
ADDITIONAL ENTITLEMENT AND REVENUE OPTIONS 
(In millions of dollars) 

In FY95 Budec! 


Impose 8 percent royalty on hardrock 

minerals removed from Federal lands 

Extend railroad safety user fees 

Impose Bureau of Alcohol, Tobacco 
and Firearms fees 

Extension of Current Fees or Sunset Provisions 

Eliminate all sunset dates on Veterans' 
provisions in OBRA 1993 (FY99) 

Extend patent and trademark fees (FY99) 

Extend NRC fees (FY99) 

From DOL 

Limit $70,000 exclusion on income 
earned abroad to 2 years 

Apply current AMT to individuals twice ... c ..... V.... Ju. t\MT 

GATT Revenue Items 

Distribution of marketable securities 
to be treated as cash 

Cap on tax-deferred annuities per couple, 
set at $100,000 

Extend superfund tax 

Permit employers to offer employees tax-free 
parking or cash, which would be taxable 

' .. 

1995-99 

346 

169 

194 

545 

100 

500 

3.~ 

.~ 

}.o 

? 

? 

225 

800 

2,300 

500 



• 

From CBD DQ!:ument 


Charge market prices for electricity sold 

by power marketing administrations 


Raise recreation fees at Federal facilities 


Index nuclear waste disposal fees for inflation 


Disqualify from price support programs people 

whose gross revenue from commodity sales ...+ 50K pv ~ 
exceeds $500,000 

Increase FCC user fees 

Charge a penalty for early redemptions 
of savings bonds 

Raise the corporate AMT rate to 25 percent 

Limit mortgage interest deductions 
[or second homes 

Decrease limit for deferrals in salary 
reduction plans to $4,000 

Impose a minimum tax on foreign-owned 
businesses 

Tax lifetime capital gains from home 
sales in excess of $125,000 

Tax credit unions with more than $10 million 
in assets Hke other thrift institutions 

Repeal alcohol fuels credit and partial 
excise tax exemption 

4,800 

720 

255 

670 

575 

240 

14,400 

2,600 

2,900 

2,600 

1,400 

3,400 

3,200 



E X E CUT I V E OFFICE o F THE PRE SID E N T 

23-Mar-1994 01:41pm 

TO: (See Below) 

FROM: Isabel Sawhill 
Office of Mgmt and Budget, HRVL 

SUBJECT: Costs and financing ideas 

Here's a possible solution to the WR financing issue that doesn't 
rely on revenues t doesn't hit just the poor, and pays for a core 
plus program (but without any child care for working poor). 

Costs (total over 5 years}: 

$6,7 	 core program 
1.2 add-ans from demos, IGA (very limited) 

$7.9 	 total costs 

Offsets 

$4.5 (current list minus 130% pov. and including 1~8 
for alien deeming) 

1~2 parental responsibility 

2.2 	 eliminate school lunch subsidies for affluent kids 
(above S50,000) 

$7.9 total offsets 

Please let me know what you think, and if seems reasonable I will 
discuss with Leon tomorrow 

Oistributi.on: 

TO: Richard B. Bavier 
TO: Stacy L. Dean 
TO: Keith J. Fontenot 
TO: Michael E. Ruffner 
TO: Lester D. Cash 
TO: Barbara S. Selfridge 
TO: Wendy C. New 

http:Oistributi.on


PROPOSAL FOR REDUCING BUDGET TO SlOB over 5; S30B over 10 

TOTAL SAVINGS REVISED 
OPTIONS I-V TOTAL 

SPENDING 

Five Year (total) 7,350 11,095 
Five Year (federal) 6,445 9,670 

Ten Year (total) 23,100 35,360 

Ten Year (federal) 24,267 30,443 

I. SHAVE THE BASIC PACKAGE 

o 	 Provide no additional funds for JOBS-Prep 
o 	 Fold Trans Child Care into proposal below on cnild care 
o 	 No additional funds for teen case management; fund out 


of JOBS money 


SAVINGS: TOTAL FED 


Five Year 1,075 970 


Ten Year 4,400 3,960 


II. RECAPTURE SAVINGS TO STATES 

The savings in Parental Responsibility seem to go 
disproportionately to the states. We propose considering that 
the basic package + parental responsibility should break even for 
the states rather than providing a transfer from the federal 
government to the states. 

POTENTIAL FEDERAL SAVINGS: 


Five Year 740 


Ten Year 6,000 




· 

III. 	 CUT BACK WORKING POOR CHILD CARE 

Phase in the expanded child care program to the same age 
group that is in the new Transitional System - born after 1971. 
Consider additional limitation to children under six. 

Fold in transitional child care and provide all child care 
to this age group through one mechanism -- available only to 
people 	with jobs. 

SAVINGS TOTAL FED 

*** NEED ESTIMATE RUN BY HHS (Assume 1/2 as minimum) *** 

Five Year 2,500 2,250 

Ten Year 8,135 7,322 

IV. 	 REDUCE DEMONSTRATIONS BY 50 PERCENT 

Cut to fifty percent probably cutting some of the programs 
more 	than others. Exact allocation of cuts to be determined. 

SAVINGS TOTAL FED 

Five Year 780 710 

Ten Year 2,345 2,125 

V. LIMIT REINVENTING TO ASSET CHANGES 

Limit to asset changes. No disregard changes. No 
territories adjustments. 

SAVINGS 	 TOTAL FED 

Five Year 	 2,995 1,775 

Ten Year 	 8,220 4,860 

POSSIBLE VI. (Estimate not included in totals) 

CUTBACK TWO PARENT RESTRICTIONS 

Make UP changes a state option or limit to same phase in 
group as child care and transitional assistance. 

NEED 	 TO REQUEST ESTIMATES OF SAVINGS FROM STATE OPTION*** 
OR PHASE IN *** 



:;0. .. 

(dollars in billions) 
5 Years 

Total Fed Share State Share 

Offsets 
Parental Responsibility 

Net Child Support savings 0.5 
Minor mothers provisions 0.1 

Family cap 0.7 
Cap Emergency Assistance 2.1 
Sponsor to alien deeming 

5 year deeming 2.7 
extending to 7 year deeming 0.7 

Family Day Care Homes 0.6 
Social Security: Eliminate dependent 

benefits for retirees with minor 
children 

-0.2 0.6 
0.0 OJ 
0.2 0.4 
2.1 0.0 

1.9 0.9 
0.5 0.2 
0.6 0.0 

Tot.1 Of~..ts 

l?~'1 

Illustrative uses of funding 
Transitional assistance and work 

Current estimate 6.7 
With current law TCC' 6.2 

Two-parent provision 2.2 
Demonstrations and improving 

government assistance 2.6 
Subtot.l witb current law Tee 11.0 

Maintaining Fiscal Shares" 
Total funding 11.0 

Ft-J Uri. P"'~r'"1 
~Ss c.t...-y , n, J:, .....;1 l': 0";""J 
1-tw.-I- ~ :tl..r, A' ,./,.1, "t'f~ 

6.3 0.4 
58 0.4 
1.2 L1 

1.9 0.7 
8.9 2.1 

-0.2 0.2 
8.8 23 

Net State and Federal Costs 

~legisliltivc changes in matching rates .or requirements for Clse managemenl could incrca.se the 
utll7.aUon rateln Transitional Child Carc (Tee), and add "cmab:c costs. 

UModifications to fiscal :shares .could indude match rata adjustmenb or other C"hanges to the mix of 
Fcdcr;)l and State rusts or s.3Ving5. 

Estimates for most offsets are unrcvicwe.cI HHS {$timatcs. Estimates for the Social $c("Utity provision 
arc 5 year COO cstirr.au.-s extrapolated to 10 years. 

3/28/94 9A2AM 

http:unrcvicwe.cI
http:incrca.se


(dollars in billions) 
5 years 10 years 

Offset 

3% Gambling excise tax 

Total Off, ••ts 

Possibl. use of funding 
Non-AFDC Day Car. 

Net Federal Costs 

Gambling tax revenues prorated from Treasury S·yc.Jf and HH$1()..year numbers for a 4% 
excise tax, orA staff indicate that prorating downward in !.his manner wi!! slightly 
underestimate rcvcnuC&, 

3128/94 9:43 AM 



(dollars in billions) 
5 Years 10 Years 

Fed. State Fed. State 
Total Share Share Total Share Share 

PROGRAM SPENDING 

Transitional Assistance & Work 6.685 6.285 0.4 25,64 25,46 0.18 

Improving Govt. Assistance: 
• Two Parent Provision 
·Other@ 

Sub Total IGA 2.475 1.26 1.215 8.915 4,576 4,339 

Demonstrations 

OTHER POSSIBLE CHANGES 

No ~s. Changes for Trans. 

Child- Care Match or Admin.' -0.48 -0.46 -0.02 -2.22 -2.12 -0.11 


State Option for Two Parent 

(UP) Provision.... ? ? ? ? ? ? 


@Con(onn.FoodStampsandArneassetlimits . 
.. Legislative changes in matching rates or requirements for case man3gt."1'llCnt could increase the percent 

of people leaving AFDC who usc Tee, and may add scoreable costs, 

- HHS has not scored this option, and we are unaware of past legislation proposing it. However, 12 
States (inc}, Florida, Wise" Maryland and Pennsylvania), have current waivers or requested waivers 
to the current two parent statutes. As of July. 1992, 13 Stales (ind. Rorida, Texas and Virginia) had 

more restrictive UP eligibility provisions than other States, and limited benefits to 6 of the pasI12 

months for UP €amilies. This represented about 19% of total 1992 AFDC casclood. 

3/25/94 HS PM I 



(doUars in billions) 

5 Years 10 Years 
Fed. State Fed. State 

Tolal Share Share Total Share Share 

Tier 1 Offsets 
Parental Responsibility: 
Resulting Lower Benefits 
Cap Emergency Assistance 
5 year sponsor to alien deeming 
Family Day Care Homes 

1.22 
2.12 
2.74 
0.57 

0.08 
2.12 
1.85 
0.57 

1.14 
0.00 
0.89 
0.00 

8.06 
5.65 
9.11 
1.72 

1.88 
5.65 
6.11 
lZ6. 

6.18 
0.00 
3.00 
0.00 

Tier 1 Subtotal '6~E§lJ~tZ:~.t1MI!~;'i&;1§.1 

Tier 2 Offsets 
Extend sponsor to alien deeming 
from 5 to 7 years 0.71 0.47 0.24 2.89 1.88 1.01 
Sodal Security: Dependent heuef. 
for retirees between 62 and 65 1.73 1.73 0.00 4.23 4.23 0.00 

Tier 3 Offsets 
EITC: non-resident aliens and 
000 reporting 0.32 0.32 0.90 0.90 
Gambling withholding and 0.99 0.99 1.76 1.76 
reporting requirements 
4% gambling excise tax 3.16 3.16 7.34 7.34 
Dependent Car. Tax Credit phase 
out for AGI of $90,000-$110,000 

Tier 3 sul)total~ 


Tier 1 + Tier 2 +Tier 


Estimates for Tier 1 and TIcr 2 alien deeming are unr(!vlewoo HHS estimates. Estimates for the 
Social Security provision arc S-year COO estimates extrapololtcd to 10 yeats. First five year revenue 
estimates arc from Treasury, Si:rond five year num'bcrs arc from HHS, 



(dollars in billions) 

5 Years 10 Years 
Fed. State Fed. Siale 

Total Share Share Total Share Share 

Tier 1 Offsets 6.65 4.62 2.03 24.54 15.36 9.18 


Welfare Reform Option 1 6.69 629 0.40 25.64 25.46 0.18 


Possible Matching Rate Adjust. _ ·1.63 1,63 __ ·9.00 9.00 

Estimates arc ut1rcvicwcd HHS estimates, 



(dollars in billions) 

5 Years 10 Years 
Fed. State Fed. State 

Tolal Share Share Tolal Share Share 

Tier 1 & 2 Offsets 9.09 6,82 2,27 31.66 21.47 10.19 

Possible Welfare Reform 
Package 

. 
Possible Matching Rate Adjust. _ -0.67 0,67 

Estimates arc unrcvlcwcd HHS estimates. 



$70 hi! 

Offsets Spending Options 

$60 hi! 

$50 hi! 

$40 hi! 
~ I IRevenues I TierJ 
0 

'" ~ 
'" $30 hi) 

. j~"""""""'"""'Y Tier 2!-=l 
$20 hi! + I EA cap Titrlt.FOCH 

Parental,-' 
$10 hi! 
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5yeor 

I I nf'OPf'l"l11 
$0 hi! 

Total Offsets For Welfare Reform Compared to Net Costs Over 10 Years 

Offsets Option 1 Option 2 Option 3 Option 4 OptionS 

f"t.'dernl and State Costs and Savings 
March 21 PM unre\'iewetl estimates 



Federal Offsets For Welfare Reform Compared 10 Federal Costs Over 10 Years 

$60 bi! 
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State Savings Resulting Offsets For Welfare Refonn 

Compared to State Costs Over 10 Years 


$12 bi! 

$10 bi! 

58 bi! 

~ $6 bi! 
i<i 

'" 

$4 bi! 

$2 bll 

Savings 
from Offsets 

7 year 
deeming 

5 yeo, 
dwning 

Parental 

Tier 2 

Tier 1 

$0 bi! ~L~~~ 

Spending Options 


Offsets Option 1 Option 2 Option 3 Option 4 Option 5 

March 21 PM unreviewed estimates 



Maintaining Fiscal Shares 


• 	 Make full Federal Fmancial Participation contingent on States moving people 
into private sector jobs in a timely manner. For example, 

Over time match rates in JOBS and WORK could decline for people on 
the rolls for excessive lengths of time to encourage placement of AFDC 
recipients in private sector jobs. 

Matching rates could be based on the length of time it takes a State to 
establish paternity. 

• 	 Maintain current matching rates for JOBS and apply the same rates to the 
WORK program. 

• 	 Maintain automation match rates at the standard administrative matching 
rates to encourage efficient use of federal funds and guard against cost 
allocation schemes. 

• 	 Maintain current law CSE match rates of 66%. Retarget current incentive 
payments to reward States for achieving desired outcomes. 



Welfare Reform Financing Options 


16:45 

Summary: 

A. Program Savings 

B. Enforcement Savings 

C. Extend ElI'piringPlovisions 

Total: Financing Options 

T01aI 
5 Year 

Federal 

Dol1uw in Binion. 

Stale Total 

10 Year 
Stare 

16,83 
• 

15.03; 1.80 

4.27 4,27 0.00 

11.46 11,46 0,00 

,, 
DRAFT 
 I 



Welfare Reform Financink Options 
I 

I 
DoU.rlm BilllonJ 


5 Year 10 Year: 

Total Federal Slate Total Federal State 

A. Program Savings 

• Umi' Emergency Assistance 1.50 1.50 0.00 4,00 4.00 0,00 

• Make Current 5 Year 551 Deeming Rules 
Permanent and Extend to AFOC and Food 

Stamps. After 5 Years. Continue Deeming fOT 

those Sponsers with AGJ > 40K for 10 years or 

Otizenship. Limit Assistance to PRUCOI..s, 

• Income Test Meal Reimbursements to Fanu1y 

2,20 1.80 

I 
0.40 8,70 6.9il 1.80 

Day Care Homes 057 0.57 0.00 1.72 1.72 0,00 

• Limit Defidency Payments to Those Making 
S)OOK or More from Off-Farm Income per Year 0.61 

I 
0.61 0,00 1.31 1.31 0,00 

• FaIr Transaction Costs v.1lh Graduated Interest I 
Rates for Early Redemption of Savings Bonds 0.76 0.76 0.00 1.10 0,00 

SublOtal *p:; 5-L;t;.;~t~s.Li4:%\Kt0C:i'O'
0z:;'S;t';",,:~,i,<::ix' __v~i,,\:>::{ _,_"",,; 

B. Enforcement Savings 
EfTC: I 

• Deny to Non~Resident Aliens ., 0.13 0.13 

I 
0,00 0,33 0.33' 

I 
0.00 

• Require Reporting tor OOD Personnel 0.16 0.16 0.00 0.40 0.40 0.00 

Gambling: 
• Increase Withholding 00 Gambling Winnings , 

>$50K to 36% 0.52 0.52 0,00 0.78 0.78: 0.00 

• Withholding Rate of 28% on Keno, Bingo, Slots 0.25 I 
1'25 

0.00 0.32 0.32, 0.00 

• Require Information Reporting on Winnings 
> SlOK from Gambling 0.22 0.22 0.00 0,61 0,61: 0,00 

• Tri<l'Isury currently Teviewlng this estimate, 

DRAFT 2 



Welfare Reform Financin~ Options 
i, 

DoUan:1n BUUona I 
5 Year lOY..,. . 

4/11/94 16:45 Total Federal State Total Federal I State 

0.12 0.00 

1.04 . 0.00 

0.41 . 0.00 

I 

0.16 ; 0.00 

0.14 0.00 

0.78 0.00 

0.09 0.00 

2.95 0,00 

• 	 Limit Tax Deferred Annuity Inte...t BuUd-Up 
ollOOK/SOK per Year Annuities 

Sub/oW 

C Extend Expiring Provisions' 
~ 

0..0 'V 
• 	 Hold Constant the Portion of Food Stamp ~ 

Overpayment Recoveries that Stares May 
Keep 

• 	Fees for Passenger Processing and other C\lsto~ . 
Sen;",. ",'II< 

• 	 Extend Railroad Safety User Fees~~ 
,,0 

~ 
• 	Cuarantee the Securities Issued in Connection 

with VA's Direct Loan Sales 

• 	 Increase the Housing Loan Fee to 3% for Multiple 
use of the guaranteed home Joan program when 
there is less than a 5% dOwPpayment 

• Increase the Housing Loan Fee on most guaranteed 
Loans by .15'" (Le., nodownpayment loan fee 
increased from 1.25% to 2,00%) 

• 	Extend V A'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 Connt'<'ted 
Veteriin5 for Non·scrvkt Connected. Conditions 
(rom Health Insurers 

0,05 0.05 0.00 0.12 

0.00 

0.16 

0.00 

I 
0.16 

0.00 

0.00 

1.04 

0.41 

0.08 0.08 0.00 0.16 

0,03 0.03 0.00 0.1' 

0.14 0.14 0.00 0,78 

0.02 0.02, 0.00 0.09 

0.39 0.39 0.00 2.95 

• Somtl sa"ings require additional administrative effort which may havJ discretionary costs. 

DRAFT
• 
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Welfare Reform FinandJg Options 
I 
I , 

5 Year 

DoIIara In Billion. 

10 Year: 

4/11/9416,45 Total I'odCl"al Slate Total Federal ' State 

• Collect Per Diems and Copayments from Certain 
Veteran's (or Non..service Care 0.05 10.05 0.00 0.31 0.31 0.00 

• VA _ions and Medleal ear. Cos. Recovery. 
Verify veteran's ~1I*reported income data with 
the IRS and SSA 0.21 0.21 0.00 1.35 1.35 0.00 

.. Cap means--tested peruion benefits at $90 per 
month for veterans and survivors who n!ceive 
Medicaid nursing home benefits 0.19 1°·19 N/A' 1.3() 1.30 N/A" 

• Round down monthly benefit levels and provide 
reduced COLAs to beneficiaries grandfathered 
into the new survJvors program 0.64 10M 0.00 1.98 1.98, 

, 
0.00 

• Maintain GI benefit COLAs at SO~I which 
was to have been a (un COLA in 1994 but was eliminated 
and reduced by 50% in 1995 inOBRA93 O.IS 1015 0.00 083 0.83 0.00 

Suci(jtal ;~iiol'{~i'io~:"0j~iiC5~N.;."~~ .....~,:~'X~~'%l"."",,,,, 

Total: Financing Options 


Possible Alternative 

.. Gambling Excise Tax at 4% 3.16 0.00 7.21 7.21, 0.00 

• 	 This proposal represents a shift hom federal VA costs to federaJ/state Medicaid costs. States would 
bear the cost of the federal savings. 

DRAFT 4 



Welfare Reform FinaJclng Options 
I 

A. 	 Program Savings 

Limit 	 Emergency Assis/ance 

• 	 5 year Federal savings: $1.5 B 10 year Federal savings: $ 4.0 B 
• 	 cap each State's AFDC emergency assistance 'expenditure at FYl993 levels 

(with inflation adjustments for future years)! m: 
limit spending to 3% of a State's total AFDC ibenefit.payments (rom 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 NOn'-Citizens 
I 

55l, AFDC and Food Stamps require that part of a legal immigrant sponsor's ;hcome 
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: $ 1.8 B 10 yek Federal savings: $6.9 B 
• 	 change the deeming period for AFDC and Food Stamps from three to five 

yearsl 	 and permanently extend ssrs five year deeming provision, which 
reverts to three years until FY1997. I 

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

• 	 Creates PRUCOL eligibility criteria in the 551, AFDC, and Medicaid programs 
similar to the tighter Food Stamps criteria. . 

, 

Income Test Meal Reimbursements to Family Day eare Homes 

• 	 5 year Federal savings: $.57 B 10 year Federal savings: $ 1.72 B 
• Family day care homes in low-income areas would receive reimburserrient 

for all meals at the "free meal" rate. 
• 	 Other homes couid choose between: 

(a) not means-testing and thus receiving Hreduced pricell ratesT 2!: ; 
(b) means-testing, in which case meals for chlldren under 185% of poveTty 
would be reimbursed at the "free meal" rate land meals for children above 
185% 01 poverty would be reimbursed at the "reduced price" rare. 

1 



, " 

Limil 	Deficiency Payments to Those MJlking $l00'()()O or More Annually From Off-
Farm 	 Income ' 

• 	 5 year Federal savings: $ .61 B 10 y~ Federal savings: $ 1.31 B 
• 	 Producers receiving $100,000 or more in off-farm adjusted gross income, 

would be ineligible for Commodity Credit <:f0ration (CCC) crop subsi~ies. 

Graduated Interest RJltes lor F.arly Redemption of Savings Bonds 

• 	 5 year Federal savings: $ .76 B . 10 rei Federal savings: $1.1 B' . 
• 	 New savings bonds issued would initially yil.ld 2% interest, which would 

gradually rise over 5 years to 4%. 
• 	 Current outstanding bonds unaffected. 

B. 	 Enforcement Savings 

Deny 	EITC to Non·Resident Aliens 
I

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

I 	 ' 
Require Income Reporting for DOD Personnel, for EITC Purposes, 

• 	 5 year Federal savings: $ ,16 B 10 ye~ Federal savings: $.4 B 
• 	 Families living overseas and on active militaty duty would become ElTe 

eligible. I ' 
• 	 To finance this, and produce above savings, DOD would report nontaxable 

earned income (such as subsistence and living quarters allowances) paid to 
military personnel, overseas and stateside, This is counted for EITC purposes, 

Increase Withholding Rate en Gambling Winning) 

• 	 5 year Federal savings: $.52 B 10 J Federal savings: $ .78 B 
• 	 Increase the withholding rate of 28% to 36% for gambling winnJngs over 

$50,000, The odds of winnJng would be irretevant, ' 

Withhold 28% From Keno, Bingo and Slot MJlChinl Winnings 
I , 

• 	 5 year Federal savings: $.25 B 10 yeai' Federal savings: $ .32 B 
• 	 Impose 28% withholding on winnings over $;>,500, regardless of the odds, 

(No withholding is currently done.) , 

2 




.. . 

Information Reporting on Gambling Winnings 

• 	 5 year Federal savings: $.22 B 10 year Federal .avings: $ .61 B 
• 	 Requires reporting on gambling, bingo, slot ~d keno winnings of $10,000 or 

more, regardless of the betting odds. (Reporting is currently required at, 
various winning thresholds, if odds are 300:11or more.) 

• 	 State lotteries exempt. 

Limit 	Tax Deferred Interest Build-Up of Large Annuities 

• . 	5 year Federal savings: $.8 B 10 yek Federal savings.; $ 1.83 
• 	 Prohibit tax deferral on interest accruing to .knulties that pay annual 

incomes over $100,000 for couples, $50,000 for single persons. 

C. Extend Expiring Provisions 

Hold 	Constont the Food Stamps Overpayment Recoveries States May Keep 

• 	 5 year Federal savings: $ .05 B 10 yek Federal savings: $ .12 B' 
• 	 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 lO%IOf Food Stamps recovered due to. 

other unintentional errors.; . 
• 	 This provision would extend the current recOveries r.te structure which is set 

to expire in FY1996. I ' 
Fees for Passenger Processing and Other Customs Services 

, 

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

services. I . 
• 	 The current fee structure, extended by NAFfA, expires after FY2003. 

Extend Railroad Safety User Fees 
, 

• 	 5 year Federal savings: $.16 B 10 year Federa! savings: $ .41 B 
• 	 Extend (and expand) railroad safety inspectiori fees. 
• 	 The provision would extend the fees through FY04. Currently they are set to 

expire in FY1996. . 

1 Preliminary staff estimate, based on extrapolation of prior year savings. 
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Velera.s: 


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

• 	 5 year Federal savings: $ .08 B 10 year Federal savings: $ .16 B 
• 	 Currently, V A may sell its dlrect loans (I.e., rhorlgages held by VA) to the 

secondary market. Seoondary market institu;tions package these mOrlgages 
into securities and sell them to investors. VA has the authority through 
December 1995 to guaranlee investors the tiIhely payment of prindpal and 
interest on the securities. Because this ~tee eliminates risk to the' 
inveslors, the investors will pay a higher prite for the securities. : 

• 	 Savings are net of increased costs due to increased defaullliabil!ty of this 
proposal. I 

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

Increase Housing Loan Fee for Multiple Use of the 
, 

Guaranteed Home Loan Program 

• 	 5 year Federal savings: $.03 B 10 yJar Federal savings: $ .14 B 
• 	 The loan guaranty program, established to promote home-ownership among 

returning WWI1 Gl's, guarantees mortgagesjmade by private lenders 10 
veterans, active duty service persons, and selected reservists. 

• 	 There is no limit on how many times a ben.ilidary 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 a 5 percent 
downpayment. , 

• 	 This proposal would permanently extend the 3 percent fee for multiple use ,
when there Is less then a 5 percent downpayment. 	 , 

Increase Housing Loan Fee by .75 percent 

• 	 5 year Federal savings: $ .14 B 10 year Federal savings: $ .78 B 
• 	 Fe.. on V A guaranteed home loans decreasl! as the downpayment increases 

and can be financed as part of the loan. , 
• 	 OBRA 93 increased the fee on most guaranteed home loans by .75 percent 

through FY98 (e.g., the no-downpayment fel! increased from 1.25 to 2 percent). 
• 	 This proposal would permanently extend ille fee increase. Increasing the fee 

reduces the taxpayers' subsidy to this program while continulng 10 offer 
veterans a downpayment and fee package that would be below conventional 
loan requlrements. (Because the fee can belfinanced over the life of the loan, 
i.e., thirty years, the cost would not be significant to beneficiaries.) , 
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Extend VA's Authority to Consider Resale Losses on LoIlns 

• 	 5 year Federal savings: $ .02 B 10 yeL Federal S~Vings: $ .09 B 
• 	 When a private lender forecloses on a VA gt)arantee property, VA uses a 

formula to determine whether it is more cos\-effective to: (1) acqulre a : 
foreclosed property from the lender and resell it, or (2) pay the guarantee to 
the lender. Under current law, this formulal takes into consideration the 
potential for losses on the resale of a foreclos!,d property through FY98. 'This 
is consistent with the acqulsition declslonm~ of private mortgage ' . 
insurers who consider resale losses. I 	 .: . 

• 	 This proposal would make permanent the ~clusion of potential losses On the 
resale of • foreclosed property in the iormulJi. 

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

• 	 5 year Federal savings: $.39 B 10 year Federal savings: .' $ 2.95 B 
• 	 1n 1986, VA received permanent authority to collect reimbursement for the 

cost of care from health Insurers of nonservice-connected veterans. OBRA 
1990 expanded this authority to allow VA to collect reimbursement from 
health Insurers of service-connected nter.ti. for treatment of nonservice
connected conditions. I .! 

• 	 OBRA 1993 extended the service-connected authority to the end of FY J998. 
o 	 This proposal would make this authority p.hmanent. : 

Medical Care Cost Recovery Program: Per Diems Ld Prescription Copaymenls 

• 	 5 year Federal savings: $ .05 B 10 yeL Federal savings: $ .31 B' 
o 	 OBRA 1990 authorized VA to collect hospital and nursing home per diems 

and outpatient prescription copaytnents from certain veterans for lreatIpent 
of their nonservice-connected conditions. I 

• 	 OBRA 1993 extended this authority to the end of FY 1998. 
• 	 This proposal would make this authority petmanent. 

VA Pensions and Medl",,1 Care Cost Recovery pro1ams: income Verification 
Malch I·, 
• 	 5 year Federal savings: $ .21 B 10 ye!" Federal savings: $1.35 II 
o 	 Under current authority, VA has access to IRS tax data to verify income 

reported by VA pension and medical care boineficiaries. VA's pension and 
medical care programs are means·tested. I : 

o 	 For pensions, the proposal would improve program integrity by reduci4g 
overpayments that occur 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 copayn:ients from higher income , 
veterans. 	 l 

• 	 This proposal would make this authority pepnanent.
I 

VA Pension Benefits for Veterans and Spouses in .Medicaid Nursing Humes , 

• 	 5 year Federal savings: $ .19 B 10 yel... Federal savings: $1.3 B. 
• 	 VA pensions Is • means-tested program which prOVides monthiy cash . 

support to eligible veterans or their survivm:s. OIlRA 1993 extended through 
FY 1998 • provision that caps pension benefits at $90 per month for 
beneficiaries receiving Medicaid nursing ho.pe benefits. 

• 	 This propesal does not affect the pension benefidaries. It reduces the amount 
of income that the beneficiary would have t~ 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. ! 

i 
Round df1Wn and Reduce COLA Adjustment for Death and Indemnity 
Compensation (DIC) Benefits I 
• 	 5 year Federal savings: $.64 B 10 yea,. Federal savings: $1.98 II 
• 	 The DIC program provides monthly cash tenefits to survivors of service

connected veterans who died during military service, or after sen'ice {rom 
their service-connected condition. I 

• 	 OBRA 1993 provided authority to round do~ the monthly benefit levels to 
the nearest dollar and reduce Ihe COLAs by ~O% to beneficiaries who were 
grandfalhered into the new DIC program. ('The old DIC program based 
benefits on military rank; the new program p~ys a flat rate.) 

• 	 This proposal would make this authority petmanent. 
I 

Maintain Montgomery GI Bill (MGIB) COLA at 50 Percent 

• 	 5 year Federal savings: $ .15 B 10 ye~ Federal savings: $ .83 B: • 
• 	 Servicemembers and veterans who have elected and contributed to the MGIB 

program receive $400 per month towards ed~cational benefits. Under Title 
38, MGIB recipients were to have begun receiving annual COLAs increases on 
their benefits for the first time in FY 1994. 011RA 1993, however, eliminated 
the FY 1994 COLA and reduced by 50 percent 'the FY 1995 COLA. 

• 	 This proposal would permanently reduce fUhme COLA increases. by 50 percent 
in FY 1996 and beyond for those beneficiaries who benefited by electing to stay 
in the old payment structure. 
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Possible Alternative 
" 

Excise Tax en Cambling Revenues , 
• 	 5 year Federal savings: $ 3.16 B 10 year Federal savings: $ 7.21 B 
• 	 Tax gross revellues (wagers miIlus winni:ngs' paid out) from all gamblmg 

activities at 4%. (Current Federal wager taxe's range from .25%-2%.) 
• 	 Slate lotteries would be exempt from this wi. 
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Income ~aintenance Branch 
Office of Management and Budget 
Executive Office of the President 
W.sjllngton, DC 20503 

Please route to: 

Keith Fontenot 
Bernie Martin 
Belle Sawhill 

Subject: Welfare Reform Financing 

c;{? ~ 
From: Stacy Dean &; Chris Ellertson 

April 11, 1994 

! 
DOOsion n«dod 
PJease comment 

For your information 

PeT your request ' 

Take necessary actio!) -L. 


With infonnational copies for: 
BM, KF, SD, MR. LC, CE, RB, 
VA, Menth, J, Minarik. New, 
Binder 

Phone: 202/3954686 
Fax: 2021395-3910 
Room, <7026 

,I 
Here's round two of the Welfare Reform Financing Options package, It should 
address most of your comments and queries, with the exception of provisions 
affecting Treasury, We were singularly unsucalssful in getting answers from this 
quarter, but will provide updates as soon as they come through. ' 

Attachments 

A-Table 
S--Bullet Points 
e-Text 
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Welfare Reform Financthg Options
I 
I, DoUat.1n Billion. 

5:Year 10 Year 
4/U/9416:45 Total Federal State Total Federal State 

" 

Summary: 

A. Plogram Savings 

B. Enforcement Savings 

C. Extend Expiring Provisions 

S,64 524 0.40 16.83 15.03 1.80 

2.01 2.01 0.00 427 4.27 0.00 

2.10 2.10 0.00 11.46 11.46 0.00 

Total: Financing Options 
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Welfare Reform Financkg Options
I 
, 

DoDa,. In Billion.sly.., 10Y..r 

4{11{9416;45 Total FOderal Slate Total Federal State 

A. Program Savings 

• 	Limlt Emerg<ru:y Assistance 

• 	Make CulTent S Year S5! Deeming Rules 
Permanent and Extend to APDC and Food 
Stamps. After 5 Years, Continue Deeming for 
those Sponsers with AGJ ::> 40K for 10 years or 
Citizenship. Limlt Assistanc.> to PRUCOLs. 

• 	Income Test Meal Reimbursements to Family 
Day Care Homes 

• 	Limit Deficiency Payments to Those Making 
SlOOK or More from Ofl-Fann Income per Year 

• 	Fair Transaction Costs "lith Graduaterllnterest 
Rates (or Early Redemption of Savings Bonds 

Subtotal 

B. 	Enforcement Savings 
ElTe, 

• 	Deny to Non-Resident AJiens .. 

• 	Require Reporting fOT OOD Persol"U'1Cl 

Gambling: 
• Increase Withholding on Gambling Winnings 

>S50K to 36% 

• 	Withholding Rate of 28% on Keno, Bingo, Slots 

• 	Require Information Reporting on WiMings 
;> $1OK {rom Gambling 

• 	 Tr~asury currently revi€wing this estimat€, 

1.50 0.00 4.00 4.00 0.001.50 

2.20 I.SO 0.40 8.70 6.90 I.SO 

0.57 0.57 0.00 1.72 1.72 0.00 

0.61 0.61 0.00 1.l1 1.31 0.00 

.":!>\ 	 ....C 
0.76 0.76 0.00 1.10 1.10 0.00 

""i."'''';:.''''''~hx ;F""""<':":~'KW'~"" P;;'16S3;~5:03V*11!"i"'60'',',W.. , . ' ""lh..~~;,L~:,~.J: 'h',,~~,~\~g.~~ ..":,:.,,, ",J,'_;' "'_M~" '''' 

0.13 0.13 0.00 0.33 0.33 0.00 

0.16 0.16 0.00 0.40 0.40 0.00 

0.52 0.52 0.00 0.18 0.18 0.00 

0.25 0.25 0.00 0.32 0.32 0.00 

0.22 0.22 0.00 0.61 0.61 0.00 
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Welfare Reform Financibg Options
I 

4/11/94 16:45 Total 

I 
SlY"" 

Federal 

Oollml in BUliontl 

State Total 
10 Year 
Federal State 

• limit Tax Deferred Annuilyint.rest Bulld-Up 
of 100K/SOK per Year Annuities o.so 0.80 0.00 1.83 1.83 0.00 

Sub/otal 

C. Exlend Expiring Provisions" 
~ 

0..0 'd 
• Hold Constant the Portion of Food Stamp ~ 

Ov~rpayment Recoveries that States May 
Keep 0.05 0.05 0.00 0.12 0,12 0.00 

• Fees for Passenger Processing and other Cus, . 

~M~' V~ 0.00 0.00 0.00 1,04 1,04 0.00 

., Extend Railroad Safety User Fees c8:~ 
0 • ...0 

~ 

0.16 0,16 0.00 0,41 0.41 0,00 

• Guarantee the Securities issued in Connection 
with VA's Direct Loan Sales 0.08 0.08 0.00 0.16 0.16 0.00 

• Increase the Housing Loan Fee t03% {or Multiple 
use of the guaranfeed home loan program when 
there is less than a 5% downpayment O,OJ O.OJ 0.00 0.14 0.14 0.00 

• Increase the Housing Loan Fee on most guaranteed. 
Loans by .75% (i.e" 1\0 downpayment loan fee 
inaeaS@d from l.2SCJO 102.00%) 0.14 0.14 0.00 0.78 0.78 0.00 

• Extend VA's Authority to Consider Resale 
Losses In Detlmnining Whether VA Should Pay 
the Guarantee or Buy the Foreclosed Property and 
Resell it 0.02 0.02 0.00 0.09 0,09 0.00 

• Collect the Cost of Treating SNvice Connected 
Vett!raN for Non~service Connected Conditions 
from Health Insurers 0.39 0.39 0,00 2.95 2.95 0,00 

• Some »\<IOg5 req\lire additional administrative effort which may have diSCNlionary COMs. 
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Welfare Reform Financipg Options 


16;45 

Dollut in DUHon. 

Total 

lOY"", 

Federal State 

• Collect Per Diems and Copayments!rom Certain 
Veteran's lor Non-.servke Care 0<05 0<05 0<00 0.31 0.31 0<00 

• VA pensions and Medical Can! Cost Rerovety. 
Verify veteran's se1f~reported income data with 
the IRS and 5SA 0<21 021 0<00 1.35 1.35 0<00 

• Cap means--tested pension benefits at $90 per 
month for veterans and survivors who receive 
Medicaid nursing home benefits 0<19 0.19 NtA • 1.30 1.30 NtA' 

• Round down monthly benefit levels and provide 
reduced COLAs to beneficiaries grandfathered 
into the new survivors program 0<64 OM 0<00 1<98 1<98 0.00 

• Maintain Gl benefit COLAs at SO'h, which 
was to have been a full COLA in 1994 but was eliminated 
and reduced by 50$. in 1995 in OBRA93 0.15 0.15 0.00 0.83 0<00 

Subtotal 

Total: Financing Options 

Possible Alternative 

3<16 0<00 721 7.21 0<00• Gambling Exd.se Tax at 4% 3.16 

It This proposaJ represents a shift from federal VA costs to fedeia:l/.t... Medicaid costs. States would 
bear the cost of the federal savings. 
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Welfare Reform FinJncing Options 
I 

A 	 Program Savings 

Limit 	 Emergency Assis/ance 

• 	 5 year Federal savings: $1.5 B 10 year Federal savings: $ 4.0 B 
• 	 cap each State's AFDC emergency assistanCe expenditure at Ftl993 levels 

(with inflation adjustments for future yem), or . 
limit spending to 3% of a State's total AFDC benefit payments from the past 
year (a grandfather dause could protect Stktes with large funding drops). 

• 	 specifics of this proposal are still under development. 
I 

Tighten Sponsorship and Eligibility Rules for Non-Citiun. 
I , 

55!, AFDC and Food Stamp. require that part ofla legal immigrant sponsor's Income 
I. deemed available to the Immigrant lor a Iimit~d time, should he/she need public 
assistance. The following tightens benefit eligibility for non-atitens; 

• 	 5 year Federal savings; $ 1.8 B lolyear Federal savings: $6.9 B 
• 	 change the deeming period for AFDC and Food Stamps from three to five 

years, and permanently extend 55!'. five :Year deeming prOvision, which 
reverts to three years until FYl997. 

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

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

I 
income Test Meal Reimbursements 10 Family Day Care Homes 

I 	 . 
• 	 5 year Federal savings: $.57 B 10 year Federal savings: $ 1.72 B 
• 	 Family day care homes in low-income akas wouid receive reimbursement 

for all meals at the "free meal" rate. 
• 	 Other homes couid choose between: 

(a) not means-testing and thus receiving i'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 chJldren above 
185% of poverty would be reimbursed at:the "reduced price" rate. 

I , 
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Limil Deficiency Payments to Those Milking $100,000 or More Annu.lly From Off 
Farm Income 

• 	 5 year Federal savings: $ .61 B 10 year Federal savings: $ 1.31 B 
• 	 Producers receiving $loo,ooO or more In of1-farm adjusted gross Income 

would be Ineligible for Commodity Credit G:OIporation (CCC) crop subsidies. 
I 

Graduated Interest Rates far Early Redemption ofl Savings Bonds 	 .' 

• 	 S year Federal savings: $ .76 B 10 year Federal savings: $ 1.1 B 
• 	 New savings bonds issued would Initially Yield 2% Interest, which would 

gradually rise over 5 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: $ .33 B 
• 	 Deny EITC to nonresident aliens such as foreign students, professors, etc. 

Require Income Reporling for DOD Personnel, for EITC Purposes 

• 	 5 year Federal savings: $ .16 B 10 y~ar Federal savings: $.4 B 
• 	 Families living overseas and on active milit!"'Y duty would become EITC 

eligible. 
• 	 To finance this, and produce above savings, DOD would report nontaxable 

earned income (such as subsistence and livi;lg quarters allowances) paid to 
military personnel, overseas and slateside. This is counted for EITC purposes. 

Increase Withholding R.te on Gambling w;nn;nls 

• 	 5 year Federal savings: $..52 B 10 y~ar 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. 
I 

Withhold 28% From Keno, Bingo and 5101 Machine Winnings 

. I 	 ' 
• 	 5 year Federal savings: $.25 B 10 year Federal savings: $ ,32 B 
• 	 Impose 28% withhOlding on winnings over $7,500, regardless of the odds. 

(No withholding is currently done.) 
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Informll.lion Reporting on Gambling Winnings 

• 	 5 year Federal savings' $.22 B 10 year Federal savings, $ .61 B 
• 	 Requires reporting on gambling, bingo, slol'and keno winnings of $10,000 or 

more, regardless of the betting odds. <Repol't!ng is currently required al 
various winning thresholds, if odds are 30Q,1 or more.) 

• 	 State lotteries exempt. 

Limit 	Till: Deferred Interest Build-Up of Large Annuities 

• . 	5 year Federal savings: $.8 B 10 yiar Federal savings!: $1.83 
• 	 Prohibit tax deferral on Interesl accruing Iolannuities thai pay annual 

incomes over $100,000 for couples, $50.000 for single persons. 

C. Extend Expiring Provisions 

Hold 	 Constanl the Food Stamps Overpayment Recoveries Stales May Keep 

• 	 5 year Federal .avings: $ .OS B 10 yiar Federal savings: $ .12 B 
• 	 Extend 1990 Farm Bill provision letting Slates keep 25% of Food Stamps 

recovered due to fraud/intentional progr"*, violations. 
• 	 Extend the provision letting Stales keep 10% of Food Stamps recovered due to 

other unintentional errors. I : 
• 	 This provision would extend the current recoveries rate structure which is set 

to expire in FY19%. : 

Fees for Passenger Processing and Other Customs Services 

• 	 5 year Federa! savings: $ 0 B 10 year Federal savings: $ 1.04 B 
• 	 Extend the nat rate charge for merchandise;processing and other U.s, customs 

services. I 
• 	 The current fee structure, extended by NAFfA, expires efter FY2003. 

Extend Railroad Sufely User Fees 

• 	 5 year Federal savings: $ .16 B 10 y!'ar Federal savings: $ .41 B 
• 	 Extend (and expand) railroad safety inspecti.on fees. 
• 	 The provision would extend the fees through FY04. Currently they are set to 

expire in FY1996. 

1 Prelir'ninary staff estimate, based on extrapolation of prior year ~vmgs. 
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Velerans: 

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


• 	 5 year Federals.ving.: $ .08 B 10 Jear Federal savings: $ .16 8 
• 	 Currently, VA may sell its direct loans (I.e.J mortgages held by VA) to the 

secondary market. Secondary market institutions package these mortgages 
Into securities and sell them to Investors. IVA has the authority through 
December 1995 to guarantee investors the timely payment of principal and 
Interest on the securities. Because this guarantee elimlnates risk to the 
Investors, the Investors will pay • higher J'1ice for the securities. . 

• 	 Savings are net of increased costs due to bicreased default Uability of this 
proposal. I . 

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

I 
Increase Housing lban Fee for Multiple Use of the Guaranteed Home lban Program 

• 	 5 year Federal savings: $ .03 B 10 tear Federal savings: $ .148 
• 	 The loan guaranty program, established to promote home-ownership among 

returning WWII Grs, guarantees mortgag~s made by private lenders to 
veterans, active duty servic~ persons, and Selected reservists. I 

• 	 There is no limit on how many times a befieficiary can use the Home Loan 
Program, OBRA 93 Increased the fee to 3 Percent through FY98 for multiple 
use of the guaranteed home loan progr.m I'When there is less than a 5 percent 
downpayment.

• 	 This proposal would permanently extend the 3 percent fee for multiple use 
when there is less than a 5 percent downp~yment. ' 

i
Increase Huusing Lean fee by .75 percent I 
• 	 5 year Federal savings: $ .14 B 10 year Federals.vings: $ .78 B 
• 	 Fees on V A guaranteed home loans decrease as the downpayment increases 

and can be financed as part of the loan. I ' 
• 	 OBRA 93 increased the fee on most guara'lteed home loans by .75 percent 

through FY98 (e.g., the no-downpayment fee increased from 1.25 to 2 percent). 
• 	 This proposal would permanently extend the fee Increase. lncreasing the fee 

reduces the taxpayers' subsidy to this program wbile continulng to offer 
veterans a downpayment and fee package ithat 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 siSl1ificanl to beneficiaries.) 



• . 	. 

Extend VA's Authority 10 Consider Resale Losses on Loan. 

• 	 5 year Federal savings: $ .02 B 10 )'!!ar Federal savings: $ .09 B 
• 	 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 res!aU it, or (2) pay the guarantee to 
the lender. Under CUlTent law, this formula takes Into consideration the 
potential for Ins... on the resale of a foreclOsed property through FY98. This 
is consistent with the acquisition dedsionmaklng of private mortgage: . 
Insurers who consider resale losses. I , ' 

• 	 This proposal would make permanent the lnclusion of potential losses on the 
resale of • foreclosed property In the formula. 

Medical Care Cost Recovery Program: Third Part} Health Insurance 

Reimbursements. 
 I 
• 	 5 year Federal savings: $ .39 B 10 y~ Federal savings: $ 2.95 B 
• 	 In 1986, VA received permanent authority to collect reimbursement for the 

cost of care from health insurers of nonserVice-connected veterans. OHRA 
1990 expanded this authority to allow VA to collect reimbursement from 
health Insurers of !i~rylce-connecred veterans for treatment of IJOl)service= 
connected conditions. I ' 

• 	 OBRA 1993 extended the service-connected authority to the end of FY 1998. 
• 	 This proposal would make this authority permanent. 

Medical Care Cost Recovery Program: Per Diems and Prescription Copayments 

• 	 5 year Federal savings: $ .05 B 10 year Federal s~vlngs: $ .31 B 
• 	 OBM 1990 authorized VA to collect hospit!.! and nursing home per diems 

and outpatient prescription copayments from certain veterans for treatment 
of their nonservice--connected conditions. I 

• 	 OBRA 1993 extended this authority to the end of FY 1998. 
• 	 This proposal would make this authority permanent. 

VA Pensions and Medical Car. Cost Recovery PrJgrams: Incom. Verification 
Match I. 
• 	 5 year Federal savings: $ .21 B 10 yw Federal ••vings: $1.35 B 
• 	 Under current authority, VA has access to IRS tax data to verify Income 

reported by VA pension and medical care ~neficiaries. VA's pension and 
medical care programs are means-tested. I 

• 	 For penSions, the proposal would improve program integrity by reducing 
overpayments that occur when self-reported incOme is the only information 
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used to verify eligibility. F<lr medical care, the proposal would allow VA to 
more effectively Identify and ooIJect copayments itOlll higher income . 
veterans. I 

• 	 This proposal would make thJs authority pennanent. 

VA Pension Benefits for Veterans and Spouses in Medicaid NUTsing Homes' 

• 	 5 year Federal savings: $.19 B 10 year Federal savings: $1.3 B 
• 	 V A 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 cap. pension benefilS at $90 per IlIOnth for . 
beneficiaries receiving Medicaid nursing hOIne benefits. 

• 	 This proposal does nO! 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 Meditaid programs. 

• 	 This proposal would make permanent this provision which is currently 
scheduled to expire in FY1998. ! 

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

• 	 5 year Federal savings: $.64 B 10 year Federal savings: $ 1.98 B 
• 	 The DIe program provides monthly cash ~nefits to survivors of service

connected veterans who died during military service, or after service from 
their service-connected condition. I 

• 	 OBRA 1993 provided authority to round down the monthly benefit levels to 
the nearest dollar and reduce the COLAs by 150% to beneficiaries who were 
grandfathered into the new ole program. (The old DIe program based 
benefits on military rank; the new program pays. fl.t rale.) 

• 	 This proposal would make this authority permanent. 

Maintain Montgomery GI Bill (MGIB) COLA.t 501 Percent
I 	 .. • 

• 	 5 year Federal savings: $.15 B 10 year Federal savings: $ .83 B 
• 	 Servicemembers and veterans who have elei:ted and contributed to the MGIIl 

program receive $400 per month towards "'1uc.tlonal benefits. Under Title 
38, MGIB reciplenlS were to have begun rec~iving annual COLAs increases on 
their benefits for the firsl 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 fuiure COLA increases. by 50 percent 
in FY 1996 and beyond for those beneficiarieS who benefited by electing to slay 
in the old pa yment structure.! , 
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Possible Alternative 

Excise TIIX on Gambling Revenues 

• 5 year Federal savings: $ 3.16 B 10 year Federal savings: $ 7.21 B 
• 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 exempt from this tal<. 
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The proposed financing for welfare reform comes. from three areas: (a) reductions 
in entitlement programs (see "Program Savings"); (b) better enforcement of revenue 
raising measures and reductions in tax expenditUres (see "Enforcement Savings"); 
and (c) extensions of various savings prOvisions Set to expire in the future (see . 
"Extending Expiring ProviSions"). An opUonal p'rovision, should additional . 
financing be called for, is the excise tax on gamblfug (see "Possible Alternative"). 

A. Program Savings 

Limit the Emergency Assistance Program Th"llittle known AFDC-Emergency 
Assistance Program (EA) is an uncapped entitlement program which is out of 
control. In FY1990. expenditures totalled $189 million, in FYl995, it is estimated that 
expenditures will be $644 million and by FY1999 almost $1 billion. While the intent 
of the EA program is to meet short·term emergenfY needs and help keep people off 
welfare, States currently have wide latitude to determine the scope of their EA 
programs. Recently States have realized that the definition of the program is so 
broad that it can fund almost any critical services Ito low-income persons, Since the 
EA program has a Federal match. States have rapi.dly begun shifting costs from 
programs which the St.tes fund on their own sucll as foster care, family 
preservation, and homeless services into the matched EA program, States appear to 
be funding services that address long. term probletns as well as true emergency 
needs. 

EA could be modified by establishing a Federal matching cap for each State's EA 
expenditures. Two alternatives might be used in ~tting the cap: Payments could be 
capped at the FY1993 level for all States and then ~djusted for inflation. The 
alternative would be to set • cap equal to 3 percent of the State's total AFDC benefit 
payments incurred during the previous fiscal yeat, and grandfather States with 
FYI993 EA spending higher than the cap amount./ (The FYI993 expenditures would 
be used for setting caps and grandfather prOVisions, since using FYl994 figures may 
encourage States to spend more this year to increase the baseline,) The Federal 
match would continue at 50 percent up to the cap.t Under the new capped program, 
States would also be given the flexibility to determine their own definition of 

. I 

1 The current grandfather proposal would help the District of Co1umbia, MassachuSC'tts, Nt'w 
Jersey, New York and Oklahoma. Under the 3% limit prop~sal. the Stales most affected. absent the 
grandfather clause, are Massachuseus and New Jersey. Total spending levels for these two Stales 
WQuld drop by S2().$30 million, absent the clause. 
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emergency services. This would give the States flexibility to address various special 
emergency problems. I . 
Critics of this proposal point to the fact that much of the money is now going to 
programs such as child welfare and homeless relief. They also note that capping at 
the FY1993 level may hurt States whose spending tose in FYI994. 

Tighten Sponsorship and Eligibility Rules for NoJCitizens In recent years, the 
number of non-citizens lawfully residing in the U.S. wbo collect 55! has risen very 
dramatically. Aliens rose from 5 percent of the SS!laged caseload In 198210 over 25 
percent of the caseload in 1992. Since 1982, appllc~tions for SS! from legal alienS . 
have tripled, while immigration rose by only about 50 percent over the period. 
Most of these applicants enter the country sponsorE,o. by their relatives. Currently 47 
percent of aliens on SS! apply in their fourth year in the U.S. Until this year, current 
law reqUired that for 3 years, the portion of the sponsor's income in excess of 110 
percent of poverty be "deemed" as available to help support the legal aliens should 
they need public assistance. Last fall, to pay for Unemployment Insurance (UI) 
extensions, Congress extended the SS! deeming pefiod from 3 years to 5 years. until 
FYI997, when it reverts to 3 years. 

The House Republican welfa,.., reform bill finances its reforms by denying all 
means·tested benefits to non-citizens other than r~fugees and immigrants over 75 
who have been in the U.S. for over 5 years. This proposal, which cuts of{ AFDC, 
Medicaid, Food Stamp and other program benefits!;n FYl996, would save about $21 
billion over five years in combined State/Federal dollars. Since undocumented 
immigrants are already barred from collecting most benefits (except emergency 
medical services, child nutrition, and, in some cas';', AFDe), this proposal mostly 
affects legal immigrants who have not yet become ~citizens. Such a policy is 
extremely difficult to defend as legal aliens are required to pay laxes and may 
contribute to the economy with their labor and technical expertise. 

The most modest proposal would be to extend thJ,5 year deeming provision 
permanently for the 55! program and apply the s"flle 5 year rule to Food Stamps and 
AFDC programs. (Currently, Food Stamps and AFpC deem for 3 years.) After the 
nrs! 5 years of deeming, deeming would continue for an additional 5 years only for 
those aliens whose sponsors have annual income greater than $40,000. Unlike the 
House Republican proposal, this option, which would affect only those immigrants 
who applied for stays after the date of enactrnent.ICurrent recipients would be 
grandf.thered, as long as they remained continuo\,sly eligible for benefits. Those 
currently in tbe deeming period would not have this period extended. 

Another option would be to deem until the immi~ant became a citizen. This latter 
option has the virtue that it draws a clear and logical policy line-deem to 
Citizenship. If such a policy were adopted, Immigration and Naturalization Service 
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(INS) proposals to speed and simplify the citizensJilp process might need to be 
modified by dropping cwnbersome language requlrements for the elderly. Under 
both proposals, aliens' Medicaid eligibility could ~ affected due to the categorical 
eligibility of AFDC and Food Stamps recipients for,Medicaid. 

Those who support changes to immigrants' benefiJ eligibility argue they are based 
on long standing immigration policy that immigr~nts should not become poblic 
charges. Sponsored immigrants are different from most citizens in that the I.tter 
typically spent their life working and paying taxes lin the U.s. At the same time the 
proposal ensures that truly needy sponsored immigrants will not be denied welfare 
benefits if they can establish that their sponsors ate no longer able to support them. 
The policy would not affect refugees or asylees. 

Critics of this proposal argue that it feeds the already heightened hostility toward 
imrnigrants. A sizeable fraction of the imrnigrantS come from poor countries, 
especially Mexico, and while the sponsoring farnily may not be poor (in which case 
deerning would have no effect), their incomes may not be particularly high. 
Attaining citizenship can be especially difficult fori elderly persons. The Hlspanic 
Caucus and a sizeable number of immigrant and religious groups are deeply 
troubled by any proposals affecting immigrants. I : 
The second element of this proposal conforms eligibility criteria for all categories of 
noncitizens under the four Federal programs. Currently, due to different eligibility 
criteria in statute, and litigation over how to interPret statutory language, the four 
Federal programs do not cover the same categories of noncitizens. The Food Stamp 
program has the most restrictive definition of which categories of nond tizens are 
eligible for benefits (Le., the eligibility criteria encrlmpass a fewer number of 
immigration statuses). 551 and Medicaid have IhJ most expansive definition of 
which categories of noncitizens are eligible for beriefits, and the AFDC program falls 
between these extremes. This proposal creates eli!\ibility criteria in the 551, 
Medicaid, and AFDC programs similar to the criteria that currently exist in the Food 
Stamp program. The new lisl of imrnigration stattises required for potential 
eligibility for the 551, Medicaid, and AFDC progralns would also be the same as 
those listed in the Health Security Act. Savings from conforming the various 
wellare eligibility rules for different classes of irru:nigrants to the Food Stamps rules 
are included in the cost estimates for extending del.ming. 

Income Test Meal Reimbursements to Family DaJ Care Homes The Child 
Care Food program provides food subsidies for children in two types of settings: 
child care centers and f.mily day care homes.: Th~y are administered quite . 

2 The subsidy ra!~ (or lunch served in family day ca~ homes is $1.48 in the 1994 school year, 
The subsidy rate for a child care center lunch is $1.87 in the 1994 school year. 
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differently. The subsidies in centers are well targeted because they are means tested. 
USDA estimates that over 90 percent of Federal 40Uars are paid to cenlers on behalf 
of low-income children. The family day care p",! of the program Is not well targeted 
because It has no means test. A USDA-commissioned study estimates that 71 
percent of Federal dollars support meals for children above 185 percent of the 
poverty line. While the child care center funding levels have been growing at a 
modest Tate, the family day care funding levels are growing rapidly-16.5 percent 
between 1991 and 1992. 

The following approach better targets the family day care funding to low-income 
children and creates minimal administrative requirements for providers. . . 

• 	 Family day care homes located in loW-inJme areas (e.g., census tracts where 
half of the children are below 200 percent ~f the poverty line) would receive 
$.84 and $1.67 in breakfast and lunch reimbursements, respectively, during 
school year 1995. This Is roughly equivaleht to the "free meal" rate paid on 
behalf of low-income children in day care centers, whose families have 
incomes under 130% of poverty. 

• 	 All other homes would have a choice. They could elect not to use • means
test. If they elect this option, they would ~eceive breakfast and lunch' 
reimbursements at the reduced levels of $.?4 and $1.27, respectively. 
Alternatively, a family day care home could administer a simplified, two-par! 
means-test. Meals served to cltildren below 185 percent of the poverty line 
would be reimbursed at the "free meal" rate. Meals served to children above 
185 percent of the poverty line would be r~mbursed at the reduced price rate. 

• 	 Intermediaries that serve family day care homes in low-income areas would 
be reimbursed an extra $10 per month for 'ongoing administrative costs and a 
$5 million setaside would help such day c~re homes to become licensed (or 
registered). 

Critics of this proposal will argue that it may hurl cltildren because family day care 
programs may drop out of the program. Howe~er, since the reimbursement would 
fall only slightly, and only for homes in well-to-da-areas, this seems rather unlikely.

I 	 . 
Limit Deficiency Paymenls 10 Those Making $100,000 or More From Off-Farm 
Income Per Year USDA fann programs are Criticized for uniairly supporting 
large fanns and wealthy producers rather than sinaller fanns and lower-income 
fanners. The Congressional Office of Technology Assessment conduded that most 
big farms "do not need direct goverrment payments and/or subsidies to compete 
and survive." One option is to make producers teceiving $100,000 or mOre in off
farm adjusted gross income ineligible for Commodity Credit Corporation (CCC) crop 
subsidies (price support loans and income support payments). The proposed 
targeting of subsidies would direct farm payments to smaller, family farms, which 
deserve Federal financial help more than large agricultural enterprises. It would 



cause an estimaled 1-2 percent of program partiqpants to drop out of USDA farm 
programs. Most of these wealthiest partidpants include corporations and ' 
individuals for whom farming i. not 8 primary Occupation or source of income. 

I 
GradU11ted Interest RIltes for Early Redemption of Savings Bonds The Savings 
Bond program is intended to provide a safe and attractive long-term investment 
opportunity for individual savers, and a cost eff~ctive form of public debt finandng. 
Savings Bonds pay at least 4 percent interest (possibly higher after 5 years if market 
rates are higher) and may be redeemed on demand, without penalty, after 6 months. 
Each year, 40 percent of the bonds redeemed were outstanding for one year Or less 
(65 percent were 3 years or less). For these "early redeemers:' the Savings Bond' . 
program is overly generous and, due to the relatively high transaction costs, is not a 
cost..effective means of debt financing. AlthougJ) Treasury does not maintain 
statistics on who purchases savings bonds, there is no reason to believe that a 
disproportion.te share of such investors are 101-in<ome. . 

This proposal would eliminate the 4 percent interest floor, enacted in 1976, below 
which Treasury cannot lower the guaranteed ratJ. Treasury would issue new bonds 
with a 2 percent guaranteed rate that would rise, over a 5 year period, so that the 
cumulative percentage yield would reach 4 percefll al the end of the fifth year. 
Gradu.ted guaranteed rates have been used successfully in the past to make the 
yield to early redeemers similar to private market alternatives. It would have no 
effect on (a) Savings Bonds already outstanding rir (b) Savings Bonds held for at least 
5 years. No change is proposed to the market-basi!d rates that apply after 5 years. 
Preliminary indications are that Treasury supports this proposal. 

B. Enforcement Savings 

Deny EITC to Nonresident Aliens Under current law, non-resident aliens may 
receive the Earned Income Tax Credit (ElTC). Be!:ause non-resident taxpayers are 
not reqUired to report their worldwide income, i.t is currently impossible for the IRS 
to determine whether ineligible individuals (sue!> as high income non-resident 
aliens) are claiming the ElTC. The proposal would deny the EITC to non-resident 
aliens completely. It is estimated that about 50,000 taxpayers would be affected, 
mainly visiting foreign students and professors. 

Require Income Reporting for DOD Personnel, for EfTC Purposes Under 
current law, families living overseas are ineligibl~ for the mc. The first part of this 
proposal would extend the EITC to active military families living overseas. To pay 
for this proposal, and to raise net revenues, the DOD would be required to report the 
!IOnta.able earned income paid 10 military persotmel (both overseas and states-side) 
on Form W-2. Such nontaxable earned income iticJudes basic allowances for 
subsistence and quarters. Because current law ptovides that in determining earned 
income (or EITC purposes such nontaxable earne'd income must be taken into 
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account, the additional information reporting would enhance rompliance with the 
EITC rules. The proposal is supported by 000. 

Withholding on Gambling Winnings Current rules require withholding at a 
rate of 28 percent on proceeds from a wagering transaction if the proceeds (amount 
received OVer amount wagened) exceed $5,000 andl are at least 300 times the amount 
wagered (i.e., odds of 300:1 or higher). For lotterie$, sweepstakes or wagering pools, 
prooeeds from a wager of over $5,000 are subject to withholding at a rate of 28 
percent regardless of the odds. No withholding ~ imposed on winnings from keno, 
bingo, or slot machines. There are three comporulnts to this revenue raising 
proposal, as follows: I 
• 	 Increase Withholding Rilte on Gambling Winnings Over $50,000 . The 

first component of this proposal would lno;ease the withholding rate on 
certain gambling winnings from 28 percent '0 36 percent. The higher rate 
would apply only to winnings in excess of $50,000. In additinn, It would apply 
to such winnings regardless of the odds. nils is estimated to raise $516 
million over 5 years. The increased revenues result from a speedup in 
collection of tax and enhanced compliance. 

• 	 Expand Withholding 10 Other Winnings The second component of the 
proposal would impose withholding on gambling winnings of over $7,500 
from keno, bingo, and slot machines regardless of the odds. This is estimated 
to raise $248 million over 5 years. I 

• 	 Require Informalion Reporting on Gambli~g Winnings Currently, 
information reporting is requiTed on gambling winnings in excess of $600 
(except that in the case of bingo and slot mdchines the threshold is $1,200 and, 
in the case of keno, $1,500) but only if the p~yout is based on betting odds of 
300:1, or higher. The proposal would extend the information reporting 
requirement to any winnings of $10,000 or .hore regardiess of the betting 
odds. This would raise $215 million over 5 years. 

Limit Tax Deferred Interest Build,Up on lArge A~nuitjeS Interest on the 
principal amounts of certain annuities is allowed to accumulate free of tax until 
paid to the beneficiary-like the interest in an IRA! The proposal would prohibit 
such tax deferral on annuities that would pay an annual income greater than 
$100,000 for couples, or $50,000 for single persons. ~ 

Proponents of the proposal argue that the tax dellal allows a substantial benefit for 
persons who have large amounts of wealth to purfhase such annuities. It is possible 
to make unlimited annuity contributions. By con\l'.st, the contributinn to an IRA is 
capped at $2,000 per worker per year for people who work (or their livelihood. On 
the other hand, such annuities are often purch.sea to benefit surviving spouses 
who receive insurance proceeds upon the death of the other spouse, and new 
retirees who receive lump-sum distributions. A ppwerfullobby th.t may oppose 
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the provision is insurance agents, who stand to lose the tax inducement for a 
lucrative product, 

C. Extend Expiring Provisions 

Hold Constant the Portion of Food Stamp OverPflyment Recoveries that States May 
Retain This proposal would extend the 1990 Farm Bill provision which 
reduced the percentage of recovered Food Stamp' overissuances retainable by State 
agendes for FYI991-1995. Under this provision, i.vhich would be extended to 
FYl996-FY2004, States could retain 25% of recovimes from fraud/intentional 
program violations (previously 50%) and 10% otIother recoveries (previously 25%). 
States are permitted to keep some portion of the -100% Federal Food Stamp 
recoveries as an incentive payment for pursuing 'fraud cases. 

Extend Fees for Passenger Processing and Other kustoms Services A flat rate 
merchandise processing fee (MPF) is charged by u.s. Customs for processing of 
commercial and non-commercial merchandise that enters or leaves U.S.,
warehouses, The fee, adopted by OBRA 1986, generally is set at .19% of the value of 
the good. Other variable customs fees are charged for: passenger processing) 
commercial truck arrivals; railroad car arrivals; private vessel Of private aircraft 
entries; dutiable mail; broker permits; and barge1bulk carriers. NAFTA extended 
the MPF and other fees through September, 2003, The proposal would "xtend the 
fees charged permanently. I 
Extend Railroad Safety User Fees Railroad ~afety inspection fees were enacted 
in the Omnibus Budget Reconciliation Act of 1990 to pay for the costs of the ,Federal 
rail safety inspection program, The railroads are assessed fees according to a formula 
based on three criteria: road miles, as a measure of system size; train miles as a 
measure of volume; and employee hours as a m~asure of employee actiVity. The 
formula is applied across the board to all railroad,S to cover the full costs of the 
Federal railroad safety inspection program, The fees are set to expire in 1996. The 
1995 President's Budget proposed to extend the fee. through 1999 and "xpand them, 
effective in 1995, to cover other railroad safety costs, To help finance welfare 
reform, the iees could be extended permanently. I 

Veterans Provisions: 

Guarantee Ihe Securities Issued in Connection with VA's Direct Loon Sales Under 
-current law, VA has the authority to sell its direc\ loans (i,e" mortgages held by VA) 

to the secondary market. Secondary market institutions package these mortgages 
into securities and sell them to investors. VA his the authority through December 
1995 to guarantee investors the timely payment elf principal and interest on the 
securities. Because this guarantee eliminates risR to the investorsi the investors will 
pay a higher price for the securities. Permanently extending this provision would 
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sustain the current higher price paid to V A for thi!ir direct loans sold to the 
secondary market. I 

, 
Increase Housing Loan Fee for Multiple Use of the Guaranteed Home Loan Program 
The loan guaranty program was established to p~omote home-ownership among 
returning wwn Grs, most of whom were drafted into the military. This program 
guarantees mortgages made by private lenders to ~eterans, active duty service 
persons, and selected reservists. There is no lirnit on how many times a beneficiary 
can use the Home Loan Program. OBRA 1993 increased the fee to 3 percent through 
FY98 for multiple use of the guaranteed home loan program when there is less than 
• 5 downpayment. This proposal would permanet.tly extend this 3 percent fee. 

Increa;;e Housing Loan Fee by .75 percent Fee! on VA guaranteed home loans 
decrease as the downpayment increases and can bk financed as part of the loan. 
OBRA 1993 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 permanently extend the fee increase. incre~sing the fee reduces the taxpayers 
subsidy to this program while continulng to offerlveterans 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 yeaxs). the cost would not be . 
Significant to beneficiaries. 

Resa'e Losses on Loans When a private lender forecloses on a VA guarantee 
property, V A uses a formula to determine wheth~r it is more cost-effective to: (lJ 
acquire a foreclosed property from the lender and Iresell it, or (2) pay the guarantee to 
the lender. Under current law, this formula take~ into consideration the potential 
lor losses on the resale of a foreclosed property through FY9S. This is consistent 
with the acquisition decision making of private rriortgage insurers who consider 
resale losses. This proposal would make perman'ent the inclusion of potential 
losses on the resale 01 • foreclosed property in thJ formul •. 

Medica' Care Cost Recovery PrDgram: Third part~ Health Insurance 
Reimbursements. In 1986, VA received permiwent authority to collect 
reimbu.rsement for the cost of care from health irisurers of non service-connected 
veterans. OBRA 1990 expanded this authority tojallow VA to collect reimbursement 
from health insurers of ~eryice-connectgd veterans for treatment of non service
ronnected conditions. OBRA 1993 extended this ~uthority through FYl998.This 
proposal would permanently extend collection authority beyond FYI998. , 

Medical Care Cost Recovery Program: Per Diem) Qnd Prescription Copayments 
OBRA 199() authorized VA to collect hospital and nursing home per diems and 
outpatient prescription copayments from certain ~eterans lor treatment of their non 
service-connected conditions. OBRA 1993 extended this authority to the end of 

8 




FY1998. This proposal would pennanently extend collection authority beyond 
FYl998. 

VA Pensions and Medical Care Cost Recuvery Programs: Income Verification 
Match Under current authority, VA has a~s to IRS tax data to verify income 
reported by VA pension and medical care beneficiaries. VA's pension and medical 
care programs are means-tested. For pensions, the proposal would improve 
program integrity by reducing overpayments that~ occur when self-reported income 
~ the only Wormation used to verify eligibility. For medical care, the proposal 
would allow VA to more effectively identify and !:ollect copayments from higher 
income veterans. The current provision expires at the end of FYl998. This proposal 
would permanently extend collection authority b<!yond FYI998. 

VA Pension Bene/its for Veterans and SpoUStS iJ Medicaid Nursing Homes 
VA pensions is a means-tested program which prbvides monthly cash support to 
eligible veterans or their survivors. OBRA 1993 ektended through FY 1998 a 
provision that caps pension benefits at $90 per mbnth for beneficiaries receiving 
Medicaid nursing home benefits. This proposaltnaintains the $90 monthly cap, 
reducing the amount of income that the beneficialy would have to tum over to the 
Medicaid program to help offset the costs of theirlnursing home care. On the other 
hand, savings accrue to V A, which reimburses the Medicaid program less. These 
savings are: (1) net of the lost receipts to the Federlll Medicaid program, and (2) 
represent lost receipts in the St.tes· Medicaid programs. This proposal would 
permanently extend this OBRA provision. I ' 
Round Down Benefit and Reduce COLA Adjustment for Death and Indemnity 
Compensation (DIC) Benefits The DIC progranl provides monthly cash benefits 
to survivors of service-connected veterans who died during military service, or 
after service from their service-connected conditidn. OBRA 1993 provided authority,
to round down the monthly benefit levels to the I)earest dollar and reduce the 
COLAs by 50% to beneficiaries who were grandfathered into the new DIC program. 
(The old DIC program based benefits on mHitary r~; the new program pays a flat 
rate.) nus proposal would permanently extend 'lA's authOrity to round down the 
benefit levels to the nearest dollar and reduce future COLAs by 50% for . 
grandfathered beneficiaries. I . 
Reduce future Montgomery CI Bill (MCIB) COLA Increases Service members 
and veterans who have elected and contributed l~ the MGIB program receive $400 
per month towards educational 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 FYi1994 COLA and reduced by 50% 
the FY 1995 COLA. This proposal would permanently reduce future COLA increases 
by 50% in FY 19% and beyond. 
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Possible Alternative 

4 Percent Excise Tax on Revenues from ·Gambling Certain wagers authorized 
by St.!e law are currently taxed at a rate of 0.25 P'ircent, and unauthorized wagers at 
a rate of 2 percent. That tax is calculated as a per.!entage of the amount wagered. 
Only wagers on sporting events or contests, and ilools and lotteries conducted for 
profit, are subject to tax. The tax does not apply to drawings conducted by nonprofit 
organizations, games where winning. are determined in the presence of all persons 
placing wagers (such as table games, bingo, and lieno), parimutuel betting licensed 
under State law, wagers made using coin-operatell devices, and State Jotteries. The 
proposal Is to place an excise tax on gross revenue. (wagers less winnings paid out) 
from ali gambling activities except Statelotteries.11f the rate was set at" percent, this 
proposal would raise approximately $3.2 billion over 5 years. (A 5 percent rate 
would raise roughly $4 billion, while a 3 percent rate would raise roughly $2.4 
billion.) 
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WeUare Reform Financirlg Options 

I 
DoUan in BllliON 

Sy..,. 10 Year 
4/11/9416:45 Total Federal State Totel Federal State 

Summary: 

A. Program Savings S.64 5.24 0.40 16.83 15.0. 1.80 

B, Enforcement Savings 2.07 2.07 0.00 4.27 4,27 0.00 

C. Extend Expiring Provisions 2.10 2.10 0.00 11,46 11.46 0.00 

Total: Financing Options 

DRAFT 1 
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Welfare RefoIm Financtnb Options 

4/11/9416:45 

A. Program Savings 

• 	Limit Emergency Assistance 

• 	Make CUtTen' 5 Year 55! Deeming Rules 
Permanent and Extend to AFIX::: and Food 

Stamps. After 5 Years, Continue Deeming tor 
those Sponse,.. with AGJ >40K lor 10 years or 
Citizenship. limit Assistance to PRUCOLs. 

• 	 Income Test Meal Reimbursements to Family 
Day Care Homes 

• 	timil Deficiency Payments to 1hose Making 
$l00K or More from Off-Farm Income per Year 

• 	Fair Transaction Costs with Gra.duated Interest 
Rates for Early Redemption of Savings Bonds 

Subiclal 

B. 	Enforcement Savings 
rlTC: 

• 	Deny to Non-Resident Aliens .. 

• 	Require Reporting {or OOD Personnel 

Gambling: 
• Increase Withholding on Gambling Winnings 

> $50K 10 36% 

• 	Withholding Rate of 28% on Keno, Bingo, Slots 

• 	Require Information Reporting on Winnings 
> S10K from Gambling 

• 	 TUlil$ury currently revieWing this estimate, 

I 
I, DoD.,.. In Bi1llon. 

5 Year 10 Year 
• 

Total Federal Stale Total Federal State 

1.50 1.50 0.00 •.00 4.00 0.00 

.J.l1O 0.40 8.70 6.90 1.802.20 

0.57 0.57 0.00 1.72 1.72 0.00, 

I 
0.61 0.61 0.00 131 1.31 : 0.00 

.I.e..~\ 
0.76 0.00 1.10 1.10 0.001°·76 

:" >"J<' ,''':l°A>, 'n""""""'~:fj"-"""""""~ I}~~~f~~t "t?5.~_5.24. _-iii:; O.4(l
"""'""'_ • N..w."",+ """,;,; 

0.13 0.13 0.00 033 0.33 0.00 

0.16 0.16 0.00 0.40 0.40. 0.00 

0.52 0.52 0.00 0.78 0.78 0.00 

0.25 0.25 0.00 032 032 0.00 

0.22 0.22 0.00 0.61 0.61 0.00 
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Welfare Reform Financi~g Options 

I 
! 

DoUan In BUUou 

5 Year 10 Year 

4/11/94 16:45 Total Federal State Tolal Federal State 

• 	 Limit Tax Deterred Annuity Interest Build-Up 
of 100K/50K per Year Annuities o.so o.so 0,00 1.83 1.83 0.00 

I 
Subioial 

C. 	Extend Expiring Provisions
~ 

0-° 'V 
.. 	 Hold Constant the Portion of Food Stamp ~ 

Overpayment Recoveries: that States May 
Keep 0.05 ().Os 0.00 0,12 0.12 0.00 

• 	Fees (Of Passenger Processing and other CUsto~ . 
0.00 0.00 0.00 I,{).I 1,04 0.00Services 	 -.;J"" 

I 
.. 	 Extend Railroad Safety User Fee5cf&:;~ 0.16 0.16 0.00 0.41 0.41 0.00 

",0 

~ 
• 	Guarantee the Securities Issued in Connection I 

with VA's Direct Loan Sales 	 0-08 0.08 0.00 0.16 0.16 0.00 

• 	 Increase the Housing Loan Fre to 3% (or Multiple 
lise of the guaranteed home loan program when 
there is less than a S% downpnyment 0.03 0.03 0.00 0.14 0.14 0.00 

• Increase the Housing Loan Fee on most guaranteed 
Loans by .75% (te., no downpayment Joan fee 
increased (rom 1.2S'k. to 2.00%) 0.14 0.14 0.00 0,)'8 0.)'8 . 0.00 

• 	Extend VA'$. Authority to Consider Resale 
Lossts in Determining Whether VA Should Pay 
the GuarantCQ or Buy the Foreclosed Property and 
Reset! it 	 0.02 0.02 0.00 0.09 0,09 . 0.00 

• 	Conect Ihe Cost o!Treating Service Connected 
Veterans fOf Non-service Connected Conditions 
(rom Health lnsurers 0,39 0.39 0.00 2.95 2.95 0.00 

• Some savings require additional administrative effort which may haveidiscretionary costs. 
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Welfare Reform Finand~g Options 
i 

I DoHan: In BIDion. 
5 Year 10 Year 

./I1/941~45 Toto! Fedem Stale Total Federal Stare 

" Collect Per Diems and Copayments from Certain 
Veteran's lor Non-$E!rvice Care 	 O.OS O.OS 0.00 0.31 0.31 0.00 

• VA pensions and Medical Care Cost Rerovery. 
Verify ve.eran', sell."""""", income data with 
the IRS and SSA 	 0.21 0.21 0.00 1.35 1.35 0.00 

I 
• 	 Cap means-tested pension benefits at $90 per 

month (or veterans and survivors who receive 
Medicaid nursing home benefits 0.19 0.19 N/A • 1.30 1.30 N/A' 

• 	 Round down monthly benefit levels and provide 
reduced COLAs to beneCiciaries grandlathered I
into the l\C'W survivors program 	 0.64 0.64 0.00 1.98 1.98' 0.00 

• Mainlaln CiJ benefit COLAs at 50'%, which 
was to have been a fun COLA in 1994 but was eliminated 
.nd reduced by 50% in 1995inOl!RA93 0.15 0.15 0.00 0.63 0.83 0.00 

~1~"''''·'wm... L,,,,,,,,~~,,_
Subtotal 	 ~0:;lq;:,;~d~:!!~~~~~R 

I 

Total: Financing Options 


Possible Alternative 

i 
• 	 Gambling Excise Tax at 4% 3,16 3.16 0.00 7.21 7.21 0.00 

• 	 This proposal represents a shift from federal VA costs to federal/state Medicaid costs. Slates would 
bear the cost of the federal savings. 
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Welfare Reform FinaJcing Options 
I 

A. 	 Program Savings 

Umit 	Emergency Assislance 

• 	 5 year Federal savings: $1.5 B 10 year Federal savings: $ 4.0 B 
• 	 cap each State's AFDC emergency assistance ~diture at FYl993 levels 

<with inflation adjustments for future years)! llt . 
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 NOnrCitiZens 

SS!, AFDC and Food Stamps require that part of a legal immigrant sponsor's income 
is deemed avallable to the immigrant for a limited itime, should he/she need public 
assistance. The follOwing tightens benefit eligibility for non-citizens: 

• 	 5 year Federal saVings: $ 1.8 B 10 yek Federal savings: $6.9 B 
• 	 change the deeming period for AFDC and FOOd Stamps from three to five 

years, and permanently extend SS!'s five yeilr deeming provision, which 
reverts to three years until FY1997. I 

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

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

Income Tesl Meal Reimbursements ID Family Day ICare HDmes 

• 	 5 year Federal savings: $.57 B 10 year Federal savings: $ 1.72 B 
• 	 Family day care homes in low-income areas would receive reimbursement 

for all meals at the "/ree meal" rate. 
• Other homes could choose between: 

(a) not means-Iesting and thus r..:eiving ·re~uced price" rates, Q!: 
(b) means-testing, in which case meals for children under 185% 01 poverty 
would be reimbursed at the "free meal" raleland meals for children above 
185% 01 poverty would be reimbursed al the r'reduced price" rate. 

1 
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Limit Deficiency P~yments to Those MAking $100,000 or More Annually From Of/
Farm Income 

• 	 5 year Federal savings: $.61 B 10 yei'" Federal savings: $ t.31 B 
• 	 Producers receiving $100,000 or more In off-farm adjusted gross Income 

would be ineligible for Commodity Credit C6rporation (CCC) crop subsidies. 
I 

Graduated Interest Rates for Early Redemption of 	Savings Bonds 

• 	 S year Federal savings: $ .76 B 10 yek Federal savings: $1.1 B 
• 	 New savings bonds issued would initially yicld 2% Interest, which would 

gradually rise over 5 years to 4%. 
• 	 Current outstanding bonds unaffected. 

B. 	 Enforcement Savings 

Deny 	EITe to Non·Resident Aliens 

• 	 5 year Federal savings: $.135 10 ye'!J' Federa! savings: $ .335 
• 	 Deny ElTe to nonresident aliens such as foreign students, professors, etc. 

I 
Require Income Reporting for DOD Personnel, far 	EITe Purposes 

• 	 5 year Federal savings: $.16 B 10 yei Federal savings: $.45' 
• 	 Families living overseas and on active military duty would become EITe 

eligible. I i 
• 	 To finance this, and produce above savings, DOD would report nontaxable 

earned income (such as subsistence and living quarters allowances) paid to 
military personnel, overseas and stateside. This is counted for ElTe purposes. 

I 
Increase Withholding Rate on Gambling Winnings 

• 	 5 year Federal savings: $.52 B 10 yei Federal savings: $ .78 B 
• 	 Increase Ihe withholding rate of 28% 10 36% for gambling winnings Over 

$5G,OOO. The odds of winning would be irrelevant. 

Withhold 28% From Keno, Bingo and Slot MAchiJe Winnings 
. 	 I 

• 	 5 year Federal savings: $.25 B 10 year: Federal savings: $ .325 
• 	 hnpose 28% withholding on winnings over $7,500, regardless of the odds. 

(No "ithholding is currently done.) 

2 



Illformation Reporting on GIlmhling Winnings 

• 	 5 year Federal savings: $.22 B 10 year Federal saving.: $ .61 B. 
• 	 Requires reporting on gambling, bingo, slol ~ keno winnings of $10,000 or 

more, regardless of the betting odds. (Repor!ing is currently required at 
various winning thresholds, if odds are 300:1 or more.) 

• 	 State lotteries exempt. 

Limit 	Tax Deferre4 Interest Build-Up of Lllrge Annuities 

• 	 5 year Federal savings: $.8 B 10 yeh Federal savings.: $1.83 
• 	 Prohibit tax deferral on Interest accruIng to .tnnuities that pay annual 

incomes over $100,000 for couples, $50,000 for sIngle persons. 

C. Extend Expiring Provisions 

Hold 	Constant the Foad Stamps Overpayment Recoveries States May Keep 

• 	 S year Federal savings: $ .05 B 10 yek Federal savIngs: $ .12 B 
• 	 Extend 1990 Farm Bill provision letting State\; keep 25% of Food Stamps 

recovered due to fraud/intentional program violations. 
• 	 Extend the provision letting States keep 10%10f Food Stamps recovered due to 

other unintentional errors. 
• 	 This provision would extend the current recoveries rate structure whlch is set 

to expire in FYl996. i 
Fees for Passenger Processing and Other Customs Services 

• 	 5 year Federal savings: $ 0 B 10 yei 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 NAFI'A, expires after FY2003. 

Extend Railroad Safety User Fees 

• 	 5 year Federal savings: $ .16 B 10 ye<!l' Federal savIngs: $ .41 B 
• 	 Extend (and expand) railroad safety inspectiot. fees. 
• The provision would extend the fees througJi FY04. Currently they are set to 

expire In FY1996. 

1 Preliminary staff estimate, based on extrapolation o~ prior year savings. 
3 . 



Veterans; 


Guarantee the Securities 1SSUM in Connection with 
VA's 	Direct LIlan Sales 

• 	 5 year Federal savings: $ .08 B 10 year Federal savings: $ .16 B 
• 	 Currently, VA may sell its direct loans (i.e., ~ortgages held by VA) to the 

secondary markel. Secondary market institutions package these mortgages 
into securities and sell them to investors. VA has the authority through 
December 1995 to guarantee investors the umely payment of principal and 
interest on the securitles. Because this guarintee 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 liability of this 
proposa\. I 

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

Increase Housing LoIIn Fee for Multiple Use of thel Guaranteed HlJ11le LIlan hogram 

• 	 5 year Federal savings: $ .03 B 10 year Federal savings: $ .14 B 
• 	 The loan guaranty program, established to promote home-ownership among 

returning wwn GI's, guarantees mortgages made by private lenders to . 
veterans, active duty service persons, and selkted reservists. 

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

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

Increase Housing LIlan Fee by .7S percent 

• 	 5 year Federal savings: $ .14 B 10 year Federal savings: $ .78 B 
• 	 Fees on V A guaranteed home loans decrease as the downpayment incre~ses 

and can be fmanced as part of the loan. . 
• 	 OEM 93 increased the fee on most guaranteed home loans by .75 percent 

through FY98 (e.g., the no-downpaymenl fee increased from 1.25 to 2 percent). 
• 	 This proposal would permanently extend the: fee increase. Increasing the fee 

reduces the taxpayers' subsidy to this program while continuing to offer 
veterans a downpayment and fee package th4t 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 signifh~ant to beneficiaries.) 
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Extend VA's Authority to Consider RtsiIle Losses on Loans 


• 	 S year Federal savings: $ .02 B 10 yei Federal savings: $ .09 B 
• 	 When a private lender forecloses on a VA gt/arantee property, VA uses a 

formula to determine whether it Is more cost!effective to: (1) acquire a 
foreclosed property from the lender and reseq it, or (2) pay the guarantee to 
the lender. Under current law, this lonnuia takes into consideration the 
potential for losses on the resale of a foredos.!.:! property through FY98. This 
Is consistent with the acquisition dedsionmaldng of private mortgage 
insurers who consider resale losses. I . . 

• 	 This proposal wouid make permanent the Indusion of potential losses on the 
resale of a foreclosed property in the fonnulal 

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

• 	 5 year Federal savings: $ .39 B 10 year Federal savings: $ 2.95 B 
• 	 In 1986, VA received permanent authority to: collect reimbursement for the 

cost of care from health insurers of nonservioe-connected veterans. OBRA 
1990 expanded this authority to allow V A to 'collect reimbursement from 
health insurers of ~ervjCll=connected veteranS for treatment of Donseryise
connected conditions. 	 I . 

• 	 OBRA 1993 extended the service-connected authority to the end of FY 1998. 
• 	 This proposal would make this authority petmanent, . 

Medical Care Cost Recovery Program: Per Diems .ld Prescription Copoyments, 

• 	 5 year Federal savings: $ .05 5 10 year Federal savings: $ ,:n B 
• 	 OBRA 1990 authorized vA to collect hospltalland nursing home per diems 

and outpatient prescription copayments from, certain veterans for treatment 
of their nonservkKonnected conditions. i 

• 	 OBRA 1993 extended this authority to the end' of FY 1998. 
• 	 This proposal would make this authority perlnanent. 

! 
VA Pensions and Medical Care Cost Reco~ery Programs: Income Verification 
Aiatch ' 

• 	 5 year Federal savings: $.21 B 10 yeJ Federal savings: $ 1.35 B ' 
• 	 Under current authority, V A has access to IRS tax data to verify Income 

reported by V A pension and medical care i>eIleficiaries. VA's pension and 
medical care programs are means-tested. I 

• 	 For pensions, the proposal wouid improve program integrity by reducing 
overpayments that occur when se!l-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 copaym~ts from higher income 
veterans. i 

• 	 ThIs proposal would make this authority permanent. 
I 

V A Pension Benefits for Veterans and Spouses in Medicaid Nursing Homes 

• 	 5 year Federal savings: $ .19 B 10 y.k Federal savings: $1.3 B 
• 	 VA pensions is a means-tested program whii:h provides monthly cash 

support to eligible veterans or their survivor~. OBRA 1993 extended Ihro"llh 
FY 1998 a prOvision that caps pension benefits at $90 per month for 
beneficiaries receiving Medicaid nursing ho~e benefits. 

• 	 ThIs proposal does not affect the pension beneficiaries. It reduces the amount 
of income that the beneficiary would have t~ 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. I 

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

• 	 5 year Federal savings: $.64 B 10 year Federal savings: $ 1.98 B 
• 	 The DlC program provides monthly cash renefits to survivors of service

connected veterans who died during military service, or after service from 
their service-connected condition. I 	 . 

• 	 OBRA 1993 provided authority to round do»", the monthly benefit levels to 
the nearest dollar and reduce the COLAs by ~% to beneficiaries who were 
grandialhered 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 thls authority petm.nent. 
I 

Maintain Montgomery GI Bill (MGIB) COLA at 50 Percent 

• 	 5 year Federal savings: $ .15 B 10 ye~ Federal savings: $ .83 B ' , 
• 	 Servicemembers and veterans who have elected and contributed to the MGIB 

program receive $400 per month towards ed~cational benefits, Under Title 
38, MGIB recipients were to have begun recejving annual COLAs increases on 
their benefits for the first time in FY 1994. 0BRA 1993, however, eliminated , 

the FY 1994 COLA and reduced by 50 percent the FY 1995 COLA. 


• 	 ThIs proposal would permanently reduce futitre COLA increases. by 50 percent 
in FY 1996 and beyond for those beneficiaries1who benefited by electing to stay 
in the old payment structure. 

6 
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Possible Alternative 

Excise Tax on Gambling Revenues 

• 	 5 year Federal savings: $ 3.16 B 10 year Federal savings: $ 7.21 B 
• 	 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 exempt from this tax! 

, 

! 
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I\pril 21, 1994 

Honorable Donna E. Shalal. 
Secretary 
Department of HeallIl and Human Services 
200 Independence Avenue, S.W. 
Washington, D.C. 20410 

I . 
Re: Imposing an Income Ceiling on tile Dependent Care Tax Credit 

to Finance Welfare Refotm 

Dear Secretary Shalal.: 

I 
As advocates for issues concerning women and chHdren, the 

undersigned organizations are vtry concerned about a proposal to 
finance the Administration's weifare plan by imposing an income 
ceiling on the Dependent Care tax Credit. This proposal, which would 
phase out the credit for taxpayets with household incomes above 
$90,000 ,- amounts as low as $65,000 are also being considered .. is 
problematic because it raises sehous issues of equity and because it will 
result in one important federal dhild care program receiving funding at 
the expense of another. While tve applaud the Administration's efforts 
to increase child care support rdr the working poor and understand the 
difficulty in locating the resourdes tc fur.a such initiativc..'1. we believe 
financing should be accomplish&t in an equitable manner. 
Accordingly, we urge you to reject the proposed income ceiHng on the 

credit. I 
No other work-related expense recogni7.ed by the tax code is 

subject to an income ceiling. Taxpayers at the very highest income 
levels deduct business meals and entertainment expenses, depreciate 
their automobiles, and attend takpayer-subsidiz.ed conventions on cruise 
ships. Failure to subjtX:t these bxpenses to an income ceiling, while 
focusing on expenditures for ch.ild and dependent care, sends tbe 
message that such care is less j~portant than lunches in four-star 
restaurants, oriental rugs for offices, or Caribbean cruises. 

http:takpayer-subsidiz.ed
http:recogni7.ed
http:t\>Wm.II
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Limiting favorable tax treatment for other work-related expenses would be more 
profitable than targeting the credit and would not hav~ an adverse impact on women and their 
families. Phasing out the credit at incomes above $90,000 would result in approximately 
$800 million in savings over five years. Targeting meals and entertainment or other work
related deductions for taxpayers at even higher incomb levels would generate similar 
revenues. For example, in 1988 Senator Bill Bradleyi (D-NJ) proposed phasing out the meals 
and entertainment deduction for individuals with family incomes over $360,000, to finance 
the Family Support Act. Senator Bradley's proposal ivould have raised an estimated $800 
million over five years at that time by just focusing o~ the upper one-tenth of one percent of 
taxpayers. Lowering the income ceiling for this deduhion to $250.000 would likely result in 
similar savings today, despite the fact that the deducti?n for these expenses was reduced in 
1993 from 80 percent to 50 percent. Thus, by focusing on other work-related expenses and 
on those taxpayers at the highest income levels, additibnal revenues can be found without 
cutting a tax benefit that legitimately recognizes the idJportance of child care to working 
families. 

Alternatively, reducing work-related tax benefits across the board would be a more 
equitable means of financing welfare reform. If such Ian approach were taken, including the 
credit would be appropriate. However, unless and until all such tax benefits are subject to 
an income ceiling, focusing upon the Dependent Care Tax Credit remains an inequitable 
option. 

In addition, the credit is already a very limited tax benefit. Unlike most other tax 
benefits for work-related expenses, the credit is allowkd for only a portion of child and 
dependent care expenses. Depending upon income, tkpayers may receive a credit ranging 
from 20 percent to 30 percent of expenditures up to $2,400 if they have one dependent and 
$4,800 if they have two or more dependents. On avetage, families paid $3,000 in 1990 to 
obtain care for a child under age five. Thus, while ta.~payers may deduct all of their 
expenses to decorate their offices, for example, they rhay only deduct a maximum of 30 
percent of their child care expenses. 

Finally, the credit is already appropriately targeted to provide low-income families 
greater assistance. Taxpayers with incomes less than $10,000 may offset 30 percent of their 
expenses, phasing down to 20 percent at incomes of $28,000 and above. With the 
limitations on the amount of qualifying expenses that triay be claimed, the maximum credit 
available to families with incomes greater than $28,000 is $480 for one dependent, and $960 
for two or more dependents. 

The proposal under consideration amounts to financing welfare reform and its 
important child care components at the expense of andther significant child care program. 
Focusing upon the Dependent Care Tax Credit is ineqLitable, particularly in light of the 
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plethora of work-related laX benefits not presently subject to an income ceiling. To limit this 
credit while allowing IaXpayen to continue to take fuUldeductions for luxurious offiqe 
furnishings. for example, marginalizes the importance of child and dependent care. We urge

o 	 • 
you consider other more equitable means of financing ~his important initiative. . 

i 
Sincerely, : 

,ii/tIP?; :iJu!fc{itt fUJ 
Nancy Duff Campbell 

~~~t;-._; 
~ . 

I -
Vema L. Williams 
Senior c6uhse1 

On behalf of: 

American Association of University 	 National Association for Female . 
Women 	 Executives 

American Federation of State, County. and National Association of Child Care 
Municipal Employees ~esource and Referral Agencies 

Association of Junior Leagues International National Black Child Development 
BPWJUSA [oslitute 
Center for Advancement of Public Policy National Council of Jewish Women 
Center for Research on Women at National Organization for Women 

Wellesley College, School Age Child National Political Congress of Black 
Care Proje<:t Women 

Center for Women Poticy Studies National Women's Law Center 
Child Care Action Campaign National Women's Political Caucus 
Child Care Law Center N0:W Legal Defense & Education Fund 
Child Welfare League of America Older Women's League 
Early Childhood Policy Research The Children's Foundation 
Federally Employed Women Wider Opportunities for Women ---_.._._._National Association for the Education of WOlnen'S Legal' Defense Fund 

Young Children . I 
cc: 	 David Ellwood, Assistant Secretary for Planning and Evaluation . 

Mary Jo Bane, Assistant Secretary for the Adrrtinistration for Children and Families 
Bruce Reed, Deputy Assistant to the President 'for Domestic PoUcy 

.. 
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Roy Beck \ 

Author·Lecturer·Journallst\ 
\ 	 1126 N. Frederick St. 


Arlington, VAl 22205 

(703) 524-6820 

, 
I 

Gamed Income Tax Cresfil: Another B!o€f1! For m.JaI AI~n!! 
a Stal'! idea 

15MAR94 

(also phone 202·265.1179) 


: 
TIMING; Good at any time. Especially slrong hook lor April 15. 

,, 

I 
BASIC ]l:f,eSIS! When American taxpayers mail their returns by April 15, they may be 
disconcerted l:Jy mo fact thai some of the money they ••nd 10 Washington will be .ent baCK 
out immediately as a direct federal cash payment to illegal aliGnS. 

• 

QUOTE: "Illegal aliens can get Earned Income Creqlt refunds, even ~ they have paId no 
tax••; nothing in Ihe tax form asks if they are Illegal." Amanda Mlchanczyk, publlo affairll 
offICial o1th. Internal Revenue Servi"" (11 MAR94)• 

•
l]:IE CQNTBADICTION: Congr ••• and its laws suggest. public stance againsl illegal 
immigration. They say that: ' 
1. a citizen of another country must not en!.r Ill. U,S. without official U.S. permission; 
2. a foreign citizen with official permission to enter the u.s. may not stay longer than a vis. 
allows; ! 

3. foreign ciVzens who violate #1 or #2 may not hO,ld a job In the U.S. 

,,SUT ... . : 
H foreign citizens succeed In violating those prohlb~lons whilO working allow·income jobs, 
Congress ha. written a law thaI will rewwd \ham with annual O3l\h payments of up to 
hundreds of dollars. 



IMAGgS: 
• Cover of IRS EIC publication with noled Irony Ins! the words apply equally to U.S. 
citizens and Illegal aliens. I 
l1Ue: 'Old you Know? The Government May Owe You Money!!" 
Copy In covor bOx: "In 1993, nYou ... 

• Had aJO!), 
• Earned LlI$$ Then $23,050, and 
• Had a Child Who Uved WilIl You 

You may qualify for the earned Income Cf!)dlt" 
Volcoover could be something like: But you don't h(M! to be an American. In lao!, II you are a 
foreign cl!izen who entered the Un~ed Slale. illegally, \he government still leels ft owes you 
money and will give you hundreds of dollars nyou fil. tho prop!!( form. 

• Locate an illegal alien, protect his or her IdentitY and show filling cut Earned Income 
Tax Credil lorm. Show later with IRS check. I 
• Addillonal or allemate option: Show megal alian being helped 10 fil. an .Iectronlc 
return. The money should arrive w~hln no more than 0 law days. EIC for an megel .IIen can 
seem batler than an ATM machine. 

• Show staps 01 tM process as deSCribed below: the Soci.I Security number ccmpu\ef 
matchup. The Unpostables Unit. Assigning 01 new naUona! Identification number. 

• Contrast shots 01 • more typical Amerlean taxp1yer filling out lax forms with footage or 
megal aliens seeling the walls on the San Diego borde~ (with Ihe very real prospect 01 having 
the IRS reward them for their efforts). . 

QUICK SYMMARY: The jarring image of the lederal government using Americans' tax 
payments to provide a gift to ill.gal aliens i. made po'''lble because of the way Congre.s ""I 
up the Earned Inceme Cradit. I 
The credll Is designed to give low-income American wqrl<ers a cash peyment at tax time to 
Mlp ensure that they make more by working than dO Americans who r.ly solely on public 
well.r. assistanee. Somo of the credit payment to the workers is a rolund of Income lex.s,
that were withheld from their pay checKs. But many workers have not mad. high enough 
income to have had any income tax•• withheld: they get. credit refund regardless. 

Eltrt Ihe Earned Inceme Credit also Is quHe easily avallJble to lIIeg.I aliens - those foreign 
cHizen. expressly forbidden by law to b. In Ihe United ~a!.s or to "old a jab. 

, ' 

me", I•• slight hitch. aecause mosl illegal aliens obtain jobs by using phony SOCial Security 
cards. the names and Social Security numbers on thelj tax ietums don't malch in the federal 

, 
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computer. After a short delay. however, the lAS works things out by assigning the illegal 
aliens a tempo""Y, legat number and paying them 'their eash oredit. 

The IRS apparently has no choice but pay tho Ulog1 aliens. As with many other faderal 
beneflls, Congress has chosen not to prOhibit foreign citizens from obtaining the U.S. Earned 
income C(ed~. 

THE PETAlLED S1QBX 
, 

1. Source: Amanda MichBncyk, spokeswoman foJ. the Internal Revenue Service 
In the office of Publio Affai~ 
20:<·622-4050 
Interviews on 11 MAR94 and 14MAA94. 
All on the record. These comments were- made with ease and 10 response to 

conversational questioning, without prodding. I have no reason 10 believe she would answer 
any differently at another time, 

Notes from Amanda MiOhancyk comments: 

A. Tax Rules & Illegal Aiiens 
I 

There is nothing in the tax COdes that $U9ge$1$ the IRS should wonder if a person is an illegal 
allen. ! 
(''')(THE NEXT 3 PARAGAAPHS ARE IlACKGROUt-jO INFO PROBABLY TOO TECHNICAL 
TO SE INCLUDED IN A TV REPORT) The only question Is whether a person Is a "citizen," a 
',esident' or a "non-resident." .The latter catego,I •• ais, determined according 10 the number of 
days the person r.slded In the U.S. the previous thre. ye.rs. The IRS has no way of 
knowing - and no Interest In knowing - whethe, a ""Ident" or 'noMesidenr is living and 
working legally in the U,S. 

i 
(.., A 'residenr pays Income taxes on all income e.rned worldwide. A 'non ...... id.nt" pays 
income laxes only on income earned in the U.S, MoSt illegal aliens probably work enough In 
Ih. U,S. to have to be considered "residerus.' I 

, 
(00,,) Non-citi.ens are considered ',..idents" if they lI~ed at least 163 days in 1993 '- or if atl 
the days lived in the U.S. in 1993 (minimum of 31). plus one-third of such d.ys in 1992, plus 
one-sixth of such days in 1991, add up to at least 183. 

! 
The Job of the IRS Is to colloct taxes, A person's Immigration status doesn't matter. Uthe 
person earned Income in the U.S,, thaI p....on shoolq pay the proper tax on the Income. 

, 

(*")(ROY'S NOTE: I doubt viewer. would cont••t thJ Ide. that the IRS do.sn't want to s"",. 
illegal aliens away from paying thelt taxes. ObviouSly,1 that is what would happen if the IRS 
actually asked people to not. that they are Illegal alien•• Most Americans probably also would 



agree with the IRS that it has an ethical obligation J.end refunds that Illegal aliens have 

coming to thom from over-withheld Income tax••. The oonttoversiai move, however, COmes 

with the Earned Income Credtt beCauSe it Is federal 'money given to a person nOl only from 

t"""" paid by that person but above those taxeS.) I 

'Illegal aliens can get Earned Income Credtt refunds, even If they have paid no tax••; nothing 
In the tax form asks ff they lite Ulegal." 

~ an megal alien: 
• earned lass than $23,050 in 1993 
• had a job that paid alillast $1 
• lived together with a child (but not necessarily providing for the child', support) for at least 
183 clays In 1993 in the U.S. ! . 


THEN that Illegal allen can get Earned Income Credh 01 up to $2,364. 

I 

And even If Illegal aliens don't have a child living with them, they can get an IRS Chack for up 
to 8300. r• 

i 
The above criteria Is the .ame for legal immigrants a,nd for U.S. citizens, but they are being 
stated here in such. way as to make clear what 1$ available to illegal aUens. 

EIO peymems go up with Income until peaking at in!omes between $7,760 and $12,200. Aner 
that the EIO payments decline until they reaCh zero at $23,060. 

I 
S, Fake Social Seeu,hY Numbers 

I 
Whan an illegal alian ha. used a phony Social SecurhY numb.r, that number shows up on 
lorms med with the IRS by the employer, That number probably a1• ., appears on the illegal 
alien's lorm filed to conect the Eamed Income Or.dl~ 

. I 
• An tax lorms are cross-checked with Social Security computer. to make sure the SS 
number and the name match in the computers. ! 

• ~ the name and as number don~ match (and thosb 01 megal aliens are unlikely to), the tax 
form. are sent to the IRS'. Unpostable Unit The job :01 the unit Is to make certain that a 
taxpayer's oomributlons to Social Security arc credited to the proper account 

• Hthe Unpostable Unit Is unable to resolv. tha dlsJ.pancy (oflen tt Is just a maUer of the 
taxpayer having Iransposed numbers), a loiter is seni to the Illegal allon, . 

• If the Illegal allen Is unable 10 provlda documentauln to clear up the discrepancy between 
name and number, the Unpostable Untt ..signs the Illegal Blien a Temporllty Identlflcation ,
Number. This com•• from a long list of unused numbers provided by the Soclal Security 
Administration, The tamporllty number i. not teehnlo~11y a Social Security number bUt acts tha 
..ame way, providing an official account and number for the mega! anan's Sodal Security 
contrlbutlons 10 be credited 10. . I . 
• The Unpostable Unit .ends Ihe new legal natlonalldentiflcation number to the Illegal alian 



and signal. the IRS compulllr to send the Earnod Income Crodlt check to the illegal alien. 

At no point does Ihs IRS attempt to determine if thJ reason for the Social SacuJity 
discrepancies Is b$C3use the 1lIXpayer Is an Illegal ~flen who has Illegally mode up or 
purchased a count"rfett number In o.der to get a job. ~ wovld violate the 1lIX code for the IRS 
to Share Information in any way with the Immigretion and Natura/ization Service. 

I
Even though tho Earned Income Credk IyploaJly Is larger (even much larger) than the amount 
01 income _ paid by the illegal allen. It Is treatedl by the IRS as WIt were a .efund. 
Therefore. til. IRS see. its primary task as one 01 maklng certain thaI the illegal allen gets hla 
refund. 

2. SOURCE: Publlcallon 596, Earned Income Crecllt, Internel Revenue Service, Oatalog 
Number 15113A I 
Pg. 2: 'It you think you qualify for Ihe basic part of the earned Income credit. you should also 
read about the olher 1WO cradlls. (1) The Health Insurance Credit-It's for your qualifying child, 
and (2) The Extra Credit For A Chil~ Born in 1993-lt's for a Child under age 1." 

Pg. 3: "The total amoum Of the"overall credit you canlr.caivo has increased from $2.211 in 
199:2 to $2,364 in 1993." 

"The earned Income credit and the advance oarned income oredn payments you receive will 
not be used to determine whether you are eligible lo~ certain bonefit programs ..• (or) how 
much you can recelve..• (They include) AFDC. Medicaid. SSI, Food Stamps. and Low· 
Income Housing." " . \ 

Pg. 24: The IRS wiilligur. the credit for the inegal alien if h. fills In a faw blankS on the form. 

Pg. 25: An illegal aUen applying for a low·wage job J, ask al that tim. for the employer to 
add his share of Earned Income Credit Imo each 'NlIe~ly pay check. The federal governmenl 
will In offect reimburse the employer. (ROY's NOTE: This easUy becomes anolher subsidy for ,
employers whO choose to pay very low wage•• The employer can Offer a wage packaga that 
will .eam higher than H actually is because ij inciudes the fecieral subsidy 01 the Earned 
lneome Credit 

3. SOURCE: David Simcox, fellow of tho Center fer ImmigratiOn Studies, • retired State 
Department official, Ph.D. student In urban studies. 

502·244·9869 (Simcox phone In Louisville) 
202-466-8185 (Centar lor Immigration SltJdi••) 
The following InformaUon i. from an 8FEB94 lelephone call and from Simcox writings. 

Slmoox says he would be happy to provide background help or appear on camer. 
.I 



., . ~ 

concerning this issue. 

IVJ outrageous as is the practice of illegal aliens col,lectlng "bonus' checks from U.S. 
taxpayers through the Earned Inoome Credit pro~, EIC actually con.lllut •• an ovon blgser 
problem: its use by LEGAL Immigrants. I 

I
legal Immigrants disproportionately qualify for ElO. (EIC has become another case study in 
the baffling dilemma of operating and funding comJ?lex income transfer pro9ram~ fOr poor 
residents. while the number of these residents In conlinuously being eXpanded by masS 
illegal immigration and legal immigration and refugee policie. whiOll Import about hall a 
million additional needy people each ye.r.· I 
Aooording to 1990 census data. 'egallmmigranls were 23 percent more likely than U.S. 
citizens to have Incomes below $15.000. year. An~ they are na percent mom likely than 
citizen households to ha"" annual earnings of less than $1 0,000. the range of peak ErrO 
cash benefits. I 
In 1990. immigrants received an estimated $1.67 bll,lion in Eamed Income Credit. Of that an 
es6ma!ed $260 minion went to illegal aliens. I . 
'Now there is an octiva network of Immigrant aid 91j)uPS to publiciZe ths credit and help 
aliens file their returns and claim it."· I 
'Federally·funded legal aid groups assist migrant fatmworkero. whether legal Or illeg.1. 
Following the 1990 changes in the creatt. the IRS Worked with. network of non-prOlit groups 
such as the Farm Sureau Federation. Hispanic organizations and the U.S. CoUlolle Bishops • 
Conference to publicize the availability at the credit:". , 

"Fanm labor contraetors. some unscrupulous emPIJ,ers. and ethnic crime rings have been 
reported 10 purchase claimants' pro.pooHve credits at 0 discount or charge slzabl" fee. to 
colteet the credit tor them." I . ' 
"The EIC works as a subsidy to low-skU!, low-wage,workel$, and Indirectly to their e"'ployers 
as it cushions them 1rom some upward pressuff) 01 wages." t 

"Thus the Ele further inor..... the prospeoHve rslurn for wclklng In the Unttod Stota. 10 
those who are considering migraUon and help' stabilize wag•• for the marginal employe,. 
who employ migrants,' I . 
Simcox has worked through data and created charts looking at immigrants in Los Angele. 
County. His finding heavily reM. lhe arguments ofl.omo immigrant advocates that eVen 
though immigrants don't pay nearly their share of tocal taxes to cover their SOCial costs. they 
overpay into !helederal Social Security system. I 
Simcox finds lhat th~ averege ISgal immigrant with two Of more children paid $644 into Social 
5<leurity In 1990 but go! more than SI,600 in E.rn~d Income Credit •• 

The comparable .""rage lor illegal aliens was lounb to be $337 into Social 5<lcurlty and mar. 
I 

§. 
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than $1.000 in E ... ned Incomo Credits. 

Simcox states thet the comparable average for the rest 01 Los Angel•• County's Population 
was $1.641 into Soelal Se<;urily and no Earned Ineome Credits. (ROY NOTS; I don't 
understand why the average EIO was none and no<.; to quiz Simcox further on lhat point.)

I 
The use by aliens of the EIO Is just going to go up because the numbers of fore'gn-bom 
continue to rise qulcl<1y and because President Clinton la\lOr. using EIC as a major vehicle to 
earry out other programs on his wish list \ 

, 

4. SOURCE: Unnamed mid-level off'lClalln IRS, speaklng off.the-record to provide 
background. Much of this should be able 10 be Tfirmed by IRS officials. 

"51C fraud Is a blg problem beeau•• the dollars are so low for each person." The CO$! of 
prosecuting Is qune high compared with Ihe money defrauded. And when you win In court, it 
I. very clifficutt to evOf actually. collect the money because tile person Is so poor. 

I ,
A bad loophole in the EIO system Is thet II rich kid 01 a rich family In a foreign countly can 
coma to the U.S. to some school like Georgetown. thai coll"g9 student fairly easily can 
quarrty for EIO.s a "non-resldan\.' As a non-resldenl, only the money made by tile rich 
foreign COllage sludent has to be reported and that rich loreign kid can have U,S. taxpayers 
foot a nice EIC bonus chack at the and of the y..... \ 
The seme loophole also can work lor e member Of a foreign embassy who manages to make 
a few dollars during U1e year on the U.S. economy. \ 

I 
'EIO Is for the working poor, not for rlchlereign kids WIth U.S. scholarships while going 10 
Georgetown.' \ 

IRS had " case of some 2,000 returns from Texas that wer. a .ample Of the problem Of SS 
number. nol matching with nam••. Finally relea.ed ali, of them and paid the flC payments. 

Whstever problem. the,a ere with EIC payments to illegal aliens are re.ponslbility of 
Congress. nol IRS. ff Congress would sot up better border control and ,aqui'. counterfeit· 
proof Social Securtty cards, Illegal aliens wouk:! nol be igetllng the fow.paying jobs that "nabla 
them \0 COllect Ihe EIC bonus. ' 

1 
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ENTITLEMENT REFORM OPTIONS TO FINANCE WELFARE PROPOSALS -The welfare Reform proposals will makb a major contribution to 
improving the targeting, efficiency, and effectiveness of income 
transfer entitlement proqrams for lowrincome Americans. Many of 
these programs have grown unabated ov~r the years without much 
thought to their interaetions and to their effects on r~cipient 
work behavior. In reshaping these prbqrams~ we have produced 
savings directly attributed to the Welfare Reform plan. such as 
those derived from time limits and reconciling filing units, as 
described at the end of this revenue section. We will identify 
later such direct savings and use them to help offset the plan's 
costs. I 
To provide the additional needed fundin9. we have explored 
closely related income transfer progr~ and identified reforms 
that wou1d improve their targeting, efficiency, and effective
ness, while providing savinga. This ~ffort was based on the idea 
that this money could be better used to help low-income families 
and individuals throuqh different sUPPorts--such as employment 
and training services and child aare-Lwhich will lead to long 
term self-sufficiency. We believe the proposals below are 
certainly justifiable and, with those! resulting from direct 
changes to the welfare and child support systems~ will provide 
the necessary funding for welfare Reform. 

, 

Cap the Emergency Assistance program:: The Emergency Assistance 
Program is an uncapped entitlement program which is out of 
control. In FY 1990 expenditures totalled $189 million; in FY 
1995, it is estimated that expenditur~s will be $644 million~ 
while the intent of the :sA program is: the meet short-term 
emergency needs, states currently have wide latitude to determine 
the scope of their EA programs, leading them to fund many 
serv~ces that can also be funded under different authorities. 
Indeed, the dramatic rise in costs is l primarily attributed to 
states-shifting program costs from SoCial security Act programs-- , 
title IV-E, title IV-B, title XIX, and title XX--and unmatched 
state programs. In addition, states appear to be fundi~g 
services that address long-term problems as well as true 
emergency issues., ! .. 
We propose to repeal the current Emergency Assistanoe program and 
replace it with a Federal matching cap for each statess EA " 
expenditures. The cap will be 3 percent of the state's total 
AFoe benefit payments incurred during'l the previous fiscal year. 
The Federal match will continue at 50 percent up to the cap. 
This will give the states flexibilitYI to address various special 
emergency problema. There will be a hold harmless provision to 
protect the seven states that would b~ hurt by the cap. Under 
the new capped program, states will 4'180 be given the flexibility 
to determine their own definition of emergency services. 
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Cost (millions) **ACF Estimates** 

FX 1995 F'i 1999 FX 1997 :EX 1998 FX 1299 

Baseline $644 $745 $850 $910 $975 
Savings -$260 -$351 -$452 -$502 -$555 
Proposal $384 $389 $398 $408 $420-_ 

I
Reform of the r~ily ~2Y Care Home Component of tbe Child Care 
food Program. The Child Care Food Program provides food 
subsidies for children in child care Centers and family day care 
homes. The subsidies in centers are well targeted; USDA believes 
that over 90% of federal dollars suppqrt meals served to low 
income children. The family day care! part of the program is not 
well targeted because it has no means:test (due to the lack of 
administrative ability of the providers); a USDA study estimates 
that 71t of federal dollars support meals for children above 185% 
of the poverty line. While the child Icare center funding l.evels 
have been growing at a modest rate. the family day care fundinq 
levels are growing quickly (16.5% between 1991 and 199Z). 

, 

The following approach better targets ithe family day care funding 
to low income children and creates minimal administrative 
requirements for providers: 

I 
A. Family day care homes located in ~ow-income ·areas (e.g. I 

census tracts where a third or half of the children are below 
200% of the poverty line) would not have to use a means test and 
would receive reimbursement for all meals at reimbursement rates 
equivalent to those provided for "free meals" served to low
income children in schools and day care centers. 

. . I 
B. All other homes would have a choice. They could elect not to 
use a means-test; if they elect this ~ptionl t~ey would receive 
reimbursement for a.ll meals at rates equivalent to the "reduced 
price n rates provided to schoolS and day care centers for meals 
provided to children with incomes between 130% and la5% of the 
poverty line. Alternatively, a family day care home could, 
administer a simplified, two-part mearts-test. Meals serve to 
children below 185% of the poverty line would be reimbursed at .... 
the higher rate. Meals served to children above 185t of the 
poverty line would be reilnbursed at tile "reduoed price!! rate. 

C. The administrative payment rates Jrovided to the family day 
care home sponsoring organizations wo~ld remain at the same level 
as under current law for homes in non-:low-income areas. For 
homes in low-income areas, these paym~nt rates would be raised 
significantly. The purpose would be ~o provide an incentive for 
sponsors to enlist and serve day care ,homes in low-income areas. 



~ (millions) **USDA is reviewing**
I

!!'X 1995 EX 1222 ll:X 1997 EX 1996 &,1 1922 

-$160 -$210 -$230 \-$270 -$300_ 

Alter 55I Deeming Rules. Currently, ~he income of parent(s) may 
be "deemed'" as available to a child t-o determine whether the 
child is eligible for SSl and--if so-!-to determine the monthly 
benefit amount. This parent-to-child: deeming is a computational 
process that determines whether--and how much--to consider parent 
income as available to the eliqible child. taking into account 
the needs of other persons in the household (e.g., other 
ineligible children). Thus. in deciding whether a child is 
eligible for SSI and wbat tbe benefitl amount may be, some portion 
of an ineligible parent's income may be deemed as available to 
tbe applioant. I 
under current law, earned income is treated more genero~sly than 
unearned income, a situation that haslexisted since the inception 
of the program. For example, there is a general exclusion in the 
deeming computation of 50 percent of all earned income. There is 
no such exclusion for unearned income: This different treatment 
of earned income was intended to serve as a work incentive. 
However, as a result, allowable family income--plus the SSI 
benefit amount--can result in total family income that is nearly 
190 pe.cent of the poverty guidelines (see attached chart). Most 
programs for low income beneficiaries begin to phase out much 
earlier (well below the poverty line} and end by 120 percent of 
pove.ty. 

This proposal would alter-tbe 55I pa.ent-to-child deeming rule~ 
so that for any given family size, one-half of the countable 
income that exceeded 50 percent to 66!percent of the poverty 
guidelines for that family size would.be deemed as available to 
tbe eligible ohild(.en). The proposed policy would replaoe the 
current computational deeming process,l and would treat earned and 
unearned income iden~ically. Families w~th little or n0 income 
would not be affeoted by this proposal! (Le .• they would continue 
to receive the maximum be~nefit amount las they do under current ~_~ 
law) . I 

" 
This proposal would br~n9 total family, income--including the SSI 
benefit amount--oloser to, but still above, the poverty 
guidelines. In no case will this proposal bring total family
income below the pove.ty guidelines. Approximately 235,000 
ohildren--or about 30 percent of all obildren--would be 
potentially affected by the proposal i'n the first year of 
implementation. I 
Since the current deeming rules--in comparison to this proposal-
are relatively generous to families that have income, the 
proposal may be~erceived as penalizing working families with_ f 

http:ohild(.en
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disabled children. On the other hand. the proposal would ensure 
tnat one-parent and two-parent families of the same size are 
treated equally I unlike under currentl law. 

In order to maintain Medicaid coverage for this population, we 
propose to begin to phase out benefits earlier t continuing 
benefits to the aame cut-off; this will result in no r~uction in 
the number of beneficiaries. The levels of state supplemental 
payments would be adjusted so that states would not be required 
to increase their levels of payments, 

~ (millions) **ASPE Estimates** 

I'X 1995 FX 1226 PI 1991 FY 1998 n 1999 

-$175 -$190 -SUO -$230 -$250 

Mandated Be-application for Most Likely to Improye SSI Cases. 
The SSI proqram provides aid for low-income individualS who are 
elderly, blind, or disabled. Disabled individuals are those 
unable to engage in any substantial gainful activity by reason of 
a medically determined physical or mental impairment expected to 
result in death or that has lasted, ot can be expected to last, 
for a continuous period of at least l~ months. Upon application, 
a prognosis is made about the likihoo9 for improvement of the 
disabling condition (whioh would result in a 105s of eligibility 
for SSI); a time estimate for improvement is also made and coded 
on the intake form. codes for the sst adult disabled population 
reveal that perhaps X percent would be inelgib1e for further 
benefits less than three years after application. Codes on 10% 
of existing SSI!childhooddisability applications indicate that 
improvement in the child's condition should lead to termination 
of benefits within three years of the:application. Conditions 
that might be noted as likely to improve include, for adults, 
injury or a curable diseasei such conditions among children 
include low birthweight and attentionldeficit disorder,. . 

Currently, termination of benefits requires that $SA re-evalua~e 
the condition (conducting Continuing Disability Reviewsf' and, ·,i,f .' 
appropriate take action to terminate ~benefits. Resources in SSA .,,~t 

make such timely reviews rare, potentially leaving both adults 
and children on the SSI roles far beyond the time in which theyl , 
are aotually eligible. I 
We propose for SSI benefioiaries identified to be temporarily 
disabled, to establish a re-application procedure. Upon 
allowance of a claim for disability benefits, a determination 
would be made by the DOS (for each applicant on an individual 
basis) of how long the .disability is l!ikely to continue ' 
(interfere with age-appropriate funct~oning). After the time 
period is established, a notice would be sent to the beneficiary 
stating that benefits will be awarded ,until the date dete~ined 
and will then be terminated unless re-;application is made. Six 



months before the expiration of the b_~nefits~ a notice would 
again be sent stating the date of benefit termination and 
providing information about re-application. 

This would shift the burden to the apblicant, after.a specified 
period of time, to prove continued elIgibility for benefits. It 
would assure that benefits are paid only to those who a~e truly
disabled. 

Arguments against this proposal are: (1) it could encourage 
people not to seek treatment for themselves or their children; 
(2) there would be strong resistancelfrom the disability legal
and advocacy community; and (3) if implemented. legal challenges 
would likely be raised. I 
~ (millions} **ASPE Estimates·· (retrospectively starting

110/95, based on three-year 
, disability) 
! 

[1 1995 FX1996 [1 1997 EX 1998 F1 1999 

! 


-$72 -$156 -$264 -$372 -$492 

I 
Alien peeming. Extending Deeming Requirements as Long as the 
Alien Remains in Permanent Legal Resident--Qr Imrnigrant--Status.
Currently, for those aliens who have a sponsor, the income and 
resources of the alien's sponsor are "Ideemed" attributable to the 
alien for three years if the alien is applying for benefits from 
three Federal programs (AFOe, 55I, and food stamps). A sponsor 
is a person who haa siqned an affidavit of support on behalf of 
an alien seeking permanent residence,)and who has thus agreed in 
writing to the three-year alien deeming provisiqns. Deeming does 
not necessarily prevent an alien from I receiving benefits. If the 
sponsor's income and resources are reduced to a certain level I 

then the alien may become eligible for benefits--subject to 
meeting other program eligibility requirements. Sponsor-to-alien 
deeming is not used in eases where th~ alien is applying for 
benefits based .?n blindness or disabi.~ity that has occuli.red after 
entry into the: U.S. .' " .1 
There have been cases publicized rece~tly of legal resident 
aliens or citizens sponsoring their older parents for immigratidn 
into the U.S., and after the three year deeming period the 
parents immediately apply for 5SI ben~£its on the basis of age. 
The perception exists that these families are abusing the system 
since the children sponsors often have sufficient income and 
resources to continue to support their immi9rant parents, but 
instead take advantage of the currentlrulas to gain access to 
entitlement benefits. SSI pro9ram data confirms that this type 
of situation is occurring. Of all cu~rent alien 55I recipients 
who have been--or are--potentially su~ject to the alien deeminq 
rules, fully 25 percent--or 107,470 individuals--applied for 
benefits in their fourth year of residency in the U.S. Of these 

I, 



reoipients, almost 85 percent--or 89.510 individuals--applied for 
benefits based on age. i ' 

This proposal would maintain the alie~ deeming ru~ea· in SSI, 
AFDC. and food stamps for as long as the alien remained in 
immigrant status. This proposal woul~ place greater responsibil
ity on the sponsor--who agrees in writing to ensure thau_ the 
immigrant will not become a "public charge"--but it would link 
the termination of alien deeming rules to the alien becoming a 
naturalized citizen. At a minimum I t~is proposal would extend 
the period of time for alien deeming from three years to five 
years, although if an immigrant decid~d not to become a 
naturalized citizen, the alien deeming rules could apply 
indefinitely. The proposal would affect all applications after 
date of enactment (i.e., would grandf~ther current recipients as 
long as they remained continuously eligible), and would result in 
savings in the SSI, AFDC, Medicaid. and food stamp programs.

I 
[NOTE: Estimates assume ena.ctment of :P.L. 103-152, the Emergency 
Unemployment Compensation amendments T :siqned into law on November 
24. 1993 and containing a provision extending the sponsor-to
alien deeming period in the SSI program from 3 to 5 years, 
beginning 1/1/94 and ending 10/1/96.J I 

Cost: (millions) **ASPE Estimates** 

Program lX 1225 FY 1226 FY :l227 l1Y 1228 FY 1222 

55I -$66 -$148 -$654 -$805+418 

AFDC -$10 -$15 
• 
.-$15 -$20 ';$20
I 

Medicaid -$60 -$135 '"'$360 -$620 -$800 
' .•FOQd S~.amp .-S13~ .J~1S2 -~2~1'~S9!i -S~31,

I 
Total . -$232 

, 
-$432 -.$995 -$1525 -$1906 

Un.1fQr;m Definitign fox;: Al~en Eligibj,lit2. Currently, there is no 
OOlIUilon definition of PRUCOL (permanent'ly residing in the U. S. 
under color of law) in the Social Security Act that is applied to 
all three of our programs (AFOC, SS1, and Medicaid) that 
r~ference PRUCOL for program eligibili~y purposes. Litigation 
and separate legislative amendments have resulted in the three 
programs using three different definitions to determine which 
aliens are defined as PRUCOL, and hence eligible for program 
benefits. In general terms, AFOC has a more restrictive 
definition of PRUCOL (i.e., encompasse~ a fewer number of aliens) 
than both 5SI and Medicaid. I 
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Under the SSI program t litigation has led to the current practice 
of providing benefits to aliens who in most respects resemble 
illegal--or undocumented--aliens. If1 these individuals have been 
discovered by the INS to be in the u.S .• but--for whatever 
reason--the INS is not acting to deport them. then these 
individuals currently must be considered to be PRUCOL for SSt 
eligibility purposes. I 

This proposal would delete reference to PRUCOL in the Social 
Security Act as a ter.m used for determining alien eliqibility. 
The proposal would specifically list the immiqration statuses 
that would allow eliqlbility for benefits under S51, AFDC, and 
Medicaid. The immigration statuses that would be necessary for 
eligibility would be the same as those li.ted in the Health 
Security Act providing eligibility for the Health Security Card, 
and are-- i 

.. 	 immigrants lawfully admitted for permanent residence; 

.. 	 refugees; 

.. 	 asylees; 

• 	 immigrants granted parolee status for an indefinite period 

or granted extended voluntary departure as a member of a 

nationality group; \ . 


• 	 immigrants granted a stay of deportation based on the threat 
of persecution if returned to their home country; 

• 	 certain undocumented inunigrants llegalized under the 

Immigration Reform. and Control Act of 1986 and currently 

granted lawful temporary status; land 


• 	 inunigrants residing in the U. s. ala the spouse or unmarried 
child under 21 years of age of a citizen of the U.S., or the 
parent of such citizen if the oitizen is over 21 years of 
agel and with respect to whom an application for adjustment 
to lawful permanent residence is pending. .. 

• • c" 'I .. 
,,', 'I .. ' 

'-This proposal would affect applicat:ron~ after date of enactment 
(i.e., would grandfather current recipients as long as they 
remained continuously eligible). 



, ; 

~; (millions) **ASPE Estimates** 
I 

Program FY 1995 FX 1996 FY :199'1 FY 1998 I1X 1999 

5SI -$9 -$26 -$42 -$57 -$71 

-$5 -$5 -$5MDC -$5 -$5 

Medicaid -$25 -$55 1-585 -sus -$155 

Total -$39 -$86 S132 -$177 -$231lImproye BITe Targeting and Belated Tax and Transfer Policies. 
I 

We propose also to explore ways to improve the targeting of the 
BITe and to use the tax system to assure (11 the payment of child 
support awards; (2) elimination of duplicate payments under 
various Federal support and tax programsi and (3) capture of all 
taxable income. 



AGENDA FOR 2/3 MEETING VI'lTII OMB, 
ON COSTS AND FINANCING 

1. Description of dynamic model and behavioral 
impacts 

2. Comparison of OMB and HHS assumptions 

3. 

4. 

1
Coordination of tax and transf~r systems 

,,,, 

Deadline for financing options. 

5. Other 



WELFARE REFORM MODELLING 
JOBS, WORK AND CHILD CARE 

l. MODELLING ISSUES: STEADY STATE PHASE-IN 
IMPACTS IMPACTS 

BASELINE: 
BITC 5-10\ 
HEALTH CARE 8-10% 

TREATMENT EFFECTS: 
JOBS IMPACT 7-10\ 
WORK IMPACT 
TIME LIMIT <5\ 
CHILD SUPPORT <5\ 

2. 	 SAVINGS: 
AFDC 
FOOD STAMPS 
MEDICAID 

0 
0 

7-10 

-
Gl?, I 

3 • NEXT STEPS - PHASE IN STRATEGIES AND SYSTEM CAPACITY 


• 




/\FOC CASELOAO AND JOBS 


Ve", Total AFOC_UP Mandator Average Proposal 
/\FOC C.... Monthly (ACF) 

1_ 4.978 0.359 0.610 
1994 5.076 0.350 0.643 
1995 5.157 0.341 2.043 0..671 0..741 
1996 5260 0.334 2.003 0..689 0.765 
1997 5.373 0..330 2.128 0._ 0..899 
1998 5.485 0.327 2.172 0.658 1.041 
1999 5606 0.328 2.= 0.650 1.194 

Vear New Appli P."lopall JOBS Total 
Mandalor 50% Extension Work <24 Work >24 JOB+WORK 

(JOBS) 
, 

(Ac1ivo P.,,) 
1995 0..201 0.101 0.000 0.000 0.101 
1996 0..529 o..l!65 0..000 0.000 O.l!65 
1997 0.745 0.373 O.OOS 0.010 0.398 
1998 0.875 0.438 0.028 O.osa 0.522 
1999 0.962 0.481 0.054 0.123 0.000 0.658 

Steady SI 0.BS9 0.480 0.113 0.465 0.825 1.683 
2.362 

PHASE~N PLUS CURRENT PROJECTIONS 
V.... 

1995 0.772 0.772 
1996 0.954 0..954 
1997 1.043 1.053 
1996 1.122 1.180 
1999 1.165 1.365 
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1" 'm January 25 slide show - cases 

1.)tal caseSoad 
Cn;id ooIy /-+Ju,.
1 ,,1a1 adult cases 

offwaifare 
worldng while on W<lIfare 

JOBS/WORK program 
l)isabledlunobla 10 WO!1< (exempl) 

"' 

HHS i 11 OMS rough 
estimate 

5,65.6 
0,9 O.7-~)"""'~ 

4,94,7 

1,0 '" 0,7 '" 
0.7 '" 

32 AI1.6 
12 12 

1, HHS II full ~.. dHorIIedas 1999. Howwow. rut impIentalltailon ~ocx:tIJ'by 1M, 
2 HHS ·offmUlw·1ncIudtt 7 ·10 pornantcateload (not mndlt) dlctOl ~ r.rorm, '<1t.. 

and 7 -10 ptIRl8ntctlseJoatJel'fodofacb:allon Md~ll~JOSSJ 
3. OMSlWUMftO~~InGftfltlacbb"boCbll:lCClmJllend~ ~ 

to HHS ·Off~· about .5. I 
... 	HHS IlUtImIJ$ bolO W<lMng half4m& btJIltIIlncome ~ YIoi1I romaln on AmC (If ratum 

and have no time limit, 17peroent of nonexampta. I 
5. 	l.arg!J~ In J06SIWORKPf<9*'l1Utirnalu ~~ from KHS ~Whil.on weuor.' 
(,1)"'_'''_'{3)(

'" 

( 
," 
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r'um January 25 slide show - costs in billions HHS estimated 
total federal 

Promote parental responsibility and prevent teen pregnancy 
Improve child support enforcement -1.5 

Provide services to noncustodial parents 0.5 
Child support assurance demonstrations 0.4 

Make work pay 
Expand child care for the working poor 2.5 

Provide access to education and training (JOBS) and work opportunities 
Increase lundlng lor JOBSIWORK 4.6 2.8 

Child car. lor JOBSIWORK roclpl.nls 2.0 1.2 
Welfare savings from reduced caseload -2.0 -1.1 " 

Total 4.6 2.9 
neinvant government assistance 

Expand AFDC-UP and modify fliing unn 0.7 
simplify asset rulos and oamlns disregards 

streamline other reporting requirements 

10tal 	 7.2 

( 
Notes: 

1. HHS .ltlmatsS mpreMnt AFDC aavhgs from .6m caseIoed dec:fino attrlbutad to wo/faro ",101m, 

2. 	OMB esllmate, topreMnt AFOC and food .tamplla'ltngs. 1131 estimalB neb
Iout adI»d food 

stamps end EITe O,JIiIb mpactt on WOf1( uptakct. 

',.' 

( 

OMB 1/25 
federal 

2.7 
1.2 

-3.9 
0.1 

.. 


OMB 1131 
federal 

2.8 
0.6 

-2.4 12 
0.9 
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN PLUS ONE OTHE!R INCOME EARNER IN NEW YORK, JULY 1993 

Oth.r Adult Tax Mother & Children Other Adult ComWned Reduction In CombIned ot_e.0•• bl. Ineome _...
In filIng FUlng IhtIda U", C&nf 8Hl. ~ a..hot In. e:....~ 2:$$ cu ..... ¢ItL 
unrttor: T_ T_ ..... + $,t,!2J+me+ of AOJ i-I Status AFOC+ "AGt+STC+ T__ 

In· Othern Food HousIng OIojlO$llble DlojlO$llble UITO • me DII1 Total hMm. lqtda-.... TqtdS_/alfts • 

Slam.. Earning. EJTO Income lnecm. - .T_ .T_ t;U"Povlhtllill.ld 1,u"PflIl'hIMtd• AFOC Kind Adult Mothe """"dy 
9,420 0 5,000 286 4,403 13,823 0 0 0 0 0 01 S dn'· · 
9,420 0 5,000 2,000 6,118 15,538 0 0 195 0 0 0a · HH dn'· 

3 J dnl 9,420 0 5,000 2,000 6,118 15,538 0 0 205 0 0 0· · • · x S dnf 9,180 0 5,000 288 4,403 13,533 0 0 0 0 0 0 
5 X HH dnf 9,180 0 s.oOO 2,000 6,118 15,298 0 0 155 0 0 0· 

-6-· --x ----J -----J -9,180 0-5,000-2.000-8,118-15,298 0---------0--145 0 0 o
r x x J J 7,608 0 5,000 _ 2,000 6.118 13,726 0 0 0 0 0 0 

• · · 
dn! 9,420 0 10.000 0 7,643 17.063 0 0 0 0 0 0• · · $ 

HH dn! 9.420 0 10.000 3.272 11,507 20,927 1,747 567 1,570 945 1,289 451 
10 J dnl 9,420 0 10,000 3,272 11,507 20,927 1,753 573 1,773 955 1,077 259· · 
11 x S dnl 7,980 0 10,000 0 7,643 15.823 0 0 0 0 0 0· 

X HH dnl 7.980 0 10,000 3,272 11,507 19,487 1.400 423 1,330 705 1,029 211· ,." x J J 7.980 0 10.000 3,272 11,507 19A87 1,994 357 1.413 595 717 0· 
14 X X J J 2.940 0 1",000 3,272 11.507 14.447 270 0 153 0 0 0 

I. S dnl 9,420 0 15,000 0 11,454 20,574 _ 0 0 0 0 0 0·· 
1. · · HH dn! 9,420 0 15,000 2,382 14,783 24,203 2,265 942 1,570 1.570 2,292 1.701 
17 · J dnl 9,420 0 15,000 2,362 15,156 24.578 2._ 1.323 2,355 2.205 2,100 1,509· 

x S dnl 6,924 0 Is.o00 0 11,454- 18,378 0 0 0 0 0 0· 
1." X HH dnf 6,924 0 15,000 2,362 14,783 21,707 1,665 692 1,154 1,154 1.876 1.285· 
20 x J 6,924 0 15,000 2,362 16,158 22,082 1,921 949 1,731 1.581 1,416 885· J 
21 x x J J 1,74Q 0 15,000 2,362 15,158 16.898 415 171 435 285 180 0 

NotlilS: 11 the other adult claims the chUdren for tax P\lJ'PO#••, the moth."a t.anbla Income Is ..t equal to 113 0.1 her b$n.tfl:il (wtuIn benem. art taxIId). How*wr. when tht othl"t adult don 
not claim them, all tax f.r.ted to ben,fits 1# wlthludd from the mothor'a b41i!')w.flb:. When the oth9r a:du11 fdu Jofntly wtI.h tho mother, hb:/her tax Ua.blIhy equals \h,lt oombkuld tax mlnu& 
the amount withheld from the mother', benefits-tholnortment In the other adult's tax na.bfJIty from tho ehlldrlim', ahanl of benefit. Is .ubtrocttd from the me. Whan the tax tlu ••• 
hold Is the basis of the b$nq,m cl.tw baok, the maximum bln,flt r.ducUon Is 25% of total btn.f1ts~ when 125% of thit poverty thrnhold It ua.ci. 100% of bonottts can be clawed back. 

http:t;U"Povlhtllill.ld
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN IN NEW YORK, JULY 1993 
I l ~ 

C u rrQlJtlJ!. a w Rodue-flon In Dlapoaal:!(o Inoom;, 

....ata s-fl1a 2ft. CbwBni: tH CkWIkrN: 2ft Qt.. bH us CtawIlHk 

T.,.-cI_ . T....s olAQ1+:E.fTC+ .. AOf+ olAG.I + E1'T¢ + of.4CU+ 

Mnual Food HOUJlng Olaposabta uno ~£lTOnct ~IEI_llta r.wo_l'Iloi T'*,*, ___ ~ 'fow8_flla. 

Eamtng. AFOe Subsidy Inoom. RIa<I~ RacIuc<NI ~ TulJ'.nI\Id ~ TuThrIllhM 1.u~ ,.u.,.rth,.r11d 

0 6,924 2,496 () 9,42() () 0 o. 0 a 0 

5,000 3,462 2,238 0 11,818 o o 50 o o o 
5,000 2,8114 2,504 0 11,506 o o o o o o 
5,000 3,124 2,436 0 11,678 o o .15 o o o 
s.oOO 3,360 2,3114 0 11,1142 o o 56 o C) o 
5,000 6,118 

10,000 3,462 1,248 0 16,217 1,180 3321,176 553 6n 59 
10,000 2,306 1,352 0 15,167 802 174 915 290 614 o 
10,000 1,154 1,668 0 14,327 499 48 705 60 404 o 
10,000 0 1,680 0 13,467 274 o 495 () 194 o 
10,000 11,507 

15,000 3,462 1,246 0 19,493 1,699 707 1,178 1,178 1,699 1,306 
15,000 2,306 932 0 17,923 1,132 471 795 765 1,$07 916 
15,000 1,154 416 0 16,353 568 236 393 393 1,114 524 
15,000 0 760 0 15,593 281 117 195 195 760 326 

18 12wJolmtts I 15,000 14,793 

17 •. 

... 
19 10 
20 12 

20,000 
20,000 
20,000 
20,000 

3,482 
2,308 
1,154 

o 

1,248 
932 
416 

I) 

o 
o 
o 
o 

22,306 
20,738 
19,168 
17,598 

1,699 
1,132 

568 
o 

707 
471 
236 

o 

1.178 
768 
393 
·0 

1,178 
785 
393 

C) 

2,866 
2,493 
t,57c) 

o 

2,559 
2,166 
1,570 

o 
21 1h,. bntt1! 20,000 17,598 

l Numbltr 
1 of 
n I Month' 
II Worked 

1 0 

2 • 
3 a 
4 .0 

6 12 _J-Imlta 

7. 

.•• 12 

11 12 .10 Imtt. 

12 •
•
.. 13 

.01. 
 12 

Nol .. ,: EITC tufty ImpttmentKI to tho 1996 Iflvtl:t. Work txpontO oquals 10% of O:atrIingI up to til OJP of$S8 P'f month. No ¢hlld ~ t)(pO"",'" IIWum*<f. Tht AFtIC boMflt .". 
...,unul, a $120 !Mom. dltttgAtd. WluIn no. hOUtlng .Ubsfd}tls avall4bl8. the food stamp benafii ~eula1fC:II"1 auumft. $l03..SO:.~ thtlte, cost d.du<::t1on. SO% ot 
ttlt maximum, Tho oou.mg.ubtldy ~rulflt caIou1atlon UlUm•• a 45th: p.roenttfa. FMR of $819 parmonth for Now York. Whfn th. 'to ttuuhofd II tnt ba$l:$ oftM b41nofit 
claw back. the mufmum btneflt rtductJon .qua.ll25" ot totaJ boMfltl: whtn 125% porcent of tho PQV1II1Y1hrfahold Ie: meet 1~ of btl'l8. can be ¢lAwtd baCk• 

. :NY;.CLWBK 19-Jan·94 . 
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN PLUS ONE OTHER INCOME EARNER IN NEW YORK, JULY 1993, 

Oth.,Adu!1 Tax Mother & Children Othe:r Adult CombIned ._..L i In filing FiJJng at.-lIbI tnia..,e.clr; u" ct..1aelC. ;U" Claw e~ :us CUi.IIIK~ 
unl1 for. AFDO + T"'" T_ ot 1.(lI" eTC: .. a' .A4l + ofAW+£ltC+ " .... 


n I In- Ott'llir 

Statu. 

Food Houalng Disposable Dbposabfe UITO • mc Mt ToW "<1111,"* TatalhMftb TolilllkMllbl. TIII1I18.fI.lI~ • 

8 AFOC Kind Adult MOth~1 Stamps Suo.Jdy earnings em:: Income Income ....... • T ••'ThtclIl4 ·T_ 1..1S"PftllIt1ohll 1.u·Povlllttl'l14"",," 

S 9.048 7.994 5,000 286 4.403 21.345 - 666 1,111 1.111 617 617 
dn'l 


2 HH dnf 9.048 7.894 5.000 2t OOO 6.118 23.060 569 

3 J 
4 X S 

5 X HH


• X J ~ I 8.808 61394 s.oOO 2,000 6.118 21,320 690 690 

7 X X J 7,236 7.oaa s.oOO 2,000 6,118 20,422 556 556 


• 9,048 7.894 10,000 0 7,643 24,565 668 666 1,111 1,111 617 617S dn' 

9 HH dol 9,048 7.894 10,000 3,272 11,507 28,449 3,555 1,319 2,824 2,199 2,523 1.705 
9,048 7.994 10.000 3.272 11.507 28,449 3,937 1,701 3,653 2,636 2,958 2,14010 J "'If 

11 X $ do. 7.608 4,894 10,000 a 7,843 20,145 a 0 1 1 0 0 
12 X HH dol 7,608 4,894 10,000 3,272 11,507 24,009 2,488 875 2,084 1,459 1,793 985 
13 X J J 7,608 4,894 10,000 3,272 11,507 24,009 2,648 1,035 2,543 1,726 1,648 1,030 
14 X X J J 2,568 6,972 10,000 3,272 11.507 21,047 1,787 991 1,803 985 1,107 299 

1S s dnf 9,048 7,894 15,000 0 11,454 28,396 666 1,111 1,111 617 817 
's . HH dnl 9.048 7._ 15,000 21362 14,783 31,725 4,056 1,694- 2,824 2.824 3,_ 2,955 
17 J dol 9.048 7,894 15,000 2,382 15,158 32,100 41813 2,451 4,236 4.086 3,960 3,390 
IS X S dn! 6.924 3,394 15,000 0 11,454 21.772 0 0 0 0 0 0 
19 X HH dn! 6.824 3,394 15,000 2,362 14,783 25,101 2,481 1,032 1.720 1.720 2A41 1,851
2. x J J 6.924 3,394 15,000 2.362 15.158 25.476 2,907 1,458 2,580 2,430 2,324 1,73'., x X J J 1,368 5,472 15,000 2.362 15,158 21.998 1,896 936 1,710 1.560 1,455 864 

Notas~ If the other l'1dolt ~1.lml; the ehlldrun fOl" tax pUrpostol. th~ mothot'. w.xablo Incom. Is aet equal to 1/3 of her bon,tltt (whOM btnotibl are taxed), Howev.r. when tho othtr .dull <109$ 
not claim thom, all !.I'lli: (",Iatod to benefits Is withheld from 1ht moth,"'a benetlts. When the othor adult filea Jotntly with th.. mother, hl:s;/M-r tax liability equalt thtlr combined tax mln\l:ll 
the amount wtthheld from tho mother's bene1tta-tholnottment In the othor ad1.lIl', tax Dabllltyfrom the ¢h.IId"n', ,hare of ~n.flts Is aubtraettd from the EITC. Whon the tax thru. 
hold 1$ the bas!. 01 the beMofit claw back, the ma.xlm.um btfttjlnt ,..duotlon I. 25% of tolaI benefits; When 125% of tho povtrty thro.!'!oId es wed, 100% of ben_fill can bq clawlKl back, 

"V 'd_" 

http:ma.xlm.um
http:TIII1I18.fI.lI
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DISPOSABLE INCOME, A MOTHER WITH TWO CHILDREN IN NEW YORK, JULY 1993 
.... .... - - - --------- - - -

CUrrent Law Roduetlon In DI8QoaablG Jncomo 
,.', 

NumberL O_t1** ....... 25S a..wS*" ::tJI1"a..wa.u 25,. ca.. a_ck 2511.C>a....." 
.,- , Tuod T.... of AQl' ... me + of AW ... orAQI +ElTC + of ACIt .. 

n Month:. Annual Food Dlspoaabfo u"." a mono. Tot.! hMfibl ToWhJ'l.l'Itf TIIWII ,,-Ut.. ToW~lfbi.Ho.""" 
Wotkqd Eam[ngs AFOe Sublldy Income ........ ....- • Tn"'M!nhld - • T.:dt\rtl'lld 1.25"P0YThnhId US·PovThtWifd
• 

1 0 0 6,924 2,124 7,894 16,942 666 666 1,111 1,111 617 617 

2 5,000 3,462 1,866 7,433 18,879 1,009 789 1,815 1,315 1,322 822• 
5,000 2,884 2,132 7,606 18,740 959 768 1,781 1,281 1,287 7873 • 

• 
4 10 5,000 3,124 2,084 7.534 18,840 995 753 1,_ 1.306 1.312 812 

12 5,000 3,360 1,992 7._ 18,934 1,029 797 1,829 1,329 1.335 835 

e: 12 w~ btllI. 5,000 - - - 6,118 - - - - - 

• 10,000 3,452 I,O§!!__5,933_21,964_ 3,253_1,194__2,614_____1,989 2,313-------1;496-
10,000 2,308 880 6.278 21,074 2,932 1,060 2,392 1,767 2,091 1,273•• 

7 

10 10.000 1.164 1.294 6.829 20.581 2,154 986 2,268 1,643 1,968 1,150• 
a 

10 	 12 10,000 0 1,608 6,972 20,087 2,576 912 2,145 1,520 1,844 1,026 

10,000 - - - 11,507 .. - - - .. 11 uW/OtItIltt 

12 15,000 3,462 1,062 4.433 23,740 3,230 1,344 2,239 2,239 2,961 2,371• 
13 15,QOO 2,308 708 4,779 22,579 2,811 1,169 1,949 1,949 2,671 2,080• 
" 10 15,000 1,154 354 5,126 21,417 2,392 995 1,658 1,658 2,380 , 1,790 
15 15.000 0 408 5,412 20,663 2,120 882 1,470 1.470 2,192 1,601 

-" 
1$ U W/I> eft. Is.o00 - - - .14,753 - - - - - 
17 20,000 3,462 1.092 3,947 26,069 2 j 579 1,271 2,118 2,118 3,826 3,499• 
1. 	 a 20,000 2.308 70S 3.279 23,893 2,253 944 1,574 1.674 3.282. 2,955 
1. 	 '0 20,000 1,154 354 3.828 22.731 1,851 770 '1.263 1,283 2,992 2,665 
20 	 12 20.000 0 0 3,972 21.570 1,432 596 993 993 2,701 2,374 

21 11 wfobnl'tll 20,000 - - - 17,596 - - - - - 
Notes: 	ErTC tUlly lmplomontad to tho 1996 levllla. Work exptn...qua.!a 10"- of eamlngs up to a cap of $86 po' menth. No child care oxponsoln 4hum.d. TM AFOC bol'l.rit 

auumu eo $120 Inoom. disrGgard, Whon no housing IUb$!dy It avaHablG, tn. food stamp boMfit calcula.trcan lUaumu a $103.50 nr:es. Ihott., CO$~ doduetiot!. 50% of 
tho maximum. Tho housIng subsidy benefit ealcWatfon anumu • 45th poreentllG FMR 01 $819 pot mootn for New York.- Whon tho Ub:. thrNhdd Is!ho bu!s oflM ~nafrt 
claw baek, tho maximum benofit roductlon equais 2S"- of total bl-ooll!t: when 125% porow of tM poV*1t)' thruhold Is used. 100')(, of ben.flta can bo dlwod bade. 

http:tJI1"a..wa


TABLE 1 

USAGE OF THE EITe. 198~ THROUGH 1991 


ACTUAL DATA VS. TRIM2 SIMULATED DATA 


Number of units taking the EITe To1al Amount o' the EtTe' 
(in thousands) ~!r:"!!!.tt!!Qn§'J~ILC:l.irrent doUarsl__ 

Actual 161M2 TRIM2/Aci. Actual TRIM2 TRIM2!Ac!. 

1986 7,156 4.928 -31,1% 19as $2.Q09 $1A12 ~29.r'J.. 
1987 8,738 6,$41 -20.6% 1987 M.931 $2.818 -2B.3% 
1988 11.148 8.979 -19.5% 1988 $5.800 $4.409 -25.2% 
1989 11.696 8.971 -23.3% 1989 $6.595 $4,655 -29.4"/0 
1990 12.612 9.508 -24.6% 1990 $6.928 $5,061 -26.9"/0 
1991 13,665 10.280 -24.B4k 1991 $11,105 $7,940 -28.5% 

Average amount of the EITe 
. current doll r 

Actual TRIM2 TRIM2!Ac!. 

1986 
1987 

$281 
$450 

$287 
$406 

2,1% 
-9.8'%, " 

1988 $529 $491 ~72°J{), 

1989 $564 $619 -8.0"'/0 
1990 $549 $532 w3.1% 
1991 $813 $772 -5.0% 

Actual Data: 
Actual data lOt 198&-1990 are from the 1993 Green BOOk, page 1058, a table prepared 
by the Joint Commirtea on Taxation. Data for 1991 are fro'm unpublished lAS tabulations, which 
gave hlgher figures for 1991 usage of the E1TC than the prellmlnary 1991 numbers in the 
Green Book. We need to confirm tnat the 1986-90 VS. 1991 figures are consistent. 

I 

TRIM2 Oal': ! . 
Over the period from 1986, varluos improvements were made 10 the simulation oj the EITe. The 
improvements haw:! aU been In the direction of increasng the num!)e( 01 uMs conside(ed' by the 
madelia be eligible for the EITe. Overall, we think the current methodology counts about 5 
percent mora tax units eligible for the EITe than the 1986 ma1hOdology. In a lun~scale analysis, 
we would rerun 1986·1990 simulalions using leday'S E1TC methodology. 
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Sabelltaus (1/28194) 

Preliminary Findings on Complex Households 


I. 

2. 

3. 

4. 

A {;omplex household is one in which (a) there are one or more people recelvmg 
AFDC/SSI in the baseline. and (b) there is at least one person not receiving AFDC/SSI, 
but receiving some other type of income. Overall we estimate there arc about 3.5 million 
complex houseboJds. 

The three subsets of complex are (a 0 nrelated person of opposite sex plus or minus 
ten years of age living with APDC/~~Pie~ts, (b) one or two grandparents living with 
AFDe/S81 unit, where both child and grandchild(ren) are present and (e) all other. We 
estimate that about II % of complex Itousehol~s (235 thousand) are type (a), about 16% 
(338 thousand) are type (b), and the large majority (73%, 2.6 million) are type (c). 

I ------ 
The fIrst panel in the table shows the distribution of complex househofds :'y income 
received in nonwtransfer unit. This gives ~n indication of how many non-transfer 
receiving people in complex households migtit be gaming taxes. 

The next two panels show our estimates of tJe maximum number of households where 
gaming might be occurring, and the possible IdoUar value, We pseudO'-simuJated using 
the following rules: all non-transfer unit membbrs jointly med a head of household return. 
claiming all household members as exernptiot.s. The EITC is computed using the non~ 
transfer unit earned income, with 19% rules ~ef1ated to 1991 dollars. CWe messed up! 
Not having the number of kids on our extrAct meant we had to assume all complex. 
households could take the EiTC -- we needi a new extract with presence of children 
indicated so we can screen some more people out) If the new computed tax was actuaUy, 
higher than the TRIM2 baseline, we assumed ,no gaming «- something was going on that 
cau.'\ed taxes to be lower than what the pseud~~simuladon could measure. 

The middle section shows the fraction of c9mptex households who may be gaming. 
Overall. 14% of the complex could achteve lower than baseline taxes if they took aU, 
housenold members as exemptions and used the EITe. This is concentrated in the lower 
income groups because of the EITe. 

The final panel shows the possible gaming amounts for households. The possible EITC 
gaming dominates the personal exemption effect. Note the distribution and the average 
of the total and EITe piece. 

-
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Complex Houshokts': Peroonl OisttibutIoo By Non·Ttansler Uni? AGI <=> , 
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-l24999! 29.999 3'.999 39,999' 44999 49999 $50,000 AlL I CThousand 
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Bill: 

Here is the revised table; Idan', have lime 10 writ. a thOioUgh memo before 2;00. 

I 
The number of possible gaming househQlds is now aboul 833 Ihousand. The new esumated possible 
gaming amount is aboul $1.2 billion; aboul 63% is due to the lEITe, Ihe rest is due to personal 
exemptions arnllor the head of household filing slatus changing the standard deduction. . 

As before, we heve split households into transfer and non.trJsfer units. lithe kansfer unil does nollile 
a lax relurn, !he non-llansfor unil is then allowed 10 (t) file a ilead of househO:d ($5,000 standard 
deduction) return, (2) wtih all household members as exemptibns, and (3) takes the EITC if eligilJJe. All 
kids in the.household are used fOl the EfTC calculation. I 
Tho coding errOl is [IXed; this shows up in the bottom income groups (sorry about thaI). 

But at least one caveat Slill exists. We may not be getting Jmaximum gaming. because lhe non
transfer unit has been aggregated. My example 10 you was tHree sislers; one on AFDC wilh her kids, the 
other two single and earning $15.000 a year. Iam combiningithe two worl<ing sislers (they are the "non
rransfer unitj and fifing a tax return for them; for ElTC purposes, fhe two sisters are beller off filing 
separately. 

My noxt step is 10 have the programmers puR another extract Wilere !he non-transter unil is kepi 
disaggregated if !hey fife seperale tax returns in the baseline. il doubt that will raise the potential gaming 
estimate much. I 
Finally, I want to reinforce thai this $1.1 billion possible gaming number comes from using 1996 EITe 
rules; we can't think of the 833 thousand households as being 20% of the missing 3 minion'EITe filers, or 
the 63% of $1.1 bUlion ($700 mUlien) as being 20% 01 the over\Claimed EITC amount. • 

Please call (after the meeting?) and we'lI talk about formaliZingltl1is approach and getting some more 
results and details over to you. 



Table I.-Census and IRS Preliminary Data for Head of Household Returns 
I . 

(Numbers In thousands) 

Head 01 Household Returns 

Adjusted Gross Income 

$1 to $4,999 
$5,000 to 9,999 
$10,000 to $14,999 
$15,000 to 19,999 
$20,000 to $24,999 
$25,000 to 29,999 
$30,000 to 39,999 
$40,000 to $49,999 
$50,000 to $74,999 
$75,000 to $99,999 
$100,000 to $199,999 
$200,000 and over 

Total 

Summary: 

$1 to $4,999 
$5,000 to $24,999 
$1 to $25,000 
$25,000 and over 

Total 

Census 

1,363 
1,555 
1,643 
1,320 
1,007 

639 
867 
480 
283 
74 
43 
9 

9,282 

1,363 
5,525 
6,888 
2,395 

9,282 

I IRS IRS/Census 

1,490 1.09 
2,749 1.77 
2,642 1.61 
2,077 1.57 
1,698 1.69 

967 1.51 
1,092 1.26 

529 1.10 
352 1.24 

72 0.97 
73 1.70 

5 0.56 

13,793 1.49 

1,490 1.09 
9,t66 1.66 

10,656 1.55 
3,090 1.29 

13,793 1.49 

Source: Census figures are estimates from Census simulation model using CPS data. 
IRS data are Irom the Statistics of Income (SOl). 



Table 2.-Cen$u$ and IRS Preliminary Data on H~.d of Household Returns 
Claiming Earned Incom .. Tax Credit, 1992 

(Numbers In thousands) 
,, 

Returnl Claimin\! EITC 

Adjusted Gross Income Census I IRS IRS/Census 

$110 $4,839 
$5,000 to 59,839 
$10,000 to $14,839 
$15,000 to $19,839 
$20,000 to $24,839 
$25,000 and over 

1,455 
2,084 
2,843 
2,839 
1,282 

NA 

1,899 
3,399 
3,590 
3,172 
1,338 

NA 

1.31 
1.63 
1.26 
1.12 
1.04 

NA 

Total 10,504 13,433 1.28 

Summary: 

$1 to $4,999 1,455 1,839 1.31 
$5,000 to $24,999 9,048 11,499 1.27 
$1 to $25,000 10,503 13,338 1.28 

Total 10,504 13,433 1.28 

Source: Census figures are estimates from Census simulation model using CPS dala. 
IRS dala are from the Statistics of Income (SOl). 



Table 3.-Census Head of Household Returns Claiming EITC by Family Type, 1992 
1

(Numbers In thousands) 

Family Type 

Single-Parent Single·Parent 
Adjusted Gross Income Total Married Couples Males Females 

$1 to $4,999 1,455 371 86 997 
$5,000 to $9,999 2,084 783 173 1,128 
$10.000 to $14,999 2,843 1,398 174 1,271 
$15,000 to $19,999 2,839 1,653 201 985 
$20,000 to $24,999 1,282 812 110 360 
$25,000 and over 0 0 0 0 

Total 10,504 5,018 744 4,742 

Source: Bureau of the Census. 



MEMORANDUM 

Oate: February 2, 1994 

From! John Karl Scholz 

To: Wendell Primus 

Subject: Reducing the Amount of E1TC Benefits 
employment Income 

on Self

BackgrounQi 

o By 1996 a worker with two qualifying children and $8,425 in 
self-employment income will be entitXed to receive a $3,370 EITe. 
Filing a return and claiming the credit would obligate the 
taxpayer to pay $1.289 (.153*$8.425) lin Social Security payroll 
tax, but the taxpayer would receive a Social Security retirement 
credit and a cash benefit of $2.081.1 

o This situation provides an incentive for individuals with 
earned income less than the amount needed to claim the maximum 
EITe to report fictitious amounts of learnings. The problem is 
particularly acute for taxpayers who report self-employment 
earnings because the amount of such income cannot easily be 
verified by the IRS. 1 

- Most wAge and salary income i~ reported on W-2 i s, which 
employers provide their employees and the IRS. Social Seourity 
records could also possibly be used to verify reported wage and 
salary income. There are no such cross-checks for self
-employment income. : 

- It is a concern that a couple iwell-PUbliCized cases where 
taxpayers either make up fictitious self-employment income to 
receive the RITe, or adopt "legal~ arrangements where neighbors 
pay each other to watch flower beds will undermine pUblic and 
Congressional support for the expanded BITe. 

o A possible solution is to limit!the BITe benefit to no more 
than 15.3 percent of .any self-employment income (or any income 
not reported on W-2's) reported by taxpayers in the phase-in 
range of the credit. I 

- A taxpayer with wage income o~ wage and self-employment 
income would not suffer any deerease!in the portion of his or her 
EITC benefit calculated as a percentage of wage income. 

o The proposal will not generate a large amount of revenue. 
estimate that 6.4% of the 1990 EITC income base came from 
se~f-employment income. If the EITCltax expenditure in 1996 is 
$24.5 billion (an early JeT estimate). eliminating self-
employment income from the EITC income base might yield roughly 

I 



·.. ' 

$1.57 billion. Since the proposal reduces the EITC on self-
employment I. ./
income by roughly 50%. a rough calculation suggests this proposal 
would yield in approximately $.8 bil~ion annually. 

- I suspect it would save consiherably more in the future by 
eliminating an important avenue for noncompliance, though such 
savings will not appear in official scoring of the proposal. 

I o Adopting the proposal would lea~ to inequitable treatment of 
honest taxpayers with self-employment relative to wage earners. 

- Inequitable treatment of wage! and self-employment income 
could be addressed through benefits being granted to entrepre
neurs and small business by the heal'th insurance proposal. 



February 2, 1994 
Eric Toder 

Note to: Alicia Munnell 

From: Wendell Primus 

ret IRS data to Census 

BackstrQund: 

As you knOW. we are tryinq to ascertain data that will give us a 
better understandinq of who files Head of Household (8B) returns 
and claims the EITC. All modelers' (Karl Scholz, Urban 
Institute, and Census) under-estimate the number of HH returns 
and the number of EITe claimers. I i 

IRS provided 1990 Individual Master File (IMP) data to Census to 
match with CPS (1990 income year) sol that they would have a 
matched data set with IRS IMP income data, Census household and 
family demographic data, and Social ~ecurity Administration data. 
The IMF data set provided to Census did not contain a data field 
on whether the return claimed EITe or the amount claimed. 

In order to get get significantly belter information on the EITC 
and HH puzzle, Census needs to have IMF data on EITe to add to 
their Qousehold matched data-set. 

Requesti 

I would greatly appreoiate anything you could do to facilitate 
having IRS provide the following dat~ to Census so that they can 
analyze the matched data to provide us with a better understand
ing of who claims the EITC and whether they appear to be a 
legitimate claimant based on the tax~filer's household composi
tion and reported income. I underst~nd there may be two 
problems: the regulations that list the data which the IRS will 
provide Census and technical problems associated with IRS 
computer workload and whether they still have the 1990 IMP file. 
We have looked at the regulations and believe that you can make a 
plausible case for providing these data to Census, but may not be 
sufficiently sensitive to this policy issue. Obviously, you are 
a better judge of whether the technical problems can be over come'· 
and how long it might take. . 

The data fields listed below can beieither for the entire 1990 
IMF data or just the sub-set of IMF filers that claimed the BITe. 
Census has given me two lists of fields that would provide them 
with the necessary information--one assures better matches and 
the other provides the minimum necessary data set: 

I 
(1) A more extensive file that conta~ns the following data 
fields: Filers" SSN t type of return,iAG!, wages, amount of EITC 
claimed, number of EITC children, child-at-home exemptions, and 
child-away exemptions. ' 



(2) A limited data set of: Filers' SSN, amount of EITe claimed or 
whether EITC was claimed. I 

Bill Prosser (202 690-68005) on my staff and Chuc~ Nelson at 
Census (301 763-8029) are the best contacts for technical issues 
related to this request. 

Thank you for your assistance on this matter. 



AGENDA 
WELFARE REFOll\.! FINANC[:-IG MEETING 
FeblUary [, [994 

GOALS: 
1. Agree on Our numbers (HC) 
2. Develop a range of options on costs of program and offsets to pay for it. (We don't 

have to reach consensus, but we need to come up with a tist of options.) 

Working Group and HHS have made greal progress in developing a plan, Bul much 
of our discussions have taken place without full airing of the budgetary tradeoffs. 

As we prepare to take these questions to the President, we need to be aware of all 
those tradeoffs. on both the cost and offset sides of the equation. 

I would propose that we pick up this discussion where we left off in the Roosevelt 
Room, with DavidIMJB/WcndcU summarizing the amount of $ and political viability of 
options they presented last week, as weH as any other ideas they mighr like to put on the 
table, OMB bas some ideas, and so may others, 

But before we leave this afternoon, we should also at least touch on the costs of 
various policy options we're considering. because if we can't find offsets, we're going to have 
to find ways to keep from spending the money in the first place, 
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j REVENUE ESTIMATES TO INCLUOE CASH AND NEAR-<:ASH BENEFITS IN AGlll 
IFY; $ In billion.; ..ffectivlt 111195) 

PREUMINARY 

. ! 

Ba". Pro_I: Tax SSI, AFDC, _ 

1995. 

StllmpiS. GA, end Section 8 R_IAa/.ttII"". 
1996 1997 1999 199911995-1999 I 

With EITe Interaction 0.7 3.7 3.6 3.9 4.0 16.1 

Wdh no E'TC Interaction 0.5 2.4 2.5 2.6 2.7 10,] 

Exclude Section B Rental AtuJ/mnce 

wah EITC lnleraction 0.5 2.3 2.4 2.5 2.6 10,3 

With no Eire Interaction 

Depar1me-nt of theTrea-su,y--' 
Office of T8J( Analysis 

-..~- ---- 
0.3 

--..-------. 
1,6 1.6 1,7 

.. '--'---------
1.7 6.9 

, 

'" 
• 
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I... 
I,imil the Gr. inAmeriWlCY AWs!an1\; 

The little known AFDCfEmorgency Assistan<e program has b.... largely invisible until 
the past roupl. of years F"'l'endirures had been constant a\ • relalively modest at roughly 
SIOO million for many years. Yet recently States have discovered that the program can b. 
u..,d to fund a wid. range of activities formerly funded almost entirely out of state funds, 
especiaJly thild welfare services and some hotne1~~ !!ita vices, that roay n.ot be consistent with 
the origma! intent of EA, but which are legal under the ""tremoly vague wording of current 
law. As. result the proeram i. proiected to grow from S200 in FYl992 to n.o billion in 
FYI999. Especially with the passage of Family Support and Preservalion last year, this 
entitlement growth and coS! shifting ought to be cbecked, The proposal would cap each 
Slate's EA expendirures at 3% uf AFDC beom.., The rew mIG. ouch .. Now l.roey ond 
New York which already exceed this level would be grandfathered at their current 
""l>enditure leveL 

Savings in 1999: SO" billion 

Fiye year savings: $2,1 billion 


Deem Sponsor's Income Until Citizenship for New ImmigrMts 
Ther. are several prop"".ls to restrict eligibility of non-citizens for AFDe, food 

stamps, and SSI, Since illegal immigrants are not eligible for sucb benefit' under current law. 
the plans almost oxc1usivcly affect _ immigrants who ara not citi:ten' ....persons tec-hnieaJly 
described as "permanent legal aliens". Permanent legal aliens are a rather diverse group, 
Many come in as "regular immigrants" and ree.ive a green card.' To be granted regular 
immigrant statuS. a relative who is a U.S. citizen or a U.S. employer must petition the INS on 
behalf of the immigrant If. relative submits the petition, hefsh. usually must agree to 
beeom. that immigrant'w sponsor for purposes of AFDC l\ftd SRI eHgihtHty (i.e. agrees to have 
hislhe, ineome and resources deemed as available to the immigrant for purpose. of 
determining eligibility and benefits). In addition to regular immigrants, there are a variety of 
other immigration statuses meluding refugees. asylees. parolees, conditional entrants, etc. 

Under current law virtually all legal immigrants are eligible for public aid programs. 
Those with spon~TfI: h.we the sponsnr'$ income deemed for 3 years, The Ref)ublit:lUls propose 
to exclude aU non-citizens from public aid program,. By 1998 such a proposal would save 
56.8 billion per year. Serious equity problems arise in such a plan. Legal immigrants mostly 
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. It is hard to justifY asking working non-citizens to contribute to government 
without being protected by it 

Y<It there ate a significant number of immigrants who apparently do not come 10 work. 
0"'t:1 20"}1) ur YCI':''Ous 011 111'0 SSI-Aged program ore now non~citizcn,. Most appear 10 be 
persons who were sponsored by their adult children. Many start on ISSl in the fourth yoar 
they are in the U.S: ....the year deeming ends. There seentS a far stronger ease for excluding 
such persons from public aid. Indeed to fmance a portion of the 1J1 extension last fall, the 
Congre.s extended deeming to S years fur SS! through 1996, when current 3 year deeming 
rulOG TOtlUmt'J. 
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This proposal Y<"Ould stop well mon of the 'Republican prop06al aad would wte&d 
require that for public aid progruns, Gponsor's incom~ and rQOuteu would b" ~ unttl 
tl!l'! reu(')n beoomes 0. citizen. (Citizenship genO'tally can k obtained S yean after tintty) 
Sueh a policy gtV9S the administration a deftnsible pofition on unmier:mt ltiri, without 
exetudins a hus.r dau of ~n; whl) often pay tax:ts and waTle. 

Savings in 1999: $1 K hillian 
Fiw year sa\llnr~t· $4 7 billion 

Ermin. the Late Baby Bonus for SoQaJ S,c,e:,witv &til$ 
l\",lif~\T.) Jc,eivinA. S~ial ~ty rct.:c1vc .. SO% hlpCi' S~ol SOCw1ty bonolit whon 

they live at horne with their 1,)WlI child under J&. Sin« thiJ tcq\llm that tho bcndiciuy 
parent a child ariel ~,< OJ!,< of 47 (44 if they ta" early ",tirement), tlti. poliey olmos< 
c,.",lusiveiy benefits male retirees who have ehlldror:! lete in lifo. In sueh easws. a younger 
(vndvr 62) non-working mother of the child wso qualifies for a siaabl. Social S8C'urlty 
bt;ne£i.t if !lbc Ii\-,,,,;, with tho fo.mily and jf th. c:hild l.: undor 16 {not It u fot th. flOttunJ (If 
such mothet$ wotk, they face the Sociai Security eamingt test) Moreover, smce the benefit 
IS avaihlbJ, only until the child reach" IS, thi, al'-O provides. powerthllneenttn tor tho~e 
with late babief to retire early to r.oll&el th~ hlther benefit lanser. 

Virtuuly no OM kn~ ttus be:nefit (u1"tenrly exi~ Tt ~ml: extremely hard to justifY 
M Aquity nt :my other grounds:. U tew.udc people for havina dtildren later in life than do the 
overwheling majority of Americans. This proposal caUs for eliminanna the late baby bonus 
pm'l'.c~vely. Curren! retirees receiving the late baby bOnus will no' be a:fti>cted. Roti""", 
witb disabled or adopted children would not be affected. Nor wuwd disabJw pe!wn~. 

Savings in 1999: $1.2 billiun 
Five y~at ,aving:s; $3.7 billion 

~ntigAt9 1px and TllIll;;fer SVst91M 
Thero is virtually no coordination bttw1,jon the CUrI811t tax. and transfer 5)'$tetn$.-

Ther. ue si&rtificant differ.nc:o" In the treatmcnt of dependent! and others under the ta.~ and 
transfer .cystemiJ opening the po$$ibiHty of gaming the system. It is -currently legal for R 

mother lIlId children to receive Al'DC and food mmp bene!ils whll•• man hVIng WIth he, 
clAims the children fnr I'llrpnm nf enllecnng me RITe. (The Wonnng <trQUP met ruch a 
fAmily in nne of if>I fOCUlI group.lll Tn additinn. OUt m $Y~ i!> ba.lted on annual income. 
while the mean~·lffied transfen;; are ha.'ied on mnnthly income. fn a modest number of cases. 
persons with very hiah income pan of tlte year. "'llect Al'DC or food Stamps during another 
part If such persons received unemployment insurance. the t1 would be 1:I'eated as taxable 
iUI:UlUi!i &l U vuniull u[ iL wuullJ VI:; t!V.t:U Ui1J,;L. BUl UII:::tc i~ iiO dth:mp4 W H.~\:avtUJe Ult:UUlY 

lesltlu puyllle'nts in auy torm, ev<:J.) If pcople have very high annual iOQ.'lmes:. 
Closet coordina.tion of lax and trAr'l!fet s)'stem" wol,1Jd a.IIQw both more. IIpptopri.te. 

rules regarding: the BITe ArId moasuM to tf!\Q\.tC8 fraud in that program. Ono \;ould determine 
,hat children had to b. " ....d tit ...... for the AFDe progr... and EITe, fot ""ample. And 
it W(Jwd :t1low It p6liey wh.,.by 0. portion of trnns:f.r boen.£its w¢uld. b. ·',.eb.im/ild" in C:9U;
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where annual income was \oVeil above poverty. One pn1i~y would be to ind1.lde tran!lfol'G in 
taxable income, treating it the same as UI or earnings. This would ensure that families with a 
given income (say $20,000) would pay the same taxes regardless of whether the money was 
all nom earning.. pl<flly earnings and partly VI, or panIy AfOC and toDd stamps and panty 
earnings< (Currently the latter group pays less) Alternatively one could have a separate form 
to reclaim a ""rcentage of Iran.fera above 1IIe tax threshold< Either pnli.y ,""uld eft••lively 
require 1II,t people above the tax thr..hold (110-125% of poverty) to return a portion ofth. 
"exoess booefits" above the tax threshold< Because'taxe. on earnings are collected as thoush 
persons earned that mnount all year Ions. and b~ttwre of the high EITe. very few families 
would actually owe additional money and rather get a smaller refund at the end of the year< 

Savings from EITC coordination and fraud reduction in 1999: still being estimated 
Five year savings: still being estimated 

Savings from reclaiming a portion of ex«s. transfers in 1999: $2.0 - 4<0 billion depending o. 
policy 

rive year saving.: SIO-IS billion depending on policy 
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WELFARE 1'0 womc II 


ISSUE - ROW TO RBDUCI! ltELFARE DEPgZ.- ',CY/ CREATE A REVE,;U;:; N1lUTAAL 
lIECIIAlIIISli TO FINANCE A JOB El"?OR'l RE;:UCl!: THg BUVGET DEFICIT, 

. S:rUIlILATE PRIVATE INVllS:rl-iE1i'l! UDY..' t GOOD 011 Z"'O lr1S1<RS AN:; OFF 

pumS! 

Initiate a national 'demonstrat' n of a fully pe:r;formance basad 
welfare to work program for 500,000: sopla annually for five years .. 
Federally funded under the Family Support A<:t (FSA) but state 
implemented, private sector run ~el ara to work companies would be 
encouraged to invest in mountinq'pr rams which only if successful 
~ould~be paid. This proposed demon tration is based upon P~erica 
Works' successful nina year experi ce i~ two states. Review cf 
America Works' experience ar~d othe:c:' rog=ams focusing on jobs first 
as 'a " welfare strategy sugqest· a: 'ajor role for this type of 
approach. The key elements are ~. ' 

-For five years place appro 'imately 10% of the welfare 
population into jobs each year. ' 

.Save 61.5 hillion dollars -d ring the five years in cost 
savings" half of which can be u'sw to reduce the deficit and the 
ot~er half can be reinvested int~,a' increasing fund for welfare to 
'Work. 

-Stimulate private capital i :estment into welf~=e to work 
pr~9rams .. 

'For the first time in 'we~ are to work programs direct 
9'overnment to pay only for aucq~l:f~ ul' welfare reduction, not fer 
programs regardless of their imp~c • 

B1<CItGROUliD 

1. The Aid to Families With' ependent Children Pro9ram was 
established in the 1940's to help; ,idows and their children. It 
has grown into a massive entitl~m~ t program. 

2;.. There are over five mil ion families on AFDC &nd t.he 
welfare rolls are growing- Ti:1e Qsta: havs reac:r:.ed 150 Billion 

adollars Of those on welfare, ,'60% stay for more than five yes.rs. 
Researchers say there is 4': t nd toward. longer term and 
intergenerational dependency_ 

; 
." 

2"d LE: 60 175.- sa ,!""3,,J____ 
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3 _ Since the 1950' 8 there h ,0 been a number Qf programs 
targeted at reducing dependency. In 1989 "ongre'. passed FSA. The 
30a5 piece of this legislation dirae s the states to design welfare 
to work strategies. 

: 4" Simply sta.ted tnere has been a debate in the fiald 
between those who believe in jobs v.a sus those who bel,ieve that the 
route out of dependency is through e ucation. The regulations for 
FSA' h~avily emphasized literacy a~d education as the route out of 
welfare dependency. 

. 5. The general consensus i •. th t the emploYF~nt and training 
systems have not been effective. Ma y welfara recipients have been 
through a number of training progra. of busir.ass schools yet have 
failed to find e:nployment. They hay paid for process not outco:r,e. 

. . 6. Since the FSA implementat" n States have not drawn dcwn 
all of the funds the federa.l gover. ent made Available. This is 
because the local municipalities c n not get its law makers to 
allocate additional revenue to t. welfare budgets which are 
escalating. Thus the funds are·th re for dependency but not to 
seek a way off .. 

1. Recent research evidenc indicates that despit.e FSA 
regulations ~ a jobs fir$t app'ro h, not education, is more 
eff,eetivE! in reducing the welfare..' 011e" (Sse the Rockerfeller 
Foundation studies, Riverside Cali~ rnia's outcomes, MORe research 
and the experience of America Works ) 

8. Job placement efforts tai ~ting private sector jobs can 
have the additional benefit of a~t nq as an economic develo?~ent 
to61~ According to a recent Ernst a d Young study conducted on the 
welfare recipients placed by A.1ter ca Works businesses averac;ed 
$2,448 savin9$ per worker. 

RECOHHENDArIONS  .. ' 

The creation of a. two billion dollar per year demonstre.tion 
for five years payin9 $4,000 each lacement.. The place:::r.ei1.t fee 
would only be paid after a person. ad been workin9 90 day~. The 
project would place 500,000 geoP" a year. A 60% projected 
retention rata would yield: 

500,000 welfare recipients X,G retention = 300,000 X $15,000 
(the average cost to keep a family f three on welfare) X 3 years 
(the average length of tim,. the fam' y would have stayed on welfar.. 
without the proqram) X S years (the length of the demonstration) = 
67 .. 5 billion dollars in coat eavi (;$ for the five yee.rs of t.he 
prOgram.. Some of the funds can come from the unexpended FSA 
obligation thereby reducing t,he .need for new funds. The 
demonstration will have the follow' 9 elements: , . 

-For each welfare recipient,pl 9~d into a job a calculation of 

£"d 



. . '-, 

a coat savings to the taxpayer wil 
individu:al remains off welfare a 
savin~s. Fifty percent will ~o in 
will go into a new reinvestment f 
entitlement for 
billion dollars 
prqgrams • 

jobs pool. 
would be 

Based q 
AvaUabl 

• The demonstratio~ will be, t 

be made. For as long az the 
eposit will be made into the 

reducing the deficit arod 50% 
nd. This fund will be Cl. new 
on the abov$ calculation 38.75 

for future welfare to work 

ally performance based. The 
organizations delivering the serv e will only get. paid when a 
person goes into a full-timlil job nd nave retention of 90 days 
thereaftex. 

'.The demon5~ratioa will not, r ire local match. It will be 
fully federally funded. However t. program operation funds will 
l?e. expanded by the use of Work. S, pplementation funds (see .Jobs: 
RegulatIons in FSA) for private ,SQ" :or jobs. 

-There will be an on-90inq eva uation of the effectiveness of 
the approach and the true costs "s,a in99. 

-Federal an~ participatin9 Sta e laws will be amended to allow 
reinvestment of savings from welfa e ieto job programs which are 
paid only if they 'let a psrson' 'o~f elfare. 

IMPLICATIONS 

l. This will build the e'ap city through job placement to 
implement a two years and off welf re if that becott.cs. policy .. 

2. A fund will be createQ' ut of welfare savings to f\L~d 
employment efforts in til.. f,,';ure. 

" . 3.. Through the evalua.tion "ornponent there will bs hard 
evidence of the outcomes and value ?f the da-~n5tration. 

4.. The performance based co racting model J if proven to ce 
ntOre effective will be a.dopted hrougb'>ut tn" employ:nen~ and 
~raining system. 

.,' 

, , 

P'd 

http:becott.cs


06/10/93 10: 51 '6'202 590 6518 IaJ 001 

Date: 6/10193 

From:._---=I'Ie,;..n__Oe_ll_P_c_i""_s_____ 

D. . . DHHS/OS/ASPE/HSP
l\"lSlon:._~_________ 

, The Whi tQ House 
Di.lsion:.__~_______ 

City & State:.____DC___~__ City &.$tate: 
'. 

DC 

Office Nwnber:._-=6:.:9.:.0-_7~40=9___ om"" Number: 456-6515 . 

456-7739Fax Number:.___ __ ____6,;..90-65_18 Fu Number: 

Number or Pages + cover 11 

REMARKS:_--..,._~-~-------------~~ 


• 



06/10/9J 11):51 1:Z02 690 6518 

, 

(~,'"l DEPARTM ENT OF HEALTH !l. HUMAN SERVICES 

Wa~hif\gtOt\. O,C. 20201 

TO, Bruce Reed JUN I 0 1993 
6eUe Sawhill 
Oavid Ellwood 
.Mary Jo Bane 
Kan Apfel 

~p 
FROM: Wandell E. Primus 

SUSJECT, Welfare DGmonstrations 

Based upon my different conversations with most of you, here are 
several options the Administration may want to consider as a down 
payment on welfare. Each option is described along with soma 
d~seussion of the relative merits. 

Op~ion 1 - Orop budget neutrality 

The current waiver authority under section 1115 does not demand 
budget neutrality nor is it limited in terms of financin9. Cost 
neutrality was the past Administration's policy. This option 
would eliminate the budget neutrality requirement for any state 
waiver request that the Secretary finds particularly promising 
and is in accord with the overall policy goals of this 
Administration. 

This option has'the advantage of not requirin9 Congressional
approval and depending upon how many projects or demonstrations 
are actually approved could be as expensive or as ineApensive as 
you wish. There would be complete discretion as to what projects 
are actually funded and the secretary would have considerable 
leverage to tailor a demonstration to the Administration's 
wishes. 

The disadvantages of this approach is that it is backdoor 
spending not authorized 1n a normal manner, assumes Congress 
wO'J.ld allow the Administration to CO wholesale rewrites of basic 
AFOC, Child Support and other laws without Congressional approval 
in certain smaller states. 

It sounds inherently unfair. Whila the approaoh envisions a 
general solicitation from a~l statas , states that are currently 
sUbmitting waiver requests would have a huge advantaga over other 
states. Furthermore, it may be very difficult to say no to SO~Q 
states with important political connections. It also runs the 
huge risk that welfare reform would be delayed because one CQuld 
argue that we need to see the results of a11 these worthwhile 
projects before we enact federal legislation. 
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Option 2 - Seek Congressional ~uthority 

This option attempts to solve the disadvanta9GS of o~tion 1 by 
seeking explicit authority from Congress to fund states that 
submit innovative welfare approaches that are similar'to this 
Administration's 'policies. The advantage of this approach is 
that it is not an end run around t.he le9is.lative branch of 
government. 

The disadvantage is that it would likely start the debate on 
welfare reform and might be quite controversial. For ·example, if 
this administration wanted to test the time limitj I CQuld well 
envision limits on that authori~y either in terms of number of 
families affected, dollar limits, number of sites, etc .. 
Therefore why seek authority for something that already the 
Administration has and run the risk that the currant authority 
would be seve=ely limited or distorted. 

Option 3 - Fund the Boren Demonseratign 
; 

:f the Administration wanted to attract Senator Boren, one could 
ask for the demonstration authority that was included in H.R. ll, 
the vetoed urban aid bill from last year. The concept is clearly 
worth testinq, it has already passed the Congress and how many 
dollars are spent on this approach is very elastic, The only 
disadvantage is whether Mr. Boren's behavior should be rewarded 
by funding the demonstration that is intimately associated with 
his name. See the attached paper for more details on this 
particular demonstration. 

Opt1on 4 - Fund a Different DemQnstr~tion 

Use the basic approach of the Boren language/ but fund an 
en~irely diffGrent kind of demonstration. For example, fund a 
child support assurance demonstration, or an innovative JOBS 
program, or fund:a particular time-limited welfare scheme. The 
details would have to b~ drafted quickly and Hill approval 
obtained in a very short period 0:: t:irr.e. ~rhe primary 
disadvantage is that whatever is tested might be re~oved as a 
serious option in the welfare reform debate. 
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Option S - Lower, the state match in JOBS 

This opt~on would lower the state 30B5 match, demand a h~gher 
participation ~ate and retain a s~ate maintenance of effort 
provision. This clearly would signal the Administration's desire 
to build upon the Family Support Act ot 1988 and s~nd a message 
that we are seri.ous abollt moving indivi.duals off of welfare. 
Given state capacity, one could probably spend an additional $300 
million in Fiscal Year 1994. The lowering of the match was a 
provision in H.R. 11 and is another major policy shift which is 
being initiated by the Administration very late in this year's 
budget debate, 

Conclusion 
, 

After reviewing 'the options, I primarily favor option S--a simple 
lowering of toe state match in JOBS, Option 1 mi'g'ht work. The 
Administration would have to impose upon itself rules on number 
of sites, dollar, kinds of demonstrations to be funded. and how 
the demonstrlltion to be funded would be decided. I would t.hen 
obtain informal signoff from important Bill Committees and 
chairman. If there was not negative reaction from the Bill, 
would proceed with option 1 and implement with the 
Administrationrs self-imposed 9uidalines, 

Attachment 

I 
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The Boren Amendment 

OnG way to reach non-custodial parents is through Senator Boren¥s 
proposa~ to establish Community Works progress (CWP) 
Demonstrations. This proposal. which was incorporated into 
H.R. II, would have provided $60 to $70 m~11ion per year for 
grants to public or private nonprofit organizations for broad 
public purposes in fields such as health, social service, 
environmental protection, education, urban and rural developmQnt~ 
welfare, recreation, public safety, and ehild care, 

The projects provide employment~ralated services to non-custodial 
parents who are not employed and at least two months in arrears 
on their court-ordered child support, current AFDC recipients~ 
and persons at risk of becominq recipients of AFDC. So that 
participants can look tor regular employment, no pareicipant 
would be allowed to work more than 32 hours a week. Assistance 
for the costs of transportation, child care, and uniforms or 
other work materials would be provided. 

The CWP proposal bas several advantages. First, on the delicate 
issue of participants' wages, a compromise was already reached in 
Congross. Issues such as the wage rates and maximum hours are 
often some of the most difficult to resolve work-welfare issues. 
Second, funding could be' easily and quickly increased to $300 
million per year depending on the number of sites, Finally, the 
projects would provide valuable lessons for implementing welfare 
reform. 
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corms lQ the definition or a "consumer reporting agency" under 
redorellsw. , 

Effecti"" &..t•. - The Senate amendment i. effective October 1.
1m. However, if the Secretary of HltS determin"" that a State is 
unable to comply with the amendment, the State would be exempt 
from compliance until the State establish.. an approved .utomated 
data processing and information retrieval system. or until Oe!ober 
1.1995, whichever is earlier. 

CoNFERENCE ACRSEMENT 

The <onference agreement follows the Senate amendment. 

t Addilional us. ofParent Lo<a!or Seroic. informoliM 

PREsE>lTLAW 

The Department of Health and Human Services operates e. 
Parent Locator Service to obtain and transmit informatioll as to 
the whereabouts of any absent parent when such information .. to 
be used to l0<:8.te the perent for the purpose of enforcing support 
obligations owed by the porent. 

HOUSE Bu.!. 

No provision. 

S:£NATS AMENDM£:N'T 

The Senate amendment require.! the Secretary of HHS to enter 
into on agreement with the Attorney General under wbich the 
,.rviC>lS of the Parent Locator Service Bhall be made available to 
the Office of Juvenile J""ti"" and Delinquency Prevention, upon ill! 
""1uest, for the purpose of locating any parent Or child in order to: 
(1) enforce any State or Federal law with ..... pect to the unlawful 
taking or restruint of a child; or (2) make Or enforce a child custody 
determination. The Parent Locator Service may charge no fee for 
those serviees. ' , 

Effecti"" &..te.-Oe!ober 1, 19l12

CoNnR.II:.NCE AGREEMENT 

The conference agreement follows the senate amendment. 

D. Co><>ruN1TY WORKS Pl\OORESS DEN.ONSTMTlONS 

1. Community worb Pf'JI!:1'f'S$ a.moMlrati." projects 

Pl\tI$i'.NT L..\W 

No provision.. 

No proVisi~n.. 

'. ' 

http:Pl\tI$i'.NT
http:l0<:8.te
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SENATE AMeNDMENT 

"The Senate amendment establish"" a Community Worko 
Progress demonstration program under Title XI of the Social Seeu. 
rity Act. The Soeretary of Health and Human Services (HHS). in 
consultation with the Secretary of Labor. would administer the pro
gram. The Secretary would have to award grants to three urban 
projects and two projects that are statewide. Demonstrations could 
last up to 4 years. Both public and private nonprofit organizations 
would be eligible to app,ly for grant.. 

The term "project' is defined to mean an activity that results 
in a specific, identifiable service or product that would not other· 
wise be done with existing fund •. 

Approvable projects include ones that the Secretary dete... 
mines would serve a useful public purpose in fields such sa health, 
social service, environmental protection. education. urban and 
rural development and re:de1t'elopment, welfare. recreation, public 
f.ciliti .... public safel)" and child care. 

For each of fiscal )'..... 1994. 1995. 1996. and 1997. each entity
that has ... application Cor a grant approved by the Secretag 
would be, entitled to payments in an amount equal to ito expendi· 
tures to carry out the demonstration. The amounts authori2ed are 
$100 million in each of fIScal years 1994. 1995. 1996, and 1997. No 
more than 25 percent of fllnds could be used for capital """to. 

fn awarding gt!lllla, the Secretary Is directed to ",naidar the 
foUowin~ racto,..: unemployment rate; proportion of population re
ceiving public assistance; per capita income: degree of involvement 
and commitment demonstrated by public' officials; the likelihood 
that the project will bo 8uo::essful; the contribullon that the project
is likely to make toward improving the Ufe of resldenta" in the com' 
mwtitr. geographic distribution; the extent to which the project
will emphasize the development aC projects encouraging team ap
proach.. to work on real, identifiable projects; the extent to which 
privale Olld community agouci"" will be involved: and such ather 
eriteris "" the Secretary WOI.)' establish. 

Eligible participants include individuals who are receiving. eli· 
gible to receive. or at risk of be<:oming _eligible to receive, Aid to 
Famili.. with Dependent Children (AFDC); individuals t$(ieiving. 
eligible to receive. Ol" (while participating in a project) who have ex· 
ba~ unemployme~~ compensation; and noncUstodinl parenta or 
children who are n>eeJvmg AFDC. . 

State agencies administering 8 JOBS program" ma:r ....ign 
JOBS participants to participate in a project if such participation
does not Conflict with the requirements of the JOBS program. and 
the individuiil is referred in accordance with JOBS procedures. 

Partidpant. who are receiving benefits under the unemploy
ment compensatiOD and AFDC {,rograms would receiVe. in addition 
to those benefits, compensation m an _ount "'lual to 10 peroent or 
the ave.mge (as eotimated by_the organizatioQ conducting the 
project) .r the amount or AFDC and Wlemployment compensation 
paid to rocipiente of til..... benefits in the area served by the 
project. Agencies admiDistering AFDC or unemployment compensa· 
tion benefits are aIJowW to tr8nafer funds to the project to enable 
participants to t$(ieive rom.pensatiOD in the form of a single cbeck" 
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for wages rather than in the torm of separate lxmefil checks. Indi
viduaJs. not receiving either unemployment compens.ation or AFDC 
would be compcnsatA:xl in an amount equal 10 the Federal mini. 
mum wage, or the'l1ppli""ble Stat.. minimum wage, whichever is 

ST""l::d:ividual. receiving AFDC may not be required to work on a 
monthly basis more than the number of hours determined by d.. 
vidinS the. family'. monthly assistance amount by the greater of 
the Federal or nppli""bl. State minimum wage. If an individual 
chooses to work any additional hours. the individual must be paid 
(or each additional hour an amount equal to the IlTcater of the Fed
eral or ap,P,liC9ble State minimum wage. 

Indivlduals receiving Unemployment compensation W1H) choose 
to participate lin a projMt mu.t.,agr<!<! to work on a weekly baais the 
number of hours determined by dividing the amount of the weekly 
unemployment compensation received by the individuai by the 
!P'eater of the Federal or State applicable minimum wage, 

The Secretary could approve lin application that provided for' 
an a.ltcrnnth'c method of compensation 80 long as it did not reduce 
the amount received .,hya participant below the minimum wage 
and assured a bonus payment to AFoo and unemployment com· 
pensation beneficiaries who participate in the proiect_ ' 

In order to assure that each individual will have time to seek 
alternative employment or to participate in an alternative employ
ability enhancement activity, no individual could participate for 
more than 32 hou", a week. 

individuals participating in projects wo"!d be eligi!>le for as
sistance to m..,1 ae<:esSarY coot.. of transportation and child care, as 
....11 as n~ costa of uniforms or other work matcriala. . 

Each part;clpant must be test.od for baaic rea~ and writing , 
ccIDl"'tenceand mUBI be furnished eou.n.seling lind mstruction if " 
they fail a haolc competency test. 

AppreV.,(l demonetrations would be required to ensUre that the 
project would not reault in displacement of currently employed 
workers and will not impair any contracts for services or any col
lective borgaining agreements existing at the tim. the project eom
roe"...., .Also required would be assurances of coc.sultation with 
an,)' local labor organization representing employees in the ......... 
... ho are engaged ·in the same or similar work as that proposed to 
be carried out by the project. Organizations conducting a tommuni-. 
ty works ProgTOSS project would be required to establioh and main
tain a procedure for the filing and adjudieation of grievan_ from 
pa.<;ticlpa.llls, labor organizations. and other iI1tel"llSted individualo, 
",eluding p'VlIllces regarding proposed placements of participants 
in the project. Grievances muot be filed not later than 1 '1"""" after 
the <late or tbe aileged occUrTence of the event that is the subject of. 
the grievance. . . 

A hcaririg on any grievsooe must be held n. later than 30 days 
after the fi!itU!: of the grievanoe, and a deciliion must be made not 
later thae 60 Clays after the grievance is filed. 

in the event .that the decision on a grievance is adve_ to the 
pa.rty who filed. or 60 days after the grievance is flIed if no declslon 
hao been reached, the party who filed would be able to submit the 

1 . .,.• 
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Projeets included must serve .. uS<!ful public purpose in fields 
such as healt.h. social service. environmental protection. education. 
urban and rural development., welfare. recreation, public safety, 
and child 'care. 

For "aeh of flSCSl ye..", 1993, 1994, and 1995, elleh entity that 
h8.9 An appliC4tion for /l grant approved by tbe Secretary would be 
entitled to payments in an amount equal th. I""""r of actual or a~ 
proved annual expenditures to carry out the demonstration. The 
"",ounts authoriuld are $60, $70, and $70_ million in rlSCSl yeara 
1993, 1994, and 1995, res!;"",tively. Fund. not obligated by the Sec
retary in one year remam available for use in subsequent years. 
No more than 3 percent of these funds may be retained by the Sec
retary for admirustration. '. 

In awarding grant8, the Secretary is directed to consider the 
,;ame factore listed iii the Senate amendment.•xcept the likelihood 
that the projeet8 will be BUe<:es9ful was deleted beCause it was too 
vague and geographic distribution was clarified. -

Projecta .hall provide employment and employment.related 
..",ices to-noncustodial parents who are not employed and at least 
twO month. iii arrears on their eourt-ordered child support pay. 
meats, recipients or person. at risk of being recipients of the Aid to 
Faroilies Wlth Dependent Children.Unemployed Parent (AFDC.UP) 
program. 'and recipients or persons at nsk or being recipients of 
Aid to Fatnilles with Dependent Children (AFDC). Enrollment pri· 
ority g_ fiT!lt to volunteers from any of the three gToups, then to 
the noncouatodiel parents. then the AFDC-UP group, followed by
the Al''DC gToup. The conferees hope that most of the enrollees will 
be volunteers and noncuatodial ;parents_ -

Stete agencies administering a JOBS program may ....ign 
JOBS participants to participate in a project if such participation 
does lIot conflict with the requirements of the JOBS p!'O;ll'1lnl. and 
the individualls referred. in accordance with JOBS prOcedu"",_ 

The labor standards described iii section 142 and 143 of the Job 
Training Partnership Act apply eseep!: (1) Participants who are eli· 
gible for Medicald benefits would continue to receive them instead 
of employe ....provided health benefits, where applicable. (2) Some 
projects may uot- be subject to the "prevsililig wage" requirements 
Ul Sectioll8 142(aX3Xc) and 143(d) of the JTPA.-

NondupUcation and nondisplaeement requirements replicate 
the requirements contamed in .uboections (o) and (b) or section 177 
of the National and Commurutf Service Act of 1990. The Senate 
amendment applied th.... prownons by reference. 

Not more than 10 percent of the grant may be used for admin· 
istrative cOsts. Not 1... than 10 percent of' the amount of a grant 
mus!. be used to provide compe.,...tion and supportive servi""" to 
partlclpantS in a project. . _ 

Depending 011 whether tha p~ can pay the "prevailing 
wage or only 125 percent of the tainimum wage, nOllcOBtodlal par· 
enlB who are at least two mOlltba in arrears In their child support 
payments'an, eliIDble to be paid no Iesa than either (1) the prevail
Ing' wage, Or (2) the higher of_ 125 pen>int of' the applicable Federal 
or Slate minimum wage, for each hoW' tba J"U'!icipant works in the 
project and the participant receives education, job training, and job 
oearch services, not to exceed S hours. In no ca&e, however, would 
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the rate of pay bo less than 125 percent of the Federal or applica. 
ble Slate minimum wag •. 

Depending on the type of projects in which they arc cnrolled, 
AFOO re<:ipients may not bo required to work on 11 monthly basis 
more than the number of hou ... determined by dividing the fam;"
ly'. monthly assistance amount by (1J the prevailing wage. Or (2) 
the greater of 125 percent of the Federal or applicable State mini· 
mum wage. In no ease, however. would the .ate of pay be less than 
125 pen;:ent of the applicable minimum wage. If an individual 
chooses to work any additional hours. the individual must be paid 
for each additional hour an amount equal to either (1) the prevail
ing wage. or (2) the greater of 125 percent of the Federal or applica
hie State minimum wage, 

AFDC recipients who work off their benefits will receive a 
bonus equal to 25 percent of the average amount of monthly AFOO . 
boMfits in',their State, . 

The secretary may approve an application that provides ror an . 
alternative method of compensation sO long as it does not reduce , 
the amount received by a participant below the amount payable 1 
under the basic comPenaati<>" method described above. i 

All wages would be exempt from countable income for all Fed· 
erully-assisted means-Ie$ted programs, including the Higher Educa
tion Act of 1965, ' 

As in the Senate amendment, in order to ....ure that each indi
vidual will have time to seek alternative employment or to partici. 
pate in an' alternative employability enhancement activity, no indi
vidual may participate in work on a project. for more than 32 houl"8 
per week." 

Individuals participating in projects shall receive assistance to 
meet, costs, or transportation and child 'carel as well as necessary 
costs of un.iforms or other work material •. 

Each participant must be le$ted for basic reading and writin,ll 
competence and must be furnished counseling and instruction if 
the participant falls a basic competency test. However. individuols 
who have been tested by an employment, education, Or training 
program for basic reading and writing competence within one year 
of enrollment in a project, shall Dot be required to be tested_ 

As WIder the Senate amendment, the Secretary may suspend 
or terminate payment. {or .. project if the Secretery determinee 
that an organization has materially failed to comply with the re
quirementS Of this demonstration project. . 

As WIder the Senate amendment. organi:zatiolls conducting a 
community works progress !,reject would be required to establish 
and maintain a prooedure for the filing and 'adjudication of griev-
...."'" frolli' participants. labor organizations. and other interested 
individuala,' including f1rlevances regarding proposed placements of 
participallla in the proJect. Gri.van.... muat be filed not laler than 
1 year after the dale of the alleged occurrence of the event thet is 
the subject of the grievance. 

. Remedies for a grievance filed include: (1) prohibition of the 
pla<:e...""t; (2) reinatatemeot of the participant to the position; (3) 
payment o( lost weges and bonefits; (4) reestablishment of other 
relevant terms, oonditio.... and privileges of employment; and (5) 
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fquitnble'relicf as is necessary to correct any violation OT to make 
the purticipant whole. " . 

An application for a grant U> conduct a projeet must include: 
(ll • description of the type of proj~t !.o be carried out;" (2) Ii d ... 
",riplion of the objectives and performance goals of the projeet; (3) 
on agTeement betw"",n the organization and the child support en
r."",ment ageecy !.o seek CQurt-<>rdored enrollment of a noncusto
dial parent who is not employe<! and is two months in arrears on 
his child support payments; (4) • des<:ription of a plan for manag
ing and funding the project; (5) in the projects not required !.o pay 
the prevailing wage when that wage is applicable, written concur~ 
",nce frorn'.ny local lalx>r organization representing employees in 
the area who are engaged in work of the same or similar character 

, or nature as that proposed to be carried out by th." projed; (6) .. 
dosedptlon of formal job training and job search Il1TllIlgcmcnts; (7) 
on assurance that the project will be coordinated with other Feder
oJly assisted education, training, and """W &emce programs; (8) an 
,""urance,that the organization will participate in cooperative ef
forts among community-based alienei.., local edUtational agencie<l, 
,end local government agencies, businesses, and State agende;$, to 
develop and provide oupportive services; (9) a des.:ription of fwcal 
..ntrol, accounting, audit, and debt colleetion procedures to assure 
the proper disburaal of funds; IUld (10) a projection of the amount 
the organization intend!> to spend in each flseaI year. 

The Secretary is required to publish the grant application 
notice no later than January I, 1993. . 

The Secretary .hall carry out up to four project evaluations 
"",ting no more than $6 miIIion. It shan be based on an experimen
tal dtbign with random assignment between a treatment group and 
• control group. The Secretary shall use the data to analyze the 
benefits and costs of the proj«t with particular attention to estl
!DaleO of th. value of the goods and services produced and dill'er· 
on""" bet..een the payment of "prevailing wag",," IlIld 125 percent 
of the applicable minimum wage. A fmal report is due one year 
aJ\or the flOa! projed is completed. 

As in th. Senate amendment, within 60 days after enactment, 
the Secretary of Labor, in consultation with the Secretary of 
Health and Human Services and the Secretary of Housing and 
Urban Development. is required to estebUsh a task. force to identil'y 
any Federal funds (in addition to funds authorized !.o operate the 
projects) that may be used in community works progress pro.jects. 
and to identify any modifications to existing policies or procedu,""" 
that would , facilitate the implementation of the proj_. The task" 
force is to be composed of one representative each from the Depart
ments of HHS. Labor. and HUn. The task force is required !.o 
submit a report to the Secretaries of these departments and to the 
Congress j'\1th any findings and recommendations that it may have. 

, 
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