it would also cloze an unfair tax
loophole. I guygest that it ba considered further.

purden of ths Revenue Iasrsase. Although it is usually believed
that zmost gales taxea are ultimately passed on to the purchaser,
this may not be the tase in highly competitive markets,
particularly in the short term. If go, and if all interstate
galag wera taxed, then some mail-order merchants might have “o
abaord the tax, [Mall-order industry groups have successfully
argued against this long-standing proposal thus far,) In the
long run, however, consunsrs would probably baear meost of the
added tax cellsction. At present, twe very different groups of
consuners probebly benefit moet from the tax not being collected:
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¢ Relatively upscale metropolitan residents who buy
epecialty items, such as outdcor c¢lething from L.L.
Bean.

¢ Conmparatively lowe-incoms yrursl residents buying items
not available locally {or avallable only at high
prices), such as auto oy truck parts from J.¢. Whitney
in Chicage. {The consumers’ mailworder dusiness to
Ward’ s, Sears, Panney’s and the like is taxed, because
thesa large concerns generally maintain branches in the
purchaser’s State.)

As & result of the preceding .uncertainties, figurea on the
incidence of collecting the tax on interstate gales are unknown,
whethayr 1) busineas vs. c¢onsumer, 2} ameny consumsrs at difforant
income levels, or 3) rural va. metropolitan,

Without comparing spacific alternatives, there are pros and consg
to taxing interstate sales f0r valfars reform. :

rEO.

o Changing the tax law closes a loophole that can give mail~
ordey nrerchants an unfair sdvantage.

© 7The revenua is likely to increase in time., From 19%90~19932
tha potential revenue galn was eastimated ¢o grow at §
percent a year.

© Unlike many cthear financing possibilities, there would be
ro cut in services for low-income persons.

© A 1992 Supranme Court dscision (Quill v. North Dakota)
invited Congress to legislate on State tasation of
interstate mailworder sales. Congress may soon be tempted
to take up this invitetion, perhaps to compensate the
Statas for an otherwise unfunded mandate.

¢ Five States (none populous) do not lavy a general aales
tax. They are klaska, Delaware, Montana, New Hawpshira,
and Oregon.

o Thees addad revenuss can help thae Federal Government pay
tor welfare reform only indirsctly and not eimply., state
cost shares pust be incresased and thim increase must relats
to an sstimate of ench State’s added tax proceeds.

© A subtle Faderalimm laegue lurks, perhaps a near mandate.
The Fedoral Government traditicnally has avoided
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Federnl excise taxes are levied on very specific items,
such as tobacco.) But to offset the increased paymeant for
welfare, Statesg would have to tax interstate sales,
Prasumakly, States would not be averse to taxing merchante
eutside their borders, kut what if the Stste ever wanted to
reduce oY eliminats (as Alaska did) its gales tax in

aneral? {A reduction might mccompany & higher State

ncome tax.)} FPerhaps the State~hy-Btate calculation in
Yederal law would derive from last yesr’s tax rvats, but
this adds complexity.

Revanus Estimates for Diffsrent Variantis.
{1995, Added collsctions, billions of dollars)

Btats tax only, no small-marchant sxenption 3.8
Btate tzx only, nunuhnn%a with »§5 » ann, sales 2.8 (Quoted above)
State tax only, marchants with »>810 n ann. snlas 7.4
Btata tayx plus local sales tax levied uniformly, 3.8

ne amall-merchant axsaxption

Btate tax plus All looal sales taxes, 4.3
ne ssrli-narohant exemption

The figures derive from estimates made by the U.B. Advisory
Commission on Intergovernmental Relstions, 7Thoss estimates wvere
net preparad for costing, but for policy discussion. The
estimaten do not incorporate any behavioral effects, such as
reduced mall-order sales after beling taxed, The estimates for
1992 were updated by OMB staff,

o Estimates abovs ars available on a State-by-Btats basis.

o The nall-order industry disputes the ¢etinates above. It
once estimated tax gains that were only one-third ef the
earlier version of those estimates.

& The examption of malil~order merchants with annual business
under $5 million is from a study that interviewed a firm
making computsr softwere to handle differant szles tax
ratas. _

-~ The f£irnm said that nerchants above the 88 millioen
threshold could use its soltware elfficlently.

-w BBA, however, makes small business loans availabla to
nall~order merchants with annual sales of less thap
$12.8 million, according to the sama study.
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o Applying local sales taxes -~ not just Btoate tax -« to
int¢rstate palées would ralse additional revenus, but with
added complexity. In many local=-galeas-tax States, thes rate
varies from place to place.

== An alternetive alpo appssrs above. It would collect
only those logul taxas levied uniformly ky counties
{e.q., Califernie), or by other jurisdictions of =»
gingls kind.

== Becauss the States grant authority for local sales
taxation, & Fsderal lav <ould raise fsderalisn concerns,

depanding on how the law is written.

Current Legislation. Laat month, Senator Dale Buwpers (D-Ark.)
introduced the *Tax Fairness for Main Street Business Act.,®
85,1825, He chairs the Small Buginess Commlittes but the bill was
reforred te the Finance Committes, which hes not acted on it.

o The bill allows Btates ¢o tax mail-order merchants beyond
their borders, with certain protections and sxemptions, and
caplitalizes on the 1652 Quill decislon.

© There were six oviginal co~-saponaocrs, inocluding one
Republican, Ben. Cochran (M. Cochran has introduged
sinilar legisliation in previcus ysars.
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O Isabel)l Sawhill
FROM: Richard B. Bavier
Ooffice of Mgnmt and Budget, HRVL
o Stacy L. Dean
Cee Wendy C. New
SUBJECT: Discussions with ASPE and ACR re: participation & job search

T met with Don Oellerich, Donna Pavettl, and Howard Rolston to
talk about how to score up~front job search and how to think about
participation levels in JOBS under welfare reform,

Up~front job search ~ We identified three models of up~front 4job
search:

1. Pure applicant job search. (You apply for AFDC on Thursday,
you report for job search on Monday.) AFDC eligibility begins
only after completion of 20 days of job search. There are
administrative savings from this approach, along the lines Mike
drew, because initial AFDC checks are delayed. BSan Diege 1 seemns
to be the best evidence on which to base estimates of behavioral
affects from people getiting jobs. ASPE said they would not be
able to estimate this using their current models.

2. Immediate job search for AFDC eligibles. (You find out you
are eligikle on Thursday and report for job search the next
Monday.} This approach tries to aveid spending job search fundsg
on the many applicants who, for one reason or another, don‘t end
up on AFDC., However, it makes job search automatic for those
without a prima facie deferring condition (like €0 or oldeyr, or a
non~parental caretaker). It doesn’t wait for an assessment and
employabllity plan toe be drawn up.

The staff people at the meebing seemed to agree that this approach
might be targeted on all applicants above the phase-in age. Two
arguments were offered. First, a SWiM-like effect, based on a lot
of Job search, was already being claimed for the phased-in. A
prior round of job-search probably wouldn’t add much scorable
savings, Second, the large welfare savings impacts of jab search
have tended to be for mothers with older children and some work
experience {i.e., neither the least job-ready nor the nmost
jeb-ready). Targeting on applicants over 285 would hit a xich mix
of parents with these characteristics.



Although most work force attachment demos with rigorous
evaluations did not get people into job search the first week of
eligibility, a number, such as SWIM and GAIN and Florida’s FIP,
route a lot there within a few weeks. It appears that savings
could be justified based on the evidence from these programs.
ASPE will try to model some of this.

3. ASPE was interested in something closer to making job search
the first activity in most employakility plans. They intend to
estimate impacts from a third model along these lines.

The savings from any of these models would be influenced by
whether funding was coming out of the current JOBS baseline, or
form new money. We agreed to start thinking about jokb search for
not-phased-in applicants beling_funded from the share of the JOBS
baseline not allocated to the phased-in. That would involve
requiring up-front job search for current JOBS mandatories and
trying to estimate and c¢laim savings for the difference between
the impacts of the current JOBS use of these funds and the more
effective use we would be proposing.

Participation levels - There was no real argument to my
explanation of why ASPE modeling of JOBS under reform was much
more ambitious than SWIM. Don indicates that he expects to end up
with total monthly participation around 50 percent. (To this
point, ASPE has been modeling countable participation around S0
percent, and total participation around 77 percent.)

Don was unwilling to say that ASPE’s JOBS estimates would fall by
about one~third. However, we went through the way ASPE derives
annual unit cost data from current JOBS data, and all present
seemed pretty comfortable with it. It seems to follow that JOBS
costs will have to drop to around the levels we’ve been calling
the less-intensive. This would still be far above the 35 percent
monthly participation in arranged or self-initiated activities
SWIM managed in its second year.

The discussion walked around the issue of whether there would be
an intensity measure like the current 20-hour-rule. Policy
officials need to address this, although a pros and cons staff
paper would be helpful.

Phase-~in - I also brought.up, as an issue for future discussion,
the ASPE phase-in scenario. The idea that a lot of states will
come in a year early is based on the JOBS experience. But states
won’t have state-level programs like WORK the way GAIN was already
like JOBS. Further, in my mind, the likelihood of a richer
federal match is supposed to entice states into early
implementation. But this may run into another policy goal -
reducing federal matching for cases the longer cases stay on the
rolls,

I asked ASPE to think about how they would justify their
assumption about early phase~in. We alsoc should know what costs



and phase~in would look like if states don’t come in early.

WORK overhead « Don had a ¢opy of the tables you sent over to HHS
showing our options. He asked about several points. There didn’t
seen to be any obijections about the way the technical re-estimate
was dong. In explaining the WORK overhead cap, I noted that 1 had
asked several times to have HHS find out aboul the overhead of

large scale workfare programs, like NYC and Ohio. ASPE suggested
that OMB follow-up on this. ‘
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TABLE ! ~ PRELIMINARY SUMMARY COST ESTIMATES (FEDERAL AND STATE)

HHS 05 ASFE 415F = BRUCE REED

a4/12184

FOR ELEMENTS OF A WELFARE REFORM PROPOSAL
{By fiscal vear, in miitions of dolars)

5 Yeur 5 Year
Federsd Federul
Package I Package 7
FARENTALRESPORSIBIATY
Mimor Mothers _ (340) {343
No Additiona! Benefits for Additionsl Thitdren {220 £224)
Child Support Enfrcement
Faternity Establishment (Nel) (50} {50
Enforcement (Netj (1653 £160)
ter Logls 3 376
B TOTAL, PARENTAL RESPONSIBILITY 139) 130)
TRANSITIONAL ASSISTANCE FOLLOWED BY WORK
HAB S (] 30
Addicional JOBS Speading 2395 2,295
Agdiions! Chad Carp for JOBS 1,610 1,618
WORK Progms 1,330 1,330
Additions! CBHd Care far WORK il H10
Savings from Child Care and Other Expansion {100 £1100)
Tranisitions} Child Carc ‘ 445 445
Eahanced Tosm Cise Mansgement 176 170
Savings « Casedoad Redustion s 215
AP and Starz SysteracAdmin Efficlency 348 543
SUBTOTAL, JOBS/WORK 6,680 8,990
SUBTOTAL, JOBSIWORK AND PARENTAL RESP $,560 $.860
WORKING POOR CHILD CARE 1,508 3,500
REMOVE TWO PARENT (UF} RESTRICTIONS 495 495
Cormprehonsive Gramts 200 20
NonCustodisl Parent JORSAWORK Progmms 130 330
Acoszs Grants und Prrenting Dessoasustions 34 70
Child Support Assurance Projoots 128 Fatld
IDA snd Mizrocnterprise Projecis & 145
SUBTOTAL SPECIAL INITIATIVES &40 1,095
IMPROVING GOVERNMENT ASSISTANCE 4GA)
$tais Flexibility on Earned income
sod Child Supper: Disrcpards 388 383
Generally Conform Assuls 1o Food Stamps 4 108
Indrease Territorias’ Caps g 188
All Othaes 5} 6&5)
SUBTOTAL 1GA 380 S
GRAND TOTAL 5,478 12,6158

President’s Table with Fulf Phase-In in FY 1956 with Further Adhsiments
in IGA, Werking Poor Child Care, and Demopsirations; UF Two-Frrent
Provision a5 State Option. Comparisons betweea Packare I and Package 2

- Sowrer, HHS/ASPE stall estimntes, These

Koio 11 Parsatheses donoic savings.

Notc 2; Pive Year snd Ten Year Fodomi estimates represent 30% of all sxpeadirny exeept for
raies; ehild support & matehed wt estes

rs aes mndcked st 100 %,
eiaff within HHS and OMB bue

the following: bensfits src at current makeh
specified in the

thetical play; end comprehensive domonsiratios
astimaizs have bocn shared wil

have ot been officially reviowed by OMB. The policiss do not represont 3 consensus rocommerndation

of the Working Group Co-Chairs,

Boszrato
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SUMMARY OF COSTS FOR WELFARE REFORM PACKAGES
{Datlars g Millions)
FY 1999 5 Year
PACKAGE 1 COSTS Total Total  Federal State Totat State
PARENTAL RESPONSIBILITY (azs}l {1,220) (30 (1,90 3.055) 6,075)
TRANSITIONAL ASSISTANCE 3,305 8,470 6,690 1,480 | 25,188 1,138
WORKING POOR CHILD CARE o0 1,875 1,500 375 8,930 1,385
TWO PARENT (UP) PROVISIONS 378 895 495 400 2,875 1,295
SPECIAL INITIATIVES 245 §25% 540 85 1,830 300
IMPROVING GOVERNMENT ASSISTANCE 265 635 380 255 2,060 1,218
TOTAL COSTS FOR PACKAGE 1 4445 18586 9,475 1,505 | 35,828 1,273
Y 1999 S Year ‘

PACKAGE 2 COSTS Total Tetsd  Federal State Tolal State
PARENTAL RESPONSIBILITY BIsH (1,220 (I0y (1,080 (8,055) (6,075}
TRANSITIONAL ASSISTANCE 3,415 8,545 6,990 1.555 | 26,555 3,430
WORKING POOR CHILD CARE 1,875 4,375 1,500 875 | 14,945 2,990
TWO PARENT (UP) PROVISIONS 375 895 495 400 2,875 1,298
SPECIAL INTTIATIVES 505 1,315 1,095 730 4,945 720
TIPROVING GOVERNMENT ASSISTANCE 400 1,085 668 420 3,250 1,630
TOTAL COSTS 5945 14995 12,435 2,380 | 43,515 3,990

o
Note 1: Parenthasas dencte gavings.

MNete 20 Five Year and Ten Yeur Federad eslimales reprasorn 8B0% of &l expendiiures except for
the foliowdng: benefits are at surant match rates; ohlid supporn is matched at rales

specified In the hypothetical plan; and comprohensive gemonstralion grards are matched st 100%.

Sowron; HHS/ASPE stafl estimaks. These estimates have bean shared with stalf within HMS and OME bat

have not been officlally reviwed by OMB. The policies do not represent a oonsensus recommendation

of the Working Group Co-Chgirs,



-

204712784

12:58 202 800 7383 HHS DS ASPE {315F <. BRUCE REED #ooss oo
2194
TABLE Package I - DETAILED SUMMARY COST ESTIMATES (FEDERAL AND STATE)
FOR ELEMENTS OF A WELFARE REFORM PROPOSAL
{8y fiscaf year, io miions of dotlars)
5 Yeur SY¥er 10 Year 1D Year
Tots! Federsl Tota]  Federal
TARENTAL KESPONSIBILITY
Minos Mathers {35) (303 (210 (85)
No Additionst Benchits for Addzions! Childem {660 {220) {3,150) 10
Thild Support Enforoment -
Patarnity Estshlishtnant (Net) (835) se (3,080 {400y
Enforcement (Not) {405} {160) £4,7700) £1,555}
Com Costs 455 YY) 1,088 876
SUBTOTAL, PARENTAL RESPONSIBILITY .30 {1383 (8,035} 1,930)
TRANSITIONAL ASSISTANCE FOLLOWED BY WORK
I{}&S-Pmr ¢ & 0 0
Additionsi JOBS $pending 2870 2,295 7110 5590
Additisaal Chiid Care for JOBS 2,010 1 &0 4910 3,930
WORE Pre 1,668 1.330 11,4320 9,150
Addidonaal Child Care for WORK G 518 L3540 £, 350
Savings [rom Child Osre and Odwr Bxpaasisn {185 100} {1,480 {8135}
Teansizenal Child Care 555 443 2565 208
Enhanced Tret Case Management 210 176 395 %, 475
Sevings - Caseload Reduction (358} {215 {6,076} (3,34
ADP Fedoral and State SystemalAdwin Bilicicacy 550 545 873 660
SUBTOTAL, JOBS/WORK 2,170 ss90 | 25185] 22,030
SUBTOTAL, JORS/WORK AND PARENTAL RESH £,550 &,560 17,136 20,050
WORKING POOR CHILD CARE (Capped »t $208 million
in net spendingd, 1,87 1,560 6,930 5,545
REMOVE TWO PARENT (UPY RESTRICTIONS L3 485 1875 1,580
Compeehensive Limnls 200 206G 350 350
Non Custodia] Parest JORS/WORK Programs 155 130 21% £50
Azccss Grante and Parsrting Demonsirations 3% an 75 60
Child Support Assurancs Proiccia 150 120 415 30
IDA snd Miceoeaterprise Projects Pl i85 175 140
SUBTOYTAL SPECIAL INITIATIVES 5% 435 1,83 1,530
IMPROVYING GOVERNMENT ASSISTANCE {1GA)
State Floaibilty on Eamed Income
and Child Support Disregards 1o 183 2,225 850
Generxfly Conform (but not Increass)
Agscty 1o Faad Stamps 0 3 g o
A Others {75} {5 {165 5
SUBTOTAL1GA &35 Jse ;5 848
GRAND TQTAL 19,915 9,430 34,825 28,550

President’s Table with Full Phasedn in Fy 1996 with Further Adjustzaents in 3GA, Working Poor

Chid Care, and Demepstrations; UP Two-Favent Provision as Stade ption; Eliminste Ineresse
in Territories® Cap; Conform Asset Rules to Food Stamps bul ne Ingiease in Limits,

Note {1 Payomtieses denote savings,

Newe 2: Five Year and Ton Year Fadent cstimates mptosent 36% of all capenditures exonps for

the followdng: benefits are af curremt matel; rates; child

support iz matehiod &t ates

gpecified in e hypothetical plaa: wnd 2omprehensive demonstration gesnts are maiched at 100%,
Swsurce; HHS/ASPE staff estimaies. These sstimales have been shard with sl within HHS snd OME but
have not boon officially roviswed by OMB. The palivies da not represerd a consensus recommuendation

of the Working Group Ca-Chairs,
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HHS 05 ASPE 4135F - BRUCE HEED ¥ol0/610
04112094
TABLE Package 2 - BETAILED SUMMARY COST ESTIMATES (FEDERAL AND STATE)
FOR ELEMENTS OF A WELFARE REFORM PROPOSAL
(By fiscal year, in milien: of daliazs)
5 Year 5Y¥esr 10 Year 19 Yew
Tatal Frderal Fotal  Federst
PARERYAL RESFONSIRILITY
Minar Mothers gg; {303 {210} (B5)
Na Additonal Benchits for Additional Children (665} 209 2150 (816}
Child Sepport Bafreement
Pasemity Bswblishment (Nct) {525} oyl (2,080 (400}
Enforcesment (Neg (405} {180} {4,700 (1.555}
Corputer Costs 443 3N 1,085
SUBTOTAL, PARENTAL RESPONSIBILITY {1,220) {136; {8.455) {1,930]
TRANSITIONAL ASSISTARCE FOLLOWED BY WORK
1Bs- 375 300 3370 1,095
Additions! JOBS Spending 1,870 2,295 7110 5.690
Additions! Child Care for JOBS 2,810 1.61a 4916 3,930
WORK Program 1,668 1,330 | 11490 9,190
Additional Uhild Care for WORK 0 61O 5,245 4,185
Savings from Child Care and Other Expansion {185} {166} {14888 815
Feansitionst Child Care 555 445 2.565 2,050
Enhanced Taen Case Maasgement 210 178 53 475
Bevings - Caseload Reduction {390 215 0% 71101 S 2 113)
ADRP %@d@ni snd St SystemafAdmin £2fickoney 685 545 R25 668
SUBTOTAL, JORS/WORK 8,543 6,950 26,588 A i
SUBTOTAL, JOBS/WORK AND FARENTAL RESP 1325 6,360 18,500 21,145
WORKING POOR CHILD CARE {Capped #t $1.9 biltion
in oel spending). 4378 3,500 14,545 11,955
REMOVE TWO PFARENT @9} RESTRICTIONS 53 4935 1878 1558
Cantpreheasive Graas 200 200 350 3se
Now-Llusodind Parert JOBS/%ORK Programs 430 90 000 1.600 -
Asccezs Grants and Paresding Demonstratione %1 b 180 145
Child Support Assurance Projests 380 494 p 23 -
1A and Microomcmiss Projects 184 148 470 3s
SUBTOTAL SPECIAL INITIATIVES 1,318 1,094 3,945 3k
IMPROVING GOVERNMENT ASSISTANCE GCA
State Flexibility on Eamesd Income
and Child Soppart Dizregards T8 385 2,228 850
Generslly Conlorm Azsets w Food Stamps 265 10 ass - 240
Incrosse Tarritorics’ Cups 184 188 35 535
A Cuhers {75 5y {165) (%)
SUBTOTAL IGA 1,688 $68 3,250 1,628
GRAND TOTAL 14,995 $2,618 43,515 39,525

President’s Teble with Fulf Phaseds in FY 3595 with Adjustonents in 1GA, Working foor Child Care,

Demonstrativas; UP Parent Provision as State Optiaa.

Kot 1: Parentheses denose gsvings.

Note 2t Fivg Yoar and Ten Yosr Fedonl estinaics sopresent B30% of &l expendiires cxoopt for

the foliowing: beaelly are st cutysnt mateh rates; child suppart is matched =t mies
specificd in the hypothctieal plan: snd compechensive domonstratinn grants

ar matched ot 100%,

Scurce: HHSIASPE staff estitnates, These estimates bave buen shaned 'with staffl within HHS and OMB bt
have not boen officially covicwed by OMB. The pelizics do uot represest & consennes mm&mdatwa

af the Weodking Group Co-Chalrs,
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Welfare Reform Financing Options

Dollars in Billions
8§ Year 10 Year
47131794 1645 Total Federal State Total Federal State
Summary:
A, Program Savings 5864 524 040 1683 1503 150
B. Enforcement Savings 207 207 000 437 422 00
C. Extend Expiring Provisions 210 2186 00 1146 1146 000

Total: Financing Options

DRAFT
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Welfare Reform Financing Options

Dollar in Billons
5 Year 10 Year
4711794 16:45 Total Federal State Total Federal State

A, Program Savings
+ Limit Emergency Assistance 150 & 150 000 406 400 0%
*  Make Current § Year 551 Deeming Rules

Permanent and Extend 10 AFDRC and Food

Starnps. After 5 Years, Continue Deeming for

those Sponsers with AGI > 40K for 10 years or

Citizenship, Limit Assistance to PRUCOLs, 220 180 040 870 880 18
« Income Test Meal Reimbursements to Family

Day Care Homes 057 057 600 172 172 0.5
¢ Limit Deficiency Payments to Those Making

$100K or More from Off-Farm Incomie per Year 061 0861 Q.00 1.31 131 0.00
= Fair Transaction Costs with Graduated Interest el ol

Rates for Early Redemption of Savings Bonds 876 476 0.00 1.10 110 0.00

Sublota e ol Toy o,
B. Enforcement Savings

EOC:
*  Deny to Non-Residont Aliens * 013 0313 000 833 033 000
¢ Require Reporting for DXOD Personnel G616 016 L0 042 040 OO0

Gambling:
¢ Increase Withholding on Gambling Winnings

> $50K 10 36% sz 032 000 078 078 00
+  Withholding Rate of 28% on Keno, Bingp, Slots 025 025 .00 0.32 032 0.00
» Require Information Reparting on Winnings

> $10K from Gambling 62 o2 009 061 081 000

¥ Freasury currentiy reviewing this estimate.
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Welfare Reform Financing QOptions

Daoliars in Billions
5 Year 10 Year
47117941645 Total Federal State Towml Federal Siate
+ Limit Tax Deferred Annuity Interest Build-Up

of 100K /50K per Year Annuities 080 080 000 153 18} oW

Subtotal

C. Extend Expiring Provisions*

<

: o
+ Hold Constant the Portion of Food Stamp %}ﬁ“
Overpayment Recoveries that States May

Keep 005 005 000 12 012 000
» Fees for Passenger Processing and other C‘ustor% )

Services O 000 000 000 14 184 0.00
» Extend Railroad Safety User Feeso(‘gg 016 016 000 041 041 000

W A
¢ (uarantee the Securities issued in Connection
with VA’s Direct Loan Sales {08 .08 .00 D16 0.16 .00

¢ Increase the Housing Loan Fee to 3% for Multiple
use of the guaranteed home foan program when
there is less than 2 5% downpayment 603 003 000 014 03 000

» Increase the Housing Loan Fee on most guaranteed
Loans by .75% (i.e., no downpayment loan fes :
tncreased from 1.25% to 2.00%) 614 014 000 078 078 000

» Extend VA's Autharity to Consider Resale
Losses in Determining Whether VA Should Pay
the Guarantee or Buy the Foreclosed Froperty and
Resell it 002 002 0.00 g.09 0.09 000

¢ {oltect the Cost of Treating Service Connected

Veterans for Nonservice Connegted Conditions

from Health Insurers 03% ¢33 000 295 295 000
*  Some savings require additioral administrative effort which may have discretionary costs.

DRAFT 3
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Welfare Reform Financing Options

A -

Lrollare in Billions

5 Year 10 Year
§/1179¢8 1645 Total Federal State Total Federal State

« Collect Per Diems and Copayments from Certain .

Veteran's for Non-service Care 005 005 000 g31 ©31 0

- % VA pensions ardd Medical Care Cost Recovery.

Verify veteran's self-reported income data with

tha IRS and 85A 021 o 0.08 135 138 0
» Capmeans-tested persion benefits at $90 per

month for veterans and survivors who receive

Medicaid nursing home benefits 1% 01% N/a -+ 130 130 N/A»
¢ Round down monthly benefit levels and provide

reduced COLAS to beneficiaries grandfathered

into the new survivors program 064 062 000 198 18 400
* Maintain Gl benefit COLAs at 50%, which

weas 1o have been a full COLA in 1994 but was eliminated

and reduced by 50% in 1995 in OBRAS3 015 015 000 083 083 000

Sublotnl

Total: Financing Options

Possible Alternative

¢ CGambling Excise Tax 8t4% 316 336 000 7.2

721 0.00

*  This proposal represents a shift from federal VA costs to federal/state Medicaid costs, States would

bear the cost of the federal savings.

DRAFY 4
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Welfare Reform Financing Options

A. Program Savings

Limit Emergency Assistance

* 5 year Federal savings: $1.5B 10 year Federal savings: $4.08B

. cap each State’s AFDC emergency assistance expenditure at FY1993 levels
(with inflation adjustments for future years), or
limit spending to 3% of a State’s total AFDC benefit payments from the past
year {a grandfather clause could protect States with large funding drops).

* specifics of this proposal are still under development.

Tighten Sponsorship and Eligibility Rules for Nen-Citizens

SS81, AFDC and Food Stamps require that part of a legal immigrant sponsor’s income
is deemed available to the immigrant for a limited time, should he/she need public
assistance. The following tightens benefit eligibility for non-citizens:

5 year Federal savings: $1.8B 10 year Federal savings: $69B
change the deeming period for AFDC and Food Stamps from three to five
years, and permanently extend S5I's five year deeming provision, which
reverts to three years until FY1997,

. deeming continues for another five years for those aliens whose sponsors
have adjusted gross income over $40,000.

. Creates PRUCOL eligibility criteria in the 8581, AFDC, and Medicaid programs
similar to the tighter Food Stamps criteria.

Income Test Meal Reimbursemenis to Family Day Care Homes

5 year Federal savings: $.57 B 10 year Federal savings: $1.72B

. Family day care homes in low-income areas would receive reimbursement
for all meals at the “free meal” rate,

. Other homes could choose between:

(a) not means-testing and thus recelving “reduced price” rates, or
{(b) means-testing, in which case meals for children under 185% of poverty
would be reimbursed at the “free meal” rate and meals for children sbove
185% of poverty would be reimbursed at the “reduced price” rate.

1



Limit Deficiency Paymenis to Those Making $100,000 or More Annmi?g From Off-
Farm Income

5 year Federal savings: $.618B 10 year Federal savings: $131B
. Producers receiving $100,000 or more in off-farm adjusted gross income
would be ineligible for Commaodity Credit Corporation (CCC) crop subsidies.
Graduated Interest Rates for Early Redemption of Savings Bonds
. 5 year Federal savings: $.76 B 10 year Federal savings: $1.1B
. New savings bonds issued would initially yield 2% interest, which would

gradually rise over § years to 4%.
. Current outstanding bonds unaffected.

B. Enforcement Savings
Deny EITC to Non-Resident Aliens

* 5 year Federal savings: $.13B 10 year Federal savings: $.33B
* Deny EITC to nonresident aliens such as foreign students, professors, etc.

Reguire Income Reporting for DOD Personnel, for EITC Purposes

. 5 year Federal savings: $.16 8B 10 year Federal savings: $ 4B
e Families living overseas and on active wilitary duty would become EITC
eligible.

* To finance this, and produce above savings, DOD would report nontaxable
earned income (such as subsistence and living quarters allowances) paid to
.military persenmel, overseas and stateside. This is counted for EITC purposes,

Increase Withholding Rate on Gambling Winnings

. 5 year Federal savings: $ 528 10 year Federal savings: $ .78 B

» Increase the withholding rate of 28% to 36% for gambling winnings over
$50,000. The odds of winning would be irrelevant.

Withhoid 28% From Keno, Bingo and Slot Machine Winnings

. 5 year Federal savings: $.25 B 10 year Federal savings: $.32B

. Impose 28% withholding on winnings over $7,500, regardless of the odds,
(No withholding is currently done )



Information Reperting on Gambling Winnings

*
#

*

5 year Federal savings: $.22 8B 10 year Federal savings: $ 618
Requires reporting on gambling, bingo, slot and keno winnings of $10,000 or
more, regardless of the betting odds. (Reporting is currently required at
various winning thresholds, if odds are 300:1 or more.}

State lotteries exempt.

Limit Tax Deferred Interest Build-Up of Large Annuities

. Byear Federal savings: $ 8B 10 year Federal savings:: $1.83

Prohibit tax deferral on interest acoruing to annuities that pay annual
incomes over $100,000 for couples, $50,000 for single persons.

C. Extend Expiring Provisions

Hold Constant the Food Stamps Overpayment Recoveries States May Keep

5 year Federal savings: $.05B 10 year Federal savings: $.12B
Extend 1990 Farm Bill provision letting States keep 25% of Food Stamps
recovered due to fraud/intentional program violations.

Extend the provision letting States keep 10% of Food Stamps recovered due to
other unintentional errors.

This provision would extend the current recoveries rate structure which is set
to expire in FY1996.

Fees for Passenger Processing and Other Customs Services

*

5 year Federal savings: $0 B 10 year Federal savings: $1.04 B
Extend the flat rate charge for merchandise processing and other U.S. customs
services.

The current fee structure, extended by NAFTA, expires after FY2003.

Extend Railrond Safety User Fees

5 year Federal savings: $.16 B 10 year Federal savings: $ .41B
Extend (and expand) railroad safety inspection fees.

The provision would extend the fees through FY04. Currently they are set to
expire in FY1596.

1 Preliminary stalf estimate, based on extrapolation of prior year savings.
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Velerans:

Guarantee the Securities Issued in Connection with VA'’s Direct Loan Sales

&
-

& year Federal savings: $.08B 10 year Federal savings: $.16 B
Currently, VA may sell its direct Joans {i.e., mortgages held by VA) to the
secondary market. Secondary market institutions package these mortgages
into securities and sell them to investors. VA has the authority through
December 1995 to guarantee invesiors the imely payment of principal and
interest on the securities. Because this gudrantee eliminates risk to the -
investors, the investors will pay a higher price for the securities.

Savings are net of increased costs due to increased default lability of this
proposal.

Permanently extending this provision would sustain the current higher price
paid to VA for their direct loans sold to the secondary market.

Increase Housing Loan Fee for Multiple Use of the Guaranteed Home Lean Program

*

5 year Federal savings: $.03 B 10 year Federal savings: $.14B

The loan guaranty program, established to promote home-ownership among
returning WWII GI's, guarantees mortgages made by private lenders fo
veterans, active duty service persons, and selected reservists.

There is no limit on how many times a beneficiary can use the Home Loan
Program. OBRA 93 increased the fee to 3 percent through FY98 for multiple
use of the guaranteed home loan program when there is less than 2 5 percent
downpayment.

This proposal would permanently extend the 3 percent fee for multiple use
when there is less than a 5 percent downpayment.

Increase Housing Loan Fee by .75 percent

5 year Federal savings: $.14 8 10 year Federal savings: $.78 B

Fees on VA guaranteed home loans decrease as the downpayment increases
and can be financed as part of the Joan.

(OBRA 93 increased the fee on most guaranteed home loans by .75 percent
through FY98 (e.g., the no-downpayment fee increased from 1.25 to 2 percent).
This proposal would permananz}y extend the fee increase. Increasing the fee
reduces the taxpayers’ subsidy to this program while continuing to offer
veterans a downpayment and fee package that would be below conventional
loan requirements. {Because the fee can be financed over the life of the loan,
i.e., thirty years, the cost would not be significant to benefidaries.)



Extend VA's Authorily to Consider Resale Losses on Loans

. 5 year Federal savings: $.02 B 10 year Federal savings: $.09B

. When a private lender forecloses on a VA guarantee property, VA uses a
formula to determine whether it is more cost-effective to: (1) acquire a
foreclosed property from the lender and resell it, or (2) pay the guarantee to
the lender. Under current law, this formula takes into consideration the
potential for losses on the resale of a foreclosed property through FY98. This
is consistent with the acquisition decisionmaking of private morigage
insurers who consider resale losses.

. This proposal would make permanent the inclusion of potential Iasses on the
resale of a foreclosed property in the formula.

Medical Care Cost Recovery Program: Third Party Health Insurance
Reimbursements.

. $ year Federal savings: $ 39 B 10 year Federal savings: $295 B

+ In 1986, VA received permanent authority to collect reimbursement for the
cost of care from health insurers of nonservice-connected veterans. OBRA
1990 axpanded this atxthoraty to aﬁow VA to collect reimbursement from
health insurers of service-comn pterans for treatment of nongervice-
connected conditions.

. OBRA 1993 extended the service-connected authority o the end of FY 1998.

* This proposal would make this authority permanent.

Medical Care Cost Recovery Program: Per Diems and Prescription Cop:zym,eézzs

. 3 year Federal savings: $.05 B 10 year Federal savings: $.318B

s OBRA 1990 authorized VA to collect hospital and nursing home per diems
and outpatient prescription copayments from certain veterans for treatment
of their nonservice-connected conditions.
OBRA 1993 extended this authority to the end of FY 1998,
This proposal would make this authority permanent.

VA Pensions and Medical Care Cost Recovery Programs: Income Verification
Maich

. 5 year Federal savings: $.21B 10 year Federal savings: $1338B

. Under current authority, VA has access to IRS tax data to verify income
reported by VA pension and medical care bepefidaries. VA's pension and
medical care programs are means-tested.

* For pensions, the proposal would improve program integrity by reducing
overpayments that ocour when self-reported income is the only information
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used to verify eligibility. For medical care, the proposal would allow VA to
more effectively identify and collect copayments from higher income
veterans.

This proposal would make this authority permanent.

VA Pension Benefits for Veterans and Spouses in Medicaid Nursing Homes

»
LJ

5 year Federal savings: $.19 B 10 year Federal savings: $13B

VA pensions is a means-tested program which provides monthly cash
support to eligible veterans or their survivors. OBRA 1993 extended through
FY 1998 a provision that caps pension benefits at $30 per month for
beneficiaries receiving Medicaid nursing home benefits.

This proposal does not affect the pension beneficiaries. It reduces the amount
of income that the beneficiary would have to turn over to the Medicaid
program to help offset the costs of their nursing home care.

These savings are: (1) net of the lost receipts to the Federal Medicaid program,
and (2) represent less Federal Reimbursement of State Medicaid programs.
This proposal would make permanent this provision which is currently
scheduled to expire in FY1998.

Round down and Reduce COLA Adjustment for Death and Indemnity
Compensation (DIC) Benefits

»

*

5 year Federal savings: $.64 B 10 year Federal savings: $198B
The DIC program provides monthly cash benefits to survivors of service-
connected veterans who died during military service, or after service from
their service-connecied condition.

OBRA 1993 provided authority to round down the monthly benefit levels to
the nearest dollar and reduce the COLAs by 50% to beneficiaries who were
grandfathered into the new DIC program. (The old DIC program based
benefits on military rank; the new program pays a flat rate.}

This proposal would make this authority permanent.

Maintain Montgomery GI Bill (MGIB) COLA at 50 Percent

-

5 year Federal savings: $.15 B 10 year Federal savings: $ .83 B
Servicemembers and veterans who have elected and contributed to the MGIB
program receive $400 per month towards educaticnal benefits. Under Title
38, MGIB recipients were to have begun receiving annual COLAs increases on
their benefits for the first time in FY 1994. OBRA 1993, however, eliminated
the FY 1994 COLA and reduced by 50 percent the FY 1995 COLA.

This proposal would permanently reduce future COLA increases by 50 percent
in FY 1996 and beyond for those beneficiaries who benefited by electing to stay
in the ald payment structure.



Possible Alternative
Excise Tax on Gambling Revenues

. 5 year Federal savings: $3.16 B 10 year Federal savings: $721B
. Tax gross revenues (wagers minus winnings paid out) from all gambling
activities at 4%. (Current Federal wager taxes range from .25%-2%.)

. State lotteries would be exemnpt from this tax.



WELFARE REFORM OPTIONS 04/11/94
(Five Year Federal Cost in Millions of Dollars)

Package 1 Package 2
1A 1B
Parental Responsibility - (130)  (130) (130)
Transitional Assistance 6,690 6,990 . 6,990
Working Poor Child Care 1,300 400 3,500
UP provisions : 493 495 455
Demonstrations ' 540 1,100 1,100
Improving Government Assistance 380 600 600
TOTAL 9,475 9,455 12,555
“Toe Pﬁ.P
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Dailars in Billions

5 Year 10 Year
4/7/94 1043 Total Federal State Total Federal State
Summary:
Program Savings 570 530 040 1694 1514 180
Enforcement Savings 130 130 000 2.54 256 000
Extend Expiring Provisions 240 240 000 129 1284 0.00
Savings Within the Welfare Reform Package 122 009 114 806 216 5.97

Total: Financing Options

Yus -
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Dollars i Billions

5 Year 19 Year
4/7/94 10:43 Total Federal Siate Total Federal Stake
Program Savings
Limit Emergency Assistance 15 150 00 4.00 400 0.00
Make Current 5 Year 551 Deeming Rules
Permanent and Extend to AFDC and Focd
Stamps. After 5 Years, Continue Deeming for
those Sponsers with AGI » 40K for 10 years or
Citizenship, Limit Assistance to PRUCOLs. 2.20 18 040 8.70 69 180
Income Test Meal Reminbursements to Family Day
Care Homes 0.57 057 .00 172 1.72 000
Limit COC Deficiency Payments to 350K per
year, attributed directly to individuals 067 087 000 142 142 000
Charge a Penalty for Early Redemptions of
Savings Bonds 076 G.76 a.00 1.10 1.10 0.00
Subtotal

Enforcement Savings

ENC:

Deny to Non-Resident Aliens

Require Reporting for DOD Personnel

Gambling:

Increase Withholding on Gambling Winnings

> 550K to 8%

Withholding Rate of 28% on Keno, Slots

Require [nformation Reporting on Winnings

> $10K from Cambling

Sublotat

013

.19

0.52

425

0.22

.13

£19

0.52

0.25

0.22

.00

0.00

0.00

6.00

0.00

P

0.33

0.50

0.78

0.32

(.63

0,33

850

0.78

832

.63

130701305 0007 T 256l a5

.00

0.00

0.00
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5 Year

Dollars in Billions

10 Year

477754 10:43

Total Federal

State

Total

Federal

State

Extend Expiring Provisions*

»

Hold Constant the Portion of Food Stamp
Overpayment Recoveries that States May
Maintain,

Fees for Passenger Processing and other Customs
Services.

Extend Railroad Safety User Fees.
Veterans:

{uarantee the Securities Issusd in Connection
with VA's Direct Loan Sales.

‘Increase the Housing Loan Fee to 3% for Multiple

use of the guarantecd home loand program when
there is less than a 5% downpayment.

Increase the Housing Loan Fee on most guaranteed
Loans by .75% (2., no downpayment loan fee
increased from 1.25% to 2.00%},

Extends DVA's Authority to Consider Resale
Losses in Determining Whether VA Should Pay
the Guarantee or Buy the Foreclosed Property and
Resell it.

Collect the Cost of Treating Service Connected
Yerans for Non-service Connecind Conditions
from Health Insurers.

Callect Per Diemns and Copayments from Certain
Veteran's for Noseservice Care,

.05

.00

016

0.08

0.03

0.14

0.02

0.3%

0.05

0.05

2.0G

0.16

{108

0.03

814

6.02

.38

0.05

0.00

3.

5.00

.00

0.00

(aee

0.00

0.00

.00

032

1.04

041

0.16

0.14

0.78

009

2,95

Q.31

012

14

0.41

016

14

.78

0.09

283

0.31

Some savings require additional administrative effort which may have discretionary costs.

DRAFT
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0.00

0.00

0.00

0.00

0.00

0.00

£.00

0.00
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Dollars in Biltions

5 Year 13 Year

4/77%4 10453 Total Federal State Total Federsl State
VA pensions and Medical Care Cost Rexovery.
Verify vetoran's self-reported income data with
the IRS and 5SA. 02t 021 000 135 13 000
Cap means-tested pension benefits at $30 per
month for veterans and survivors who receive
Medicaid nursing home benefits, 031 031 N/AC 200 28 N/A:¢®
Round down monthly benefit jevels and provide
reduced COLAs to beneficiaries grandfathered
into the new survivors program, 064 04 000 188 198 0.00
Elirninate G1 Bill benefit COLAs, which were to
have started in 1994 but were eliminated and
reduced by 50% in 1995 in OBRA9S, a3z 032 000 15 153 oo

Subtatyl

Savings Within the Welfare Reform Package

Minor Moms: Bhminate AFDX for Mothers

Through Age 17 Living in Separate Household 808 003 006 .21 g 013
Family Cap: No Additional Benefits for
Additional Children 0.66 022 044 2313 08 134
Child Support Enforcement { neg. indicates a cost);
L3E Admin Costs (Nt} 388 D70 6.00 -3.65  -3.99 0.44
CSE Astomation Costs (80% Federal Share} Q46 HI7 009 -107 086 021
CSE Increased AFDC Collections i8T 4% .75 yithv4 585 458
Net CSE and Paternity Savings (includes
sutomation - Totals are rounded) 048 016 0.64 370 1.20 4.50
Subtotal

* This proposal represents a shift from federal VA coss o fedcral.f state Med icaid costs. States 1 would -

bear the cost of the federal savings.
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% Year

Prollars in Billlons

i Year

477794 10:43 Total Pederal State

Total

Federal  Shate

Total: Financing Options

Other Options Not Being Considered

Gambling Excise Tax at4% 316
Defer COLAs for (SRS and Military
Retirement Until Age 62 W4
One-half COLA’s for Federal Retirement Until Age 62
CSRS 0.61
Military 215
subtotal 2.76

and Move Military COLA up 6 Months - Oct. to April -
For Those Age 62 and over to Conform to C8RS 209

Sub-total 0.67

Highly Preliminary Staff Pricing,.

3.16

3.21

0.61
218
2.76

087

0.00 7.34
000 2801*

0.00 1.00
000 1100
000 1200
e 202
0.00 9.9

734 000
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Financing Options

5 XYear 10 Year
Cap EA 1.5 4.0
Target Food Program .6 1.7
Aliens {5 Years) and
New Rule 2.C 7.0
Repayment by Social 5.0 22.0 4 ™A
Security to General . bkﬁkﬁ
Fund Where it has Shbork
Taken Advantage of g
General Fund
EITPC and Tax Comp 1.3 2.7
TOTAL 16.4 37.4
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EXECUTIVE OFFICE OF T HE PRESIDENT
O4-Apr-1994 12:43pm

PO Iisabel Sawhill

FROM: Bruce N. Reed
Domestic Policy Coungil

SUBJECT: 5 for WR

Happy birthday again! It was nice to meet your husband.

Have you had any thoughts about where to look for money? I went
over Rob Shapiro's paper and found a few possiblliities, although
nothing jumps cut as really atiractive.

Gver the weekend, I inventaed a handful of two-yeay time limits for
rich people. They're probably all bad policy and a pain for the
IRS to enforce, but here goes:

1. 2-yr limit on subsidy payments for wealthy farmers. {(Shapirc's
paper says eliminating these payments would save $1 bill, aover 5)

2. 2-yr lifetime limit on capital gains over $100,000. {(Or to put
it another way, a total of two such gains in a lifetime. That
lsaves paople room to sell & house and the stocks they inherited,
but not chalk up huge gaing year after year. But I suppose it
would oreate a whole industry in capital gains of $99,9899 or less.
And ves, it discriminates against rich two-parent families., I
have no idea how much it would raise.}

3. 2-yr limit on the deductability of home equity loans over $50k.
(Don't yvou have to be pretty wall off to borrow more than that in
a second mortgage? Shapiro sayvs eliminating the deductability of
such loans altogether would save $12.8 bill over 5, but he
admitted to me that he had come up with that number himself.)

4, Z2-yr limit on the deductability of tobacoco and aloghol
advertising. (In other words, this kind of advervising will no
longer be deductable after 1896. Since we're losing to the
tobacco industry on the tobacco tax, we should go after them on
anaether front. I don't know whether denying a deduction for one
kind of advertising but not another is a viclation of the First
Amdt, but if we can prohibit tobacco ads on TV, shouldn't we be
able to single them out in the tax code? Alcohol ads must be
worth & lot of §.1}

5. 2-yr limit on the deductability of margin interest. (I gdon't



understand why you can deduct unlimited costs of borrowing § to
play the market but not to buy a car or send your kKid to college.
If we go after the home equity loan deal, we should go after this
tow, Of course, we'd be reopening sacred pacts from ‘86 tax
raform, eto., but this Is just our opening bld., And the stock
market is already plunging anyway. )

6. Z-yr limit on annuities over $100k. (I don’t know the
specifics on this, but Gene says it's on the GATT list.)

7. Cap 401 (k) deductions at S$100k. {Is there a cap now? I don't
think s0. This probably wouldn't raise much money, but I'd be
curious.) (This one is not a 2 yr limit.)

8. 2-yr limit on the LIHTC, (Make Chris's day.)
If we loocked through the CBO book, we could probably come up with

others. Putting a two-yesr limit on something is easier than
actually eliminating it. Gene is willing to help if we need him.



