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Morrison-Knudsen Co. o? Boise, Idaho, Lee E. Knack, director of labor

relations ------------------------------------------------------- 1441
Murphy, Richard E., assistant to the general president, Service Employees

International Union AFL-CIO- accompanied by:
Paul Quirk, president, local 569, Boston, Mass -------------------- 1759

Myers, Robert J., former chief actuary, Social Security Administration... 861
Nagle, John F., chief, Washington office, National Federation of the Blind. 775
National Association of Blue Shield Plans, James D. Knebel; accompanied

by:
Lawrence C. Morris, vice president, planning and programing,

NABSP ------------------------------------------ 2737
National Association for Mental Health Hilda Robbins member, Public

Affairs Committee; president, Pennsylvania Mental Health, Inc., Fort
Washington, Pa --------------------------------------- 2479

National Association for the Advancement of Colored People, Clarence
Mitchell, director, Washington Bureau ---- -------------------- 2220
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president, National Association of County Welfare Directors;
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Drs. John Chissell, Erman Edgecomb, John A. Kenney, Jr.; and
Loy Kirkpatrick, counsel --------------------------------------- 2636

National Retired Teachers Association, Peter Hughes, legislative represent-
ative; accompanied by:

Robert Sykes, legislative representative ---------------- _------- 750
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Obey, Hon. David R., a Representative in Congress from the State of Pac.
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Pa. accompanied by:
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Washington, D.C ------------------------- t.---_-------------- 790

Service Employees International Union, AFL-CIO, Richard E. Murphy,
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Shore Chester, chairman, Committee on Federal Legislation, Health and
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Simonds Warren W., president, Louisiana Hospital Association; accom-
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Department of Social Sciences ------------------------------ 887
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Stone, Virginia, chairman, Executive Committee, Division of Geriatric
Nursing Practice American Nurses' Association; accompanied by:

Constance Hoileran, director, Governmental Relations Department,
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Thompson, William, stated clerk, United Presbyterian Church, U.S.A.;
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Dorothy Height, vice president, National Council of Churches of
Christ in the U.S.A.; and

Hobart Burch, general secretary for health and welfare, United Church
of Christ Board for Homeland Ministries ---------------------- 1472*

Tresnowski, Bernard R., senior vice president for Federal programs, Blue
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Trister, Michael B., Washington Research Project Action Council; ac-
companied by:Nancy Duff Levy ------------------------------------- 2352
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United Presbyterian Church, U.S.A., William Thompson, stated. clerk;
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Webber, Clyde M., executive vice president, American Federation of

Government Employees- accompanied by:
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Weems, Samuel A., prosecuting attorney, 17th Judicial District, State of
Arkansas, legislative chairman of the Arkansas Prosecuting Attorneys
Association --------------------------------------------------. 835

Welch George A., Area Resources Improvement Council, Benton Harbor,
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J. Howard Edwards, executive director, ARIC-
Roger Curry, executive vice president, Twin Cities Area Chamber of
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Wenul, Theodore C., president, New York State Civil Service Employees
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Wiggins, Jack G., psychologist Cleveland, Ohio, member, Board of
Governors, Council for the Advancement of Psychological Professions
and Sciences (CAPPS), and executive committee; accompanied by:

A. Eugene Shapiro, diplomate, clinical psychology, consultant in Paw
psychology, St. Michael's Hospital, Newark, N.J --------------- 2434

Wiley, George A., executive director, National Welfare Rights Organiza-
tion; accompanied by:

Beulah Sanders, national chairman, NWRO ---------------------- 2059
Wilt, Lynda, president, Aid to Dependent Children Association of Lane
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Robin Derringer; and
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Wise Hon. Henry A.- former member of the New York State Legislature.. 1626
Wolf en, Seymour U., Chamber of Commerce of the United States of

America- accompanied by:
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Working Mothers United for Fair Taxation, Mrs. Gladys Kessler ------- 1746
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accompanied by:
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Lloyd E. Rader, director, State Department of Institutions, Social and
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American Association of Blood Banks ------------------------------- 3297
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Association ----------------------------------------------------- 2857

American Clinical Laboratory Association, James L. Johnson, president. - 3426
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American Medical Association ------------------------------------- 3242
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Constance Holleran, director Government relations --------------- 2434
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Benson, Lucy Wilson, president, League of Women Voters of the United
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Bigelow, John, executive vice president, Washington State Hospital

Association ---------------------------------------------------- 2985
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Blackburn, Clark W., general director, Family Service Association of

America ------------------------------------------------------- 3294
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Garrett, Roberta M., R.N., administrator, Metaline Falls, Wash -------- 2974
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SOCIAL SECURITY AMENDMENTS OF 1971

THURSDAY, JANUARY 20, 1972

U.S. SENATE,
COMMITTEE ON FINANCE,

Wa8hington, D.C.
The committee met, pursuant to notice, at 10 o'clock a.m., in room

2221, New Senate Office Building, Senator Russell B. Long (chair-
man) presiding.

Present: Senators Long, Anderson, Talmadge, Fulbright, Ribicoff,
Byrd, Jr., of Virginia, Bennett, Curtis, Miller, Jordan of Idaho, Fan-
nin, and Hansen.

OPENING STATEMENT OF THE CHAIRMAN

The CHAIRMAN. The committee is beginning its public hearings to-
duy on H.R. 1, the administration's social security, medicare, and wel-
fare expansion bill. As I have stated, this bill will be accorded top
priority by the committee this year.

True welfare reform certainly deserves our highest priority, for
there is widespread agreement that our present welfare system is
badly in need of overhaul. In our society we place a high value on
work as the means to economic independence, yet our welfare system
rewards recipients who do not work, places obstacles in the waty of
their working, and penalizes them financially if they work despite these
obstacles.

Our society places a high value on family life and the responsibility
of parents for providing for their children, yet our welfare( s.YteM
rewards illegitimacy, and desertion, and penalizes efforts at self-
help among the poor. Significantly, illegitignacy and desertion are the
two major causes contributing to the phenomenal increase in the wel-
fare rolIs in the last few years.

Speaking as one member of the Committee on Finance, this Senator
will be most interested in hearing testimony pointing out ways our
present welfare system can be reformed to remove this inconsistency
between what our society values and what we are actually encourag-
ing through our welfare system.
0 It seems to me that true welfare reform must accomplish these ob-
jectives It must discourage family breakup and foster family units;
it must prevent cheating and dishonesty, and, when this fails, detect it
and deal firmly with it; it must reward efforts at self-help rather
than rewarding idleness among the employable; and it must provide
adequate child care services for children of 'low-income, workingg moth-
ers and mothers on welfare.

(735)
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Unfortunately, the welfare provisions of H.R. 1 would not correct
the glaring defioiencies of our present welfare system but only make
them several billion dollars more expensive. To deal with these situa-
tions, I have already introduced legislation to involve the Federal
Government in collecting child support from fathers who desert their
families or who have never married the mother of their children and
to provide child care services. -

I am also preparing legislation to reward individuals for working
rather than not working, and to mount an attack aimed at ending
welfare cheating and welfare deceit.

For years now the Department of Health, Education, and Welfare
has been saying that welfare ineligibility was less than 1 percent.
Just a few months ago they released a pamphlet, entitled "Welfare
Myths," in which they continued to propound this myth of 1-percent
ineligibility. But I am pleased to say that they are now replacing
welfare myths with welfare facts. For they have just recently released
a study showing ineligibility in aid to families with dependent children
to be about 6 percent, and they have admitted that even this figure is
probably low.

In my view, eliminating the ineligibles from the welfare rolls is
an essential element of true welfare reform. The taxpayers of America,
who are supporting the welfare program with their own hard-earned
money, are entitled to a program under which welfare benefits go
onl to the truly needy.

In summary, then, I would hope that we will hear testimony that
deals with the true causes of our welfare problems today and con-
structive ways of dealing with those problems rather than aggravating
then

With respect to health care legislation, I would also hope that the
committee will receive testimony regarding my proposal to provide
insurance protection against the costs of catastrophic illness. A similar
proposal was agreed to by the Committee on Finance in 1970 by a
vote of 13 to 2. I am pleased that my amendment has attracted such
strong support. In my opinion, protection against the cost of cata-
strophic illness, coupled with the extension of medicare to the disabled
as H.R. I provides, along with improvements in medicaid would meet
the most pressing shortcomings of our Federal health care system.

I might also point out that there will be introduced shortly a bill
that will provide additional work incentive and tax relief to low-
income workers. Under my proposal, workers with incomes below the
poverty level would receive general fund payments equal to both the
employer and employee shares of the social security taxes paid on
the ir earnings. As I have said before, I do not believe we should use
the hard-earned tax dollars of American citizens to pay a welfare
allowance to an individual if we can help him directly by lifting some
of the Federal tax burden from his back.

We will now call the first witness.
Senator RmilcOFF. I wonder, Mr. Chairman, if I might make a

few commentsI
"Senator BENmi'r. Mr. Chairman, I am sure that you and I are on

the same wavelength with respect to most of the reforms we want to
see made in this bill, although we may differ in degree or in method;
but I am very hopeful that when we get through that we will have
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develQp.Iabill which will reserve welfare for those who really need
-it aid who have no other reasonable expectation of taking care of
themselves. On that basis I am sure we do agree.

The CHAIRMAN. Thank you, Senator.
Senator Ribicoff?

STATEMENT BY SENATOR RBICOFF

Senator RIBIcoFF. Mr. Chairman, I think it is only fair to point out
that during the consideration of the tax bill you assured the Senate
that the Finance-Committee would start immediately on H.R. 1; and we
have done so and it was your objective to get this legislation before
the Senate on March 1, and I am confident that that can be done.

There is no question that H.R. 1 remains highly controversial; some
call it a sham; some call it an extravagance. You, Mr. Chairman, and
I have some differing opinions on different phases of this legisla-
tion. But I believe that before the Senate is through that we can enact
a worthy bill into law.

I have introduced a series of amendments beginning with the basic
guarantee that no welfare recipients will be worse off under H.R. 1
than they are now under the present welfare system.

My amendments would provide an additional payment level of
$3,000 for a family of four; each year payment levels would increase
until by 1976 no recipient would receive less than a poverty level ad-
justed annually for rises in the cost of living.

The State and local governments would also receive major fiscal
relief over the next -5 years. They would pay a decreasing percentage
of their calendar 1971 costs each year until by 1976 the welfare pro:
gram would be financed fully by the Federal Government.

While most-welfare recipients are unable to work, my proposal
provides jobs for those who are able-bodied, 300,000 jobs in the public
sector, at no less than the Federal minimum wage, and day care for
those who need it.

Mr Chairman, I would like to point out- that my amendments
now have the support of 22 Senators, 14 Governors, and numerous
public interest groups.

It is my personal opinion that passage of H.R. 1 with these im-
provements will end the inadequate, debilitating system in operation
of our welfare program across our Nation.

Thank you, Mr. Chairman.
The iAmMAN. Thank you. I will insert the press release of the

committee announcing these hearings and then we will hear the first
witness.

(The press release follows:) -
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PRESS RELEASE

"FOR'IMMEDIATE RELEASE COMMITTEE ON FINANCE
December 29, 1571 .UNITED STATES SENATE

2227 New Senate Office Building

FINANCE COMMITTEE FIXES HEARINGS ON SOCIAL
SECURITY A'ND WELFARE

Senator Russell B. Long, (D., Li.), Chairman of the Finance
Committee announced today that on Thursday. January 20, 1972, the
Committee will begin public hearings on Social Security and Welfare
legislation in connection with its consideration of H. R. 1. The hearings
will begin at 10:00 a. m. on Thursday, January 20 in Room 2Z21, New
Senate Office Building.

Senator Long noted that the Committee had already received
testimony from Administration witnesses on H. R. l." He recalled
that the President had asked the Committee to set aside its work-on
the bill in order to act on the economic program involving the restora-
'lon of the investment tax credit. He stated that the President had also
urged that the Committee return to consideration of the welfare measure
after the work on the tax bill had been completed.

Senator Long stated: "Now that that bill has been signed Into
law, the Committee will be according top priority to action on Social
Security, Medicare and Welfare-legislation.

'I expect.that the Committee will'be most Interested In hearing
testimony on the ways the welfare provisions of H. R. .1 can be revised
to bring about true welfare reform. It is elementary common sense
that society should pay for those things It values rather than those thing's
it looks down upon. This means an acceptable welfare program must
pay people to work rather than not to work if they are employable, and-
must reward marriage and responsible parehth6od rather than illegeti-
macy a "ddeser'tion. When we speak of the 'welfare mess' today we
mean that We are rewarding people, for doing exactly the. opposite of
vhat our society values.

"Unfortunately, H. R. 1 does@ little about the present welfare
jess, except to nu~ke It'worse by several billions of dollars. The major

causes of the tremendous Increase In the welfare rolls in recent years
have.be.n illegitimacy and desertion. No welfare proposal can be true
reform unless, it deals with these problems. It was for this reason that
I introduced S. 3019. to add strong new provisions to-the laws Involving
tho Federal Qpyernmenti in collecting Zhild support from fathers who
desert their families or who have never married the mother of their
children'.

"Far from providing incentives to work, the"Iielfare provisions
of H.,.R. i represent a tremendous expansion of our welfare rolls with--
little.hope of reduction at any time In the future. 4ike the present wel-
fare mess, H. R. 1 pays money to persons who do nothing and then

"starts taking It away from them when they start working.

1I Intend shortly to Introduce legislation.to do exactlV the
,opposite--to reward Individuals fke working rather than not working.

1 also plan to offer amendments to put a stop to the widespread
cheating that permeates today's welfare system.

1If we are going to reform the welfare program, then we should*-
lncludqln the bill those provisions--which will make it true reform. The
taxpayers of America, deserve no less."
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Requests to Testify -- 6enator'Long" advised tfat witnesses desiring
to testify during this heaving must make their reque'it to-testify to Tom Vail,
Chief Counsel, Commsittee on Finance, 2227 New Senate Office Building.
Washington, *D. C., not later than Wednesday.. January l2, 1972. -Witnesses
will be notified as soon as possible after this cutoff date as to when their are
scheduled to a~pear. Once the witness has been advised of the date of his
appearance, It will not be possible for this date to be changed. If for-some
reason-the witnestris unable toaippeai on the..date scheduled, he may-file a
written statenmqntf6r the record of the hearing Inli6u of a personal appearance,

Consolidated Testmgo.y -- Th6 Chairman-also stated that the Corn-
mittee'urges all witnesses who have a-€ommon position or with the same
general interest to consolidate their testimony and designate a single spokes
mrn to present.their common viewpoint orally to the.Committee. This pro-
cedure will enable the Committee to receive a wider expression of views on
.the total bill than it might otherwise obtain. The Chairman'pinlsed witnesses
who ln the past have combined their statements In order to conserve the time
of the Committee, And he urged very strongly that all-witnesses exert k
maximum effort, taking. Into account thelimited advance notice, to consoli-
dat'an'd coordifihte their statementl.

Legislative reorganization Act .. ,-In this respect, the Chairman ob-
served that the Legislative Reorganization Act of 1946, as amended, requires
all witnesses appearing before the Committees of Congress -

"to file In advance'written statements of- their proposed
testimony, and to lifnit their oral presentations to brief

- Cqmmatles of their argument. -

The statue also directs the staff o('a€li Co-niMn14ie to prePare digests of all
4estmony for the use of Committee Members.

Senator Long stated that i* light of this. statute and.In view of the large
nuMber of witnesses who deire to appear before the Committee in the limited
timEailable for the hearing, all witnesses who'are scheduled to testify
must.comply with the following rulej.

(i) All statements .must be filed with the Comnittee xt least
one day In advance of the day on which the witness is to appear.
Itk witness is scheduled to testify on a Mo-day or Tuesday,
he must file his written' statement with the Committee by the*
Friday preceding Iis appeajance.

(2) All witnesses must Include with their, written statement
a swerinry of theerinclyal p6ints 'included In the statement.

(3) The written statements .must be typed on letter-site paper.
(not legal site) and at least 0 copies, must be submitted to the
Committee.

(4) !1tnesses are not to read their written statements to the
Committee, 'but are to confine their ten-minute oral presenta-
tions to a summary of the points included in the statement.

(5). Not more than ten-minutes will be AI6"wed-for the oral summary.

Witnesses who kal to omply with these rules will forfeit theIr p i$egeto
testIfy. Those who have already requested to testify need not submit a
second request.

Written Statements -- Witnesses who are not scheduled for oral presen-
tation, i -ar who de re to present a statement to the Committee, are..

-- rgd to prepare a written position of their views for submissionand Incluslon
In the printed record of the bearings. These written statements should be
submitted to Tom Val; Chief Counsel, Committee on Finance, Room 2227,
?-w Semite Office Building jjolater than Friday. February i8. 1972.-

7-5S7 0- 7 -pt. S- 3
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The CHAIRMAN. The first witness is Mr. John S. Pillsbury, Jr.,
chairman and chief executive officer of Northwestern National Life
Insurance Co. of Minnesota, and on behalf of the Life Insurance Asso-
ciation of America and the American Life Convention.

Mr. Pillsbury?

STATEMENT OF JOHN S. PILLSBURY, TR., CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, NORTHWESTERN NATIONAL -LIFE INSUR-
ANCE COMPANY ON BEHALF OF AMERICAN LIFE CONVENTION,
THE LIFE INSURANCE ASSOCIATION OF AMERICA AND THE LIFE
INSURERS CONFERENCE, ACCOMPANIED BY RICHARD MINCK,
ACTUARY, LIFE INSURANCE ASSOCIATION OF AMERICA

Mr. PILLSBURY. Mr. Chairman and gentlemen, my name is John S.
Pillsbury, Jr., and I am chairman and chief executive officer of the
Northwestern National Life Insurance Co., Minneapolis, Minn.

I appear today on behalf of the American Life Convention, the
Life Insurance Association of America and the Life Insurers Confer-
ence. These three associations have an aggregate membership of 407
life insurance companies, accounting for 93 percent of the life insur-
ance in force in the United States. These companies also hold 99 per-
cent of the reserves of insured pension plans in the United States.
We very much appreciate this opportunity to express our views on
H.R. 1 and I might add that my testimony is directed to the social
security provisions of the bill more than to--and not to the welfare
provisions.

While my prepared statement covers a number of the provisions;
however, I would like to discuss for a moment the relationship of
the social security System to the private retirement system.

Since the inception of social security, we have always understood
it to be the policy of Congress that this system is not intended to be
the only means for providing retirement security for American work-
ers and their families. Rather; social security has properly been de-
signed to provide individuals with a basic floor of protection in their
retirement. It has been left for various private savings media, includ-
ing insurance company products, to provide retirement income above
this level.

These private plans -offer flexible arrangements which can be de-
signed to fit an individual's particular needs. It is important, there-
f0e, that the social security system not be structured or expanded
so as to prevent the ability of individuals to use private savings media
to provide retirement income for themselves beyond the social secu-
ri floor of protection. .

Maintenance of a strong private retirement income system 'is also
important for the economy as a whole. Savings through life insur-
ance, pension funds and other private savings media make a major
contribution to the supply of private capital needed for an expand-
ing economy. The social security system, quite properly, I might add,
does not generate capital but redistributes virtually all of the tax
revenue as received.

Thus, maintaining a proper balance between the social security
system and the private retirement media is important. If the proposed
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increase in the earning base, that is, the base on which social security
benefits and taxes are computed, which is included in H.R. 1, is
adopted, we believe that the balance will be seriously distorted. On
January 1 of this year the earnings base was increased to $9,000 pursu-
ant to the social security bill passed last year. H.R. 1 would now further
increase this base to $10,200. We strongly oppose this further increase.

We believe that the average earnings of regularly employed male
workers represent an appropriate dividing line between the area in
which the Government should have responsibility to provide basic
retirement benefits and the area in which the individual, acting alone
or with his employer, should have responsibility to provide retirement
security through private media. In our opinion, the social security
system clearly reaches beyond its role of providing basic economic
protection when it provides benefits based on earnings above this
averaige.Under our estimates, the average earnings of regularly employed

male workers will not even reach the $9,000 wage base presently in
effect until 1973 and will not reach the proposed $10,200 wage base
until several years thereafter. Thus, an increase to $10,20 would bring
the earnings. base to a level substantially in excess of the estimated
average earnings.

What is the practical effect of raising the earnings base above a usti-
fiable levelI First, the increase would entitle workers with aove-
average earnings to additional social security benefits based on their
earnings included in the newly covered earnings band and, in this
manner, would raise the benefits of tiese workers substantially above
the floor of protecion standard. Moreover, the increase. wov1d requireworkers at these earnings levels to pay substantially higher social
security taxes.

For example, the social security taxes payable by an employee earn-
ing $10,200 would be increased in 1973 by 18 percent, from $468 to
$551, largely attributable to the earnings base increase in H.R. 1. ThiS
increase would be added to the 15-percent increase in his social security
taxes which already took effect in January 1972, resulting in a total tax
increase over a 2-year period of 36 percent from $406 to $ 051.

It is also important to note that, for younger employees these in-
creases are far in excess of the cost of the new benefits tiy will receive.
The proposed earnings base increase would thus seriously impede
the ability of and undermine the incentive for the affected individuals
and their employers to provide for retirement income through te
many tvpes of private media available.

Finally, and of substantial importance, is the interrelationship of
the proposed earnings base increase and the provision in H.R. 1 for
automatic adjustments in the earnings base to account fdr future
increases in earnings. Although our indusrY, in the past,' has opposed
the concept of automatic increases in both benefit levels and the earn-
ings base, we accept the fact that such provisions are likely to be
enacted. However, such automatic adjustments should be maie to an
otherwise proper earnings base. If the initial base is too high the
excess will forever be built tto the system as the future automatic
increases will merely be added to an inflated earnings base.

For all of these reasons, we strongly urge that the earnings base be
continued at its existing $9,000 level. Additional costs arising under
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H.R. 1 should first be financed through any favorable actuarial bal-
ance in the present program and beyond that the social security tax
schedule should be drawn upon as a source of funds. In this connection,
we have noted the possibility that the methods for measuring the
financial needs and resources of the social security trust funds may be
revised.

I believe Secretary Richardson testified on this matter last summer.
If such a revision is made and a significant actuarial surplus arises, we
strongly believe that a part of such surplus should be used to meet
those revenue needs of the system that would be met under H.R. 1 by
an increase in the earnings base.

Turning to another provision, H.R. 1 would increase social security
benefits by 5 percent across the board effective June 1972. We believe
that this increase should be deleted and instead the provision for auto-
matically increasing benefits to reflect cost-of-living increases, which
we recognize, as I have already said, will be included in the bill, should
be allowed to operate as intended, effective January 1973.

If a benefit increase is to be specifically included in the bill, it should
not, in any event, exceed the rise in the cost of living since January
1971, the date of the last benefit increase, and should, as the House bill
provides, be in lieu-of any increase that would otherwise result under
the automatic provisions. It is unnecessary to go beyond this inasmuch
as there have been two substantial across-the-board benefit increases
within the past 2 years which, in the aggregate, considerably exceed the
intervening cost-of-living increases.

Again, let me express appreciation for this opportunity to present
the views of our three associations. I would, of course, be happy to try
to answer any questions you may have. Moreover, I hope that we may
be permitted to file such additional material for the record as may be
appropriate in the light of matters raised during the remainder of
your hearings on H.R. 1.

Thank you very much. Are there any questions?
The CHAIRMAN. Thank you. Are there any questions?
Senator Cuwis. Do you happen to know what the median wage is?

You referred to the average wage.
Mr. PILLSBURY. I don't know whether my associate here-from

one of our associations-has that information or not.
Mr. MrscK. My name is Richard Minck. I am actuary of the Life

Insurance Association of America.
Senator, the wage we refer to in our testimony is the median wage

for male workers who are working on a full-time basis and----
Senator CuRI's. The figure used, then, was the median wage?
Mr. MxcO. Yes, sir.
Senator Cmnus. That is a median wage for what ?
Mr. MINcK. Male W6rkers gainfully employed full time, four quar-

ters of coverage each year under the social security system.
Senator CulisT. All male workers?
Mr. MINc. Yes, sir.,
Mr. PILLSBURY. Full time.
Mr. MINoK. Excluding those working part time.
Senator COinT. What was that figure?
Mr. PmLSI3Umy. $9,000.
Mr. MiNcK. We estimate sometime next year it Will be $9,000; it! is

currently $8,500.
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Senator Cmms. By its very terms roughly half of the full-time em-
ployed people earn less than the medianI

Mr. MINOX. Yes.
Senator Cumris. So if increased benefits are financed by raising the

base, it means increasingbenefits by raising the taxes upon a part of
the workers and part of the employers; is that correct I

Mr. MINOK. I think that is correct, sir.
Senator CURTIs. I think without a doubt there are times that the

base should -be raised and thus to carry part of the costs, but it does
present an easy way for the Congress that is not a sound way to make
a Practice of financing increased benefits by raising the base because
it is* entirely possible that someone could make the claim, and it will
be true, that the majority of people under social security would have
no tax raise and still get an increase in benefits ?

Mr. MxNox. That is correct.
Mr. PLaSBURY. Senator, I call your attention to the fact that H.R.

1 as it now stands has an automatic provision for increasing the base.
Isn't that correct?

Mr. MiNoR. Yes, sir.
Senator Cunris. Was that in the bill of a year ago?
Mr. MINOx. Yessir.
Senator CunTis. .I have mixed feelings about "automatic increases of

benefits. From one standpoint, I am for it, in that the people, par-
ticularly the people of low income and small social security benefits
would get their increase without having to wait on the Congress.
Oftentimes it gets tied up in controversial things like it is right now.
On the other hand, knowing the bent of Congress wanting to vote bene-
fits to give to people, we may end up perpetually with a system of
both--automatic increases ana congressional increase. " •

I won't take further time but I want to thank you for your testimony.
Mr. PILLSBURY. Senator, let me say that the 'bill has a provision in it

which requires that the Congress be notified before an automatic in-
crease would norrially go into effect under an increase in cost of living
which gives Congress the opportunity to vote its own increas&-

Senator CuRTs. I understand that.
Mr. PILLSBURY. Which would then preempt the automatic increase

for that time.
Senator CtrRTis. I can't help but feel that the increase in social

security has been held a captive now for a number of months to try to
get through a guaranteed annual income and that is unfair to the social
security beneficiaries.

The CHAIRMAN. Time is going to be short on us in -these hearings as
well as in our executive session and whenever I can submit my ques-
tion-I am going to submit it rather than ask it.

We will have a secretary in the room right behind us where the wit--
ness can respond to the written question. I am going to submit this ques-
tion to Mr. Pillsbury and ask him to give us the answer to the secretary.
If I find the answer is not adequate then I will find him before he gets
out of town and pursue it.

Thank you very much.
(The Chairman's question with the response follows:)

Question. Mr. Pillsbury, In your prepared statement you mentioned the
notch effect of the life Insurance excludable amount. Would you please explain
more fully the notch effect and how you would suggest eliminating It.
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RespOnse. Under H.R. 1, if a family has less than $1,500 of life insurance,
the full cash value of its policy is an excludable amount in determining the
family's resources. However, if a family has more than $1,500 in life insurance
(for example, $1,600) none of the cash surrender value is excludable.

This in effect is an all-or-none provision. This could be corrected by providing
that families with more than $1,500 of life insurance may exclude the portion of
cash surrender value attributable to $1,500 of life insurance.

As indicated in otw testimony, we also propose that the $1,500 figure be in-
creased to $4,000.

Senator FANNIN. Mr Chairman, just one question before Mr. Pills-
bury is excused.

We are trying to make H.R. 1 into a workfare program, to be fair to
everyone. I wonder if it would be possible for you to expand, not at
this time, but if you could give us more information about the savings
through life insurance pension plans and other private savings making
a major contribution to the supply of capital? Not at this time but
could you give us more information on that?

Mr. PILLSBURY. We would be very happy to. As a matter of fact,
there is more information in the full statement which we have sub-
initted.

Senator FANNIN. Thank you.
The CHAMMAN. Thank you very much, Mr. Pillsbury.
(The prepared statement of the previous witness and material re-

ferred to by Senator Fannin follows. Hearing continues to page 750.)
STATEMENT OF AMERICAN LiFE CONVENTION, LIFE INSURANCE ASsOCIATIoN OF

AMERICA AND LIFE INSURERS CONTRENCE

SUMMARY

It has been the clear policy of Congress that the Social Security system is not
intended to be the sole means for providing retirement security for American
workers and their families. Rather, the system has properly been designed to
provide individuals with basic economic protection in their retirement. It is Im-
portant that the system not be structured or expanded so as to impede'the ability
of individuals to provide additional income for their retirement through private
savings media.

Within this framework, the statement discusses the following provisions con-
tained in H.R. 1.
(1) Inorea,e in Earnings Base

H.R. 1 would increase the earnings base to $10,200. We strongly urge that this
increase be deleted and that the base be retained at its existing $9,000 level. The
proposed increase would raise the earnings base to a level substantially in excess
of the average earnings of, regularly employed male workers which we estimate
will not reach $10,200 for several years, In this regard, the increase would seri-
ously' breach the proper relationship between the Social Security system and
the private retirement media and, in addition, would severely distort the opera-
tion of any provision for automatic increases in the earnings base to reflect in-
creases in average earnings.
(2) Across-the-Board Benefit Increase

We believe that the 5 percent aC-ross-the-board benefit increase in H.R. 1 should
be deleted and, instead, the provision for automatically increasing benefits to
reflect cost-of-living increases--which we recognize will probably be Included
In the bill-should be allowed to operate as intended, effective January 1973. If
a benefit increase is to be enacted, it should not, in any event, exceed the rise
in the cost of living since January 1971-the date of the last benefit increase-
and should (as H.R. 1 provides) be in lieu of any increase that would otherwise
result under the automatic provisions.

(8) Certain Other Benefit Liberalizatioms
We seriously question whether the aggregate cost of certain of the benefit

liberalizations in H.R. 1 can be Justified at the present time when there is serious
concern on the part of many people over the financial impact of the high Social
Security taxes on Ameriean workers.
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(4) Retirement Earnings Test
We support the liberalization in the retirement earnings test contained in

H.P 1.
(5) Payments to Survivor or Estate of Deoeased Employee

We support the provision in H.R. 1 which would exempt from Social Security
taxes any amounts which are earned by an employee in covered employment but
which are not paid until after the year in which he died. Moreover, we believe
it would be appropriate to extend the exemption to cover disabled employees.

(6) Treatment of Life Insurance in Measuring an Individual's Resources for
Welfare Purposes

Under ELR. 1 an individual's life insurance policies need not be counted in
determining his resources for purposes of qualifying under -the family assistance
program if the face amount of such policies does not exceed $1,500. We believe
the $1,500 should be raised to $4,000 and that the notch effect of this exemption
should be eliminated.

STATEMENT

My name is John S. Pillsbury, Jr. I am Chairman and Chief Executive Officer
of the Northwestern National Life Insurance Company of Minneapolis.

I appear today on behalf of the American Life Convention, the Life Insurance
Association of America and the Life Insurers Conference. These three associations
have an aggregate membership of 407 life insurance companies accounting for
98 percent of the life insurance in force in the United States. These companies
also hold 99 percent of the reserves of insured pension plans in the United States.
We appreciate this opportunity to express our views on H.R. 1, especially as it
relates to the old-age, survivors, and disability insurance program.

SOCIAL SECURITY'S ROLE

Since the inception of Social Security, we have always understood it to be the
policy of Congress that this system is not intended to be the sole means for
providing retirement security for American workers and their families. Rather,
Social Security has properly Leen designed to be a vehicle for providing individ-
uals with bisic economic protection in their retirement. It has been left for
various private savings media, including insurance company products, to provide
retirement income above this level.

Private plans offer flexible arrangements which can be designed to fit an
individual's particular needs. The necessity for providing nearly universal cov-
erage does not permit the Social Security system to offer this flexibility. Another
difference between Social Security and the private system is that the latter
offers products with benefits fully geared to the level of contributions. Thus, an
ndividual in the private market is able to determine for himself-on the basis

of his own spending priorities--the level of retirement income he desires and
to provide accordingly. Consistent with this framework, it is'Imp6rtant that the
Social Security system not, be' structured .or expanded so as to pre-empt the'
ability of individuals to use private savings media to provide retirement income
for themselves beyond the'Social Security floor of protection.

Maintenance of a strong private retirement income system it also important
for the economy as a whole. It is generally agreed that, If our economy and pro-'
ductivity are to grow, in the years ahead, there must be an increasing supply
of new investment capital; Savings through 'life insurance and pension funds
and other private savings media make major contribution to this supply of
capital. For example, in 1970, noninsured private pension plans invested $4.7
billion in stocks and $1.6, billion in bonds of U.S. corporations. During the same
year, life insurance companies invested $2.0 billion in U.S. corporate stocks, $1.6
billion in U.S., corporate bonds, and $1.8 billion in mortgages on business property.
Other savings media, such as savings and loan associations, mutual funds, and
state and local pension plans also make substantial ihvqstments in these sectors'
of the economy.

If Social Security benefits are expanded at the expense oti. private pension
funds and savings, there will be a reduction in the generation bf cpital; since,
in contrast.to private s~vinsm, the Sclal Security system;,qute properly, does
not generate capital but reditributes each year virtually fill o the'tax , revenue
Lrvulved. - P
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Since the inception of the Social Security system, it has been customary for
Congress to review it from time to time to determine whether It Is properly
carrying out its role. Proposals to revise the system must be considered, how-
ever, not only in terms of broad social need but also in terms of the cost and
the proper relationship between public and private programs. While necessary
changes and improvements have properly been made, we cannot stress enough

-the fact that undue expansion of the Social Security system would have a far-
reaching impact on voluntary private mechanisms and, in turn, on our economy
as a whole.

Within this frame of reference, I would pow like to discuss various provisions
of H.R. 1.

INORiEAsm IN EARNINGS BASE

On January 1 of this year, the earnings base-that is, the base on which the
Social Security taxes as well as benefits are computed-increased to $9,000 pur-
suant to the Social Security amendments passed by Congress last year. H.R. 1
would now further increase this base to $10,200. (While the House-passed version
of H.R. 1 would make this increase effective on January 1, 1972, we assume that,
because this date has already passed, any further Increase would not take effect
until 1973.)

To put this proposed increase in historical perspective, it should be noted
that, in the years from 1936 to 1905, the earnings base was increased $1,800 from
$3,000 to $4,800-an increase of 60 percent in a thirty-year period. The increase
to $10,200 would mean an Increase of $5,400, or 113 percent, in a period of only
eight years.

We believe that the increase in the base ,from $9,000 to $10,200 would seriously
breach the proper relationship between the Social Security system and the pri-
vate retirement media and, In addition, would severely distort the operation of
any provision for automatic increases in the earnings base to reflect future
increases in earnings.

Let me be more specific:
We believe that the average earnings of regularly, employed male workers

represent an appropriate dividing line between the area in which the govern-
ment should have responsibility to provide basic retirement benefits and the area
in which the individual, acting alone or with his employer, Should have respon-
sibility to provide retirement security through private media. In our opinion,
the Social Security system clearly reaches beyond its role of providing basic
economic protection when it provides benefits based on above-average earnings,
as would be done uder H.R. 1. Likewise, when the system raises revenues through
taxes at these above,-average earnings levels, it drains off financial resources
which the individual and his employer might otherwise put into private savings.
In each situation, the freedom of individual-choice is eroded.

Under our estimates, the average earnings of regularly employed male work-
ers will not even reach the $9,000 earnings based presently in effect until 1973
and will not reach fhe proposed $10,200 wage base until several years thereafter.
Thus, theincrease to $10,200-effective January 1, 1978-would bring the earn-
ings base to a leyel substantially in excess of such estimated average earnings
at that time. . I I

What is the practical effect of raising the earnings base above aJustifiable
level? First, te increase would entitle workers with above-average earnings to
additional Social Security benefits ,based on their earnings included in the newly
covered earnings band and, in this manner, would raise the benefits of these
workers substantially above the floor-of-protection standard. Moreover, the in-
crease in the earnings base would require workers at these earnings levels to pay
substantially higher Social Securitytaxes. For example, the Social Security taxes
payable by an employeeearning $10,200 would be increased in 1973 by 18 percent
from $468 to- $551-largely attributable to the earnings base increase in -H.R. 1.
This increase would be added to the 15 percent increasein his Social Security
taxes which already took eftect in January 1972, resulting in a total tax increase,
over i two-year period of 36 percent from $406 to $551. It is also important to

- note that, for younger employees, these increases are far in excess of rthe cost
of the new benefits they will receive, The proposed earnings base increase would,
thus, seriously impede the-ability of-and undermine, the incentive for-the
affected individuals land their employers to pro-d1 for retirement income.
through the many types of private media available.
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Moreover, using an increase in the earnings base as a mechanism for financing
benefit increases or other proisions of H.R. 1 is an inefficient process. This
results from the fact that part of the additional revenue which is raised will be
drained off into providing benefits on earnings above the level presently appro-
priate for Social Security. Thus, only a portion of the increased revenues will be
available for meeting the cost of the benefit liberalizations which are the primary
objective of H.R. 1.

Finally, and of substantial importance, is the interrelationship of the proposed
earnings base increase and the provision in H.R. 1 for automatic adjustments
in the earnings base to account for future increases in earnings. Although our
industry has, in the past, opposed the concept of automatic increases in both
benefit levels and the earnings base, we accept the fact that, in light of the
current provision in the House bill end the action by the Senate in 1970, such
automatic increase provisions are likely to be enacted. Since the automatic ad-
justments would be applied to increase the earnings base currently in effect, it
is important that the initial earnings base be set at a proper level. If it is too
high, the excess will forever be built into the system as the future automatic
increases will be added to an inflated earnings base.

For all of these reasonS, we strongly urge that the earnings base be retained at
its existing $9,000 level and that the increase in the House bill be deleted. Any
additional costs arising under H.R. 1 should first be financed through any favor-
able actuarial balance in the present program and beyond that the Social Secu-
rity tax schedule should be drawn upon as a source of fund% In this connection,
we have noted the possibility that the methods of measuring the financial needs
and resources of the Social Security trust funds may be revised. If such a revi-
sion is made and a significant actuarial surplus arises, we strongly believe that

part of such surplus should be used to meet those revenue needs of the system
that would be met under H.R. 1 by an Increase in the earnings base. Adherence
to these principles will ensure that the S ocial Security system remains in a self-
supporting posture while at the same time financing its benefit increases in an
efficient manner that Is consistent with its role in relation to private retirement
media.-These, we think, are extremely important objectives for the Social Secur-
ity system.

ACROSS-THP-BOARI INCREASE

I*.R. 1 would increase Social Security benefitg'by 5 percent acrossthe-board,
effective Jiine 1972. We believe this increase should be deleted from the bill.
As I have already mentioned, we accept the likelihood that the final version of
H.R. 1 will provide a system for automatic increases in Social Security benefits
to reflect increases in the cost of living. As we understand the House bill th this
regard, the automatic provision standing alone will most likely result in a
benefit inrease, effective January 1973, of a magnitude in the neighborhood of
the 5 percent increase specified in the bill. On the other hand, if H.R. f itself
provides a benefit increase, this will pre-empt the automatic increase. Given this
choice, we believe that it would be most consistent with the objective of the new
autonatic provision to let it operate as intended instead of accelerating the
benefit increase to June 1972.

If a benefit increase Is to be specifically included in thr, tAll, it should not,
in any event, exceed the rise in the cot of living since January 1971-the date of
the last benefit Increase-and should, (as H.R. I provides) be In lieu of any
increase that would otherwise result under the automatic provision. It is unnec-
essary to go beyond this Inasmuch as there have been two substantial acrose-the-
board benefit increases within the past two years-15 percent effective January
1970 and 10 percent effective January 1971. In the aggregate, these two increases
amounted to 268 percent-considerably more than the 16% percent increase in
the conwuner price index from Its level In February 1968, the effective date of
the last prior Social Security benefit increase, to its level in January 1971.

CETAIN OTHER BENEFIT LIBERALIZATION

In addition to the across-the-board increase, H.R. 1 contains several other
benefit liberalizations which, when taken in the aggregate, will add substantially
to the cost of the Social Security system. These provisions include (1) a special
minimum benefit-which could be substantially higher than the regular mini-
mun--for employees who have worked, under Social Security for at least 15
years, (2) increased benefits for Individuals who continue working after age
65, (8) additional drop-out years for computing average monthly wage, and (4)
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computation of benefits on the combined earnings of a husband and wife under
certain conditions. While there may be good reasons for each of these liberaliza-
tions, we seriously question whether their aggregate cost can be Justified at the
present time when there is a very real concern on the part of many people over
the financial impact of the high Social Security taxes on American workers.

LIBERALIZATION OF TIlE RETIREMENT TEST

We support the provisions in H.R. 1 for increasing tile amount an individual
may earn without a reduction in Social Security benefits and for revising the
formula for reducing Social Security benefits when earnings exceed the exemp-
tion level. We believe that these changes are not inconsistent with a sound retire-
ment test.

TAX TREATMENT OF PAYMENTS TO THE SURVIVOR
OR ESTATE OF A DECEASED EMPLOYEE

We support the provision in H.R. 1 which would exempt from Social Security
taxes any amounts which are earned by an employee in covered employment but
which are not paid until after the year in which lie died. As indicated in the
House Committee Report, present law-which requires Social Security taxes to
be paid in this situation- has worked a hardship in the case of deceased life
insurance salesmen whose renewal commissions have been taxed for many years
after their death, since these tax payments do not result in any additional
Social Security benefits for their survivors. We believe it would also be appro-
priate to extend the provision in the House bill in a similar manner to disabled
employees.

TREATMENT OF LIFE INSURANCE IN MEASURING AN INDIVIDUAL'S
RESOURCES FOR WELFARE PURPOSES

Under H.R. 1, a family would not be eligible for benefits under the new family
assistance program if it has resources in excess of $1,500. However, certain
Items may -be disregarded in -making this determination. Among the exclusions
is a life insurance policy or policies if the total face amount does not exceed
$1,500. If the face amount. does exceed $1,500, then the cash surrender value of
the policy or policies must be counted in applying the resource test.

We believe two changes should be made regarding the treatment of life
Insurance:

First, the full exclusion should apply to a larger face amount of insurance.
Unlike other assets, if a family is required to surrender -a life Insurance policy,
it may be difficult, if not impossible, to replace if the family's income subse-
quently increases. A savings account, for example, can always be rebuilt' to
its previous level without any substantial loss. If a life insurance policy is sur.
rendered, the individual may no longer be insurable when he goes to replace it.
If he is insurable, the premium rates will be higher to reflect his being older than
when the first policy was issued and the new contract will have to bear the
costs of commissions and underwriting expenses. Thus, it is important that the
exclusion level be set at a realistic amount so as not to require families to
surrender life insurance coverage which is basic to their needs.

Families need more life insurance than the $1,50 excludable under H.R. 1.
The costs incurred in terminal illnesses, and for burial and other attendant
expenses normally run much higher than that. On the average, families earning
.$3,000 or less currently own $4,000 of individual life insurance -and we suggest
granting a full exclusion to policies up to this face amount.

Second, the notch effect in the House bill should be eliminated by providing
that only the cash surrender value attributable to the face amount in excess of
the excludable amount should be counted in determining a family's resources.

. Such treatment is consistent with the rules in the bill applicable to other ex-
cludable itms. For instance, a family's home, household goods, and personal
effects are excludable to the extent of a reasonable amount. Presumably, under
this provision, if the value of the family's home exceeds the excludable limit,
only the excess is counted in determining the family resources. The rule for
life insurance is different under the House bill-if the face amount exceeds
$1,500, even by only 'a small amount, the entire cash surrender value is included
in countable resources. This is an Inequitable rule and should be modified as
suggested.
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AMERICAN LrnF CONVENTION,
LIFE INSURANCE ASSOCIATION OF AMERICA,

WASHINGTON OFFICE,
Washington, D.C., February 14, 1972.

HoN. PAUL J. FANNIN,
U.S. Senate,
Washington, D.C.

DEAR SENATOR FANNIN: During the appearance of Mr. John S. Pillsbury, Jr.
before the Senate Finance Committee during the hearings on H.R. 1, you asked
for additional information on capital formation through life insurance com-
panies, pension plans and other savings media.

In response to your inquiry, Mr. Pillsbury alluded to a portion of his full state-
ment which he had submitted for the record but which the time limitation
precluded his reading. That portion of the statement follows:

"Maintenance of a strong private retirement income system is also important
for the economy as a whole. It is generally agreed that, if our economy and
productivity are to grow in the years ahead, there must be an increasing
supply of new investment capital. Savings through life insurance-and pension
funds and other private savings media make a major contribution to this supply
of capital. For example, in 1970. noninsured private pension plans invested
$4.7 billion in stocks and $1.6 billion in bonds of U.S. corporations. During the
same year, life insurance companies invested $2.0 billion in U.S. corporate
stocks, $1.6 billion in U.S. corporate bonds, and $1.8 billion in mortgages on
business property. Other savings media, such as savings and loan associations,
mutual funds, and state and local pension plans also make substantial invest-
ments in these sectors of the economy. •

"If Social Security benefits are expanded at the expense of private pension
funds and savings, there will be a reduction in the generation of capital, since,
in contrast to private savings, the Social Security system, quite properly, does
not generate capital but redistributes each year virtually all of the tax revenue
received."

We thought that you might also be Interested in the attached table which
shows the growing importance of pension savings as a part of personal savings.

The savings accumulated through private pension funds are invested in cor-
porate securities, mortgages, state and municipal bonds, and U.S. Government
obligations. They thus provide financing for the construction of industrial plant
and equipment, single-family homes, apartment buildings, commercial prop-
erties of all kinds, public utilities, transportation and communication facilities,
roads and other public facilities, and many other kinds of capital projects.
The capital expenditures made possible by pension Savings provide increasing
Job opportunities in our economy and contribute heavily to improved pro-
ductivity and thus-to higher living standards.

Should you desire any additional data, please let us know.
Sincerely yours,

AMERICAN LIFE CoNVENTION,
WILLIAM B. HARMAN, JR.,

General Couneel.
LInE INSURANCE ASSOCIATION OF AMERICA,
KENNETH L. KIMBLE,

Vice President end General Counsel.
Attachment.

THE CONTRIBUTION OF PENSION FUND SAVING TO THE ECONOMIC GROWTH OF THE UNITED STATES
[Dollar amounts In billions

Average per annum

1946-50 1951-55 195640 1961-65 196-70

Personal income ......... . $203.0 $283.4 $366.0 $472.3 $691.9
Personal saving I ............................ $11.7 $17.2 $20.0 $23.5 $40.9
Pension saving'I............................. $2.7 $4.6 $7.2 $10.8 $16.4
Personal saving as percent of personal Income -.... 5.8 6.1 .5 5.0 5.9
Pension saving as percent of personal income ...... 1.3 1.6 2.0 2.3 2.4

I National Income accounts of the U.S. Department of Commerce, Survey of Current Business.
s Flow-of-funds accounts of the Board of Governors of the Federal Reserve System. This figure measures the increase

in assets held by private pension plans, pension programs administered by state and local government units, and the Fed-
eral employee and railroad retirement benefit programs. It Includes both Insured and noninsurad plans. It ecludes
0ASDI.

Note: National Income accounts prepared by the U.S. Department of Commerce, the Importance of pension fund saving.
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The CHAIMAN. Now, the next witness is Mr. Peter Hughes, Legisla-
tive Representative of the American Association of Retired Peisons
and the National Retired Teachers Association.

Mr. -HuGHF S. Good morning, Mr. Chairman.
The CHAIRMAN. Mr. Hughes.

STATEMENT OF PETER HUGHES, LEGISLATIVE REPRESENTATIVE,
NATIONAL RETIRED TEACHERS ASSOCIATION AND THE
AMERICAN ASSOCIATION OF RETIRED PERSONS, ACCOMPANIED
BY ROBERT SYKES, LEGISLATIVE REPRESENTATIVE, NRTA
AND AARP

Mr. HUoHES. Mr. Chairman, my name is Peter Hughes and I am the
legislative representative of the National Retired Teachers Association
and the American Association of Retired Persons. With me today is
my colleague, Mr. Robert, Sykes, who is also a legislative representative
for our associations.

Mr. Cyril Brickfield, our legislative counsel, was unfortunately
called out of town and was not able to appear so, Mr. Chairman, in the
interest of time, I should like to just submit our statement, make the
request that we may submit additional material on the medicare sec-
tion of H.R. 1.

The CHAIRMAN. Thank you very much, sir. We will print your state-
ment just exactly as written and you may be assured it will be con-
sidered by the committee.

Mr. HuaHEs. Thank you very much.
Senator BENNi&rr. Mr. Chairman, I assume we have the privilege

of submitting questions to the association 'based on that statement-
Mr. HUGHEs. Yes, sir; we would be very happy to answer it.
Senator BENNFTT (continuing). And expect them to give us writtenreplies 9
Cr. HUGHES. We would be very happy to reply.

The CHAIRMAN. Thank you very much, sir.
(The prepared statement and a subsequent statement received on

medicare follows. Hearing continues on page 754.)
TESTIMONY OF THE NATIONAL RETIRED TEACHERS ASSOCIATION

AND AMERICAN ASSOCIATION OF RETIRED PERSONS

SUMMARY
Cost of Living Adjustments

Our Associations favor the automatic cost-of-living adjustment but we feel
that benefits should be raised before the automatic adjustment is employed.
Benefits Increase

Our Associations urge an across-the-board increase of 15% with a minimum
monthly benefit of $120.
Liberalization of Earnings Test

Our Associations recommend an earnings figure of $3,000 without loss of
benefits.
Widow's Benefits

Our Associations support the increase in the widows' benefit from 82 %
to 100% of her deceased husband's benefits.
Uniform Method of Computation of Benefits: Men and Women

Our Associations support this principle of uniform computation and the
resulting benefits -increase.
Out-of.-Hospital Prescrption Medicines

Our Associations agree with the HEW Task Force and recommend that out-
patient prescription medicines be Included in Medicare coverage.
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Special Age 72 Payment8
Our Associations recommend a greater increase in benefits to those persons

age 72 or over who were originally excluded from Social Security benefits but
now receive a meager sum under the "Transitional Insured Status"; and, also
urge that the restriction placed on persons in that category who receive public
pensions be raised to $150 per month, before they are denied the meager Social
Security benefit.
Univer6al Medicare Eligibility at 65

Our Associations strongly support the provision for voluntary enrollment at
age 65 of those persons otherwise ineligible for hospital insurance benefits

"iidei Medicare.
TESTIMONT, -

Mr. Chairman, my name is Cyril F. Brickfleld. (Iam Legistive Counsel of
the National Retired Teachers Association and the American Association of Re-
tired Persons. Accompanying me today is Mr. Peter Hughes and Mr. Robert
Sykes, Legislative Representatives for our two Associations.

Our Associations have a combined national membership of more than 3.4
million older Americans. We are nonprofit, nonpartisan organizations of per-
sons age 55 and over, dedicated to the belief that dignity, independence, and
purpose enable the older person to continue a life of meaningful activity, use-
fulness, and service to others.

We appreciate this opportunity to appear before the Committee in continua-
tion of our Associations' support for the fine work of the Committee on legislation

-,designed to provide economic security for all older and retired Americans.
Mr. Chairman, during 1970 the Sente Special Committee on Aging, under the

leadership of Senator Williams, conducted a study entitled: The Economics of
Aging: Toward a Full Share in Abundance. Even before this series of hearings
began, our Associations were well aware of the economic plight of large numbers
of elderly persons in this country. The Task Force Report, the Background Pa-
pers, and the testimony of dozens of witnesses before this Committee offered
additional documentation and forceful dramatization of the harsh realities faced
Ly so many older people. But, this work of the Senate Special Committee on
Aging accomplished much more. It gave us an assessment of the great strides
we have made in the past and the tremendous tasks still facing our Nation in
dealing with the economic problems confronting all Americans facing retire-
ment years.

Fundamental to creating a meaningful life in old age is ensuring sufficient
economic resources to support it. While possession of monetary resources does
not necessarily guarantee happiness, the absence of such resources can keep
people of any age level from dignity, happiness and usefulness.

In 1970 the income in the United States for a 35 year old skilled worker avei-
aged $11,000 per year. In the same year the income need of an elderly couple
with a moderate living standard was about $4,500. In contrast, one finds that
the maximum Social Security retirement benefit which a worker (and spouse)
can receive under today's Social Security law is a little over $3,800. The truth
-is that nearly one-third of the more than 20 million Americans 65 years of age

and older are living below the poverty level. An even more shocking fact is that
many of these people were not poor until they became old.

One of the ways in which we may meet the economic problems of older Am r-
icans is by liberalizing and updating the existing Social Security laws. Our
Associations are happy to note the passage of the Social Security Amendments
of 1971 by the House of Representatives in June of 1971. These Amendments are
most welcome and our Associations support them. However, we feel that there
are major reforms still urgently needed to improve this vital but still imperfect
program.

In assessing the current Social Security system in light of immediate and
future needs, one characteristic stands out: it does not adjust quickly enough
to the fast moving economy of today. The record is clear. First, rising prices
have usually outdistanced Social Security benefit increases making older per-
sons more acutely aware of the increased costs experienced during infiatt6hary
periods. Secondly, despite the fact that average living standards of those still in
the work force have risen year after year, Social Security benefits in real terms
have improved very little.

The nced to develop a dynamic Social Security system which keeps pace with
the changes in the economy is apparent Of course Coilgress in the past has pe-
riodically adjusted Social Security benefits but the increases have not even kept
pace with increases in the general price level.
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COST OF LIVING ADJUSTMENT

The history of Social Security adjustments is that benefits are voted in election
years. What is the overriding motive? Is it to provide justice and equality in keep-
ing with our spiraling economy or is it used as a vote-getting device? If Social
Security increases for older Americans are to any degree a political football in
election years, the House passed bill has a remedy to offer. The automatic cost-
of-living adjustment mechanism which will take effect in 1972 as provided in the
House passed bill is urgently needed and most welcome. This provision indicates
the willingness of Congress to take Social Security adjustments out of politics
and gear such adjustments to our ever increasing national productivity. However,
we believe that benefits must be raised to a more realistic level than provided in
the House bill before this automatic escalator is employed.

BENEFIT INCREASE

We note that the bill contains a 5% across-the-board increase on benefit pay-
ments. Due to the rising cost of living since the last across-the-board increase, our
Associations urge a 15% across-the-board increase at this time. The House bill
fails to deal adequately with the problem of minimum benefits. Because of the
present inadequate base, a 5% raise will only increase the minimum monthly
benefit for a single person from $70.40 to $74.00 a month. For this reason our As-
sociations urge a minimum monthly benefit of $120. Only through such an in-
crease can we begin to move millions of older Americans out of poverty and
ensure that millions more who are on the poverty border are not pushed below
it. Such an increase would permit our older citizens to live their remaining years
in dignity and free of severe economic hArdship. In addition, we believe that the
Congress, by adopting our suggestion for a minimum payment of $1,440 a year
for the single person age 65 and older, could take the greatest step toward the
elimination of poverty among our elderly that has ever been taken in. our
Nation's history.

LIBERALIZATION OF EARNINGS TEST

We are very disappointed with the provision contained in the House bill con-
cerning the earnings limitation. Under the present law, an individual who is
eligible for Social Security benefits loses $1 for every $2 he earns in excess of
$1,680 a year, up to $2,880. He loses dollar for dollar on earned income above
$2,880. H.R. 1 would amend this provision to permit earnings up to $2,000. The
eligible recipient would then forfeit $1 in benefits for every $2 of earned income
above that amount.

Such a severe limitation imposed on the earnings of an individual eligible for
Social Security benefits acts as a penalty clause and is in fact. a partial denial of
the very basis upon which the Social Security program has been constructed-
that basis being one of insurance of retirement income. The proposal contained in
H.R. 1 is little more than a token gesture.

Because Social Security originated at a time when this Nation was trapped
in the depths of a great economic depression, it was understandable policy in
those years to discourage the continued employment of older Americans In order
to open up the ranks of the working force to the thousands of middle-aged Amer-
icans looking for jobs.

Today, however, we are facing an entirely different situation. Not only do we
have a different labor climate, but many businesses and industries have a vital
need for the skills and labor which can be provided only by the older, more ex-
perienced worker.

And yet thousands of older Americans who possess these needed iqkills, who are
willing and able to work will not work because of the penalty which will be im-
poseiO upon them by the earnings limitation contained In the present law. Nor will
this penalty be meaningfully reduced by the proposed change.

Results of the latest medical research in the aging processes seem to indicate
that one of the major problems crucial to the well-being of older people-perhaps
almost as important as the slowing down of the physical mechanism-is the
inability to contribute. A job. even on a part-time basis, may enhance not only
the financial health of an older person, but may be therapeutically and psycho-
logically invigorating as Well.

Older Americans simply do not understand-why this Country, which is now
reaping the fruits of their hard labor, is at the same time denying them the op-
portunity, indeed the right, to both add to their own financial security and
contribute their talents to an environment in which they are needed. Should
the right to a Job, and with it dignity, a feeling of independence and sense of ac-
complishment, be legislatively denied to millions of older Americans?
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It is our recommendation that the older person be permitted to earn at least
$3,000 in the year before he suffers any loss of his Social Security benefits.

100 PERCENT BENEFITS FOR WIDOWS

We were pleased to learn that the House Bill would Increase widows' benefits
from 82% to 100% of the deceased husband's primary benefit. This improvement
in the Social Security program is long overdue. This provision alone if enacted
by the Congress this year will correct a long-standing inequity for almost three
million widows and at a relatively minor cost

Providing the widow with same benefit for which the husband was qualified,
in addition to the monetary benefit will provide the widow with an additional
measure of self-respect and independence.

UNIFORM METHOD OF COMPUTING BENEFITS FOR MEN AND WOMEN

We are pleased to note that H.& 1 also provides that Social Security benefits
for men and women be computed on the same basis. The Increased benefit which
would result from such a change is notable; the resulting principle of uniformity
may be even more important We urge your Committee to accept this important
suggestion for uniform treatment between the sexes.

OUT OF HOSPITAL PRESCRIPTION MEDICINES

We believe that the time has arrived when the Congress must take action to
Include the costs of prescription drugs for hospital out-patients within the
coverage afforded in-patients by the Medicare program.

Under the present program, patients in hospitals and extended care facilities
are provided with these drugs. However, out-patients who must have the very
same drugs in order to keep themselves healthy and out of the hospital are denied
reimbursement for their costs.

Although older Americans represent only 10 percent of the population, they use
nearly 25 percent of all prescription drugs, and their per capita expenditures for
medicines are more than 3 times that of younger Americans.

These proportions take on increased meaning when we hote that the Nation's,
total expenditures for health and medical care, which Includes drugs, increased
by 1.9 percent during fiscal 1969. This one year rate of increase was more than
one-third faster than the growth rate of the gross national product.

The unconscionable burden which this situation has placed upon the millions
of older Americans living on fixed retirement incomes Is obvious.

The Senate recognized the importance of enacting legislation to remedy this
situation in 1966, when it passed a Prescription Drug Program. Unfortunately,
the House did not agree. But in 1967, the Congress directed the Secretary of
Health, E ducation and Welfare to study the feasibility of such a program. A
Task Force appointed by the Secretary recommended that prescription drugs
be coVered by Medicare. Soon after assUming office, Secretary finch appointed
a Committee to study the recommendation of the former Secretary's Task
Force. Not only did Secretary Finch's Committee agree that Medicare should
cover out of hospital prescription drugs, but it urged an, even more extensive
coverage than had been recommended by the Task Force..:, I

Thus, Mr. Chairman, we urge that the Congrens act now to make these changes
recommended by the Senate in 1968 and the Special Study Groups of two Secre-
taries of Health, Education and Welfare.

SPECIAL AGE 72 PAYMENTS

Four years ago, In 1965, Congress established a "['Transitionul Insured Status"
for persons age 72 or Over, who were excluded from Social Security enefits be.
cause their working lives were completed or substantially completed before coy.
erage was extended to their former occupations.

We are pleased that the House members recognize the need to increase the
present meager $4&30 a month benefit now permitted these older people. How-
ever, we feel that the Increaseof $2.50 to $50.80 is in itself meager.

.We do deplore the fact that the blanketing-in amendment added by Congrems
in '1966 denied the special.benefit (now $48.30 a month) to the 72-year old teacher
or other retiree who was drawing as much as $46 a month In any fnrm of public
pension. Such a restriction Is contrary to' the original intent of the Prouty
Amendment and should be corrected by the Congress..

We recommend that the Congress eliminate that restrictive earnil~gs limitation
iand replace It,f l necessary, -with t more realistic one. If a imitation must be
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applied to the special benefit for these older persons, we would suggest that they
be allowed to receive at least $150 per month in public pension before being de-
nied the meager special Social Security benefit.

Such a restriction would prevent a member of Congress from drawing the
benefit, but it would not deny it to the 80-year old teacher, for example, who has
qualified for a small pension but has never worked in employment covered by
Social Security.

ALL PERSONS WILL BE ELIGIBLE FOR MEDICARE UPON ATTAINING AGE 05

Our Associations traditionally took the position that health insurance benefits
did not need to be tied to the Social Security program. However, when the Medi-
care bill was passed in 1965, eligibility for part A of the Medicare program vwas
made dependent upon eligibility for Social Security, and a cut-off date was set
at January 1, 1968, which provided that the person who had not qualified for
Social Security benefits by that date, was not eligible for the benefits of Part A
of the Medicare program. This provision has worked a genuine hardship and
injustice on many thousands of retired teachers and some other persons retired
from public retirement systems. Many of these were people who were partici-
pants in a retirement system in which the teachers or other members had been
permitted by legislation passed by the Congress to exclude themselves from the
Social Security program. When Medicare and Social Security were joined in
1965, many of these people had therefore, excluded themselves from -the benefits
of Medicare.

In each of our Association Conferences, held in nine areas of the Country in
1971, I requested an indication by our retired teachers of the number ineligible
for Part A of the Medicare program. In most areas, at least 1/ of these older
retirees are excluded from the benefits of that part of the Medicare program.

It in our position that no person should be excluded from any part of the
Medicare program because he made the choice of remaining outside of the cov-
erage of Social Security. We are therefore pleased that the House Bill includes
a provision which would allow people reaching age 65 who are ineligible for hoe-
pital insurance benefits under Medicare to enroll on a voluntary basis for hos-
pital insurance coverage. While the cost to the individual is high we feel this
provision is a step in the right direction.

Mr. Chairman, we have additional comments which we should like to make
with respect to specific portions of the Medicare section of H.R. 1, with the Chair-
man's permission, however, we should like to submit these for the record at a
later date.

MEDICAiD-MEIICAID

Our Associations, the National Retired Teachers Association and the Ameri-
can Association of Retired Persons, have come before Congress on numerous
occasions in the past seeking the changes necessary to improve the Medicare-
Medicaid system. As organizations representing over three and one-half million
older persons, we feel that we speak with authority on the responsiveness of
the present system to the hospital and medical needs of the intended bene-
ficiarles--over twenty million elderly citizens.

Our Associations recognize that the present system may, perhaps soon, be
superseded by a national plan of health care for the entire population. However,
until that time, we shall continue our efforts to perfect the present system by
Improving and expanding the quality and comprehensiveness of care, increas-
ing operating efficiency, expanding our limited hospital and medical resources,
and reducing waste in the allocation of these resources.

In order to secure for our older citizens an adequacy of hospital and medical
protection, our Associations make the following recommendations for the Com-
mittee's consideration:

Since most persons who survive to 80 years of' age have need of some form
of long term care, but lack the financial resources necessary 'for private pur-
chase, Medicare benefits should be extended to include long term care (without
limitations of calendar days or kinds of care and service covered), for such
persons.

Medicar% should also provide an. intermediate care benefit for those who re-
quire institutional care and service. greater than room and board, but less than
skilled nursing .care. Such an tensionn of, Medieare benefits would increase
comprehensiveness and- reduce the unnecessary demand -made upon more costly-
forms of coveted service.
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Parts A and B of Medicare should be combined, with the increased cost of
such improvement perhaps alleviated by a reasonable reduction in the number
of covered hospital days.

The present "insurance" definition of a spell of illness should be changed to
eliminate such contingencies as an individual's place of abode or his ability to
survive a certain number of consecutive days without need of institutional care
or service.

The present requirement of at least three days of hospitalization as a prereq-
uisite for the receipt of non-hospital benefits should be eliminated since the
requirement only contributes to the costly and wasteful over-utilization and
misallocation of hospital resources in order to secure eligibility for other Medi-
care benefits.

The Secretary should be given authority to determine norms for care regimens,
length of stay required by diagnosis, and area-wide cost factors, with payment
guaranteed whenever such norms are not exceeded and payment of excess cost
denied in the absence of reasonable justification by the provider of service or
attending physician.

Moreover, Medicare should provide a guaranteed minimum number of days of
post-hospital benefits upon proper transfer from a hospital to another participat-
ing institution or to home-health care. A guaranteed period, for so long as is
necessary for the receiving agency's utilization review committee to make a
determination of the need for covered care and service, would eliminate that
retroactive denial of benefits which unjustly penalizes the receiving agency and
the patient (who is thereby rendered liable for the cost of care and service
received) for the actions of those who preceded them in the continuum of
care-the transfering hospital and attending physician.

In order to stimulate investment in those facilities which provide care and
service to Medicare beneficiaries, present law could be amended to include, as
an element of the reasonable cost of covered services, a reasonable return on the
equity capital invested in such facilities by nonprofit providers of service. While
the present system allows a reasonable return to, and thereby provides an incen-
tive for investment by, profit-seeking entrepreneurs, it illogically fails to provide
any such incentive for investment by nonprofit organizations. Such an incentive
for the investment of nonprofit capital should be provided to accelerate the rate
of expansion of those hospital and medical facilities providing care and service
to Medicare beneficiaries.

Finally, as a condition to participation in health care programs funded by the
Government. providers of service should be required to afford the Government
access to their financial records for the purpose of determining the true cost of
such service.

With these recommendations in mind, our Associations now turn to the specific
provisions of H.R. 1 to make the following comments and suggestions:

Our Associations endorse S. 201 of the bill insofar as it would extend coverage
under Medicare for hospital and supplementary medical insurance to disabled
qualified railroad retirement annuitants. who have been entitled to disability
benefits for at least two years. However, we believe that such extension of bene-
fits makes it imperative that rehabilitation be clearly established as an identifi-
able group of services and rehabilitation facilities as categorical providers of
such services, since rehabilitation services will be among those primarily required
by this new category of Medicare beneficiaries.

Since it is our Associations' position that Congress should assure that each
person will become eligible for the benefits of Medicare at such time as he reaches
the statutory age or otherwise becomes eligible for Social Security cash benefits
based on age. whichever first occurs, we must, therefore, approve the general
purpose of § 202 of the bill, which would make available hospital insurance cov
erage under Medicare, on a voluntary basis,' to persons age 65 and over who are
not entitled to such coverage under existing law. However, our Associations be-
lieve that the attempt to make this extension of coverage contingent upon the
full financing of the cost of such coverage by electing enrollees, who would be
required to pay a monthly premiU, initially seat $31.wi1l effectively preclude
receipt of any medicare benefits by tJ~ose intended beneiclaries who are most in
need, but lack the economic resources to pay the premium costs. Consequently,
we tirge the Finance Committee to consider alternative forms of financing this
desirable and necessary extension of Medicare benefit protection.

Our organizations continue to advocate the consolidation of Parts A and B of
Medicare. elimination of the premium payment under Part B; and removal of all
deductibles and coinsurance features of both parts. In the light of oor decllired
position, we must actively oppose the proposed "increase (from $ 0 to $60) in
the annual deductible under the supplementary niedical insurance program

72S-5730.-20p.44
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provided by § 204 of the bill. Also, our Associations must oppose 1205(b), which
provides for the application of a daily coinsurance amount (equal to s of the
inpatient hospital deductible for each day of inpatient hospital coverage during
a benefit period) beginning with the 31st day and continuing through the 60th. To
enact these sections without change would indicate an insensitivity to the im-
position of additional financial burdens on those most in need of relief--elderly
patients requiring medical and hospital care.

The increasingly severe financial burden that the amount of the supplementary
medical insurance premium will come to represent in future years Is of serious
concern to NRTA-AARP. We continue to advocate consolidation of Parts A
and B and elimination of premium payments under Part B precisely because the
probable significant increases in the premium rate will occur without the slight-
est consideration being given to the ability of beneficiaries, living on reduced.
retirement incomes, to meet these increased cost*. With the hope that the
Congress will move further toward the adoption of our position, our Associations
endorses 1 203 of the bill, under which an increase in the supplementary medi-
cal insurance premium will be allowed in any given year only if monthly cash
social security benefits have previously been increased and under which the
amount of any such premium increase will be limited to a percentage not in
excess of the percentage by which cash social security benefits, had been in-
creased. Consequently, while premiums would still be required under the supple-
mentary medical insurance program, any increase in such premiums would at
least bear some relation to the beneficiary's ability to pay.

Health maintenance organizations, their development and their effective
utilization have all been strongly endorsed by our Associations. Organized plans,
particularly those on a prepaid basis, have, in some cases, demonstratively dis-
couraged overutilization of more expensive inpatient care. Consequently, we
support the provisions of § 207 which would encourage states to contract with
health maintenance organizations, neighborhood and community health cen-
ters and similar organizations by increasing (by 25%, up to a maximum of 95%)
Federal matching on premiums paid by the states under contracts with such
organizations. However, our organizations oppose those provisions of f 207 which
would impose new limitations on care in general and tuberculosis hospitals
and the length of stay in mental institutions and which wotild'reduce the Fed-
eral medical assistance percentage for Inpatient services in skilled nursing
homes. While we generally support legislative and administrative action to in-
sure efficient, economic delivery of Medicare/Medicaid services and effective
utilization of our medical facilities, nevertheless, we feel that these provisions
are overly restrictive and insensitive to the needs of individual patients.

If unnecessarily higher health care costs are to be avoided In the'future,
where such costs result from duplication or irrational growth of health care
facilities, our Associations must agree with the House Ways and Means Com-
mittee that the connection between sound health facility planning and the pru-
dent useo of capital must be recognized* and that Medicare/Medlctid progptms
must be consistent with state and local health facility planning. Accordingly,
to avoid the use of Federal funds to support unjustified capital expenditures and
to support health facility and service plantihig activities in the Various ates,
our associations approve the provisionS of §221 of the bill whereby the Sec-:'
retao y f H.E.W. will be authorized to withhold or reduce reimbursement amounts
to providers of services and health malntenahlce organizations under Title XVIII
for depreciation, Interest, and, in the case'of proprietary pivviders, a return on
equity capital, related to capital expenditures determined to be inconsistent
with state and local health' faellity, plans. However, since out primary concern
is the development and maintenance of quality health care in every state and
locality; we believe that, prior to any such witholding,,or reduction, the Sec-
retary should be required to .determine that the, quality level of health. serv-
ice in the appropriate area will not be, Impaired as a result of any such action.
* Als6 in support of the 'Federal 4overhment's attempts to ontro! rising health

care osts, our organizations approve 5222 Under which experiments and dem-
onstration prdj6cts would be authorized to develop" incentives for economy in
the provision of health" se~rees" apd test the concept.'f prospective reimburse-
ment as at means ' oY~ef raging institut6n d policy-n 0k~ s and managers,
throUihfltiancialn,"Iientive and e0codita t risk of loss, to iflan, i1inovate, and
manage effectively Iti order to tiaximtze financial reward. flowever we urge that
this "seCtion be amended to authorize the development arud onduCt of demonstra.
tlon jProjoctk designed to test better ways of prfding'eare both in and outside
of ins'dtitiOnal setting. Moreover, this, seii should. require tht consumer.
and pr6fessio!Wl gupsW beafforded thed oppbrtumity to. paicipatein the plan-
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nhig and conduct of all such projects and that the Secretary of Health, Educa-
tion and Welfare be required to document the maintenance of quality service
under them.

While our Associations share the concern of the House Ways and Means Com-
mittee over escalating costs for skilled nursing homes and intermediate care
facilities, we seriously question the wisdom of super-imposing arbitrary limits
(as § 225 of H.R. 1 would do) on Federal financial participation as the proper
method of limiting further cost increases.

NRTA-AARP have long advocated the establishment of a system of rapid de-
termination and screening procedures, under the Medicare/Medicaid program,- to
determine an individual's eligibility for coverage prior to admission to an ex-
tended care facility or prior to receipt of home health Services. Under present
law, a determination of whether a patient requires the level of care that is neces-
sary to qualify for such benefits cannot generally be made until some time after
the services have been provided, with the result that, in many cases, benefits are
retroactively denied, unexpectedly shifting the financial responsibility for such
benefits to the patient, who may not be able to pay. As a progressive step toward
the elimination of eligibility uncertainty with respect to these benefits, our As-
sociations welcome the provisions of § 228 whereby the Secretary of Health, Edu-
cation and Welfare will be authorized to establish periods for which a patient
would be presumed eligible for benefits, with such periods of coverage limited, for
the present, to those conditions, which program experience has indicated, are
most appropriate for extended care or home health service following hospitali-
zation.

To supplement efforts to control the rising costs of the Medicare/Medicaid
program, our organizations endorse § 229 which grants the Secretary authority
to terminate or suspend payments for services rendered by any supplier of health
or medical services found to be guilty of program abuses. However, we feel that
the section should be amended not only to require the Secretary to make public
the name of such persons or organizations, but also to require that such persons
or organizations disclose any such action taken against them to each potential
Mkfedicare/Medicaid patient, before any services are provided.

Our Associations must oppose § 230's elimination of the requirement that states
move -toward developing comprehensive Medicaid programs as regressive and
detrimental to the development and maintenance of quality health care on a
nationwide basis. -

'Since the meeting of medical needs and the meeting of psycho-social needs are
known to be mutually reinforcing, the requirement of present law, that an Insti-
tution must engage the services of a professional social worker in order to qual-
ify, under the Medioare program, as an extended care facility, is a valuable move'.
Consequently, our organizations strongly oppose § 265's elimination of thart re-
quirement as a condition of participation as an extended care facility under the
program.

Our Associations believe that every extended care facility should have a full-
or part-time medical director and at least one registered nurse, depending on the
number of patients served. Consequently, we must vigorously oppose § 267 of the
bill, under which the Secretary would be authorized to waive the Medicaid re-
quirement, with respect to skilled nursing homes in rural areas, that all such
facilities have an organized nursing service under the direction of a full-time
professional registered nurse. If this requirement of present law constitutes an
undue hardship for skilled nursing homes in some areas, the remedy should not
be its elimination, with the consequent encouragement of substandard nursing
services, but legislation and appropriations to encourage the education and train-
ing of more nursing personnel and to induce the location of such personnel in
those rural areas where the need is great.

Finally, while our organizations approve of § 273, under which the Secretary
is required to conduct a study of chiropractic services covered under state plans
approved under Title XIX, we believe the scope of any such otudy should be ex-
panded to determine which professional services, presently excluded under the
Medicare/Medicaid programs, should be included.

As our statements should indicate, our Asrociations are not entirely satisfied
with the House-passed revision of H.R. 1; too many Inadequacies would still
remain in the Medicare/Medicaid system. It is our hope that the Senate Finance
Committee will,,in its wisdom, correct these.

The CHAIR MAN. The next witness is Mr. Paul F. Henkel who is
chairman of the Social Security Committee of the Council of State
Chambers of Commerce.
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STATEMENT OF PAUL P. HENKEL, CHAIRMAN, SOCIAL SECURITY
COMMITTEE, COUNCIL OF STATE CHAMBERS OF COMMERCE,
A 0OMPANIED BY WILLIAM R. BROWN, ASSOCIATE RESEARCH
DIRECTOR

Mr. HENKEL. Mr. Chairman and members of the Senate Finance
Committee, my name is Paul Henkel and I am manager of payroll
taxes for Union Carbide Corp. I am chairman of the Social Security
Committee of the Council of State Chambers of Commerce and I am
appearing on behalf of the council's 28 member State chambers of com-
merce which are listed at the end of our prepared statement as having
endorsed our positions. Accompanying me is Mr. William R. Brown,
associate research director of the council.

We thank the committee for the opportunity to present our state-
ment on the welfare reform and social security provisions of H.R. 1.

Our oral presentation will be contracted as required by the rules of this
committee.

Concerning welfare reform issues, we support the continued sep-
arate'treatment and the increased Federal funding for the. indigent
aged, blind and disabled persons under the categorical aid programs.
We would prefer, however, that the Federal benefit vary according to
geo graphical differences in the cost of living rather than being
uniform.

We feel the greater share of Federal funding, however, for these
benefits will in effect be revenue sharing which should help lighten
the State and local government financial burdens.

We urge this committee to weigh heavily the July 1971, Tella report
which was included as part of the report of this committee in its hear-
ings on H.R. 1 last year. The Tella report indicates that income main-
tenance plans, including the one proposed in H.R. 1, could discourage
welfare recipients from working. We think this is cause for concern.

We object to the provisions of H.R. 1 which would supplement the
income of the working poor above poverty levels and thus add 10 mil-
lion people to relief rolls.

We support the objectives of H.R. 6004, which was introduced by
Representative Ullman, and which makes a sharper distinction be-
tween employable and unemployable welfare recipients. That bill ex-
cludes the working poor from receiving FAP payments, but it pro-
vides a work expense allowance and free child care for them. It also
provides special revenue sharing to help State and local government
welfare financing. Its provisions seem to us to be more reasonable and
more acceptable to the working public.

We are glad to see that the mandatory State supplementation of
FAP payments above poverty levels as originally proposed in H.R. 1
has been eliminated. We have long contended that there should be a
minimum of restraints and obligations imposed upon the States by the
Federal Government. We believe that in the past there have existed
lituations in welfare where the States have been actually pressured

by HEW actions to overextend their financing of welfare through
broadened eligibility and narrow disqualification procedures and to
relax their investigations into financial needs.

It is our view that the provision for a $720 annual earnings disregard
in connection with FAP payments on the basis of it being a work
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expense item is rather costly when it applied to family incomes above
the poverty level. We suggest that it could be scaled down or eliminated.
Its elimination could cause the reduction iii the H.R. 1 welfare reform
bill, a reduction of costs of approximately $1.1 billion annually.

We disagree with the proposition that H.R. I would discourage
fathers from leaving home so that the family could qualify for welfare.
Last year's hearings on H.R. 1 held by this committee indicated that
there would be no substantial discouragement. We strongly support
the objectives of S. 3019, sponsored by the chairman of this committee,
which would provide more vigorous Federal action in requiring child
support by deserting fathers and fathers of illegitimate children.

The hearings on welfare reform thus far have established that there
are unmet needs. The principal question appears to be how much more
and how the Federal Government will appropriate funds to meet these
needs. But throughout these hearings there have been areas that have
received little attention.

There has been a widespread public impression-a man-in-the-street
attitude, if you will-that too many abuses continue to exist and that
welfare officials may not be doing all that they could to contain the
costs of welfare.

We have been deeply disturbed by Federal court decisions that have
held unconstitutional some State actions to limit welfare payments.
We urge the Congress to consider all possible avenues to help reinstate
the rights of the States to protect the majority taxpaying segment of
its citizens. We suggest that no individual should be able to invoke
constitutional rights as a protective cover to perpetrate a fraud or
other abuses upon tne public.

With respect to issues of social security, we are certain that this
committee is well aware of the positions of State chambers of com-
merce and, in general, the views of business and industry. Our state-
ment reiterates those positions and includes data for committee staff
analysis.

We cannot agree that an increase in the social security taxable wage
base to $10,200 is justified at this time. We have indicated that it
would generate some excess social security tax collections of $57 billion
over the next 7 years. Moreover, the base has been raised to $9,000 this
year and we submit that a $2,400 increase in the wage base in just 1
year is too much for employers and employees to shoulder.

It would seem illogical for the Congress to consider this during
a period of wage and price controls. Last year the congressional Joint
Economic Committee pointed out the adverse consequences of raising
the taxable wage base to $10,200. It suggested that the time was not
propitious because of the size of the proposed tax increase and because
of the state of the economy, We concur.

We suggest that the proposed substantial reallocation of social
security taxes to the hospital insurance trust fund for medicare bene-
ficiaries should be considered along with the payroll tax costs of any
proposed national health insurance program.

We stress our objection to the proposed automatic escalation in the
taxable wage. base, in benefit levels and in the retirement earnings off-
set provision. In our prepared statement we have shown the proposed
tax increases that will be placed upon the young people at the end
of this century and the beginning of the next.
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We have shown also how the major change in the concept of financ-
ing by relying solely on increases in the taxable wage base will work
a double disa-dvantage to the future semiskilled and skilled workers.
Their tax costs-and we are speaking only of social security tax costs-
will escalate tremendously. Also, the wage replacement ratio of their
ultimate benefit levels will not be as great as that of today's retirees.

We have also stressed alternatively how, through individual initia-
tive-Mr. Chairman, may I request that Mr. Brown continue? I am
developing a cough.

The CHAIRMAN. Yes.
Mr. BRowN. I will carry on here so you won't be delayed. We have

also stressed alternatively how through individual initiative-the mere
accumulation in savings accounts of amounts equal to the proposed
tax increases could generate a far greater amount of private benefits

Finally, we have reiterated our deeply felt concern that the exces-
sive expansion of the social security program will cause the existing
complimentary aspects of that program and industrial retirement plans
to disappear. We envision the day when employers will not be able to
maintain and absorb the costs of both social security and private retire-
ment plans. The social security program inexorably will force indus-
trial retirement plans out of existence if present trends continue to
accelerate.

We agree that there will be inevitable future changes and improve.
ments in the social security program; we remain adamantly opposed
to the adoption of the automated escalation provisions which are likely
to develop overly liberal benefits for low-income recipients and overly
repressive taxes for the middle and higher income Irecipients.

At the hearings held thus far on both welfare reform and social
security, the views of the individual taxpayer unfortunately have been
largely conspicuously absent. We urge this committee to evaluate these
two major issues as only two facets, but important facets, of the total
national needs and to share our concern ivnr t j qually important
and mounting overall tax burdens of & -pubc.

Thank you.
The CHAMMAN. Thank you very much for your statement here today,

gentlemen.
What I have to say, I think, is more of just a brief statement than it

is a question.
Mr. Baowx. Fine.
The CHAIRMAN. But I really do say this as.one who has not always

supported the position of the chamber of commerce. I suppose in some
years I have been marked as public enemy No. 1 by the chamber of
commerce because of differing with them on some issue where I would
see it one way and they would see it another. But in this area of what
I call the guaranteed annual wage for not working, I believe the champ
ber of commerce, more than any organization in this Nation, has seen
the threat that that posed to this Nation; I, for one, am in favor of
providing g comfortable income level to those who are disabled, those
who are unable to work, those who are aged, for little children if you
can't make parents do their duty. But thisthing of providing a pro-
gram.,where parents are able to victimize their children and live on
the public with a comfortable guaranteed annual wage for not working
could destroy this Nation, inmy judgment, and merely because you
call it welfare reform doesn't make it anything other than what it is
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This idea of making it possible by means of people having it within
their power to cheat and get away with it or by means of people
victimizing a program or victimizing their own children could very
well establish a new type of morality which eould make this a second
or third rate nation, if it could survive at all. The fact that your orga-
nization saw the dangers in this bill when the catch phrases and nice
words and the welfare reform slogan caused others to gloss over it
and failed to look at the fine print, I think, marks the national chamber
of commerce-and the State chambers-as the organizations more than
any other one that saw the dangers that were inherent in this proposal
when it came down.

I will be as strong as I know how in support of all we can for those
who can't help themselves, but for those who can work, they ought to
be provided the opportunity to work.

I think that we have reached that point now that the Government
should provide everyone an opportunity to work if he wants to work.
But if he doesn't want to work I don't think that we ought to try to
provide any guaranteed level of income for a person who prefers to do
nothinI.

Mr. BROWN. Thank you, Mr. Chairman.
In that regard We would certainly concur with the objectives that

you stated in your opening statement this morning as to what you
would like to achieve; and we will be pleased to cooperate in any
way we can in achieving them. We simply have not been able to con-
vince ourselves that true welfare reform means adding a lot more
people to the welfare rolls. We think that true welfare reform means
putting them to work and getting them off the welfare rolls.

The CIRAURiAN. Exactly. Thank you.
Senator BE.NNETr. Mr. Chairman, may I have a question?
You have raised a question that I think is here for the first time, and

that is the possible effect of increases in the welfare system on the pri-
vate employer-supported 'or employer-employee-shared insurance.

Do you have any figures showing the comparative cost of the social
security system and the comparative benefits that that cost produces
alongside of th:- amount of money that is being spent for private in-
surance system md the benefits that those produce to the employer?
Which is the larger?

I realize you may not be able to answer the question here, but I would
appreciate it if you could get those figures.

Mr. BROWN. We will be pleased to get that for the record, Senator.
Mr. ItENKEL. I think the first witness would be in a better position to

supply that information, from the life insurance companies and the*
banks and trust companies that administer industrial retirement plans.

Mr. BROWN. We will be pleased to contact them though and get
what figures are available. .

Senator BENNETT. It is your testimony, -and it .would be good. I
think you should support it if you can.

Mr. BROWN. Certainly.
Mr. HEJKEL. I see what you mean.
Senator BENNET. Thank you, Mr. Chairman.
(The witness subsequently supplied the following table:)
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EMPLOYER CONTRIBUTIONS FOR OASDI AND PRIVATE PENSION-DEFERRAL PROFIT SHARING PLANS

(In millions

Percent Pension- Percent
increase profit increase

Year OASDI I from 1950 sharing from 1950

1950 ............................................... $1,308 .............. $1,750 ..............
1955 ............................................... 2,825 ........... . 3, 280 ..............
1960 ------------------------------------------ - 5,650--4,740............
1961 ----------------------------------- 5,71.............. 4,870..........
1962 -------------------------------------.............. 5,190.........
1963 --------------------------------------------- - 7,496 .............. 5,510 .............
1964 ------------------------------------ 7,853 .............. 6,170..........
1965 -- --------------------------------- * - - 8,391 .............. 7,040..........
1966 ------------------------------------- 1,022---------------7,730..............
1967 ---------------------------------------------- 11,853 8,510
1968 ---------------------------------- 13,17--------------- 9,380 ..........
1969 -------------------------------------------- 15, 717 1..0.16 11,060 63.2
1970 .................................. 16, 335 ......... - --- ( ...... .......
1971 ----- ------------------------------------- 18,600 142.2 .)..............

I Source: U.S. Department of Commerce Bureau of Economic Analysis.
I Source: HEW, Social Security Bulletin, April 1971, p. 27.
$ Not available.

Comparable data is not available on benefits financed by employer contributions.

The CHAIRMAN;. Any further questions?
Senator CurrIs. Based upon past experience, has it been the States

or the Federal Government that has sought to reduce the welfare rolls,
restrict their expansion, and eliminate what most people would classify
as abuses?

Mr. BRowN. Senator, I can speak from personal experience in that
regard since I worked at the State level for 16 years before coming to
Washington; and I was back at the State level in the 1950's when we
first saw this problem coming on, when the aid to dependent children
program started to mushroom.

In the State of Missouri, we made very serious efforts to try to
contain it. We had numerous legislative proposals introduced, one by
the presentGovernor of Missouri when he was a State representative,
and another by a present Congressm an, and inevitably what we ran
into when we tried to push legislation to restrict eligibility to those who
were truly in need, we were advised by the State welfare director that
he had received word from Washington, "You enact that legislation
or we will cut off your funds."

We were stymied every time.
Senator Cuirs. As a mater of fact, a review of the court cases or

any other observation shows that it has been the States that have made
an effort to reduce, and curtail, and eliminate abuses; isn't that right?

Mr. BROWN. Right very definitely.
Senator COums. dan you point to any such effort on the part of

the Federal Government ?
Mr. -BRowN. I would have to do some considerable research, I think,

to find .ny such effort.
Senator CURTIns. That leads to my next question.
If we move either abruptly or gradually to a total federally ad-

ministered and financed welfare program, we eliminate all the restraint
that has come from the States in the past; isn't that right?

Mr. BRoWN. Very definitely.
Mr. HmNKE. That is our portion.
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Senator CuTris. Now, isn't that true partially when we adopt a hold
harmless clause and advise the States that if these future costs get out
of hand it will be no financial concern of theirs; isn't that right?

Mr. BROWN. I think it can definitely work that way.
Senator CURTIS. Yes. I think the country must realize that the so-

called welfare reform of H.R. 1 is in a practical way abandoning all
restraints we have had in the past and turning it over to agencies that
haven't by the record shown .any great diligence at all in curtailing,
and restricting, and eliminating abuses.

Now, I am sympathetic to Governors and others in State legis-
latures who are just scrambling for money everywhere they can turn;
but I think the burdens of tis committee and the burdens of the
Congress become much greater by reason of the fact that in their
desperation tc solve their own budget problems some State officials
are willing to buy anything that takes an obligation off them and,
puts it on the Federal Government.

Mr. BROWN. We would certainly concur, Senator.
Senator CURTIS. But the same people pay the Federal taxes as pay

the State taxes; is that right?
Mr. BROWN. That's right.
Senator CuRmIs. That is all.
Mr. BROWN. Definitely. The facts in our prepared statement are

along the lines of the statement you made in regard to the actions of
the Federal Government-we make a statement something to the effect
that what is proposed here in II.R. 1 in effect, in our opinion, is asking
the "fox to guard the henhouse," that instead of moving in a logical
direction in terms of what the record shows, they are moving just
the opposite.

Senator CURTIS. My first concern is to stop the enactment of some
of these very destructive features that can only lead to near disaster.
My own solution to it, my second one, is that we ought to enlarge
the roles of the States. We ought to turn the administration back to
them.

Mr. HENKFL. That has been the historic position of the Council
of State Chambers of Commerce and State chambers generally. They
would like to see the States retain a greater measure of responsibility.

Senator CURTIS. I had a measure pending on that and I didn't know
whether you had any comment on that or not. That is all, Mr.
Chairman.

The CHAIRMAN. Any further questions, gentlemen?
Well, thank you very much.
Mr. HENKEL. Thank you, Mr. Chairman and members.
The CHAIRMAN. Thank you, Mr. Henkel and your associate. I cer-

tainly appreciate the advice you have given us here today.
(The preceding witness' prepared statement follows. Hearing con-

tinues on page 770.)
STATEMENT OF PAUL P. HENKEL, ON BEHALF OF MEMBER STATE CHAMBERS OF

THE COUNCIL OF STATE CHAMBERS OF COMMERCE

SUMMARY

1. Support welfare reform, but not a form of guaranteed income that will ex'-
tend welfare coverage to the working poor. This includes support for day care
facilities for welfare recipicnt8 participating in work and training programs,
It is suggested that the Committee consider elements of several bills, the Ul-
man Bill (H.R. 6004), the Curtis Bill (S. 2037), and the Long Bill (S. 3019) in
arriving at Its welfare reform proposals.
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2. Support the periodic Congressional review and improvements in Social
Security benefits, the retirement test, and financing, but oppose most stren-
uously automatic escalation as provided in H.R. 1.

STATEMENT

Mr. Chairman and members of the Senate Finance Committee: My name is
Paul Henkel and I am Manager of Payroll Taxes for Union Carbide Corpora-
tion. I am Chairman of the Social Security Committee of the Council of State
Chambers of Commerce and I am appearing on behalf of the member State
Chambers of Commerce of the Council which are listed at the end of this state-
ment as having endorsed our statement. Accompanying me is Mr. William R.
Brown, Associate Research Director of the Council.

Briefly with respect to -public welfare, we support "welfare reform," but not
"guaranteed income." We view the Family Assistance program contained In
H.R. 1 as a form of guaranteed income. We support provision for day care
facilities for welfare recipients participating in work and training programs.
We oppose extending welfare coverage to the "working poor" who are not now
entitled to welfare, which is a basic element of the Family Assistance pro-
posal. We recognize that Congress enacted very significant welfare reforms
last year In H.R. 10604 that tightened up work and training requirements for
welfare recipients, but more might be done in this direction.

With respect to Social Security, we support the periodic Congressional review
and improvements in Social Security benefits, the retirement test, and financing,
but we oppose most strenuously automatic escalation as provided in H.R. 1.

When we appeared before this Committee in 1970 on H.R. 16311 we said that:
"The State Chambers of Commerce and, we believe, the general public support
constructive welfare reform. Constructive reform is long overdue. Most Ameri-
cans agree on this point."

This is certainly still true today. But, making almost 10 million more recipi-
ents eligible for government income maintenance, as H.R. 1 would do, Is not the
kind of "welfare reform" which the public is demanding. We understand that
many of the additional 10 million recipients woul be "working poor" and a "theo-
retical" argument for including the "working poor" can be made on the basis of
"equity." We urge the Committee to take cognizance of the substantial taxpayer
resentment against the idea of further supporting low income families.

THE OBJECTIVE OF WELFARE REFORM SHOULD BE TO REDUCE WELFARE ROLLS

It is recognized that in some respects the welfare provisions of H.R. 1 are an
improvement over the Family Assistance Plan as passed by the House in 1970.
We believe that much credit for this should go to this Committee because of the
exhaustive critical examination it gave to the 1970 House Bill. Although some
defects have been corrected, the most basic weakness of all remains--that is, mak-
ing up to 10 million additional persons eligible for government income mainte-
nance payments.

The primary objective of "welfare reform" should be to get people off welfare.
Th-6,aupporters of H.R. 1 are hopeful that the bill will eventually reduce the wel-
fare rolls. Although this is their goal-and ours, we feel that this hope is unreal-
istic. We are convinced that there are much better ways to reduce the welfare
rolls than by making 10 million additional persons eligible.

SUPPORT FOR WELFARE IVFORM

We support moves to improve the financial position of the unemployed poor by
bringing their income u~p to poverty levels, but we object to the supplementation
of the income for the working poor above the poverty level. In this regard, when
the Ways and Means Committee held hearings on Universal Health Care prob-
lems late last year, we supported the Government financed medical benefits for
the poor but not the working poor. We urge the Committee to assess the future
Impact indicated by the July 1971 Tella Report included as Appendix ], pages
493-531 in the Report of Hearings on H.R. I of this Committee. That report indi-
cates that the income maintenance plan such as is proposed in H.R. 1, could in
itself discourage people on relief from working. There should be cause for
conceril.

We disagree with the proposition that H.R. 1 would discourage fathers from
deserting their families in order to qualify them for welfare. The hearings of
this Committee oil H.R. 1 indicated that the discouragement would not be sub.
stantial. S. 3019 Is a far better approach In this respect. ' I..
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In addition to the welfare reforms recommended by this Committee in 1970,
we suggest consideration of several proposals which were introduced last year:
(1) H.R. 6004, introduced by Representative Al Ullman, (2) S. 2037, introduced
by a distinguished member of this Committee, Senator Carl Curtis, and (3)
S. 3019 on child support introduced by the Chairman of this Committee, Senator
Long. It is suggested that a combination of the reforms approved by this Com-
mittee last year, a version of the work and training provisions of H.R. 1. ele-
ments of the Ullman Bill, the special revenue sharing proposed in the Curtis Bill,
and the child support provisions of the Long Bill would provide real welfare
reform of the type being demanded by the public. The remaining portions of this
statement suggest how this can be done and why it would be far superior to the
welfare provisions of H.R. 1:

1. Sharp distinction between "employables" and "unemployables."-The Ullman
Bill makes a much sharper distinction than does H.R. 1 between persons in need
who are "employable" and those who are "unemployable." Under both the Ullman
Bill and H.R. 1 the "employables" would become primarily a Federal responsi-
bility to provide training, training allowances, child care facilities, Job place-
ment facilities and public service employment. Under the Ullman Bill only the
"unemployables" would be eligible for "welfare" which would continue to be a
State and local responsibility, but a three-year transitional "special" revenue
sharing program would provide Federal funds .o help States and cities over their
immediate "welfare fiscal crisis." This contrasts with H.R. 1 which would give
complete control and responsibility -to the Federal government for "unemploy-
ables" although many States would be expected to turn over funds to the Federal
government to supplement the basic Federal benefits. Also, H.R. 1 blurs the dis-
tinction between those who are found to be employable and those considered to
be unemployable by providing the same 'basic Federal benefits for both categories.
The "working poor" would be entitled to the same Federal benefits under H.R. 1
as would welfare recipients, whereas the Ullman Bill does not include the "*work-
ing poor" In the same benefit structure with welfare ,recipients. The Ullman Bill
would, however, provide a work expense allowance and free child care for the
"working poor," so that they would not be penalized for.working.

The Ways and Means Committee report on H.R. 1 (p. 192) unintentionally
indicates why the public is likely to regard the new Federal family programs as
one big welfare program when it says:

"Your committee expects that contractual arrangements, authorized by the bill,
between the Department of Labor and Health, Education, and Welfare would
provide integrated administration of these two programs nationally. Field in-
stallations would perform the income maintenance functions with respect to all
families In -the Opportunities for Families program and In the Family Assistance
Plan."

2. Distinction between "insurance" and "welfare" programs.-When we testi-
fled before this Committee in 1970, we indicated our -belief -that Social Security
Administration involvement 'with welfare programs would lead to a weakening of
public confidence in the "insurance-type" programs now administered by this
agency. It was our contention that a sharp distinction should be maintained be-
tween welfare programs based on the concept of need and employer-employee
financed "Insurane" programs where benefits are available as a matter of earned
right. We believe that tf 'both programs are administered to any degree by this
one agency, It would be difficult to maintain a sound and proper separation.

The Ways and Means Committee recognized the validity of this concern on
page 198 of its report on H.R. 1 where it says:

"... While the administration of the assistance programs for families would
be completely separate and distinct from the social insurance programs, the com-
mittee would expect that the computer equipment and other capabilities of the
Social Security Administration would be utilized in the administration of the
family programs 'to the extent it Is economical and efficient to do so...

"It is the intent of your committee that a new agency be established in the
Department of Health, Education, and Welfare to administer the Family Assist-
ance Plan and to handle assistance payments for the Opportunities for Families
program .... "

Then when the Ways and Means Committee decided to "federalize" the adult
programs of assistance to the needy aged, the blind and the disabled, it provided
for administration of the new adult program by the Social Security Adminis-
tration thus completely scrambling the "social insurance" and the "welfare"
eggs. On p. 158 of its report the Ways and Means Conunittee says:

"Your committee recognizes the practical problems involved in determining
how the actual disbursements for administrative expenses should be made when
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the same offices will be providing services for both the. OASDI and the new adult
assistance program."

What the Ways and Means Committee failed to recognize is much more in-
portant than any 'Apractical" problem-that is by combining the administration
of a welfare program based on "need" with social insurance that is wage-related
and available as an earned right, it may well be undermining the public confidence
in the social insurance program. We believe the Congress should be very hesitant
to take any action that might contribute to the loss of public confidence in the
social insurance system.

It is no'. necessary to federalize the adult programs to achieve the objective
of providing fiscal relief to the States. This could be done through special revenue
sharing for the adult programs with continued administration by the States.
The States do not have any serious problems in continuing to administer the
adult programs. Their problems are almost completely with the Aid to Families
with Dependent Children, AFDC programs.

3. Monolithio Federal Administration woukU be an unworkable administrative
monstrosity. It is unbelievable to those working at the State level that the Federal
government can completely take over the administration of the family and adult
welfare programs and bring order out of the current chaos. The State Chambers
have had firsthand experience that much of the current welfare crisis has resulted
from the Federal government blocking the States from taking corrective action
when they saw the AFDC problem mushrooming. It appears to us that the fox
is now being invited to guard the chickens!

Among determinations to be made by HEW or the Labor Department under
provisions in this- bill for the family programs are the number of children, family
relationship, school attendance and age, amount of Income and the particular
income that is excluded or included, excluded or included resources, amount of
payments, underpayments, and overpayments, registration for training, avail-
ability of Jobs and demonstrated capacity for particular jobs and/or training
allowances. We believe initial determination on these diverse conditions would
be difficult. Most, too, would be subject to frequent change.

We agree with Representative Ullman when he told the House on June 22
(Cong. Record, 6-22-71, page H5715) during the debate on H.R. 1, that:

"I just want to make one other point in regard to the supplement income or
guaranteed income formula that you have in this bill. In my judgment, it is
unsound; it is unworkable. The Federal government under this title is going
to send out some 4 million checks every month to 4 million individual family
recipients.

'They are going to try to stay on top of these checks with three.variables In-
cluded. One is the variable of assets which could easily disqualify a family.
Second, is the variable of family size. And third, is the variable of fluctuating
Income. In my 'judgment, it Is totally impossible for the Government to stay on
top of this problem, and to mail out checks on this complicated formula."

4. A strengthened FederaloState partnership is needed for real welfare reform.-
There are many who believe that under the present Federal-State welfare, system,
the states are very much a junior partner. In any case, the welfare provisions of
H.R. 1 would relegate the States to a still more junior position. In fact, about
the only real option left the States in a Federally administered and controlled
welfare program would be to turn over some of their tax money to the Federal
government to permit the Federal government to add a supplement to the basic
Federal benefit so that welfare recipients would not receive less than they have
been getting. A Committee amendment to HK 1 added on the floor of the House
puts the onus on the State by providing automatic supplementation up to the
level of June 1971, plus the value of food stamps, unless the State takes specific
action to set a different level of supplementation or no supplementation. This
amendment apparently was added to reassure those who feared that some States
might be tempted to secure some relief for their taxpayers by not supplementing
a Federal program over which they would have no real control or responsibility.

What is needed is a new and strengthened Federal-State partnership. The needy
persons who are unemployable should be taken care of through a Federal-State
welfare program with the States being given more leeway to correct abuses and
being given fiscal relief through special revenue sharing.

SOCIAL SECURITY ISSUES

The further proposed Increase in the taxable wagp base In 1972 to $10,20M will
cause a 80% 5 crease in one year's time. We submit this is too drastic, too extreme,
and unwarranted. It Will generate $11.4 billion in excess social security tax collec-



763

tions over the next four years exclusive of the Hospital Insurance Tax. We
understand that the Social Security Admiuistratlon, Office of the Actuary has
estimated that by the end of 1977 the combined excess Social Security and Medi-
care Taxes attributed to H.R. 1 would be $57 billion! This excess will be used, not
to reduce general tax revenues, but to stimulate greater Federal Government
spending during that period.

The public has too little knowledge of the complexities of allocating the social
security taxes among the old age, disability, and hospital insurance trust funds.
Too few people know that half of the proposed increase in taxes will be allocated
to the hospital insurance trust fund to reduce the insolvency of the current Medi-
care program. To illustrate, we have attached a table showing the past, present,
future and proposed allocations of taxes (see Table I). The maximum 1972
employer-employee tax is allocated:

Total tax OASI DI, H.l.

Past law ------------------------------------------ $811.20 $631.80 $85.80 93.60
Present law (Public Law 92-5) ----------------------- 936.00 729.00 99.00 108. 00
Proposed law (H.R. 1) ------------------------------ 1,101.60 765.00 91.80 244.80
4.R. I over present law ............................... +165.60 +36.00 -7.20 +136.80

We wonder how receptive employees would be to a national health insurance
program fIhlanced by more payroll taxes if they were aware of what already is
being allocated to hospital insurance for Medicare beneficiaries.

Our further objection to the proposed increase in the taxable wage base In
1972 is that the obvious result will be an Inequitably increased tax burden on,
higher paid employees. In comparing 1971 and 1972 proposed annual wages
(up to $18 more), whereas those earning $10,200 will pay $142.20 more.

In a period in which the Country is experiencing price-wage controls, it is in-
conceivable that the Congress should take arbitrary action to reduce further,
through taxation, the disposable income of its taxpayers. The argument will be
made that these taxes will, in effect, be transfer payments and will be distrib-
uted among social security beneficiaries. That argument fails in light of the fact
that there will be $11.4 billion excess tax collections over the next four years.

These higher taxes will not result in a proportionately higher potential benefit
for the high-paid employee. The proposed C.P.I. escalation formula for increas-
ing benefits (discussed below) limits the increase to 20% of the incrased wage
bise.
Automatic Escalation in Benefits

We reiterate our objections to this proposal. It is significant that the Senate
Finance Committee staff has found that social security beneficiaries have fared
much better in actual past practice than if the automatic escalation formula
had been in effect since 1940. Congress increased social security benefits by
251.5%, while the cost of living increased only 171.8%.2

We object to the absence of a provision for the downward fluctuation in benefits
if the C.P.I. decreases. Also, the C.P.I. index is changed every ten years ana the
proposal is indefinite as to which C.P.I. will control when a new C.P.I. is being
developed.
Automatic Escalation in Taxable Wages

Our most strenuous objection exists in regard to this proposal. It is, as H.EH.W.
Secretary Richardson states, a device to generate future-tax increases by rais-
ing the taxable wage base only. It will obviate the necessity of raising future tax
rates. The proposal quite naturally will fasten the bulk of future increased taxes
on the middle and higher income workers and high-wage industries. We think
the concept of "ability to pay" is already ,overworked and is being strained
further.

In 1970 this Committee's staff prepared an excellent summary of the arguments
for and against the automatic escalation in the taxable wage base.' The sum-
mary stated that if the proposal had been in effect since 1940 'the wage base
would have been $14,400 instead of $7800 In 1970. Many Would argue that'thIs
would have been good-that higher social security benefits could have been paid
over the past years. But no one could prove that this would have been acceptable
to the taxpayers!

Pages 182-183, House Repot 92-281, May 26,1971;,
*Pa e2, Part 2 Staff DItta 9 70.
'Stam Data on H.R. 17550-9/270.
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The staff summary made the further cogent point that there has been no
analysis of the effect of the proposed automatic Increases on the future cost of
labor or on the future consolidated Federal budgets.

Furthermore, this Committee's staff stated, and we wholeheartedly concur,
that the automatic provisions make assumptions of future events that are diffi-
cult to evaluate for legislative planning, and that there would be no way of
anticipating whether the trust funds would be in actuarial balance.
Theq Social Security Tax-Beneflt Relationship

We have made some calculations of accumulated maximum taxes that would
be payable over a 34-year career-from age 21 through age 64. We accumulated
the employee tax alone, the combined employee-employer taxes, the portion of
the combined taxes for old age Insurance and for disability insurance. We have
compared the accumulated tax data to the expected lifetime benefit at age 65 for
each person attaining age 21 through age 64 in 1971. We made these comparisons
on the basis of the pre-existing law, the law as amended In March of 1971 (P.L.
92-5), and also as the law would be amended by H.R. 1. In the latter instance,
we used only the proposed benefit schedule and the proposed $10,200 taxable wage
limitations.
We did not attempt to gauge the effect of the automatic escalator provisions.

We feel that our methodology was fair and conservative.
The results have been summarized in three tables that are attached (Tables

II, III, IV). Table II displays the maximum accumulated old age and survivor
taxes over a given career and the respective maximum monthly benefit obtain-
able. Table III displays the maximum accumulated taxes for disability insurance
and for hospital Jnriurance. (We suspect that few employees have considered
what they already are committed to pay for the Medicare program). Table IV
displays a comparison of accumulated taxes In Table II with expected lifetime
benefits obtainable.

A. DISAILITY AND HOSPITAL INSURANCE

We would point out some rather startling but little known results on Table
III. With respect to disability insurance, the younger an employee is, the greater
will be his tax cost and his tax cost increase attributable to P.L. 92-5 and H.R. 1.
The magnitude of these increases is significant. Similar but more extreme re-
sults (with respect to hospital Insurance) are evident in Table iI. A succinct
summary of the increase in the tax costs to be sustained by today's 6-year-olds
in relation to today's 64 year olds can best be highlighted in the following
manner:

Increase in tax costs to be sustained by today's 6-year-olds:

(in percentJ

Pre-
For- existing law Present law H.R. 1

Disability --uran .....----------------------------------- 477 55 781
Hospital Insurance ------------------------------------------------ 1,140 1,330 1,913

B. OLD AGE SURVIVORS INSUANC.E..

Table IV shows the maguttule of the indeed OASI taxes that will be paid
by and for today's youngsters, The March 1971 enactment increased the maxi-
mum tax accumulation by $5700; and increased, maximum potential benefits by
$7700. H.R. 1 would increase .the tax accumulation further by $12,400 and
would increase the potential benefits further by only $6800. H.R. 1 will cause
an Increase in maximum taxes greater than the increase in maximum benefits
for todAy's "under age 85" individuals. Here we begin to see the decreasing
attraetLvenewssof social security for the young Who will be the future's higher
padld employees. This is furtherr demonstrated op the lower part oftTable IV
in the tax-benefit rqtio compWrsns on the baels of age and under the pre-existtng
law, thq present jaw and H.R, 1. 1. I I 1 -.

This datais the foundation of our concern that H.U. 1 social,securjty financ-
Ing and benefit structure would have an adverse' economic effect on the ma-
Jori-ty of future employees. Apart from the even more deleterious effects of
the automatic escalators for benefits and taxable wages, it represents a further
distortion of the flnndeng and the benefits fprmiUla, a distortion that favors



the low income bracket person with higher benefits and little tax cost and dis-
advantages the middle and high income bracket persons with the reverse. It
most certainly weakens the historic "wage-related" concept that has guided
the progress and contributed to the popularity of the social security program.

As we indicated above,- the material and data developed does not take into
consideration the more drastic effects of automatic escalation in benefits and
taxable wages. No reliable data or estimates have been offered by H.E.W. or
S.S.A. as to these effects. There is one possible effect that appaTently has not
been envisioned. Benefits could rise more than 3% per year under the C.P.I.
formula; however, the proposed limit of an increase in the maximum monthly
benefit (PIA) to 20% of the excess over $10,200 or $850 per month could make the
"3% increase" provision inoperative with respect to the maximum benefit.
To illustrate: assume in 1995 the taxable wage limt is $24,000 ($2,000 a month).
By then, the maximum monthly PIA could be no more than $561.20 ($331.20+
20% of ($2000-$850)). If the C.P.I. were to rise 4% per year over the 24 year
span (1972-1995) or 76%, the maximum monthly PIA would be $583, but for
the proposed limit. It would seem that some future Congress may inherit and
have to come to grips with this problem.
Effect of OASDHI Tax Increase on Disposable Income

The following data indicates the extent to which the present and proposed
OASDHI tax increases could affect the disposable income of the middle income
and higher paid employee.

The maximum annual employee tax deduction under pre-existing law would -
have been $460.20 in 1987; under the present law will be $544.50 in 1987, and.
under H.R. 1 will be $754.80 in 1977 (if the taxable wage base is still $10,200).
The annual deduction could be $1,628.00 if the base rises to $22,000 at or about
1995.

What would be the aggregate of these tax increases over a 43-year career
span (from age 22 through age 64)? Further, what would be the result if the
employee were able to accumulate the amount of these tax increases in a sav-
ings account at 4.5% compound interest during the same span of years?

Annual Accumulated Cornpounded
Years Involved tax increase taxes at 4.5 percent

1971 law over prior law ---------------------- 1987-2030 S.30 $3,624.90 $10,560.80
$10,200 base over 1971 law---------------------1987-2030 210.30 9,042.90 26,345.63
$22,000 base over $10,200 base ------------------ 1995-2038 873.20 37,547.60 109,391.00

Undoubtedly, if the enormity of these proposed future taxes were made known
to and were understood by the young people, they might have second thoughts
about the efficacy of the social security program. Some will argue that these tax
increases will not be significant in relation to expected higher earnings levels
in the future. But can the Congress ,be assured that the young share this view?
Now that the 18 year olds can vote, their reactions to these possibilities ought to
be assessed. The result should prove interesting.

Another way of looking at the alternatives to the foregoing tax increases is
to double the accumulations so that they represent the combined employee-
employer OASDHI taxes. The results represent amounts that might be used
otherwise to provide greater fringe benefits, better industrial pensions, higher
wages or more disposable income for the employee during his working career!
Effect of OASDHI Taxes on Employers

On previous occasions, we have pleaded with both the Ways and Means Com-
mittee and this Committee to be more mindful of the effect of OASDHI taxes as
a cost of doing business. We have pointed out that these taxes have risen faster
than any other fringe benefit including industrial pension costs. We have pointed
out that these tax costs can either be borne by the public as increased prices, or
be reflected in lower business earnings and lower Federal Income Tax collec-
tions from business. The proposed tax increases will be detrimental to plant ex-
pansion, more Job opportunities and increased productivity on a national scale.
In effect, they will have a counteracting hnd deterring effect to other moves
being taken to revitalize our economy,

We have also made the 1oint that it is likely that employers will not be able
to continue tO improve their private industrial retirement programs and to pay
increased social security taxes at the same, time There are companies whose
combined employer-employee social security tax costs already are' greater than
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the cost of their private noncontributory pension plans. The prospective tax in-
creases will merely worsen this situation. We suggest that this aspect-the pos-
sible stultification-might be an avenue of investigation by the Congress more
appropriate than the current investigations which seemingly intended to shackle
the growth of these plans. We suggest, too, that the Congress consider how much
additional sales an employer must generate in order to stay even with increases
in his own social security tax and to maintain his employees after tax income.

The Congressiotonal Joint Economic Committee Recommendations
The recommendations of the Joint Economic Committee, in its 1971 Midyear

Review of the Economy dated August 16, 1971 include the following comments:
"Our second ,recommendation, the postponement of social security tax increases,

hats been less widely discussed. The magnitude of scheduled and contemplated
Social security tao inrease8 may not b, , generally recognized. An increase in
the social security tax base from $7,800 to $9,000 is already scheduled for January
1972 as a result of action taken by Congress last spring postponing this tax
increase from the January 1971 starting date originally recommended by the
Administration. This Committee supported that postponement. January 1971 was
not an appropriate time to raise taxes. The continued sluggish performance of
the economy makes it highly probable that January'197, "Ill be an equally
inappropriate time to raise taxes. Therefore we believe that this increase in the
tax base should be postponed for an additional year.

"The social security and welfare reform legislation presently being considered
by Congress (H.R. 1) contains, as presently formulated, a further increase in
the social security tax base from $9,000 to $10,200 and an increase in the social
security tax rate from 10.4 to 10.8 percent, both scheduled to take effect in Jan-
uary 1972. Coupled with the tao base increase already legislated, these provisions
would result in one of the largest social security tam increases in history and
would exert a significant and most unfortunate restraining effect on the economy.
Therefore, we believe that these further tax increases should be put into effect
gradually, with none of them beginning any earlier than January 1973. The
social security trust funds presently contain a large surplus. Even without the
tax increases, this surplus will grow by some $7 to $8 billion in fiscal 1972.
Thus, postponement of these tax increases does not present any danger of impair-
ing the sound financing of the social security system ..."

We concur with the foregoing. In conclusion, we again urge most strenuously
that the Senate Finance Committee reexamine the possible adverse effects of the
proposed automatic escalator provisions in H.R. 1.

The following State Chambers of Commerce have endorsed this statement:
Alabama Chamber of Commerce
Colorado Association of Commerce & Industry
Connecticut Business & Industry Association
Delaware State Chamber of Commerce
Georgia Chamber of Commerce
Idaho State Chamber of Commerce
Indiana State Chamber of Commerce
Kansas Association of Commerce & Industry
Kentucky Chamber of Commerce
Maine State Chamber of Commerce
Maryland State Chamber of Commerce
Michigan State Chamber of Commerce
Minnesota Association of Commerce & Industry
Montana Chamber of Commerce
New Jersey State Chamber of Commerce
Empire State Chamber of Commerce
Ohio Chamber of Commerce
Oklahoma State Chamber of Commerce
Pennsylvania Chamber of Commerce
South Carolina State Chamber of Commerce,
East Texas Chamber of Commerce .
South Texas Chamber of Commerce,
West Texas Chamber of Commerce
Lower Rio Grande Valley Chamber of Commerce
Virginia State Chamber of Commerce
West Virginia Chamber of Opmmerce
Wisconsin State Chamber ofCommerce
Greater South Dakota Association



TABLE I.-HOW THE EMPLOYEE-EMPLOYER MAXIMUM ANNUAL TAX IS ALLOCATED TO OLD AGE (OASI), DISABILITY (D.I.), AND HOSPITAL (H.I.) TRUSTS

Allocation to trust funds

Old-age and survivors
Tax Maximum annual tax insurance Disability insurance Hospitalization insurance

Rate Doubled Rate Rate Rate Doubled
Base (percent) (percent) Employee Doubled 1 (percent) Amount (percent) Amount (percent) (percent) Amount

1937-49 ----------------------------- $3,000 1.0 2.0 $30.00 $60.00 2.0 $60.00 ....................................... . ................
1950 -------------------------------- 3,000 1.5 3.0 45.00 90.00 3.0 90.00 ------------------------------------------------------------
1951-53 ----------------------------- 3,600 1.5 3.0 54.00 108.00 3.0 108.00 ------------------------------------------------------------
1954 -------------------------------- 3,600 2.0 4.0 72.00 144.00 4.0 144.00 -----------------------------------------------------------

-1955-56 ----------------------------- 4,200 2.0 4.0 84.00 168.00 4.0 168.00 -----------------------------------------------------------
1957-58 ----------------------------- 4,200 2.25 4.5 94.50 189.00 4.0 168.00 0.5 $21.00 ..................................
1959 -------------------------------- 4,800 2.5 5.0 120.00 240.00 4.5 216.00 .5 24.00 -----------------------------------
1960-61 ----------------------------- 4,800 3.0 6.0 144. 00 288.00 5.5 264.00 .5 24.00 ..................................
1962 ------ ..------------------------- 4,800 3.125 6.25 150.00 300.00 5.75 276.00 .5 24.00 ...................................
1963-65 ----------------------------- 4,800 3.625 7.25 174.00 848.00 6.75 324.00 .5 24.00 .................................
1966 -------------------------------- 6,600 4.2 8.4 277.20 554.40 7.0 462.00 .7 46.20 0.35 0.7 $46.20
1967 ------------------------------ 6,600 4.4 8.8 290.40 580.80 7.1 468.60 .7 46.20 .5 1.0 66.00
1968 -------------------------------- 7,800 4.4 8.8 343.20 686.40 6.65 518.70 .95 74.10 .6 1.2 93.60
1969 ------------------------------- 7,800 4.8 9.6 374.40 748.80 7.45 581.10 .95 74.10 .6 1.2 63.60
1970 -------------------------- 7,800 4.8 9.6 374.40 748.80 7.3 569.40 1.1 85.80 .6 1.2 93.60
1971 .................... 7,800 5.2 10.4 405.60 811.20 8.1 631.80 1.1 85.80 .6 1.2 93.60
Pre-1971 law:

1972 ............................ 7,800 5.2 10.4 405.60 811.20 8.1 631.80 1.1 85.80 .6 1.2 93.60
1973-75 ------------------------- 7,800 5.65 11.3 440.70 881.40 8.9 694.20 1.1 85.80 .65 1.3 101.40
1976-79 . --..................... 7,800 5.7 11.4 444.60 889.20 8.9 694.20 1.1 85.80 .7 1.4 109.20
1980---86.--------------------- 7,800 5.8 11.6 452.40 904.80 8.9 694.20 1.1 85.80 .8 1.6 124.80
1987 ---------------------------- 7,800 5.9 11.8 460.20 920.40 8.9 694.20 1.1 85.80 .9 1.8 140.40

1971 law:
1972 ---------------------------- 9,000 5.2 10.4 468.00 936.00 8.1 729.00 1.1 99.00 .6 1.2 108.00
1973-75 ------------------------- 9,000 5.65 11.3 508.50 1,017.00 8.9 801.00 1.1 99.00 .65 1.3 117.00
1976-79 ------------------------- 9,000 5.85 11.7 526.50 1,053.00 9.2 828.00 1.1 99.00 .7 1.4 126.00
1980-86 ----------------------- 9,000 5.95 11.9 535.50 1,071.00 9.2 828.00 1.1 99.00 .8 1.6 144.00
1987 ---------------------------- 9,000 6.05 12.1 544.50 1,089.00 9.2 828.00 1.1 99.00 .9 1.8 162.00

.R 1:
1972 ---------------------------- 10,200 5.4 10.8 550.80 1,101.60 7.5 765.00 .9 91.80 1.2 2.4 244. 80
1973-74 ------------------------- 10,200 5.4 10.8 550.80 1,101.60 7.5 765.00 .9 91.80 1.2 2.4 244. 80
1975-76 ------------------------- 10,200 6.2 12.4 632.40 1,264.80 8.95 912.90 1.05 107.10 1.2 2.4 244.80
1977 --------------------------- 10,200 7.4 14.8 754.80 1,509.60 10.95 1,116.90 1.25 127.50 1.3 2.6 265.20

1 Including employer tax.
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TABLE II.-COMPARISON OF ACCUMULATED EMPLOYER-EMPLOYEE MAXIMUM SOCIAL SECURITY TAXES (FOR

OLD AGE AND SURVIVOR BENEFITS ONLY) WITH THE MAXIMUM MONTHLY SOCIAL SECURITY BENEFIT (PIA)
OBTAINABLE

H.R. 1

PIA

Pre-1971 law 1971 law Effective Effective
Retiring Jan. 1 June 1Age in 1971 Jan. 1 Ta cost PIA Tax cost PIA !Taxcost 1971 1971

64 ------------------------ 1972 $7, 234 $196.40 $7, 234 $216.10 $7,234 $216.80 $227.0063 ------- _------------- 1973 7,866 198.90 7,963 221.70 7.999 223.10 234.3062 ------------------------ 1974 8, 560 201.50 8,764 226.00 8,764 228.80 240.3061 ------------------------ 1975 9,254 204.20 9,565 228.80 9,529 245.50 257.8060 --------------------- 1976 9,948 206.70 10,366 233.10 10,442 255.60 268.4055 ------------------------ 1981 13,359 214.50 14,445 248.00 15, 762 279.40 293.4050 ------------------------ 1986 16,530 219.70 18.280 258.10 21,047 286.40 300.8045 ......................... 1991 19,701 224.30 22,115 265.70 26,331 291.40 306.00
40 ......................... 1996 22,746 231.20 25,827 276.60 31,490 299. 4C 314.4035 ------------------------ 2001 25,461 242.70 29,211 286.40 36,318 310.40 326.00
30 ......................... 2006 27,744 250.70 32,163 293.40 4715 315.40 331.2025 ......................... 2011 29,313 250.70 34,400 295.40 44,397 315.40 331.2020 -------- _------------- 2016 29,851 250.70 35,604 295.40 46,915 315.40 331.20
15 ------------------------ 2021 29,851 250.70 35,604 295.40 48,027 315.40 331.2010 .................... 2026 29,851 250.70 35,604 295.40 48,027 315.40 331.206 ------------------------- 2030 29,851 250.70 35,604 295.40 48,027 315.40 331.20

TABLE ,Il.-ACCUMULATED EMPLOYER-EMPLOYEE MAXIMUM SOCIAL SECURITY TAXES ALLOCATED FOR
DISABILITY AND HOSPITAL INSURANCE

Disability Hospital
Retiring Pre-1971 Proposed Pre-1971 Proposed

Age in 1971 Jan. 1 law 1971 law (H.R. 1) law 1971 law (H.R. 1)

64 ..................... 1972 $662 $622 $662 $487 $487 $48763------------------- 1973 708 721 714 580 595 73162 -------------------- 1974 794 820 806 682 712 97661 ..................... 1975 880 919 829 783 829 1,22160 ..................... 1976 965 1,018 1,005 884 946 1,46655 -------------------- 1981 1,394 1,513 1,622 1,446 1,594 2, 77150 ................... ,2,82 ,0o 070 2314 4,095------------------1986 1,823 2008 2,259097
45 ..................... 1991 2,252 2,503 2,897 2,756 3,106 .42340-------------------1996 2,681 3,098 3,534 3,458 3,916 ., 74935 ..................... 2001 3,089 3,472 4,151 4, 160 4,726 8,07530------------------- 2006 3,401 3,850 4,671 4,862 5,536 9,40125 -------------------- 2011 3,666 4,181 5, 144 5,452 6,233 10,61520 -------------------- 2016 3,689 4,257 5,370 5,686 6,561 11,32215 .................... 2021 3,689 4,257 5,483 5,866 6,768 11,40410 .................... 2026 3,689 4,257 5,483 5,975 6,894 11,4046 ..................... 2030 3,689 4,257 5,483 6,037 6,966 11,404
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TABLE IV.-COMPARISON OF ACCUMULATED MAXIMUM OASI TAXES$ WITH MAXIMUM EXPECTED LIFETIME
OASI BENEFITS

Pre-1971 law 1971 law H.R. 1
Retiring_

Age In 1971 Jan. 1 Taxes Benefits Taxes Benefits Taxes Benefits

64-------------------.. 1972 $7, 200 $35, 400 $7, 200 $38 900 $7, 200 $41, 400
63 ..................... 1973 7,900 35,800 7,900 39,900 8,000 42,200
62 ..................... 1974 8,600 36,300 8,800 40,700 8,800 43,300
61 ..................... 1975 9,300 36,800 9, 600 41,200 9,500 46,400
60 ..................... 1976 9,900 37,200 10,400 42,000 10, 400 48, 300
55 ..................... 1981 13,400 38,600 14,500 44,600 15,800 52,800
50 -------------------- 1986 16,500 39,500 18,300 4,500 21, 000 54,100
45 ..................... 1991 19,700 40,400 22,100 47,800 26,300 55 100
40 ------------------- 1996 22,700 41,600 25,800 49,800 31,500 56,600
35 -------------------- 2001 25, 500 43, 700 29, 200 51,600 36,300 58,700
30 ..................... 2006 27,700 45,100 32,200 52,800 40,700 59,600
25 ..................... 2011 29,300 45,100 34,400 52,800 44,400 59,600
20 ..................... 2016 29,900 45,100 35,600 52,800 46,900 59,600
15 ..................... 2021 29,900 45,100 35, 600 52,800 48,000 59,600

TAX/BENEFIT RATIO

64 ..........------------ 1972 1:4.9 1:5.4 1:5.8
63 ------------------ 1973 1:4.5 1:5.1 1:5.3
62 ..................... 1974 1:4.2 1:4.6 1:4.9
61 -------------------- 1975 1:4.0 1:4.3 1:4.9
60 ------------------- 1 976 1:3.8 1:4.0 1:4.6
55 ..................... 1981 1:2.8 1:3.1 1:3.3
50 ..................... 1986 1:2.4 1:2.5 1:2.6
45 ..................... 1991 1:2.1 1:2.2 1:2 0
40 ..................... 1996 1:1.8 1:1.9 1:1.7
35 -------------------- 2001 1:1.7 1:1.8 1:1.6
30 ..................... 2006 1:1.6 1:1.6 1:1.5
25 ..................... 2011 1:1. 5 1:1.5 1:1.3
20 ..................... 2016 1:1.5 1:1.5 1:1.2
15 -------------------- 2021

' Combined Employer-Employee OASI Taxes.
' Rounded to Nearest $100.
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The CHAIMAN. We will next hear from Warren S. Richardson,
general counsel of the Liberty Lobby.

Senator ANDERSON Will you tell us who is the Liberty Lobby?
Mr. RICHARDSON. Pardon me?
The CHAIRMAN. We want you to tell us who is the Liberty Lobby.

Would you mind telling us more about your organization?

STATEMENT OF WARREN S. RICHARDSON, GENERAL COUNSEL,
LIBERTY LOBBY, WASHINGTON, D.C.

Mr. RICHARDSON. You want a description of the organization?
We are a citizen lobbying group, located on Capitol Hill, founded in

1955, been in continuous existence occuping the premises on the Hill
since 1961.

Col. Curtis B. Dall is chairman of the board, former son-in-law of
F.D.R.

Senator BENNETT. When you you are located on the Hill, you do not
mean you are located in any Government building?

Mr. RICHARDSON. That is correct. I will make the record exactly
clear. We are at 300 Independence Ave. SE., back of the Library ofCongress.C6r. airman and members of the committee-

The CHAIRMAN. Yes.
Mr. RICHARDSON. I will take advantage of your offer to answer ques-

tions that are submitted in writing and to conserve the time of teh
committee I will not read this testimony, which I assume you all have
copies of. I would make one or two comments in about 2 or 3 minutes.

I can see, from listening to previous witnesses, that our testimony
is somewhat repetitive of what you have heard this morning.

We are opposed to the philosophy of the bill. We do not go into it
on an item-by-item basis. If our philosophy is wrong then whatever
may be right or wrong within the context is still wrong.

We do agree with the chairman and others who have testified, that
certainly the sick, the handicapped, and the aged should be provided
for-anyone who is incapable of work. The handicapped are of a
particular personal concern of mine, having a partially handicapped
child and my wife donating much of her working time to designing
clothes and otherwise helping handicapped people.

I think that one of the greatest comments that has ever been made
about the American system in the philosophy was enumerated by Mr.
Richard DeVos, the president of Amway Corp., a man that I would
suggest, if he could be obtained, would be a marvelous witness, who
proclaims to all audiences far and wide that the greatest welfare that
could be provided this country are more jobs. Jobs are the true welfare,
if you want to look at it that way.

So, with those remarks, I would close and wait for any written
questions that you may have.

The CHAIRMAN. Thank you very much, Mr. Richardson. We appre-
ciate your statement and I appreciate your appearance here.

I have been reading your statement while you were were sum-
marizing it and I find myself in agreement with a great deal of what
you have to say. Thank you, sir.
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Mr. RICHARDSON. Thank you, Mr. Chairman.
Senator BENNETT. Mr. Richardson, I haven't had time to read your

statement, obviously. In it you deplore the welfare mess. Do you have
any specific suggestions, substitute proposals or ideas, for dealing
with the basic problem of welfare other than those contained in the
bill?

Mr. RICHARDSON. Yes, sir. It would fall-my answer would fall-
into two categories: First, I do have a short memorandum here pre-
pared by the staff. One of the members of our staff has a father
who is a township commissioner in Ohio and has been for 30 years.
I understand that the gentlemen who occupy these positions are not
paid. It is done-they are apparently elected but they receive no pay.

At the beginning of his term of office-he is reelected on an annual
basis-welfare was administered at that township level. He has per-
sonally witnessed the transfer of welfare authority from the township
to the county to the State to the Federal Government.

He wrote his son recently and made the observation that each time
it goes to a higher level of government the overhead of burden costs
increases and it would be our position-that is simply an illustration-
it is the Lobby's position that the welfare for the aged and the sick
and the handicapped could best be performed at the lowest possible
level of government. We are not prepared to say what is the best
level but certainly a State would be a better level than the Federal
Government and presumably a county level would be even better.

I think that you must also look at these problems more like a rope.
We are examining one strand of the rope. Other strands would be
your problem of financing at lower governmental levels; and that
brings us around to the concept of revenue sharing and I don't see
how you can consider one without at least paying a nodding ac-
quaintance to the other.

The second part of my answer would lie in this area: that our home
has been the home for Mormon missionaries for about 2 years and I am
sure that most of us realize that the Mormons have a very fine system
of helping their own people. I think that their system should be studied
and whatever principles or philosophy which can be gleaned from it
should be somehow worked into our welfare system.

The basic principle they invoke is that those who don't have jobs
work and they are provided for; and I think this is sound philosophy
and I would recommend it.

The CHAIRMAN. Thank you very much, sir.
Senator BENNwfr. Mr. Chairman, as the only Mormon on the com-

mittee, someday I would be glad to tell the committee about the
Mormon welfare system, but it is based on donated services and labor
and things from the members of the church who have them. You can
only operate it in a closed system. You can't operate that on a basis
where there is no relationship between the various people who are going
to make contributions and the people-who are going to receive them.

I have watched the Mormon system since it was inaugurated in the
middle thirties and, as I say it can only operate in a closed system. I
don't think you can expandit to take in the whole population, where
there is no incentive of relationship to persuade people to contribute.

For instance, in this area the Mormon system operates a dairy farm
on the Eastern Shore and while they have one or two paid people whose
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salaries are paid by contributions from members of the church who
can't get out and work on the dairy farm, the work on the dairy farm
is done by the members of the church and, therefore, all of the income
from the farm is available for welfare purposes., But you can't per-
suade the American people that all of the social services in our system
are going to be supplied by donated labor.

Mr. RICHARDSON. I appreciate your comments, Senator Bennett.
My dentist is a Mormon and I am aware of his contribution to the farm
because it happened that he scheduled us for an appointment on the day
he had to be on the farm, so we have had many discussions with him
and, as I tried to indicate in the first part of my remarks, I am sure
that the system could not be adopted in its entirety but I suggest that
the basic principles and some of the philosophy try to be incorporated
in whatever ultimate system of welfare reform we achieve.

Senator BIENNETr. Well, I wish in this country we had that kind
of brotherhood relationship but I am afraid it is a long way off, partic-
ularly in these days of alienation and riots and what have you.

I am sorry, Mr. Chairman.
The CHAIRMAN. That is all right.
Senator BNqTr. I am through.
The CHAIRMAN. Thank you very much, sir.
Mr. RICHARDSON. Thank you, Mr. Chairman.
(The previous witness' prepared statement follows:)

STATEMENT OF WARREN E0. RICHARDSON, GENERAL COUNSEL, LIBERTY LOBBY

SUMMARY

I. Welfare program origin-academic or special interests, not business
management.

II. Government Spending.
(a) Subsidies for % of population
(b) Subsidy system "out of control"

III. Welfare Case Histories
(a) England-17th century
(b) New Jersey-1969 to today

IV. Welfare State
(a) Kills many more people than it saves
(b) Destroys nations
(c) Sources of revenue:

(1) Taxation
(2) Printing money
(3) Diversion of funds from other government programs

STATEMENT

Mr. Chairman and members of the committee: I am Warren S. Richardson,
general counsel of Liberty Lobby. I appreciate the oppor unityy to present the
views of Liberty Lobby's 20;000-member Board of Policy, and also to appear on
behalf of the 135,000 subscribers to our monthly legislative report. Liberty Letter.

Critics claim that virtually all of the government programs to deal with
poverty, and the welfare program in recent years, have come from the academic
community, or special-interest lobbies In Washington-that there has been little
visible input from business management experts.

The theory which academic planners evolved during the 1960's on the way to
overcome poverty has been called an "income strategy." In the words of Milton
Friedman, the Chicago economist, "It's simple-give 'em money."

During the 1968 campaign, Mr. Nixon declared that he opposed a guaranteed
annual income, whether called a "family allowance" or a "negative income tax."
He said he was convinced that it "would not end poverty," and that it would
have a "very detrimental effect on the productive capacity of the American
people."
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After becoming President, however, in a message to Congress on Aug. 11, 1969,
Mr. Nixon called for a welfare-reform program with a "nationwide minimum
payment to dependent families with children," Including federal payments to
sLupplement the income of the "working poor." On June 10, 1970, the President
broadened his proposal "to extend the principles of this income strategy to other
domestic programs--such as medicaid. food stamps. and public housing." In his
1971 State of the Union message, the President urged Congress: "Let us place a
floor under the income of every family with children in America . . . but let us
also establish an effective work incentive and an effective work requirement."

GOVERN MENT SPENDING

The Washington Daily News of Jan. 12, 1972 reports editorially that U.S. gov-
ernment subsidies in one form or another cost the taxpayers at least $63 billion
In the 1970 fiscal year and that the total is undoubtedly higher, since new sub-
sidies regularly are in the works. The Joint Economic Committee of Congress
says the subsidy system is ')ut of control.

In Juno of 1971, a report from the Tax Foundation Indicated that more than
one-third of the Nation's population was getting some form of Income mainte-
nance support from federal, state, or local government at the end of 1970. They
estimated that 72.8 million individuals were receiving money from government.
That is more than one-third of our entire population. Not counted in this estimate
are those persons and private institutions receiving direct support under such
special purpose programs as federal farm support, scholarships, research and
training grant, etc.

The welfare plan adopted by the House makes two basic changes. It national-
izes the system and it converts the dole into a guaranteed annual Income.

The Milwaukee Sentinel of June 24, 1971, makes a good point: If the federal
go .rnment were capable of handling a welfare system, the American Indians
would be a great deal better off.

HISTORICAL EXAMiLES OF GUARANTEED INCOME

This notion of supplementing wages to bring an individual or a family Income
up to a prescribed minimum is by no means original or new. A conspicuous
example in point, with its consequences, Is to be found In English history around
the 17th century. The nation was then rife with poverty, so dire as to be un-
imaginable today, and people were pouring into the cities from the outlying
countryside. The industrial revolution, with its immediate exploitation of women
and child labor, but its eventual employment opportunities, wa.s still In the
future. The monasteries that had fed the beggars had been closed. While skeptics
contended that they "did but maintain the poor they created," neither they nor
the barbarously cruel laws and regulations against begging, nor the Malthusian
virtual contention that starvation was the only ultimate solution of birth control,
could solve the nationwide problem 'that was primarily economic.

At that time one area of Britain, Speenhamland, conscious of the tragedy of
its poor people, devised a formula In the hope of aiding Its destitute. They
decreed that when the price of bread exceeded a certain figure and if the wage
of a day laborer were below a certain figure, a subsidy from the relief fund
should raise his daily Income to a specified amount.

But the consequences were far different from those anticipated. Some employ-
ers, realizing that their laborers would receive a certain minimum regardless,
paid less than -the minimum. Some workers, knowing that they would receive the
minimum whether they did a good day's work, loafed on the job. The evil results
spiralled until it was said that hard was the lot of the day laborer, harder that
of the landowner, hardest of all, that of the Independent worker who would not
claim the subsidy. Before long, many farms went out of cultivation and the area
was virtually bankrupt. The act was repealed.

I am indebted to Dr. Mollie Ray Carroll, writing In the publication Task Force,
for that short bit of economic history.

WHAT HAPPENED IN NEW JERSEY

According to a report by James Welsh, in the Washington Star of Oct 26, 1970,
fewer than 300,000 people were on welfare In the state of New Jersey as of Dec. 31,
1969. Today, according to the chief statistician of New Jersey, 409,718 people
are on welfare, an Increase of about 35%. The expenditure of $31,570,223 for
welfare recipients during 1971 has the state of New Jersey on the brink of Ifeis-
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lation which would require a state graduated income tax, an increase in the
state sales tax, and a state property tax.

According to the Senate Republican Policy Committoe, it is estimated that
the U.S. government now spends in excess of $72 billion a year for social pro-
grams of some nature.

It is Liberty Lobby's view that if this Nation should fail it will not be because
of a hydrogen bomb, but because of a philosophy: an idea that says an individual
is not responsible for his own economic welfare nor responsible for his own moral
conduct.

WELFARE OR SURVIVAL

The attitudes of self-sufficient taxpayers, in the immense majority of cases,
fall into one of the following two categories:

1. One type of taxpayer pictures welfare recipients as persons who either fake
or exaggerate physically or psychologically disabling conditions in order to avoid
having to work to earn a living. When the subject of welfare is raised, such
people react with resentment and indignation. This is the more conservative
citizen.

2. The second type of taxpayer, in his thinking about welfare, pictures persons
who are truly disabled, either physically or psychologically, and who truly can-
not earn enough to meet their basic needs. For such people, the subject of welfare
evokes feelings of sympathy and a desire to help those who are in need. This is the
more liberal taxpayer.

For both categories of self-supporting citizens, there is little awareness of a
"personal stake," in the issue of welfare. They do not stand to receive welfare,
and they are only vaguely aware that the funds to support welfare must come
ultimately out of their own pockets. Those who oppose it invoke the work-ethic
of individualism. Thougiiti of welfare cheats, in the context of this precept, gen-
erate righteous indignation against welfare. Likewise, those who tend to favor
welfare do so on moral-ethical grounds. Thoughts of the suffering of those who
cannot help themselves, in the context of the altruistic principle of need, generate
righteous indignation in support of welfare.

The immense majority of the self-sufficient liberal taxpayers do not deny that
welfare cheating is taking place, and the immense majority of them deplore it.
Supporting welfare fakers is emotionally repugnant to them in 'much the same
way as to the more conservative taxpayer. However, they see no effects of sup-
porting welfare cheats which justify the cost of attempting to eliminate them
from the welfare rolls. There is no way to reduce the number of persons who are
mistakenly denied it. The more welfare eligibility requirements are tightened, the
limit being the abolition of welfare, the largest number of truly needy persons
who will be made to suffer or starve. If, for example, psychological problems of
the type which impair learning ability are not grounds for welfare, most chroni-
cally unemployed persons become ineligible. Many are fakers, of course, and will
not starve if denied welfare. But many others are not fakers, and will literally
starve .to death if denied welfare. To catch the cheats, it is necessary to let those
who are not cheats starve. To the more liberally oriented taxpayer, catching the
cheats does not seem to be worth the cost.

We believe this argument to be the foundation for the welfare state. Let's focus
on it. Some persons are unable to earn enough to meet their basic needs. Undeni-
able. Further, private charity will not take care of all of them, Some. if only
through human error, will be denied benefits and will starve. Again, undeniable.
The problem, then. lies in the attempt to decide whether an applicant is eligible
for benefits. So long as standards are applied, some applicants will be turned
down, And so long as some are turned down, some will be turned down in error.

No argument Therefore, so the argument goes, lives will be saved if the govern-
ment dispenses welfare, and the number of lives saved will be directly propor-
tional to the looseness of the government's eligibility requirements. In the limit-
ing case, in which the government employs no standards of eligibility, the maxi-
mum number of lives will be saved.

We think -this reasoning is hogwash.
The argument assumes that persons who are self-supporting never die for lack

of money. It assumes that none of the 60,000 Americans who die in automobile
accidents each year die for lack of money; that none of the 750,000 Americans
who die of heart disease each year die for lack of money. No one suffering from
heart disease ever died because he or she was unable to afford a labor saving
device such as a power lawn mower, a washing machine, vacuum cleaner, or a
dishwasher. None of the 350,000 persons who die of cancer each year die for
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laek of money. None of these persons could have been saved if they bad gone in
for a checkup after they wrote out their checks to the IRS. Not one of the 55
workers killed each day on the job, nor one of the 8,500 who are disabled, nor
one-of-the 27,200 who are injured, would have been saved if corporate taxes had
been less. Tax loads have nothing to do with the rate of replacement of Indus-
trial plant and equipment.

In essence, welfare kills many more people than it saves. In fact, welfare
doesn't merely kill people, it also destroys nations.

How? The money to support welfare may be obtained by:
1. Taxation;
2. Printing of money;
3. Diversion of funds from other government programs.

When welfare statism comes to dominate the political system of a nation, all
three methods are employed. Taxation is usually the first. But taxation soon be-
gins to draw a reaction at the polls, and the politicians are forced then to begin
the fatal process of government induced inflation. In the U.S. this amounts to
printing government bonds to create our money, which of course is deficit fi-
nancing and debt money. Two things happen:

1. As the deluge of government bonds drives present prices down, interest rates
rise to crushing levels. (Interest rates are inversely proportional to bond prices.
The lower the price of a bond paying a fixed premium, the higher the yield.)

2. Inflation. And as the printing press debt money hits the markets of the na-
tion it drives all prices up. Thus both effects draw a reaction at the polls, tight
credit and high prices.

Next, method 3 is employed: The politicians obtain the money to support wel-
fare programs by diverting funds from other government programs. The police
forces, the Judicial system, the penal system are starved for funds. Crime rates
lky-oket. The courts are swamped. The jails become hell holes, and the inmates
riot. As the political clamor for better police protection, better sewage and water
treatment, better municipal transportation, etc., all rises, all methods are closed
off except one: diversion of funds from the Nation's military.

Once the welfare state reaches this point in its evolution, the end is near. How
long will it be, Mr. Chairman, before welfare becomes more important than na-
tional defense? Or has it already become more important? 0

I close with this statement attributed to Father Keller, of Notre Dame
University:

"A democracy cannot exist as a permanent form of government. It can exist
only until the voters discover they can vote themselves largesse from the public
treasury. From that moment on, the majority always votes for the candidate
promising the most benefits from the public treasury, with the result that a
democracy always collapses, over a loose fiscal policy . . . always to be followed
by a dictatorship."

Thank you again for this opportunity to appear today and to present our views.

The CHAIRMAN. The next witness will be Mr. John F. Nagle, chief
of the Washington Office of the National Federation of the Blind.

STATEMENT OF JOHN F. NAGLE, CHIEF, WASHINGk0N OFFICE,
NATIONAL FEDERATION OF THE BLIND

Mr. NAGLE. Mr. Chairman and members of the committee, my name
is John F. Nagle, chief of the Washington Office of the National Fed-
eration of the Blind. My address is 1346 Connecticut Avenue NW.,
Washington, D.C.

With your permission, Mr. Chairman, I will read briefly from my
testimony and then ask that the entire statement be included in the
printed record.

Now Mr. Chairman, as you consider the provisions of H.R. 1 and
strive further to implement the objective of reducing the welfare load
and welfare costs, we come before you as we have in the past offering
and urging acceptance of another innovative concept in the Social
Security Act that would liberalize the disability insurance sections of
the *act so as to allow blind persons to qualify for payments when
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they have worked a year and one-half in social security-covered work
andto continue to draw payments so long as they remain blind and
regardless of their earnings.

These proposals, contained in S. 1335, have been adopted four times
by the U.S. Senate; and, when introduced in the 92d Congress, S. 1335,
sponsored by Senator Vance Hartke, was cosponsored by no less than
70 Members of the Senate.

By endorsing S. 1335, by allowing persons with sight to qualify for
disability insurance 'payments on a less-than-the-regular-quarters-of-
coverage basis, such payments would be more readily available to more
people without sight. They would be available to keep blind people
from the need for welfare.

If you approve S. 1335, disability payments will be available to
provide fiinanoial security at the time when employment is gone and
seems likely never to be obtained again. Disability insurance payments
would be available, if you will accept S. 1335 as a solid foundation
upon which to begin to rebuild a shattered life.

By allowing the person without sight to remain qualified for dis-
abillty payments regardless of his earnings, such payments would be
available to supplement the meager and subminimum earnings of the
blind worker in a sheltered workshop which, although in excess of the
social security cutoff amount of $140 monthly, still are nowhere near
sufficient to assure the blind worker of an adequate living.

If you will approve S. 1335, disability insurance payments would
be available to supplement the earnings of the blind person who works
at home or from his home-as salesman, piano tuner, telephone solici-
tor, chair caner-who earns more than the $1,680 annual social security
allowable amount that still earns and lives at a starvation level, in
spite of determined efforts to help himself and live from his own labors
and not upon welfare.

Then, too, Mr. Ohairman, by removing the earnings test and allowing
a blind person to qualify for disability benefits whatever his earnings,
such benefits would serve to equalize the disadvantages of trying to
function blind, in a sighted society.

Disability insurance payments, received regularly and predictably
each month, would rescue the blind person from a dependence upon
family and friends when he has need for sighted help; it would release
him from a .dependence upon undependable kindness and unreliale
generosity.
Disability insurance payments would be a continuing source of

funds enabling the blind person to buy, not beg, for the sighted help
he needs to function, for whatever he does, whether he works as a
piano tuner, a vending stand operator, a lawyer, a teacher, or if a
woman as a housewife with groceries to buy and a home to manage.
Whatever the blind person does, he must do it in a sight-structured
world and if he is to function successfully, if he is to function at all,
sight must be subject to his summons and available to his needs and
this can only mean hired sight.

Enactment of S. 1335 into Federal law as an amendment to the
Social Security Act would give real meaning in the lives of blind per-
sons to the goals of H.R. 1, of encouraging initiative and a desire for
self-dependence, of assisting an active determination for self-help.

Enactment of the disability insurance for the blind measure into
Federal law would give meaning and reality in the lives of blind'per-
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sons to these goals by providing social insurance dollars as an earned
and merited right rather than the welfare grant as a humiliating and
reluctantly given dole.

I thank you very much, Mr. Chairman, for this opportunity to
TPeCHAmMAN. Thank you very much, Mr. Nagle.

Senator Curris. One question: M'. Nagle, under. existing general
social security law, someone with thb required number of quarters
who can prove that they are permanently and totally disabled gets
disability benefits?

Mr. NAGLE. If he earns more than $140 a month, Senator, he does
not get it.

Senator CrTiS. Now, in the definition of disability benefits-
Mr. NAGLE. Yes, sir.
Senator CuRTIS (continuing). Do they accept blindness as a total,

as a condition of total and permanent disability?
Mr. NAGLE. Yes, Senator; it is in the law.
Senator CuwRis. So what you are dealing with and what is involved

in this legislation that you are supporting relates primarily to the
work limitation?

Mr. NAGLE. That is right, Senator.
Senator, let me give you an example. I am a totally blind person;

for some 15 years 1 was engaged in the practice of law. There were
many lawyers in my bar who did not have secretaries. I had to have a
secretary. I couldn't read my mail without a secretary; I couldn't func-
tion throughout the day without a sighted secretary available to me.
Therefore, for me to be able to function at all I had to pay the price of
a week's pay for a sighted secretary-an expense that other lawyers had
a choice whether they would have or not have.

This is what we are saying, that the disability insurance payments
as a continuing source of income to me at the time I practiced law or to
another blind person who is trying to earn a living, trying to function
with the requirement constantly of sighted help available to him,
must have money to purchase sight, sight available to him, on a regular
basis.

Senator CURIs. I have been distressed over the situation that many
blind people are encouraged to get an education, and to go into various
professions such as the law and they seek Government employment;
and, as a practical matter, they aren't furnished with hired sight on
those jobs; I have found that in the Government the are discriminated
against in other ways and sometimes those around them or their super-
visors do not want to be bothered with assisting.

Mr. NAGLE. This is also true in the general economy, Senator.
Senator Cc Tixs. I expect that is true.
Mr. NAGLE. That's right.
Senator Cums. But we have a more direct responsibility here in

the Government service.
Mr. NAGLE. That's right. It is possible today, because of techniques

and methods that have been developed and opportunities available in
training for a blind person to learn to function successfully in a sighted
society, but then when he is prepared to function and applies for a job,
too often he encounters authoritative opinions on what he can do and
what he can't do that, in fact, amount to total discrimination and
exclusion. .
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Senator CUtmris. I won't take further time for it, but I thank you.
Mr. NAGLE. Thank you.
The CHAIRMAN. Thank you very much, sir.
(The previous witness' prepared statement follows:)

STATEMENT OF JOHN F. NAGLE, CHIEF, WASHINGTON OFFICE, NATIONAL
FEDERATION OF THE BLIND

Mr. Chairman and members of the committee: My name is John F. Nagle. I am
the Chief of the Washington office of the National Federation of the Blind. My
address is 1346 Connecticut Avenue, N.W., Washington, D.C. 20036.

Mr. Chairman, anticipating by some thirty-one years the intent and purpose of
H.R. 1, the National Federation of the Blind, since its founding in 1940, has
argued consistently and worked constantly toward the goal of enabling and en-
couraging and assisting blind persons on public welfare to get off relief and into
employment

We have always and emphatically rejected the too generally held misconception
that blindness is synonymous with helplessness and dependency.

We have always refused to accept the far too generally held view that blind
people must all look to public welfare for support, that once receiving aid, they
will continue on the aid roles for all of their lives.

The earned income concept and mechanism is now in the federal public assist-
ance law (and in other federal laws and federal programs) because the Na-
tional Federation of the Blind fought in Congress after Congress to have it in-
cluded, and this concept, this mechanism, has served as a bridge over which blind
persons and other temporarily needy persons may pass as they gradually work
their way from dependence upon publically-provided help to achieved self-help
and self-support.

Section 2012(b) (1) of H.R. 1 would retain the $85 plus 50% earnings exemp-
tion for blind persons and we urge you to give this provision your approval.

When the National Federation of the Blind learned from experience that he
above "sliding-scale" earnings exemptions was not sufficiently broad to really
benefit part and full-time working students and other blind persons who were
employed and also directing their efforts towards the fulfillment of an approved
rehabilitation plan for achieving self-support, we asked Congress to exempt all
of the income and all of the resources of such persons, and Congress did this.

Section 2012(b) (3) (A) of H.R. 1 would retain this full exemption of income,
but since it does not also exclude "resources," which are excluded as well as in-
come In Section 2013(a) (4) of H.R. 1 and Section 1002(a) (8) (B) in existing
law, we ask that you not only give your approval to this provision, but we also
urge that you amend it to include "resources," that it may then conform to exist-
ing law, that it may offer to ambitious and working blind persons the full
advantages offered by the inclusion of such term in existing law.

Mr. Chairman, although relatively few blind persons would be affected by this
provision and aided and benefited by it, those few who are diligently working to
gain the goal of self-support in accordance with an approved rehabilitation plan,
would have all of their earnings (if they are employed) and all of their resources
(if you will include resources in this provision) to assist them to reach their
goal-and the goal of the Vocational Rehabilitation Act-of transforming depend-
ent and welfare-supported people into independent and self-supporting people.

Now, Mr. Chairman, as you consider the provisions of H.R. 1 and strive further
to implement the objective of reducing the welfare load and welfare costs, we
come before you as we have in the past, offering and urging acceptance of another
innovative concept in the Social Security Act, that would liberalize the disability
insurance sections of the Act so as to allow blind persons to qualify for payments
when they have worked a year and one-half in social security-covered work and
to continue to draw payments so long as they remain blind and regardless of their
earnings.

These proposals, contained in S. 1335, have been adopted four times by the
United States Senate, and when introduced in the 92nd Congress, S. 1335, spon.
sored by Senator Vance Hartke, was co-sponsored by no less than seventy mem-
bers of the Senate.

By endorsing S. 1335, by allowing persons without sight to qualify for dis-
ability insurance payments on a less-than-the-regular quarters of coverage basis,
such payments would be more readily available to more people without sight.

They would be available to keep blind people from the need for welfare.
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If you approve S. 1835, disability payments will be available to provide finan-
cial security at the time when employment is gone and seems never to be ob-
tained again.

Disability insurance payments would be available, if you will accept S. 1385,
as a solid foundation upon which to begin to rebuild a shattered life.

By allowing the person without sight to remain qualified for disability pay-
ments regardless of his earnings, such payments would be available to supple-
ment the meager and sub-minimum earnings of tbe blind worker in a sheltered
workshop, which, although in excess of the social security cut-off amount of $140
monthly, still are nowhere near sufficient to assure the blind worker of an ade-
quate living.

If you will approve S. 1335, disability insurance payments would be available
to supplement the earnings of the blind person who works at home or from his
home-as salesman, piano tuner, telephone solicitor, chair caner-who earn more
than the $1,680 annual social security allowable amount but still earns and lives
at a starvation level, in spite of determined efforts to help himself and live from
his own labors and not upon welfare.

Then, too, Mr. Chairman, by removing the earnings test and allowing a blind
person to qualify for disability benefits whatever his earnings, such benefits
would serve to equalize the disadvantage of trying to function blind, in a sighted
society.

Disability insurance payments, received regularly and predictably each month,
would rescue the blind person from a dependence upon family and friends when
he has need for sighted help, it would release him from a dependence upon un-
dependable kindness and unreliable generosity.

Disability insurance payments would be a continuing source of funds enabling
the blind person to buy, not beg, for the sighted help he needs to function, for
whatever he does--whether he works as a piano tuner, a vending stand operator,
a lawyer, a teacher, or if a woman, as a housewife with groceries to buy and
a home to manage-whatever the blind person does, he must do it in a sight-
structured world and if he i s to function successfully, If he is to function at all,
sight must be subject to his summons and available to his needs and this can only
mean "hired" sight.

Enactment of S. 1335 into federal law as an amendment to the Social Security
Act would give real meaning in the lives of blind persons to the goals of H.R. 1,
of encouraging initiative and a desire for self-dependence, of assisting an active
determination for self-help.

Enactment of the disability insurance for the blind measure into federal law
would give meaning and reality In the lives of blind persons to these goals by
providing social Insurance dollars as an earned and merited right rather than
the welfare grant as a humiliating and reluctantly given dole.

In considering the welfare provisions of H.R. 1, Mr. Chairman, although the
National Federation of the Blind Is greatly opposed to a combined adult category
of aid under the Social Security Act which lumps together the aged, blind, and
severely disabled, into one common administratiVe welfare plan, thereby eliminat-
Ing or restricting the possibility of considering and satisfying the categorical or
group needs of the separate and distinctively different classes of disadvantaged
persons, still, If this Congress in its wisdom is determined that the repeal of
Titles I, X, and XIV, Is essential, we ask, at leapt, for a safe-guarding amend-
ment to be incorporated In the proposed new welfare title, an amendment which
would assure and require the continued recognition of the group and Individual
needs of the aged, blind, and disabled.

We offer the following amending language for your consideration and
acceptance:

"Provided that it Is recognized that the standard of need applied with respect
to an individual who is aged, blind, or severely disabled, may differ depending
upon the group and individual needs of such individual or conditions related to
his age or disability."

The National Federation of the Blind strongly supports the federalization of
the public welfare program, for it should result in providing needy people with
more adequate income and income available to them under leas harrassing and
humiliating conditions.

We certainly approve the provisions of Title XX of 11.. 1 that eliminate lien
and recovery and responsibility of relative practices in public assistance, and
from the lives of persons requiring publically-given financial aid.

While, In general, the National Federation of the Blind endorses and supports
the monthly amounts of aid provided for In Title XX of H.R. 1, we believe these
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provisions should be amended to require those states having a higher assistance
standard as of June 30, 1971 (California, Alaska, Massachusetts, Iowa, and New
Hampshire), to maintain such higher standards.

Also, Mr. Chairman, the National Federation of the Blind believes Title XX
of H.R. 1 should be amended so as to assure that the special needs of recipients
of aid are met when such needs are due to special circtunstances and which make
the total, dollar amount of need greater than the flat amount provided for in
the pending bill.

,Specifically, such special needs would be non-medical, out-of-home care and
attendant care costs which alone could run between $200 and $300 a month, the
added expense of taking meals regularly in restaurants, telephone service, and
laundry service.

Mr. Chairman, we would also emphasize the need for an amendment -to Title
XX of H.R. 1 to require the recognition and dollar allowance for the special needs
of blind persons, needs that are attributable to the circumstances of blindness,
needs that must be satisfied if self-care is to be fostered and self-support encour-
aged and promoted.

Section 2014(f) (1) of H.R. 1, provides that income and resources of a spouse
living with an eligible-for-aid Individual will be taken into account in determining
the benefit amount of the individual whether or not the income and resources are
available to meet the needs of the eligible Individual.

The National Federation of -the Blind believes this provision is most disturbing.
The counting of a spouse's income and resources as those of the recipient should

depend upon whether, in fact, such income and resources are actually available
to such recipient.

The National Federation of the Blind, therefore, urges that this provision be
amended to meet this available-to-the-recipient requirement.

The National Federation of the Blind endorses and supports the provisions
of H.R. 1 which authorize an Increase in social security payments effective
.June, 1, 1972, -and the provision of an automatic increase in such payments In
accordance with the rise in the cost of living.

The National Federation of the Blind particularly approves the proposals of
H.R. 1 that extend health care coverage to disability insurance beneficiaries.

This was a long-sought-after goal of the organized blind as we worked and
testified in succeeding Congresses in pursuit of this new realized objective.

Finally, Mr. Chairman, the National Federation of the Blind has much con-
cern about and is strongly opposed to the provision In H.R. 1 that requires re-
ferral of disabled recipients of aid to the State Vocational Rehabilitation Agen-
cies that would deny financial aid to such persons who refused to accept voca-
tional rehabilitation services without good cause.

The long time experience of the National Federation of the Blind in the
rehabilitation field has convinced m that forced acceptance of vocational re-
habilitation services is a poor and a wrong way to motivate persons to try to
achieve self-support.

We believe there is no organization more Intent on strengthening the purposes
and provisions of the Social Security Act to help blind people to attain self-
support and self-care than the National Federation of the Blind.

However, we believe that voluntary, not compulsory, acceptance of rehabilita-
tion services is a far more effective means of gaining our common goal.

The CHAIRMAN. The next witness will be Mr. Durward K. Mc-
Daniel, national representative of the American Council of the Blind.

We are pleased to have you here today, Mr. McDaniel.

STATEMENT OF DURWARD K. McDANIEL, NATIONAL REPRESENTA-
TIVE, THE AMERICAN COUNCIL OF THE BLIND, WASHINGTON,
D.C.

Mr. MCDANIEL Thank you, Mr. Chairman.
I will try to summarize a few of the points here from the prepared

statement which I would like to ask to be made a part of the record.
With respect to the social security amendments which are con-

tained in I.R. 1, we find we are generally in accord with those. We
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are pleased to see that the House of Representatives has extended
medicare benefits to disabled beneficiaries. We were distressed, how-
ever, to see that they provided for a 2-year waiting period-2 years
after entitlement for disabled beneficiaries--which, I suppose, was in-
tended to be an economy measure; but I point out to the committee
that most of the medical and hospital costs of the total population
are not paid by private insurance plans and that in any event this
class of beneficiaries would not be able to afford them. So if the con-
cept is correct that the medicare benefits should be extended to dis-
ability beneficiaries, we think it should be extended to all of them.

We think, moreover, regarding the liberalization of the eligibility
rule for disability benefits, whether it is the fully insured rule which
the House adopted or the bill similar to Senator Hartke's which Mr.
Nagle described, that the number of persons receiving aid to the blind
and, therefore, entitled to medicaid benefits, would be reduced unless
the Congress decided that social security payments should be treated
as deferred earned income and not deducted from welfare grants.

We think that the medicaid program, particularly if the require-
ment for a comprehensive health program is repealed, as provided in
H.R. 1 isn't going to be much help to anybody, and we would like to
see at least those people in the smallest of the categories, aid to the
blind, included, perhaps at the cost of the general revenue fund, in the) medicare program. There needs to be some uniformity throughout
the country and if there are not going to be comprehensive programs
in the States, then we think such coverage ought to be included in the
medicare program under title 18.

There are several things about the proposed title 20 which interest
us very much. The American Council of the Blind supports the fed-
eralization of the adult categories, and particularly assistance for the
aged blind; -and I will point out, although I think the committee knows
it, that over the past dozen years or so this is the category of assistance
that has been declining in numbers.

It now includes approximately 81,000 persons in the whole country.
Of course, we are glad to see this, and yet we are concerned about the
support which blind persons who need this kind of help get from any
program which, although the Federal program as proposed here is
more liberal than in some of the States, is less liberal than in some
others and is actually regressive in some respects, and I will point
them out.

For example, the provision of eligibility saying that an eligible in-
dividual may have $1,500 in property: H.R. Says if he is single, he may
have $1,500 in property, or if he is married he and his eligible spouse
may still have only $1,500 together, so in that respect people are better
off if they are not married, you see.

With respect to excluded earned income, in section 2012(b) the pro-
vision is for $1,020 per year for an eligible individual, or if he is mar-
red $1 020 for both spouses, not each, but both, so again they are better
off if they are not married.

And in section 2014, where there is an ineligible spouse, the bill
says-and it gives some leeway to the Secretary but it says--that the
income of the ineligible spouse is considered to be available to the eligi-
ble individual whether it is or not. I would say that is another deter-
rent to keeping people together in one family.
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In the same section there is a provision that the income of a step-
parent with respect to a child of the other spouse is considered to be
available whether it is or not, also a negative influence upon family
life.

With respect to the amount of the benefit provided for in proposed
title 20, many of the States have more liberal programs than the $130
proposed, and we think that the amount proposed should be greater,
but that in any event there should be some provision for supplementa-
tion, either by the Federal Government or by the State governments,
so that no one is penalized by the federalization of welfare.

There are some proposals already introduced, and Senator Eagleton
is going to introduce one, I understand, which would, in effect, "grand-
father" into the program all of those who are now eligible, so that the
new standards would not disqualify people. We approve of that and
we approve of it particularly with respect to two very special State
programs. Twenty years ago in Missouri and Pennsylvania people
were not getting any Federal aid for aid to the blind because those
States had a higher income allowance and higher property allowance
than the Federal Government would approve. Ultimately, Congress
temporarily approved such Federal aid and extended it over a period
of several years, and finally approved it permanently, so there are
actually two States--Missouri and Pennsylvania-which have dif-
ferent kinds of federally supported aid programs from the others, and
people in those two States are concerned that they may be disqualified
by the enactment of H.R. 1. I hope, and I suggest in my prepared
statement, that an amendment will be added vhich would continue
those standards in those States so that those people will not be adversely
affected by the new legislation.

We don't think that optional supplementation is going to work for
anybody. There are too many competitions, too many places that the
States need to spend money, and it isn't going to work if you say, "Well,
you can do it if you want to."

We think certainly that the States should participate only in the sup-
plementation, but that if there is mandatory supplementation, as we
think there should be, the Federal Government should participate in
matching.

In section 2016 there ace two references to persons who will not be
receiving the Federal benefit. The effect of that language, and I quote
it in my prepared statement, is to give the Secretary of Health, Educa-
tion, and Welfare some control over other pension or welfare programs
which any State may choose to establish or perpetuate, even though
there is no Federal money in it. We don't think that that pension
should be in H.R. 1. The States of Pennsylvania and Missouri, in
particular, have separate, fully financed State programs-pensions for
the blind-and we don't think that, as long as those people don't re-
ceive a Federal benefit the Secretary should control it.

With respect to mandatory referral to rehabilitation agencies, we
have no quarrel with that; we would suggest that, as in the proposal
for title 21, there be some safeguards so that a blind or disabled per-
son who is mandatorily referred is not required to take a job at a
subminimum rate of pay or without the usual benefits of regular em-
ployment. Without such safeguards he could be put to work in a
sheltered workshop at 40 cents an hour and required to work there,
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even though it is not really enough income to pay his carfare getting
to and from work. We would like to see some safeguards in title 20,
pertaining to wages and benefits.

With respect to employment incentives or work incentives, blind
people have a special problem. What we need more than incentives
to work is incentive on the employer's part to hire, and I have out-
lined in my prepared statement a tax credit idea which is not far
from what Senator Talmadge advocated in the last Congress with
respect to Aid to Families with Dependent Children. The idea is a
good one; there isn't anything wrong, as we see it, with an individual
person, a blind person, in my example, making his own arrangement
with an employer. We think that the tax credit should be temporary,
that it should be -high enough to offer some offset to the employer on
a temporary basis, until the blind worker can prove his productivity;
then there would be no more tax credit on that individual. We would
like to see that work. We have tried all the other existing services,
and we would like to see private initiative have a chance, and to give
that employer the incentive, which is really what we need.

With respect to judicial review, we are concerned about the H.R. 1
provision which says that the Secretary's finding of fact shall be
final, because if that is true, then there Won't be much to review. We
have found through the administration of the Social Security Act
that a lot of mistakes of fact are made, and while the present judi-
cial review system does not work very well, it works 'better than this
would work; and we would like to see everything that social security
employees do reviewed and reviewable, so that we could make this
system work.

Gentlemen of the committee, I appreciate being able to appear
here, and if there are any questions, I will be glad to answer them.

The CHAIRMAN. Mr. McDaniel, you have made some very good sug-
gestions and I am going to instruct the staff, and, in fact, I instruct
them now, to be sure that these various suggestions are considered by
the committee when we go into the executive session.

I would like to also tell you that Congressman Frank Karsten of
Missouri who was a member of the Ways and Means Committee, and
who has been very helpful and sympathetic to your suggestions is in
the room. I understand he came here particularly to hear your testi-
mony.

Mr. McDANIEL. Yes, I spoke with him just when I first came in und
I appreciate his help on this. He is a real expert, and has been inter-'
ested in it for a longtime.

I understand Senator Percy is going to introduce an amendment,
which we endorse, touching on this excluded earned income subject
which he proposes to make applicable to all the -adult categories.

The CHAIRMAN. Any further questions, gentlemen?
Thank you very much, sir.
Mr. MCDAiEwL. Thank you.
(The previous witness prepared statement follows. Hearing con-

tinues on page 790.)
STATEMENT OF THE AMERICAN COUNCIL OF THE BLIND, PRESENTED BY

DURWARD K. MODANIEL, NATIONAL REPRESENTATIVE

SUMMARY

The American Council of the Blind:
1. Favors most If the social security provisions of H.R. 1, but with

certain amendments.

72 17 0- 72 -pt. - 6
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2, Favors the inclusion of S. 1335, which provides for disability Insurance
benefits for blind persons with at least six quarters of coverage.

3. Favors the participation of social security beneficiaries in the periodic
evaluation of the program, and advocates the provision of additional pro-
cedures for the representation of the interests and views of beneficiaries.

4. Favors entitlement to child's disability benefits for persons becoming dis-
abled before age 22 without regard to the retirement,. death or disability of
either parent.

5. Favors the extension of medicare coverage to recipients of aid to the blind.
6. Favors the merging of medicaid with medicare.-
7. Favors the repeal of Section 224 of the Act.
8. Favors an increase in social security benefits of a least 12 %.
9. Favors application of the fully insured rule to blind beneficiaries of social

security.
10. Opposes the two-year waiting period for medicare benefits for disabled

beneficiaries.
11. Favors the federalization of welfare benefits for the adult categories.
12. Favors a special amendment to continue eligibility under the proposed

Title XX of blind persons who qualify for aid in any State under the present
law, and particularly in Missouri and Pennsylvania.

13. Favors an amendment to proposed Section 2011(a) of the Social Security
Act to provide that each eligible and each eligible spouse will be entitled to own
up to $1,500 worth of nonexcluded property.

14. Favors an amendment to proposed Section 2012 to exclude from considera-
tion income received (including social security benefits) as a result of the
earlier Investment of earned income.

15. Favors an amendment to proposed Section 2012 (as advocated by Senator
Charles Percy) to assure that each eligible individual and each eligible spouse
will be entitled to have $1,500 of his earned income excluded from consideration,
regardless of his age.

16. Favors an amendment to Section 2014(f) (1) and (2) to exclude the
income of an ineligible spouse or step-parent when such income is not actually
available to the beneficiary.

17. Favors an amendment to provide safeguards at least equal to those in
Title XXI for beneficiaries referred to rehabilitation agencies.
18. Favors a tax credit for a limited term for employers hiring blind persons.
19. Favors mandatory State supplementation of federal benefits to assure

that there will be no reduction in total payments to eligible persons because of
federalization.

20. Favors federal matching for mandatory and voluntary State supple-
mentation to federal benefits.

21. Favors the deletion from proposed Section 2016 of the two references which
would give the Secretary unwarranted authority over State supplementation of
State pension and other programs which are entirely financed by the State.

22. Favors an amendment to proposed Section 2031 providing that the Secre-
tary's findings of fact shall be subject to judicial review.

23. Favors equality of eligibility and benefits for persons residing in Puerto
Rico, the Virgin Islands and Guam. (Sec. 504 of H.R. 1).

24. Favors an amendment to protect the rights, conditions and status of em-
ployees of State welfare departments and to require transfer to the Social
Security Administration of handicapped employees of State Welfare depart-
ments who may be displaced by the enactment of H.R. 1.

STATEMENT

1. HL" 1

The social security provisions of H.R. 1 are for the most part progressive,
with several exceptions which are dealt with in the changes suggested and
advocated in this statement.

2. DISABILITY COVMGZo (S. less)

The Senate has passed measures similar to S. 1885 on four occasions, and it
is sponsored by a majority of the Senate. The desirability of reducing the
required coverage to six quarters and the incentive for self-improvement In the
absence of any limitation on earnings is well recognized by the Senate. lnact-
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ment of this provision would under present law remove a substantial percentage
of blind persons from the aid to the blind rolls Tits proposal is supported by
the major organizations of and for the blind, and we urge its inclusion in H.R. 1.

3. REPRESENTATION OF BENEFICIARIES

Adminitrative remedies available to the individual under existing law provide
no methods by which beneficiaries can effectively advocate any improvements and
reforms in the administration of the program. The creation of procedures for
the representation of the interests and views of social security beneficiaries is
desirable and necessary for the effective planning, delivering and reviewing of
these important government services. Complaints and proposals for improve-
ments could be dealt with properly and expeditiously on a regular, formal basis
through consultation and evaluation of these services by government officials and
representatives of such beneficiaries. Section 1602 (a) (16) of Title II of H.R.
14173 (91st Congress) provided for the participation of recipients of aid to the
aged, blind, and disabled in the periodic evaluation of State welfare programs.
While that provision was not adopted by the House, we urge that those proce-
dures and principles be made applicable to social security beneficiaries by ap-
proprate amendment of H.R. 1. This would be a step in the right direction, but
there should be a system by which beneficiaries would select their own represent-
atives. An appropriate model for such procedures and consultation has been
established by Executive Order 10988 and related orders which provide a system
for choosing representatives of Federal employees.

4. CHILDHOOD DISABILITY BENEFITS

Section 114 of H.R. 1 extends from 18 to 22 the age of eligibility for childhood
disability benefits. The Council endorses this progressive change, which will
afford protection to young persons w'-ho become disabled before they have had the
opportunity to qualify for benefits by reason of their own covered employment.
Section 114 should be further amended to provide that such a disabled child who
has reached the age of majority shall be entitled to benefits if either of his parents
is fully insured. In other words, a disabled child who has reached the age of
majority should not have to wait until his parent has died, retired or become dis-
abled to receive benefits.

5. MEDICARE COVERAGE FOR THE DISABLED

The extension of medicine benefits to disabled beneficiaries is badly needed,
and we urge that this provision be retained in H.R. 1. These benefits will greatly
reduce the demands upon the Federal-State medical assistance programs and
will assure a uniformity of service to disabled persons no matter where they
live. Most of these beneficiaries cannot afford the cost of private health insurance
plans.

6. MERGING OF MEDICAID WITH MEDICARE

Medicaid has left much to be desired and has not afforded equal service to
public assistance recipients in all of the States. H.R. 1 would repeat the existing
requirement that the States establish a comprehensive program by 1977. Thus
it is clear that medicaid holds little promise of meeting the substantial needs of
medically indigent persons. The extension of medicare benefits to the disabled
cuts broadly across the categories of aid to the blind and aid to the permanently
and totally disdbled. Accordingly, much of thhe health care load will be assumed
by social security. In the interest of establishing a health care program which
will deal with eligible citizens on equal terms wherever they live, we advocate
that those who would be eligible for medicaid only also be included under medi-
care, and that the cost incurred be born by appropriations from general revenue.
Such a solution requires a merger, and it should be done now.

7. WORKMEN'S COMPENSATION (REPEAL SEC. 224, SOCIAL SECURITY ACT)

Section 125 of H.R. 1 is another measure which is good as far as It goes.
"Whereas under present law social security disability benefits must be reduced

when workmen's compensation is also payable, so that the combined benefits will
not exceed 80% of the average current earnings before disablement, Section 125
would increase the ceiling. On the fact of it this provision seems more equitable.
What generally is not realized, 'however, is that the periods during which work-
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men's compensation benefits are received are often relatively short and that
thereafter the disability benefits received fall far short of previous earnings. The
excess over 100% of previous earnings during the period of concurrent receipt of
disability benefits and workmen's compensation could serve as a partial offset
to the decline in income after the termination of workmen's compensation.

The Council recommends that Section 224 of the Act be repealed altogether.
Its provisions are an example of the negative concept that a beneficiary should
not be as well off as he was while working. Workmen's compensation is not paid
for by Federal revenue and should have no bearing on social security benefits.
The principal effects of this provision are reductions in the living standards of
injured workmen and increases in the profits of insurance carriers.

8. INCREASE IN SOCIAL SECURITY BENEFITS

The proposed increase of 5% was not commensurate with the increase in the
cost of living when it was proposed, and in order to allow for the continuing rise
in the Consumer Price Index, the increase at this time should be less than 12 %
across the board, with special consideration for those receiving the minimum
amounts.

9. APPLICATION OF FULLY-INSURED RULE

The American Council of the Blind believes that the disability insurance
eligibility requirement of 20 quarters of coverage out of the last 40 quarters is
arbitrary and discriminatory, having the effect of excluding many persons who
are fully insured as defined in Section 214 of the Social Security Act. This require-
ment is particularly discriminatory against those persons who became disabled
too long ago to qualify under Section 223. Many of those excluded disabled per-
sons have not yet reached retirement age and receive no benefits, although some
of them are fully insured. Fully insured status should not have less meaning or
effect for one injured worker than for another. Accordingly, we support the
abolition of the special coverage and recency test of the present law, which would
be accomplished by Section 123 of H.R. 1.

10. TWO-YEAR WAITING PERIOD FOR DISABLED MEDICARE BENEFICIARIES

While Section 201 of H.R. 1 extends medicare benefits to the disabled, it would
discriminate against those who are newly disabled by requiring them to wait
two years. The onset of disability is the time when the need is greatest for
this kind of coverage. The rationale of overlapping insurance coverage would not
apply to many cases because only a minor fraction of medical and health costs
are covered by private insurance arrangements. The need for extending medi-
care to the disabled was acknowledged when Section 201 was adopted by the
House. The American Council of the Blind opposes this attempt to economize by
delaying benefits to one class of beneficiaries, whose coverage is on the average
equal to that of those who are favored. Accordingly, we recommend the deletion
of the two-year waiting period of medicare benefit&.

11. FEDERALIZATION OF ADULT WELFARE CATEGOBES

The American Council of the Blind has consistently advocated the federaliza.
tion of aid to the blind and now also supports the federtization of all three
adult programs of assistance. Federalization will remove inequities existing
from State to State in these programs, and will make some improvement in the
living conditions of eligible persons in most of the States. Legislation establish-
ing such a program, however, should include the following safeguards: (1)
Provision for amounts of aid sufficient to meet the minimum basic needs of
eligible persons and additional amounts to meet special needs; (2) provision
for automatic cost-of-living adjustments in grants; (3) provision for liberal
eligibility standards; and (4) a guarantee that no recipient will receive a
reduced grant by reason of federalization of the program.

12. CONTINUED ELIGIBILITY UNDER FEDERALIZED PROGRAM (ESPECIALLY
IN MISSOURI AND PENNSYLVANIA)

Proposed Title XX would establish uniform standards of eligibility for thq
three adult categories without regard for the effect of such standards on amounts
of assistance paid and income and resources allowed in some States under
the present Law. The Americar Council of the Blind advocates that the pro.



787

posed Title XX be amended to guarantee that assistance payments will not be
reduced in any State because of federalization of the program. This guarantee
can be, met by federal funds or by State supplementation, which will be dis-
cussed later. In any event, the Federal-State programs in Missouri and Pennsyl-
vania are unique, and a special amendment should be adopted to continue eli-
gibility of blind persons in those States under the proposed Title XX program.
First by temporary authorization and then by permanent enactment the Fed-
eral-State aid to the blind programs in those two States were accepted by
Congress even though the income and resources allowed by those two States
were and are substantially more liberal than in any other States. These liberal
provisions have improved living conditions for thousands of blind persons and
have demonstrated the financial feasibility and the desirability of liberaliza-
tion of the program, although the demonstration has not been extended to
blind persons in any other States. If the amendment advocated here is not
adopted, a substantial portion of those blind persons presently in Missouri and
Pennsylvania will be disqualified for benefits under the all-federal program.
Accordingly, the American Council of the Blind, the Missouri Federation of the
Blind, and the American Council of the Blind of Pennsylvania Join in advocat-
ing the following amendment to proposed section 2011:

To Amend Title III of H.R. 1, by adding at the end of "Section 2011" a new
subsection (h) as follows:

"(h) Notwithstanding any other provisions of this title, any blind person
who applies for the Federal benefit and State supplementary benefit shall
be considered eligible for such benefits for purposes of Title XX if he re-
ceived aid as a blind person (or if he would have been eligible to receive
such aid if he had been a blind applicant) for June 1972 under a State plan
approved under Title X or Title XVI of the Act as then in effect, so long
as he remains blind."

18. NONEXCLUDED PROPERTY OF ELIGIBLE INDIVIDUALS AND ELIGIBLE SPOUSES

Under the present provisions of proposed Section 2011(a) of, the Social Se-
curity Act, the amount of unexcluded property which may be owned by an
eligible individual and an eligible spouse is the same ($1,500) as that permitted
to a single eligible individual. The American Council of the Blind believes this
provision to be inequitable and to be one which would make it more profitable
to be unmarried. We urge that this provision, which penalizes married couples,
be liberalized to permit the ownership by each person of $1,500 worth of
property.

14. LIBERALIZED EXCLUSIONS FROM INCOME OF INDIVIDUALS

Proposed Section 2012(b) of the Social Security Act provides that income
derived from earlier investments of earued income, including social security
payments, will be included for the purpotie of determining eligibility for bene-
fits. The American Council of the Blind believes that such a provision is tanta-
mount to a penalty in that the income so derived Is deducted dollar for dollar
from the proposed benefit. The effect of this provision is a delayed application
of the incentive stifing provisions of the present law. We concur in the desire
of most people to improve their living conditions. We believe that the Con-
gress supports the principle that people should not be penalized for trying to
help themselves, and yet H.R. 1 provides that those who have invested in social
security or other arrangements for their future security will be penalized
by reductions in or disqualification for benefits.

15. INCOME EXCLUSIONS FOR ELIGIBLE INDIVIDUALS AND ELIGIBLE SPOUSES

Proposed Section 2012(b) is more restrictive than the present law in that,
whereas present law allows exclusion of only $1,020 a year of the earned income
of an eligible individual and an eligible spouse, nevertheless each of such per-
sons is entitled to exclude that amount of earned income. In addition, the am-
blguous reference to "age 65" and the time of first claiming the benefit would
create two classes of eligible individuals among blind and disabled persons. We
see no Justification for such a distinction, and the American Council of the Blind
will support an amendment to be offered by Senator Charles Percy to eliminate
the ambiguous and discriminatory language, to provide for an equal amount of
excluded earned Income for both spouses, and to increase the amount of each
exclusion to $1,500 of earned income each year. Since 1960, when the excluded
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amount was irst increased to $1,020 per year, the Consumer Price Index has
increased 37.4%. Such an increase will permit those who are able to earn such
amounts to improve their living conditions. The American Council of the Blind
supports Senator Percy's amendment and advocates that it be made equally
applicable to the disabled and the aged.

16. INCOME OF INELIGIBLE SPOUSES AND STEP-PARENTS

Paragraphs (1) and (2) of proposed Section 2014 provide that the income
of an ineligible spouse and of a step-parent (in the case of a child will be con-
sidered as nonexcluded income of the beneficiary, even if it is not available to
the beneficiary. Such a provision is patently unjust, and Paragraphs (1) and (2)
of that proposed subsection should be amended by striking out the phrase
"whether or not available to such individual."

17. SAFEGUARDS FOR BENEFICIARIES REFERRED TO REHABILITATION AGENCIES

In both proposed Titles XX and XXI the requirement is made that beneficiaries
be referred for rehabilitation services. However, the requirement for referral in
Title XX contains none of the safeguards which exist in the similar section of
proposed Title XXI, such as the payment of at least the minimum wage. We
recommend that amendments be adopted which will assure to beneficiaries re-
ferred for employment that they will be entitled to benefits and working condi-
tions which normally prevail in the labor market. We cannot believe that Con-
gress would intend that blind and disabled beneficiaries be required to work on
jobs which do not provide such rights and benefits as social security, unemploy-
ment compensation, workmen's compensation and minimum or prevailing wages.

18. TAX CREDIT FOR EMPLOYERS HIRING BLIND PERSONS

When the Committee on Finance considered H.R. 17550 in the 91st Congress,
it adopted Senator Talmadge's Amendment No. 788, which provided for a tax
credit for employers hiring AFDC parents. While we believe that the tax credit
provided in Senator Talmadge's amendment was too small to be effective, the
American Council of the Blind approves this method as a new approach for
getting unemployed blind persons and potential employers together. The tax
credit allowed for the employment of a blind worker should be for a limited
term, such as two years, and the percentage of credit should be substantial in the
beginning and should gradually decline as the term progresses. Senator Tal-
madge's amendment contained numerous provisions to protect the interests of
the government and of the employee. While the principal subject under con-
sideration Is a welfare program, we recommend that an amendment to the In-
ternal Revenue Code be included in H.R. 1, which would offer a tax credit to
an employer who hires a blind worker, whether he is a recipient of welfare or
not.

Senator Talmadge's idea was to create an incentive to work. The tax credit pro-
posed can also be an incentive to employ, and this is an important factor to blind
persons, who do not always find the potential employer willing to allow an
opportunity to work. The tax credit approach requires no appropriation and
will cost the Treasury nothing unless it results in a permanent job.

19. MANDATORY STATE SUPPLEMENTATION

In those States which now pay larger amounts of assistance than H.R. I would
authorize, there can be no assurance that recipients in those States will not
sustain substantial reductions in benefits under the federalized program unless
the supplementation by the States is made mandatory. The federalization of the
three adult categories will improve living conditions for blind persons in most
of the States, but the American Council of the Blind does not want those persons
who most depend upon aid to the blind in the higher-paying States to be penalized
by the change to an all-federal system. Since under the new program the basic
benefit will be paid by ithe federal government, such mandatory supplementation
will not be as costly to the affected States as the present program.

20. FEDERAL MATCHING OF STATE SUPPLEMENTS

While the amount proposed to be paid in monthly benefits by the federal gov-
ernment represents substantial increases over some of the -State programs, it is
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obvious that the amounts are far below those needed for a decent standard of
living. The number of persons receiving aid to the blind has declined over a
number of years and is nov approximately 81,000 persons in the entire country.
The American Council of the Bli-d advocates that H.R. I be amended to provide
for federal matching for voluntary State supplementation of federal benefits to
blind persons and that there be federal matching to pay for special needs of
persons within this category.

21. FEDERAL CONTROL OF STATE-FINANCED PROGRAMS

A part of the language of proposed Section 2016 would give the federal govern-
ment some control over State supplementation of pension programs which are
financed entirely by State government. These provisions (quoted below) would
permit the Seoretary to control or prohibit increases in State pension plans for
blind persons in Missouri and Pennsylvania, even though none of the money
would come from the federal government. The American Council of the Blind, the
Mfissouri Federation of the Blind, and the American-Council of the Blind of
Pennsylvania advocate amendments which would delete the following language
from proposed ;Sections "2016(a)" and "2016(b) (1) (B), respectively:

"1or who would but for their Income be eligible to receive benefits under this
title" (Page 536, lines 16-17, House-Pased version H.R. 1) ;
"except that the supplementary payment shall not be reduced, on account
of income in excess of the maximum amount which such individual could
have and still receive such a benefit, by an amount greater than such excess"
(Page 537, lines 16-29, ibid.).

There is no justification for federal interference in the administration of such
State pension plans, which have no effect upon federal benefits to other blind
persons.

22. JUDICIAL REVIEW OF FINDINGS OF FAOT

Proposed Section 2O31 would make findings of fact of the Secretary con-
clusive and binding and would exclude such findings from judicial review. This
provision is more restrictive than that allowing judicial review for social se-
curity beneficiaries. This provision cuts off all judicial recourse for all mis-
takes of fact and arbitrary judgments of administrative employees of the
Social Security Administration. Section 205(g) of the present Act is far from
perfect, and this provision of H.R. 1 would create a far worse situation for those
affected. The American Council advocates that the Secretary's findings of
fact be made subject to Judicial review.

23. PUERTO RICO, THE VIRGIN ISLANDS', AND GUAM

The American Council of the Blind concurs with the views of Sen. Abraham
Ribicoff on the subject of discrimination against residents of Puerto Rico, the
Virgin Islands and Guam in H.R. 1. The benefits proposed to be paid are federal
benefits, and there is no justification for reducing the amounts because of the
residence of the beneficiary. The cost of living in these Territories is higher
than in most States; yet H.R. 1 proposes that people in the Territories receive a
fraction of the payments which will go to residents of those State where the
cost of living is lowest. We advocate an amendment to place eligible persons
residing in Puerto Rico, the Virgin Islands and Guam in an equal status with
all others. The present provision of H.R. 1 would lead to an acceleration
In the migration of beneficiaries into the States.

24. PROTECTION OF EMPLOYEES OF STATE WELFARE DEPARTMENTS

The federalization of welfare programs will displace many State employees
unless some provision is made in H.R. I to protect the rights, benefits and
status of such persons. The American Council of the Blind is concerned about
the future employment of blind and other handicapped employees of State
welfare departments and some spe-ial agencies for the blind, such as the
North Carolina Commission for the Blind. the Virginia Commission for the
Blind, and others. These employees have acquired valuable rights and benefits.
such as retirement, insurance and leave, which will be lost even if they are
transferred to federal employment unless special provision ts made. The Ameri-
can Council of the Blind advocates that special provision be made in H.R. f
to protect the rights, benefits and status of such persons and to transfer them
to the Social Security Administration.
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The CHAIRMAN. The concluding witness for this morning's ses-
sion is Mr. Irvin P. Schloss, legislative analyst, American Founda-
tion for the Blind.

STATEMENT OF IRVIN P. SCHLOSS, LEGISLATIVE ANALYST,
AMERICAN FOUNDATION FOR THE BLIND, WASHINGTON, D.C.

Mr. SCHLOSS. Thank you, Mr. Chairman. I have submitted a pre-
pared statement which I would appreciate having included in the
record.

The CHAIRMAN. Yes; that will be printed just as you submitted it.
Mr. SCHLOSS. In addition to representing the American Foundation

for the Blind, I am also representing the American Association of
Workers for the Blind and Blinded Veterans Association this morn-
ing. All three of these national organizations endorse enactment of
H.R. I with some amendments which we think will improve and
strengthen the various programs under the Social Security Act.

With regard to old age survivors and disability insurance bene-
fits, we wholeheartedly endorse the increases in the benefits and the
increase in the taxable wage -base to $10,200. We believe that this is
the. only way that cash benefits under the social security system
are going to get anywhere near what people's earnings were so that
retirement years wont be years of financial hardship.

We also endorse tying the increase in the cash benefits structure and
wage base to the Consumer Price Index during periods before Con-
gress has time to act.

With regard to the survivors' benefits, permitting a widow to receive
100 percent of the primary insurance amount at age 65 is a major step
forward.

We would urge the committee to give serious consideration to liber-
alization of benefits for disabled widows, widowers, and surviving
divorced wives. These individuals are extremely hard pressed, and
we would strongly recommend that the current requirement that they
not be eligible until they are 50 years old be stricken; that there, be
no actuarial reduction in their benefits; and that the definition of dis-
ability for them, the qualifying definition of disability, be made the
same as it is for the disability insurance program. It is much too harsh
now.

We recently learned of a category which, if we were correctly in-
formed, has been overlooked in this program, and that is a disabled,
divorced wife who but for the fact that her ex-husband is still living
would otherwise qualify. She is excluded even though for valid reasons
beyond the ex-husband's control, support payments may be minimal
or nonexistent. We would strongly recommend to the committee that
disabled, divorced wives be included for these benefits on the same basis
that disabled surviving divorced wives are included.

We also appreciate the provisions re arding disability insurance
benefits for the blind in section 123 of E.. 1. We concur with the pre-
vious witnesses in recommending substitution of the provisions of S.
1335. These same provisions have been enacted several times before by
the Senate, and we would hope that the committee would continue this
support. We believe that these provisions would actually serve as an
incentive to rehabilitation of blind beneficiaries whereas now they are
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financially penalized in the name of rehabilitation if they are rehabili-
tated for low-paying employment.

With regard to health care benefits, we certainly think it is a major
step forward to include the various categories of disability beneficiaries
in the title XVIII program. We would recommend that two additional
categories be included: the disabled wife and the disabled, divorced
wife.

We would also recommend that the cost of special rehabilitation cen-
ter services for blind and other severely handicapped individuals be
covered under medicare in the same way that other types of extended-
care facilities are covered. This is particularly important for elderly
blind persons-elderly severely disabled persons who cannot expect to
get similar services under the Federal-State vocational rehabilitation
program. These are essential services for adequate self-care and ade-
quate personal management which would greatly assist in enabling
these individuals to avoid costlier institutionalization and maintain
themselves more independently in their own homes.

With regard to the public assistance provisions, we certainly wel-
come the federalization of the three adult categories, and we concur
with the previous witnesses recommending a provision that would re-
quire maintenance of effort in terms of assuring higher benefits in
those States which are currently paying higher benefits than the new
federalized payments would be.

We would- also underscore the points made about retrogressive fea-
tures in title XX as it appears in the bill with regard to the exempt
earnings provision, the $5-a-month provision. At present each of a
blind couple, each spouse, is entitled to the exemption. Under H.R. 1,
only the family unit is eligible. Also under title X eligibility for the
exempt earnings provision is not cut off at age 65. Under H.R. 1 it is,
and we would respectfully urge the committee to remove these retro-
gressive restrictions in these two categories.

We would also strongly endorse the referral for vocational rehabili-
tation services for all disabled beneficiaries under title XX, the cost
to be borne by the Federal Government, that is, for individuals under
a e 65. We believe that a substantial number of individuals who would
like to work, would want rehabilitation, and are not now getting it
under the Federal-State program would be greatly benefited by these
provisions.

The two previous witnesses' organizations, the American Council
of the Blind and the National Federation of the Blind, join with
the other three organizations I am representing in recommending sub-
stantial improvements to title V of the Social Security Act provid-
ing for maternal and child health and crippled children's services.
This is an essential program which hasn't really realized its potential
for ameliorating and preventing disability. By preventing and amel-
iorating disability in infancy, early childhood, and preschool years,
I think we can avoid the costly handicap syndrome: costly special
education, costly vocational rehabilitation, costly welfare, dependency,
and a lot of heartache. We would strongly urge the committee to add
the provisions of S. 2434 to H.R. 1. S. 2434 revises title V complete-
ly in very positive and effective fashion, and we believe that this
would be a very, very valuable program for mothers, infants, and
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young children, in terms of preventing future dependency on account
of handicaps and disability.

We, in our prepared statement, have listed several suggested changes
in the provisions under S. 24M which w6 think would improve it,
and we would like to suggest a change in the name so that title V
would become the comprehensive children's health services and cata-
strophic disability program. We would suggest liberalization of the
income limitation in the bill which would assist parents to meet the
staggering costs of special facilities and medical care for serious health
problems of their children. We would suggest authorizing the State
agency for the blind to serve those children with severe visual
problems.

The fourth point would be. in section 511 of the bill where the term
"crippled" is still used. We would recommend changing that to "handi-
capped." The term "crippled" in existing title V has actually kept this
program from realizing its full potential in terms of meeting the
needs of children with all types of handicaps.

In conclusion, Mr. Chairman, we would strongly recommend that, the
committee take favorable action on H.R. 1 with the changes we have
recommended.

Thank you.
The CHAMRMAN. Well, thank you very much, Mr. Schloss. You have

made some very good suggestions here on ways the program could be
improved.

Are there aly further questions, gentleman?
Well, thank you very much.
(The previous witness' prepared statement follows:)

STATEMENT OF IRVIN P. SCHLOSS, LEOiSL&ATvE ANALYST, AMERICAN FOUNDATION
FOR THE BLIND

SUMMARY

The American Foundation for the Blind, the American Association of Workers
for the Blind, and the Blinded Veterans Association endorse enactment of H.11 1
with amendments.

We endorse a substantial increase in OASI cash benefits, the Increase in the
taxable wage base to $10,200, and the automatic adjustment in the cash benefits
structure and wage base related to the Consumer Price Index.

We recommend amending H.R. 1 to Improve survivor benefits for disabled
widows, widowers, and surviving divorced wives to eliminate the eligibility at age
50 requirement, eliminate actuarial reduction in catsh benefits, and liberalize the
definition of disability,

We recommend amending Section 123 of H.R. 1 to substitute the provisions of
S. 1335 for disability Insurance for the blind.

We recommend Inclusion of the cost of prescription drugs and rehabilitation
center services under medicare. We endorse extension of medicare benefits to the
various categories of disabled beneficiaries and recommend coverage of t disabled
wife and disabled divorced wife for these benefits as well. We also recommend
coverage of disabled divorced wives for cash benefits.

We endorse enactment of the proposed Title XX of the Social Security Act and
recommend continued eligibility of both a blind aid recipient and a blind spouse
for the exempt earnings provisions and continued eligibility of both beyond age 65.
We endorse referral of all disabled aid recipients under 65 for vocational rehabili-
tation services.

The American Council of the Blind and the National Federation of the Blind
Join the three organizations mentioned above in urging inclusion of the provisions
of S. 2434 in M.R. 1 with strengthening amendments.
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STATEMENT

Mr. Chairman and members of the Committee, I appreciate this opportunity
to testify in support of H.R. 1, the social security and welfare reform bill now
pending before you. Today I am representing three national organizations--the
American Foundation for the Blind, the national voluntary research and con-
sultant agency in the field of services to blind persons; the American Association
of Workers for the Blind, the national professional membership organization in
our field; and Blinded Veterans Association, the national membership organiza-
tion of the Naltion's war-blinded. All three of these organizations endorse enact-
ment of H.R. 1 with amendments designed to strengthen the programs covered
by the Social Security Act

OASDI INCREASE

The three organizations I am presenting wholeheartedly endorse a substantial
increase in cash benefits for all beneficiaries under Title II of the Social Security
Act. Rapid increases in living costs in recent years have made it extremely
difficult for OASDI beneficiaries, especially those who must rely exclusively on
that income, to live at a level adequate for minimum human needs. We, there-
fore, believe that the increase should be substantially higher than the 5%
provided for in the bill. We strongly endorse the provisons in the bill for
automatic Increases based on increases in the Consumer Price Index. This will
avoid severe financial hardship for beneficiaries during periods of rapid rises in
the cost of living similar to those experienced in recent years before the Congress
has time to act. However, an automatic benefit increase mechanism should not
preclude periodic Congressional review to determine the need for further addi-
tional benefit increases to make OASDI cash payments more adequate and to
take into account generally improved living standards.

Similarly, we endorse the increase in the taxable wage base to $10,200 with
provision for automatic increases as wage levels increase, in order to assure
adequate benefits to current and future beneficiaries more closely related to
their total earnings during their working years. Over the years wage levels
have increased, but the taxable wage base has not been raised in the same pro-
portion. As a result, retired persons have found that the so-called "golden years"
of retirement to which they have looked forward were, in effect, years of
financial deprivation with the need for drastically reduced living standards.
Again, automatic wage base adjustments should not preclude Congressional
review to assure actuarial soundness of financing and to make necessary
adjustments.

IMPROVED SURVIVOR BENEFITS

All three organizations welcome and endorse the provision in H.R. 1 increasing
the wdow's (or widower's benefit at age 65 to 100% of her deceased husband's
primary Insurance amount with actuarial reductions if she accepts benefits
before age 65. We also welcome the provision in H.R. I extending eligibility for
disabled child's benefits to individuals whose disability occurred before age 22.
.We would strongly recommend liberalization for disabled widows, widowers,

and surviving divorced wives, so that these particularly hard-pressed individuals
will receive more adequate cash benefits. Existing eligibility requirements on cash
benefits for these individuals are unduly harsh. We recommend the following Im-
provements: (1) elimination of the age 50 requirement as the minimum age
qualification; (2) cash benefits based on 100% of the primary Insurance amount
of the deceased Individual on whose wage record the benefit is based; and (3)
making the qualifying definition of disability the same as that used for disability
insurance.

DISABILITY INSURANCE FOR THE BLIND

We appreciate Inclusion of Section 123 in H.R. I but strongly recommend sub-
stItution of the provisions of S. 1335, which would make it possible for blind per-
sons to qualify for cash disability Insurance benefits with at least six quarters of
covered employment without regard to their ability to engage in substantial gain-
ful activity. Of course, the actual amount of disability insurance cash benefits
will vary with the number of quarters in covered employment and the wage
credits of the individual. This bill would base the award of cash benefits on a
medical determination that blindness exists and that the condition severely cur.
tails opportunities for employment and is a serious handicap in other than eco-
nomic ways.
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We are firmly convinced that enactment of the provisions of S. 1885 into law
will definitely serve to spur the rehabilitation of blind persons. By providing blind
persons with an economic floor from which to operate while rehabilitating them-
selves, the Congress will give them an opportunity to explore various occupations
without the risk of losing their benefits should they fail in one endeavor and find
it necessary to try something else.

On the other hand, the existing law serves as a deterrent to rehabilitation; for
there is no incentive to experiment when a blind person has to risk losing the
security of his cash benefits when he accepts employment which may provide an
income substantially smaller. As you know, the term "ability to engage in sub-
stantial gainful activity" In the present definition of disability Is variously inter-
preted across the country by the different state agencies making disability
determinations. Thus, an individual who earns anywhere from $840 to $1,680 a
year after rehabilitation will no longer be entitled to receive any disability In-
surance cash benefits, depending on the state in which he resides. The liberaliza-
tion of the retirement test in H.R. 1 on which this formula is based would only
increase these amounts to between $1,000 and $2,000. Since the cash benefits
could easily have been double the Individual's earned income, the present definition
of disability works a hardship on the disabled Individual and his family in the
name of rehabilitation.

We know from the experience of World War II and Korean Conflict blinded
veterans that the floor of financial security provided by their disability com-
pensation has been an incentive rather than a deterrent to rehabilitation. We
can confidently predict that the same will be true of blind disability insurance
beneficiaries under Social Security.

HEALTH CARE BENEFITS

With regard to health care benefits under Title XVIII, we believe that the
program should be improved to cover the cost of prescription drugs, a burdensome
cost which consumes a substantial aprt of an elderly individual's monthly cash
benefit. Adequate medical care of many chronic ailments of the elderly requires
the use of expensive medciation. We believe that the cost of covering prescription
drugs would be offset by avoiding or delaying the need for costlier Inpatient care
in a hospital or extended care facility.

We welcome the provision in H.R. 1 covering disability Insurance beneficiaries,
disabled children, as well as disabled widows, widowers, and surviving divorced
wives for health care benefits under Title XVIII. The special needs of these in-
dividuals for adequate health care may be even more acute than the needs of
most elderly people already covered, while their financial resources may be more
limited. However, neither a disabled wife nor a disabled divorced wife are covered
for Title XVIII benefits, nor is a disabled divorced wife entitled to receive cash
benefits under Title II. We believe that these situations are inequities which
should be corrected by appropriate amendments to H.R. 1. The financial problems
of severe disability clearly necessitate more favorable consideration by the Com-
mittee for individuals in these two categories.

Finally, we would recommend improving Title XVIII to cover special rehabili-
tation center services designed to train blind and otherwise disabled persons for
more adequate self-care. This would be particularly Important to older bene.
ficiaries who can not expect similar services under the Federal-State vocational
rehabilitation program.

PUBLIC ASSISTANCE BENEFITS

The three organizations I am representing strongly recommend favorable action
by the Committee on the proposed Title XX of the Social Security Act federalizing
the three adult assistance categories. We believe that these provisions are for-
ward looking and will eliminate unduly low payments made to these aid recipients
in some states. However, we would recommend inclusion of a provision to require
state supplementation by those states whose payments to recipients are presently
higher than the maximum proposed in Title XX In order to prevent serious
hardship to aid recipients in those states.

With regard to exemption of certain earnings of Aid to the Blind recipients
under the new Title XX, the provisions are retrogressive compared with existing
law. We would strongly recommend that blind recipients, Including an eligible
couple who are blind, each be entitled to exemption of certain earnings In dcter-
mining their need for assistance and that they be permitted to qualify for this
exemption after reaching age 65. Both of these provisions are in the existing law
under Title X, and we believe that the new provisions unduly penalize blind aid
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recipients. At the same time, we would urge the Committee to increase the basic
amount of exempt earnings from $85 a month to $150 a month to make it possible
for those individuals who are capable of some work to achieve a better standard
of life.

We endorse the provision of H.R. 1 requiring referral of disabled aid recipients
under age 65 for vocational rehabilitation services with the full cost of such serv-
ices to be covered by Federal funds. We believe that this provision if properly
administered should result in a large group of severely handicapped individuals
receiving more adequate vocational rehabilitation services than has been the case
in the past.

MATERNAL AND CHILD HEALTH AND CRIPPLED CHILDREN'S SERVICES

Both the American Council of the Blind and the National Federation of the
Blind, whose representatives are appearing before this Committee on other as-
pects of the Social Security Act, Join with the American Foundation for the
Blind, the American Association of Workers for the Blind, and the Blinded Vet-
erans Association In advocating improvements in Title V.

Title V of the Social Security Act has been far too limited in reaching and
serving children with various conditions which, if not corrected in time, are
seriously disabling. In particular, children with serious vision and hearing prob-
lems have not been adequately served by the existing program. United Federal
financing, loose State plan provisions which permitted States to serve only certain
types of disabled children, the term "crippled children" itself-all of these
have b-.en factors which have seriously limited the effectiveness of the present
Title V in providing adequate maternal and child health as well as handicapped
children's services. S. 2434 effectively corrects these shortcomings by assuring
comprehensive health care and essential related services to mothers, infants,
and children; and we strongly urge the Committee to add its provisions to H.R. 1.

We particularly welcome the provision of S. 2434 which would provide diagnos-
tic services to all infants regardless of family income. As the Committee is aware,
there are many conditions which are partially or ,otally disabling in adults, but
which, if treated in early childhood, can be ameliorated or avoided altogether.
We are particularly aware of two eye diseases which are correctable in chil-
dren and which will illustrate the value of a nationwide screening program.
Strabismus (crossed eyes) is a condition which is readily correctable through
the use of prescription eye glasses or surgery. If not corrected, vision in the
crossed eye is suppressed until sev-re sight loss results. Similarly, amblyopia ex
anop ia (lati eye) is a condition which results in severe sight loss in the sup-
pressed eye.,Mth of these conditions should be detected and treated as early as
possible in the preschool years in order to prevent the serious sight loss which
May then necessitate cnstly special education and vocational rehabilitation
procedures.

In addition, we strongly support the provisions of S. 2434 which provide a
Federal program to assist parents of handicapped children to pay the often stag-
gering costs of special facilities and medical care for their children. We hope
that these provisions will be enacted int, law.

We would urge the Committee to make several changes which we believe would
Increase the effectiveness of the program authorized by S. 2434. First, we would
recommend that the title of Title V be changed to read "Comprehensive Children's
Health Services and Catastrophic Disability Program" to more adequately reflect
the scope of the program. Second, we would recommend liberalization of the
income limitations in Section 503 to take into account the more pressing needs of
families with several dependent children in contrast to using a single annual
taxable income figure for every family. Families which have several children
including one with a serious costly health or disability problem are more pressed
financially. Third, we would recommend that Section 505(a) (4) be amended by
adding at the end of the paragraph the following wording: "except that the State
agency serving blind persons may be designated as the State agency administer-
ing or supervising the administration of that part of the State plan affecting
,services for children with visual impairments," Fourth, we would strongly urge
the Committee to change the word "crippled" in the title and text of Section 511
to "handicapped" to more accurately reflect the scope of the program and to
prevent exclusion of research activities on non-orthopedic handicapping
conditions.



796

CONCLUSION

In closing, Mr. Chairman, I should like to express the appreciation of all of the
organizations I am representing for the consideration this Committee is giving
our recommendations. We believe that these recommendations will strengthen
our social insurance programs in urgently needed ways, Improve Title V pro-
grams, and materially aid public assistance recipients. We sincerely hope that the
Committee will take favorable action on these recommendations.

The CHAIMAN. That concludes this morning session. I will urge

that the staff try to make available to members the prepared statements
of witnesses for tomorrow so if they have prepared questions that can
be submitted in the interest of expediting the hearings, that they can
submit questions and also be apprised ol what the witnesses are ex-
pected to testify to.

Thanks very much to all members for being here this morning.
We will recess until 10 o'clock tomorrow morning.
(Whereupon, at 11:30 a.m., the hearing was recessed to reconvene

at 10 a.m., Friday, January 21, 1972.)



SOCIAL SECURITY AMENDMENTS OF 1971

FRIDAY, JANUARY 21, 1971

U.S. SENATE,
COMMITrEE ON FINANCE,

Wa8hingt on, D.C.
The committee met, pursuant to recess, at 10 a.m., in room 2221,

New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long, Anderson, Talmadge, Ribicoff, Byrd, Jr.,
of Virginia, Nelson, Bennett, Curtis, Jordan of Idaho, Fannin, and
Hansen.

The CHAIRMAN. This hearing will come to order.
The first witness this morning is the Senator from Florida, Mr.

Edward J. Gurney.
Senator Gurney, we are very happy to have you here today and we

will be pleased to hear your views on this bill.

STATEMENT OF THE HONORABLE EDWARD 7. GURNEY, A U.S.
SENATOR FROM THE STATE OF FLORIDA

Senator GuRNEY. Thank you, Mr. Chairman and members of the
committee.

I want to take this opportunity to express my concern that imme-
diate action ought to be taken to improve social security benefits for
our older citizens and I know the committee agrees with me that the
older people of this country should not continue to be denied needed
reforms in their social security protection any longer. If we can't
agree on changes needed in the welfare program then we owe it to
our senior citizens to pass the social security an medicare parts of
H.R. 1 now.

When we talk about our older population we are discussing a large
and growing proportion of our people. For instance, the 1970 census
counted 20,049,592 older Americans out of a total of 203,165,699 resi-
dents, or 9.9 percent. In 1900 the census counted 3.1 million older per-
sons out of 76 million residents, or only 4.1 percent. Today, the under-
65 population is two and a half times as large as it was in 1900 but the
65-an -over group is six and a half times as large.

Moreover, the older population is essentially a low-income group
even though there are considerable numbers of wealthy among them.
In 1970 half of the 7.2 million families, whose heads of household
were 65 and over, had money income of less than $5,953. Almost a
quarter of the older families had 1970 incomes of less than $3,000. Of
the 5.8 million older persons living alone or with nonrelatives, half
had 1970 incomes of less than $1,500. It is clear from these facts that
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we must take action to improve the economic condition of these indi-
viduals who are now retired from the work force but who have done
so much to expand our economy in the past.

Only last month a White House Conference on Aging meeting here in
Washington pointed out in no uncertain terms that income was one
of the most important concerns of the millions of older Americans it
represented.

The income section of this conference pointed out that there is no
substitute for money if people are to be free to exercise choices in their
style of living. Although it recognized that during the sixties the el-
derly, as a whole, enjoyed increased prosperity due to greater em-
ployment opportunities, better old age security and other public and
private benefits, the income section also pointed out the last 2 years may
have witnessed the reversal of these trends as inflation eroded the
purchasing power of fixed incomes and rising unemployment reduced
Job opportunities for older workers.

The report submitted by this section at the closing session of the
White House Conference stated that "direct action to increase the
income of the elderly is urgent and imperative."

It was because I share this view that on November 17, 1971, I pre-
sented an amendment to the Revenue Act of 1971 which dealt with
the social security and medicare improvements contained in the legisla-
tion before you today. It was my hope that this action would have
prevented unnecessary delays in getting these much-needed and es-
sentially noncontroversial improvements in the Social Security Act
passed and the benefits delivered to our older people.

The amendment consisted of three basic parts: First, the provisions
relating to old-age, survivors' and disability insurance; second, pro-
visions relating to medicare, medicaid and maternal and child health;
and third, provisions relating to certain aspects of welfare.

Mr. Chairman, as you pointed out when this proposed amendment
was discussed on the floor, its provisions were basically written by this
committee and they are excellent provisions. In fact, the Senate
passed them in 1970; however, because the Senate did not want to be-
come involved with numerous other proposed amendments to the Reve-
nue Act, my proposed amendment was tabled.

-Therefore, I would like to take this opportunity Lo highlight the
important provisions contained in these amendments which are a part
of H.R. 1.

One of the most important provisions in H.R. 1 is the proposed
5-percent increase in benefits in social security effective July 1, 1972.
This increase is long overdue and should be acted on at once. Even
though 5 percent is not a large amount it will mean a great deal
to those older Americans who are struggling along at or below the
poverty level.

Another important provision in the bill before us is the automatic
cost-of-living adjustments in benefits. The statement I quoted earlier
from the recent White House Conference on Aging underscored the
importance of this provision. Older people should not have to wait
for congressional action which, as has been true with this bill, is often
slowed down because of more controversial proposals tacked on to
social security legislation.
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H.R. 1 also provides for an increase in widows' benefits from the
present amount of 82.5 percent of her husband's benefit to an amount
equal to 100 percent of the deceased husband's benefit. Instead of suf-
fering a severe drop in income, widows who must still pay the same
rent, electricity, heat, water and other bills they did before their hus-
bands' deaths, will see a relative improvement in their economic
position.

Another very important provision contained in the amendment I
proposed was an increase in the earnings limitation on social security
recipients. I realize that the House advocates the $2,000 earnings lmit
contained in H.R. 1 and that the Senate last year advocated raising
that level to $2,400.

Personally, I would like to see the earnings limit removed altogether.
If that is impossible at this time, I would like to see a $3,000 limit.
It is my hope that the committee will incorporate a $3,000 earnings
limit provision into this bill. This will encourage.the older American
to participate in productive work when it is available rather than
withdrawing into isolation.

Other proposals contained in H.R. 1 assist those who are disabled.
Under present law, a person must wait 6 months from the time he
becomes disabled to the time that he can begin to draw benefits, and
then the benefits are not retroactive. This, in effect, amounts to a 6-
month wait before one can begin being compensated for benefits to
which he is entitled.

H.R. 1 provides for a waiting period for disability benefits of 5
months, and, in effect, adds an additional month of benefits over and
above that provided by present law. These are all good provisions
and should be adopted.

In addition,due to their urgent need for health insurance protection,
medicare coverage should be extended to the disabled.

Another significant provision in this bill provides that should an
individual receive an increase in social security benefits, the State
could not reduce its assistance to that individual to the point that he
receives no benefit from the increase. Now, if a person receives a $10
increase in social security benefits, the State often decreases the
amount he was receiving under State public assistance programs.
Moreover, a rise in social security often cancels other State benefits
to the aged; hence the social security increase is nullified. This in-
equity must be eliminated.

These proposals, and many others, have been considered carefully
in the past by this committee and by the Members of the Senate. There
is no sound reason for delaying action any longer. We should think
of the older American who is in dire need of an immediate increase
in his social security benefits and take the action required to get those
benefits to him.

Mr. Chairman, let me dwell for a moment on the welfare provisions
of this bill.

Welfare reform, as we all know, is a knotty problem to say the
least. I find myself in agreement with the remarks of the distinguished
chairman of this committee yesterday in the opening meeting of the
Finance Committee as to the objectives of any welfare reform
program.

7-57 0 - ,t.2 -?
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I would hope that this committee will include in this bill provisions
for enforcing the requirement that able-bodied people accept work or
be removed from the welfare rolls. I also feel that provisions giving
people an incentive to work should be included.

Laziness should not be subsidized at the expense of the hard-work-
ing people who bear the financial burden of any welfare program we
consider.

With regard to th, proposed program of family assistance, I feel
it imperative that we pass legislation that promotes family unity
rather than discourages it and that encourages families to work and
eventually get off welfare r.tther than loaf at the taxpayers' expense.
To do anything else would be inconsistent with the other purposes of
this bill which are to aid those who have worked for a lifetime and de-
serve security now that they are unable to support themselves.

Mr. Chairman, I thank you for the opportunity to appear before
the committee today and I certainly sympathize with you in your de-
liberations in marking up this very controversial bill.

HOLDING TME AGED HOSTAGE POR GUARANTEED MINIMUM INCOME
FOR FAMILIES

The CHAIRMAN. Senator Gurney, along the line of what you are
saying, in 1970 we passed that social security bill with a lot of the
things you are talking about in it and the House wouldn't even go to
conference with us at that time. I went down and talked to the Presi-
dent about this problem. He was anxious to have the family assistance
plan considered and I made the point that we had all these provisions
that benefited these aged people.

We had social security increase. It was a good bAl as far as it went
and that is all you can say for any bill-it is a good thing as far as it
goes. I -have never yet seen a bill that is going to solve the Nation's
problem or even the Nation's problems in that field. There will be more
problems next year or next month. So I urged the President to put
himself in the position of urging a conference to preserve as much as
we could of the things that were passed in that bill.

I might as well have been talking to a stone wall because the decision
had been made over in the department to hold all these old people
hostage for this guaranteed annual income for not, working. I think you
and I are pretty much agreed that if we are going to have a program
for the working poor-and I am for it-it ought to be for poor people
who are working and it ought not to be for poor people who are not
working.

They ought to have a different program so that if they want to
have the dignity of being in the work f6rce they would not be on wel-
fare. We shouldn't downgrade labor and put the honorable working
people in the same category with those who should be working, could
work, and refuse to work. Plus that, you and I know you have got a
tremendous number of people on welfare who shouldn't be there.

A typical example is where a father is making $7,000 or $8,000 a
year living right there in the house with the mother. It is not to his
advantage to marry her because he can just deny he is paying any-
thing for the support of those children and they can draw the full wel-
fare payment; whereas if they had married they wouldn't get it. That
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type of paid subsidy not to marry and paid subsidy for illegitimacy is
a dislgrace to this country and anybody who votes for it ought to be
voteaout of office, in my judgment.

Now, that is the difference between a program to help working poor
and a program for a guaranteed annual wag for doing nothing.

I couldn't agree within you more that these things that are really non-
controversial or less controversial, should never be held up for 2 years
as has been the case here, holding these people hostage, trying to put
a lot of people on those rolls who don't belong there and holding hon-
orable people, who have done no mischief in their fife as hostage for
all this is really, I think, a miscarriage of justice. I couldn't agree with
you more on your general philosophy about that.

Senator GURNEY. Thank you, Mr. Chairman.
O course, that is why that cost of living provision, I think, is so

important to the bill because maybe that will move the social security
hostage aspect out of bills in the fut tire. I mean social security raises
in the future and I think we ought to do that. Thank you.

The CHAIRMAN. An, questions ?
Senator CURTIS. I ]ust wanted to thank the Senator for is state-

ment. You have had, among other things, given us some condensation
of some important statistics that have a bearing on this legislatiton.
We thank you.

Senator GURNEY. Thank you, Senator Curtis.
The CHAIRMAN. Thank you so much, Senator Gurney. Next we will

hear from Mr. -Joseph Pechman and Mrs. Alice M. Rivlin, speaking
for the Brookings Institution.

We are pleased to have you, Mr. Pechman, also you, Mrs. Rivlin.
Are you with the Brookings Institution now or are you still with
the Washington Post, or both? -

Mrs. RIvLIN. I frequently write for the Post but I work for the
Brookings Institution.

STATEMENT OF JOSEPH A. PECHMAN AND ALICE X. RIVLIN, THE
BROOKINGS INSTITUTION, WASHINGTON, D.C.

Mr. PECHMAN. Thank you very much for your invention, Mr. Chair-
man. 1 am trying to save my voice. I am just over a bout with laryngitis
and Mrs. Rivlin has agreed to read our joint statement. I might say
that, before she returned to Brookings, Mrs. Rivlin was an Assistant
Secretary of HEW and is much more of an authority on this subject
than I am.

Mrs. RIVLIN. Mr. Chairman, we are happy to have an opportunity
to present our views on welfare reform to this committee.

We believe that such reform is a matter of great national urgency.
The present welfare system is unworkable and it is imperative that this
Congress take action to overhaul it.

The failures of the current welfare system are well known to this
committee and we will not dwell on them. The present collection of
public assistance programs do not adequately assist those in need. They
do not provide sufficient incentives to work. They treat people in
similar circumstances very differently depending on where they hap-
pen to live and what kind of family they happen to belong to.
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We believe that this patchwork of public assistance programs is a
failure and should be replaced with a uniform national system of
income assistance designed to accomplish two objectives: (1) It should
insure that all Americans 'have enough income to purchase the necessi-
ties of life and especially that no child grows up in such deprivation
that he is denied a real chance to grow into a healthy, productive adult;
(2) it should insure that everyone can improve his income by working.
Not only must there be jobs available but those who fill them must be
able to keep a substantial portion of their earnings so that they are
demonstrably better off by working than by not working.

We believe that the best way to reach these objectives is to enact
a type of system which economists generally refer to by the somewhat
unfortunate term of "negative income tax."' Under a negative income
tax a family with no other income receives a basic allowance determined
by family size. As family earnings increase the payment is reduced,
but not by as much as the increase in earnings. The family keeps a
fraction of its earnings and is always better off by working than by
not working.

The term "negative income tax" arises because such a system is closely
analogous to the regular, positive, tax system. Positive taxpayers have
to share a fraction of each additional dollar earned with the Govern-
ment; that fraction is the marginal tax rate. In the same fashion re-
cipients of negative tax payments find their payments reduced as their
earnings rise. They, too, have to share a fraction of each dollar earned
with the Government. From their point of view that fraction is a
marginal tax rate.

The principal welfare reform bill before this committee, H.R. 1,
is a step toward a negative income tax system, at least for families with
children. We strongly favor such a step. In fact, we have supported
the administration's general approach from the beginning, but we be-
lieve H.R. 1 has several serious defects which the Senate should
remedy.

The basic allowance of $2,400 for a family of four is too low, but
perhaps more important, and this is what we want to emphasize in
this testimony, the bill does not make it worthwhile for people receiv-
ing welfare payments to hold jobs. The rate at which their earnings are
"taxed" is too high. We bieve that families receiving payments
should be able to keep at least half of their earnings-after necessary
expenses of working, including payroll and other taxes. To reduce
earnings by more than that is to make a mockery of work incentives.

A negative income tax is a conceptually simple system, although in
practice, of course, there 'are many probl ems to be worked out, such
as the definition of income, the accounting unit, and so forth. Any nega-
tive income tax system has two important elements: (1) The basic
allowance, and (2) the marginal tax rate. Together, ese elements
determine the break-even point-the level of earniings at which a
family receives no further benefits.

For example, if the basic allowance were $2,400 for a certain size
family and the marginal tax rate were 50 percent, then a family with
$2,000 in earnings would have half of the earnings deducted from the
basic benefit ana would receive a welfare check for $1,400-$2,400
less half of $2,000. Its total income would be $13,400-earnings of
$2,000 plus $1,400 from welfare. Families with higher earning would
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receive lower welfare benefits. A family earning $4,800-the break-
even point--would gt no-lbnefits.

It is important to understand that there is a fixed relationship
among the basic allowance A, the break-even level B, and the tax rate
t, andit is impossible to vary one of these without affecting at least
one of the other two. The relationship is that the basic allowance is the
product of the tax rate and the break-even level, or A equals tB. Thus,
if the break-even level is $3,000 and the tax rate is 50 percent, the basic
allowance is $1,5..

Conversely, if you wish to 'have a basic allowance of $2,000 and keep
the break-even level at $3,000, the tax rate must be 662/ percent. Other
examples of consistent basic allowances, tax rates, and break-even
levels are shown in table 1 ; there are, of course, many other possibilities.

Table 1. Illustrative basic allowances, -tax rates, and break-even
levels:

Tax rate (t) Breakeven
Basic allowance-(A) - . . (percent) level (B)

,500 ............................................................ 50 .3000
2,000 ................. . ......................................... 66% 000
2,000 ............................................................. 4,000...... 5,

000 .......................................................................... 744,:000
1000 ........................................................ 333 3,000
.000. .................................................... 100 3,000

The last entry in the table shows a basic allowance equal to the
break-even level. This occurs whenever the income recipient must
give up $1 of his allowance for every dollar of income he may receive;
in other words, when the tax rate is 100 percent.

The U.S. welfare system had this feature until the Social Security
Amendments of 1967 required the States to permit recipients to keep
the first $30 of whatever they might earn plus one-third of the re-
mainder. This provision became fully operative in mid-1969.

A negative income tax appeals to most economists because it can
be designed t'SleTp-Ithose who are already. working without destroy-
ing their incentives-and-lso to- offer an incentive to work to those
who are not yet working. Of course, if the tax rate is too high, work
incentives will be impai-red or destroyed, but that is the fault of the
tax rate and not of the negative income tax idea.

If one were setting up a negative income tax system, one would
want: (1) To set the basic allowance at an adequate level so that
families with no other income would not be destitute; (2) to set the
marginal tax rate low so that people who can work would be encour-
aged to do so because they could retain a substantial fraction of their
earn.gs. Unfortunately, raising the basic allowance and lowering the
marginal tax rate both make the system more costly. Compromises have
to be made in the interests of keeping costs within bounds.
* Raising the basic allowance from say, $2,400 to $3,00.0 for a family

of four, is cost- - for two reasons: First, each family aided gets more
money; second, more families ai' iaided because--unless the marginal
tax rate is raised-increasing the hb"Icallowance raises the break-qven
level.

If the marginal tax rate were W0 percent, 'for example, raising the
basic allowance from $2,400 to $3,000 *v6uld raise the break-even level
from $4,800 to $6,000. Since there are a great many families clustered



in this income range, even small payments to them would raise the
cost of the system substantially.

Similarly, lQwering the marginal tax rate is costly for two reasons:
First, each aided family that has earnings receives more money;
second, more families are aided because lowering the tax rate raises
the break-even level, unless the basic allowance is cut. If the basic
allowance is $2,400, a 50-percent tax rate implies a break-even level
of $7,200. Such an increase in the break-even level is bound to make
the plan considerably more expensive because so many earners are
found in these middle-income ranges.

Indeed, the cost of a negative income tax plan is highly sensitive
to the tax rate. A plan witt a 30-percent tax rate and a $1,600 basic
allowance, for example, is somewhat more costly than a plan with
a 70-percent tax rate and a $2,800 basic allowance.

Because of these cost considerations, it is tempting, in constructing
a negative income tax to keep the marginal tax rate high. But to do
so undercuts one of the major objectives of a negative income tax:
making it worth while for low-income people to seek employment.
The history of H.R. 1 illustrates this point. The marginal tax rate
has been pushed higher and higher -to save money and the result is
a program which offers almost no incentive to work.

The family assistance plan, first proposed by President Nixon in
1969 and now embodied, with modifications, in H.R. 1, is essentially a
negative income tax for families with children. It is not the com-
prehensive negative income tax that we would like to see replace the
whole welfare system because (1) It excludes couples without children
and single individuals, (2) it retains categorical assistance for the
adult welfare categories, (3) the basic benefit is so low that most States
will have to supplement the Federal benefits if theirpresent welfare
beneficiaries are not to be made substantially worse off.

Nevertheless, with all its complexities, it does have the structure of
a negative income tax for families with children, and we regard that
as a major ste p in the right direction.

As originally proposed by the administration, the family assistance
plan hac-a basic allowance of $1,600 for a family of four and a mar-
ginal tax rate of 50 percent. The first $720 of earnings was to be dis-
regarded, so tho break-even level was $3,920.

In H.R. 1, the basic allowance has been raised to $2,400-all cash,
no food stamps--and the tax rate has been raised to 662 percent. The
first $720 of earnings is still disregarded but with the higher tax rate
the breakeven level rises only to $4,320.

In our opinion, the basic allowance in H.R. 1 is too low. No family
of four can live on $2,400 a year anywhere, even in a rural area, with-
out severe hardship. We believe the basic allowance should be raised
to the $3,000 level proposed by Senator Ribicoff. We also believe that
until Federal benefits are adequate the States must be required to
maintain at least their present benefit levels and must receive Federal
assistance to help them finance the supplementary payments.

But an even more pressing defect in R.R. I is its high marginal tax
rate. H.R. 1 gives significantly less incentive to welfare recipients to
work than diIT President Nixon's original proposal and even less than
the present law.
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If this committee were to limit itself to one change in H.R. 1, hardly
a likely prospect, we believe the most important improvement that
could be made would be to lower the marginal tax rate at least to 50
percent.

The marginal tax rate in H.R. 1 appears to be 66% percent the
same as the present law, but it is actually considerably higher ior a
variety of reasons.

A good study by the Urban Institute which we commend to this
committee compares H.R. 1 with current law and I quote from that
study:

Under current law the first $360 a year and one-third of earnings
above that amount are disregarded in computing welfare benefits.
Furthermore, a full credit is given for all work-related expenses, in-
cluding income and payroll taxes, so that essentially such costs and
taxes are paid by the welfare office for welfare recipients. Thus the
recipient, in this case a female head of family with three children and,
hypothetical actual work-related expense of $360, would suffer no loss
in benefits at all until an earnings level of $900 is achieved. Beyond
that benefits are reduced by 67 cents for every $1 earned until the
transfer is reduced to zero at $5,700 of total income. Thus current law
actually provides rather liberal work incentives.

... in H.R. 1 the tax rate on earnings is raised from the originally proposed
50 percent to 67 percent, ostensibly the same as under current law. In fact,
however, most working recipients will face far higher taxes. This is because
H. R. 1, unlike current law, does not provide a credit or even a deduction for
other taxes or for work-related expenses.

One problem is that since almost all wage and salary earners must
pay social security taxes-now 5.2 percent of earnings up to $9,000-
the combined marginal tax rate beyond the first $720 of earnings is
72.2 percent.

A further problem is that at $4,300 of earnings, even under the
liberalized exemptions allowed under the recent income tax changes, a
family head begins to pay income taxes of 14 percent on incremental
income, so that the combined marginal tax rate rises to 86.2 percent.
In other words, workers in this range would net less than 14 cents on
each incremental dollar earned. In terms of work incentives, FAP
represents a significant step backward from current law.

Moreover, tax rates under H.R. 1 could be even higher--conceivably
over 100 percent-if States elected to impose higher rates on families
with earnings above the Federal program's breakeven point.

Moreover, as this committee brought out in its hearings last year,
welfare recipients often lose other benefits, such as medical careand
public housing, as their earnings rise, so that the effective marginal tax
rates facing particular families may well be over 100 percent, meaning
that the family would definitely be worse off if members increased their
work effort.

We -believe that these high marginal tax rates must be lowered if
welfare reform is to fulfill its promise of providing work incentives.
It is outrageous to give lipservice to work incentives, indeed to require
welfare recipients to register for work and training, while at the
same time making it virtually impossible for them to improve their
families' well-being by taking a job.
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We do not favor the recently passed work requirement which makes
job holding a matter of coercion and compulsion. In the current situa-
tion in which jobs are scarce, particularly for poor people, the work
requirement will not increase employment among the poor. It will
merely provide unsympathetic public officials with ail additional
weapon for harassing the needy.

We do favor giving people opportunities and incentives to work. We
believe that people who have to give up more than half their earnings
are probably likely to be discouraged from making extra work effort.
We would therefore favor lowering the marginal tax rate in H.R. 1
to 50 percent and counting payroll and other earnings-related taxes as
expenses of working.

The CHAIRMAN. Senator Ribicoff?
Senator RmicOFF. I do appreciate your statement as provocative.

Could you tell us what the additional cost would be of your proposal
over the proposal in H.R. 1, or my. proposal?

Mr. PECHMAN. I am not familiar with the cost of your proposal
because-

Senator RiBicOFF. I think H.R. 1 is in the nature of $15 billion;
mine would be in the nature of $22 billion.
, Mrs. RrVLIN. That is about right and ours would be a little more
costly because the difference is that you have a 60 percent margin tax
rate and we are proposing a 50 percent marginal tax rate.

Senator RiBicOFF. Would that be the only difference, that the rate
of costs are differentI

Mr. PECHMAX. If the State supplementation would be the same.
Senator RIBICOFF. Of course, my proposal does require the States

to maintain-
Mr. PECHMAN. Yes, but since we lowered the tax rate to 50 percent,

I think that our plan would cost somewhat more than yours.
Mrs. RIvLiN. Yes; it would cost more; it is not uncostly to lower

the marginal tax rate.
Senator RimcOFF. When you say the economists like the phrase

"negative income tax"-can't you come up with a phrase that is more
palatable? Why keep on using it?

Mr. PECTIMAN. The answer is that conservative and liberal econom-
ists have tussled with the problem of getting a better term for it, but
nobody has come up with a good idea.

I suppose that the economist stresses the relationship between the
transfer payment part of the system and the positive income tax. We
regard transfer payments as negative, the mirror image, so to speak, of
the positive income tax and that is the reason.

REBATE OF SOCIAL SEctRrry TAxEs FOR Low-ICoMi Womxmws

Senator RiBICOFF. Senator Long has proposed-and I find person-
ally great areas of agreement with his thought-that anyone earning
less than $4,000 would receive back a sum of money which would be
the equivalent of the total social security payment or, in other words,
the person receiving some $4,000 in pay would be receiving back some
$400 from the general revenue now. Do I state your position correctly,
Senator Long ?

The CHAIRMAN. Now yes, for a four-person family.
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Senator RIBICoFF. What is your reaction ?
Mr. P&MHMAN. That is a proposal that appears in a book that I and

two colleagues of mine published 3 years ago called "Social Security:
Perspectives for Reform." My colleagues were Htenry Aaron and
Michael Taussig, and that proposal appears in that book. I'think you
came to it independently; I think it is a good'idea.

The CHAIRMAN. I am pleased to know I was not the only one who
thought of the idea.

Senator Raiicorr. What would be the impact on this program, on
poverty and on work incentives with the adoption of Senator Long's
proposal, and I may say now for the record that I intend, if the Sena-
tor will accept me, to be a cosponsor with him on that proposal be-
cause-and may I say, too, that Senator Long receives a lot of abuse,
and a lot of liberal critics find he is a man that is easy to take a shot
at. Yet, from my experience on this committee, I find Senator Long
is a man who has a lot of imagination and a lot of excellent ideas; and
some people ought to look at the positive proposals that he makes
and not some of the negative ones.

Mr. PECHMAN. I agree, Senator, although the chairman 'and I have
disagreed occasionally, I have never abused him.

Senator RIBICOFF. What are the implications of Senator Long's
proposal?

r. PECHMAN. Well, the basic reason for Senator Long's proposal
was that we-thought it was outrageous that a 10-percent tax should be
applied to the earnings of poor people. That was the major point.

Now, the point is associated with H.R. 1, because if you start out
with high tax rates on payrolls and on income and then add to them a
marginal tax rate in the family assistance plan of two-thirds, as we
indicated in the statement you get close to confiscatory rates; as a mat-
ter of fact, the marginal tax rates for the poor underH.R. 1, are higher
than the highest marginal tax rate for the wealthiest people in this
country and I think that is outrageous.

Senator CurTs. Just a minute. Could I interrupt there?
Senator RIBICOFF. That is right.
Senator CuTms. That isn't a tax rate on anything he may have

earned.
Mr. PECHMAN. It certainly is. Present law requires welfare ad-

ministrations of every State to deduct 66W percent from any earn-
ings above $720 that they have received. I said marginal tax rate.
Therefore, an additional dollar of income-

Senator CunTis. Isn't that % reduction in their welfare allowance?
Mr. PZWHMANq. Yes; but the reduction in their welfare allowance is a

reduction in take home pay just as a reduction-
Senator Cumrus. No; no. A tax is something imposed upon the in-

come of the individual.
Mr. PECHMAX. When you take away money as a result of the fact

that a person earns income, you are taxing that individual's earnings.
Senator CuRTs. No; no. You are lessening the additional amount

that you are giving him that he doesn't earn.
Mr. PEcHkAz.Well, but the disposable income of the individual

after this transaction occurs is the same as if you were taxinghim
at a marginal rate of 662%Apercent.

Senator CunTis. Well, I won't take Senator Ribicod's time.
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Senator RIBICoFF. But if Senator Long would indulge me, I think
what is important is that I am looking toward some solutions and I am
trying to figure what Senator Long has proposed, which is very in-
triguing to me. Basically what we are talking about is that people are
poor because they don't have more money; it is as simple as that. When
all is said and done they don't have money.

Mr. PECIIMAN. That is right.
Senator RIBICOFF. If you are trying to eliminate poverty the question

is how do you cut a dollar in the pockets of the poor so they can buy
food and shelter and clothing and eat; isn't that what we are talking
about?

Mr. PECHMAN. That is correct.
Senator RBICOFF. All right, now; Senator Long comes up with an

idea which is simple, uncomplicated. He is saying somebody works;
he is working hard; we are going to make sure that $4.000 man has
another $400. We are going to make it very simple without a lot of
complicated arithmetic. He is just going to get back the accumulated
social security paid because of his earnings; so now you give that per-
spn an incentive to work-a very simple, uncomplicated one; isn't thatright? n

Sr. PECHMAAN. Additional incentive to work; yes.

Senator RIBiCOFF. Are there any other thoughts like that floating
around the intellectual community that would make it easy to put
money into the pockets of people who want to work but can't ind a lob
or have got a marginal job or their earnings are less? What other
thoughts do you have like that? n a lt

Mr. PECUMAN. Well, the next easiest thought of this type is to look
into the State and local.tax system, which taxes the poor very heavily
because of the heavy sales taxes. This is a much more complicated prob-
lem than the payroll'tax because the Federal Government does not levy
sales taxes and therefore the remission of taxes on the poor to State and
local governments would have to come from the State governments
themselves. That is another possibility that the committee could look
into-that is, the problem of refunding to the poor taxes that they pay
not only to the Federal Government but to the State and local
governments.

Senator RuimcorF. All right.

PLETHORA OF FEDERAL PROGRAMS FOR THE POOR

Now, let's take another point. I have been pressing through these
hearings that HEW, and I don't know, Mr. Vail, when I asked HEW
for these figures, but I pointed out that we have some 168 Federal pro-
grams which are designed to alleviate or take people off of poverty,
and the total Federal, total expenditure of those programs is over $31
billion and if you eliminated all of these programs and divided the
money up among the poor without any intermediates and middlemen,every family in poverty .ould have $4,800. In other words, from my
long experience in every phase of government, I find that one of the
great tragedies that we have is trying to solve our social problems on
a programmatic basis and year in and year out keep voting hundreds
of millions of dollars on programs that just don't work-their objec-
tives just don't--just are not successful and yet they stay on the books.
They build up a constituency.
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Now I recognize it is going to be hard to eliminate at one full stroke168 programs. I asked HEW to give me a list in order of diminishing
priority of how they view these 168 programs. In other words, I am
concerned. I realize that you can't--a nation can't continue living
with billion dollar deficits and I realize it is going to be hard to pass
a program that either costs $15 billion or $22 billion, but if we can
eliminate unsuccessful programs which are designed to alleviate pov-
erty, then we can start talking about negative income taxes and
eliminating poverty and getting money into the pockets of people if
we are going to eliminate poverty.

Now, Senator Long has come up with some thought and some idea.
We might be able to go to your idea, but does it make any sense tn
continue pouring out $31 billion on 168 programs to alleviate poverty
if many of these billions aren't alleviating poverty at all

I would like your comment as social economists.
Mrs. RivLiN. Let me have a try at that. I would agree that the

highest priority at the moment for alleviating poverty is getting money
to the poor, and this is basically why we favor the H.IU. 1 approach
as amended by you-a more generous income subsidy program witfl
incentives to work.

I also agree that many of the service programs which we have de-) luded ourselves were going to eliminate the problem of poverty with-
out giving the poor money are not working at all. However, ifI look
at the Federal budget as a whole, at what I would try to eliminate
in order to find some money for a better maintenance program, I
don't think I would start by eliminating the programs that serve the
poor, except for those that are demonstrably not working at all.

There are a lot of programs that serve the rich that I think-
Senator Rmicorr. All right. On that line, Mr. Chairman, the request

was made through you, Mr. Chairman, on July 27, 1971, for a series
of requests for information and documentation concerning many of
these programs we are talking about. To my knowledge, to date that
has never-een supplied. If it has been supp lied to you,Mr. Chairman
I am not aware of it. I wonder if the staff has received from any o?
the Federal agencies the information that was requested on,July 27,
1971?

Nof
I think, Mr. Chairman, I am concerned with this program. The

administration is concerned with this program. I think this com-
mittee, whether you are conservative, you are liberal, whether you
are for H.R. 1 or the Ribicoff proposal or any other proposal, I really
think we are entitled to that information if we are going to scrutinize
these programs. Everything we are going to vote in this bill is going
to cost a lot of money and ifT can find some of that money in programs
that don't work, I think the Congress and the American people are
entitled to know it.

I just want to call that to your attention, Mr. Chairman.
.. naor Crouns. Mr. Chairman, could the committee have from Mr.lRibioff a list of the AS programsNe are talking about?
Mr. Ru'xoorp. I submitted that; it is part of the record. You may

recall I handed Secretary Richardson that whole, list.
Senator Cmms. 168 programs in the record are there now?
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Senator Rmicon'. Yes, sir. They are printed in the record.*
The CIAUPmrAN. Well, the information ought to be made available

if for no better reason than that we have so many programs all over
the countryside costing money. Poor people don't know where to o to
get it and, frankly, I would suggest that if we couldn't do anything
else the least we could do is have one single office that some poor devil
coiiid go to and if he is entitled to something, ill out a blank and say,
"Look, I need help and if anybody has some, let me have it." Then
everyone who ought to be doing something for him, could respond toone request rather than having him pad all over the countryside trying
to find somebody who might have a helpful program .

That should be a start at least to fill out one form instead of 500
or 168.

Senator RIccoFr. I think we would be doing our country and our-
selves a favor if we had some of this information. This is no reflection
on this administration; it is an accumulation of programs, most of
them passed in other administrations but I have found from long
experience that once a program gets on the books it never gets off;
whether it works or doesn't work it is never eliminated.

I think all of us would agree that a good objective is to eliminate
poverty and the negative income tax or guaranteed annual income,
whatever you want to call it, this country eventually is going to have
it one way or another.

Now, if they are going to have it, let's try to find out how it can come
into being, where it makes sense and cost as little as possible and if we
can save it through all programs that are useless-but the reason I
started on this is-because we have an objective to eliminate poverty
and yet we have all of these programs supposedly in poverty and there
are more people in poverty today than there were 2 or 3 years ago.

Mr. PECHMAN. Senator, I agree with everything you said.
Senator RrnicoF. Pardon me. May I call Senator Curtis' atten-

tion, that on-our hearings of July 27 to August 3, on page 193, is an
entire list of the 168 programs that I asked for to be listed on the basisof rority.

ofr.PioHMAN. I agree that many of these programs ought to be

folded into a cash benefit program. I think it is quite patronizing of
the .well-to-do to create assistance programs that require the poor to
spend their resources in certain ways. I think a cash benefit system
would be simpler and would also be more dignified.

I do think that it is probably extremely difficult to accomplish all of
this in one fell swoop. If H.R. 1 with your minimum allowance of-
basic allowance of $3,000-were enacted at a 50-percent tax rate, I
think that would provide the basis for reorganization and rationaliza-
tion of all of these programs in the future.

Senator RmicoF'. To say which comes first is going to be very diffi-
cult and I am pretty realistic to put across a program that costs $22
billion but if we can put through a program that will have a $22-

-billion tag but indicate where we can eliminate billions of dollars in
other programs that are not bringing the same results, it will be much
more palatable to the Senate of the United States. I am being very
pragmatic on every phase of this. If a program isn't working we ought
to get rid of it.

*see p. 198ff., Committee on finance Hearings on H.R. 1, the Social Security Amend-
ments of 1971.
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Mr. PECHMAN. I think it is just a matter of time and also knowledge
of the technical details of each of these programs. It is a very com-
plicated proposition and it probably would be difficult to wipe the slate
clean.

Senator RmIcopF. I understand that OEO has spent some $600 mil-
lion on appraisals and studies on how- different programs work, but
none of these studies have ever surfaced. To my knowledge the studies,
these independent contractors make these efficiency studies they are
handed down; they are put under lock and key. Congress doesn't see
them. I don't know whether the President ever gets a look at them, but
we should start finding this out and this is what is bothering me.

I say to both of you, the problem that we are facing here today-
Mmrs RIVLIN. Well, some of these studies do surface, not enough,

I agree, Senator Ribicoff. However, I would be skeptical of trying to
eliminate all service programs. That, I believe, is going too far. There
are still going to be needs which must be met by service programs; for
example, day care. If we are going to have a proram which actually
gets people to work, we are going to need more day care. That would
be one, I think, not to eliminate.

Senator RIBIcOFF. But you are not going to eliminate them all but
I have got a feeling from my experience that out of those 168 you are
going to be able to eliminate quite a few that are not delivering any-I thing to anybody exce t a bureaucracy who are making a living off
the poor but the poor lon't see a thin dime.

Mirs. RIvLiN. Yes, I would agree with that. If we had an adequate
cash program many of those would be unnecessary

Senator Rnicorr. Would be unnecessary. I would hope, Mr. Chair-
man, that you would instruct the staff of this committee to press the
administration, the executive branch, for our request of July 1071.

The CHAIRMAN. I will instruct the staff to try to get that for us.
Clerk's Note: Though the material was never furnished to the tom-

mittee by the Department, the committee subsequently held hearings
on Feb. 15, 1972, on the many poveqy programs at which adminis-
tration witnesses testified. These hearings will be published.

Senator HANSEN. Mr. Chairman, if I could make just one observa-
tion, I want to say this:

A year ago,. as I recall, when representatives of State welfare work-
ers' organizations from New York City or New York State appeared
here, and I make this observation apropos of the last comment in doing
away with bureaucracy, those persons testified for an hour or more.
They pointed out that they felt that if we were to make welfare a Fed-
eral concern and obligation and were to relieve the States of their
role, it was most important that the present State welfarq employees
beplaced on Fedlerah employment with paidup benefits such as they
would have had had they been employed all the time by the Federal
Government.

They spoke also about assurance that had been given them that they
would have not more than a 35-hour workweek in the summertime and
possibly dropping that down to a 30-hour workweek and that they
should have the other longevity benefits that would go with Federal
employment over a comparable period of time. Then they closed by
saying that if they did not get all'of these benefits they might indeed
become part of the unemployed and part of that great lumber of peo-
ple on welfare.
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So I would appeal to my good friend from Connecticut that we do
not be too cavalier in saying let's do away with bureaucrats because
we might increase the welfare rolls. [Laughter.]

The CHAIRMAN. Senator Fannin?

WORK INCFaNTIVs

Senator FANNIN€. Well, I appreciate very much what you have said.
We now have programs that, do not provide sufficient incentives to
work and they treat people in similar circumstances very differently
depending on where they happen to live and what kind of family they
happen to belong to.

This is one of-the very serious problems we have in trying to work
out an equitable welfare program. I think one of the incentives for
work is on the last page of your testimony. But I don't agree with
your conclusion. I think the chairman has made it very plain that
he favors a work-fare program and that we mist have provisions
that people accept employment; and you call it coercion and compul-
sion.

I don't see that requiring the people to work is coercion and com-
pulsion.

Mr. PECIIEAN. Senator, the new thing about H.R. 1 is that the wel-
fare system-I hate to use the word because it has such bad connota-
tions, but I want to be clear-the new thing about H.R. 1 is that as-
sistance to needy is extended to people who already work; the people
who don't work, people who are in families with no working family
member for good or bad reasons, are already on AFDC and all of the
abuses that the chairman and others have called attention to the cur-
rent system, not the extension of H.R. 1 -to the working poor.

You have been given these figures many times. I don't have them
clearly in mind but there are millions ol families, regular families
with fathers at home who work part or full time. This bill would pro-
vide them continued incentives to work.and would give them an op-

ortunity to improve the well-being of his family. I hope that.you can
istinguish between the problem of the present system and the prob-

lem of the extension under H.R. 1 to the working poor.
We are trying to protect the incentives of the working poor. The

chairman has called attention to the fact that there is now an incen-
tive for a father to leave his family so that his wife and children can
get on AFDC. Under H.R. 1, a working father would be getting some
additional assistance-lie would continue to retain a substantial pro-
portion of his earnings. So that H.R. 1 is designed to maintain the in-
centives of the working poor rather than to destroy them which is what
you are doing under the present system.

Senator FAzNIN. What the chairman is trying to do is to see that a
father gives assistance to his family and I think that is important.
Just a question of what has been said in this testimony about the work
incentives that we have in our present system: I think the statement
was made that there are greater work incentives in the present system
than in H.R. 1. I am not satisfied with H.R. 1 'but I also know AFDC
has a work requirement and has had that since 1967; but what has been
the result I

Mr. PEzoHAN. Well-
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Senator FA NrN. M~y great concern is when I pick up a newspaper
and I see all these help wanted ads, and then I realize how many
people are not working. My question is; we must have some basis of
compelling these people to either accept a job or go off welfare, and
I don't think you agree with that. -

Mr. PFICHMAN. I agree with your objective. I just don't think that
writing a work requirement into a law which you can't enforce
unless 

I

Senator FANNIN. What do you mean you. can't enforce itf If you
take them off welfare aren't you enforcing it ?

Mrs. RivLiN. Let's remember who these people are. They are almost
ill by definition mothers with children; they are also people with low

education level and not much work experience. I think the tragedy
of the last several years is that the Federal Government has not made
a vigorous enough effort to provide training and jobs and day care
that would really enable these women to get into the labor force in a
serious way.

Senator FANWNIN. And you are stating that these are all women? I
never heard that statement before.

Mrs. Rnrmv. That is the way the AFDC program isst up.
Senator FANNIN. AFDC I You are talking about the AFDC; I am

talking about the overall program that we are talking about.
Mrs. RIvLIN. You are talking about the aged and blind and

disabled?
Senator FAN i n. No, I am talking about the able-bodied people

that should take a job.
Mrs. RrvLIN. Senator, there aren't hardly any able-bodied men in

welfare because the present law does not allow them to be covered.
Senator FANNIN. If the present law were enforced, I would agree

but we will not even let the States enforce the present law. We--the
State of Arizona--heir funds were threatened to be withheld unless
they permitted people to be paid, for instance, that had been away
from the State for 90 days. They could not even cut them off if they
left the State. A welfare recipient, if he left the State or she left the
State for over a period of 90 days, without returning should be cut
off.

Mrs RVni. I would agree; one of the objectives of H.R. 1 is to
federalize the administration of welfare and that would take care of
that problem.

Senator FAwxNi. Yes, but the federalizing of it would make it even
more extreme in that regard. If the Federal Government will not let
the State officials participate to a greater extent, not a lesser extent in
handling these programs that should be handJed at the local level,
then I think we are building up a monstrosity.

Mrs. RIxVLiz. I don't agree. I think the monstrosity we have today
is that we have 50 welfare systems. I think that the location of a poor
person should not control

Senator Rmxconr. I think there are 1,150 separate administrative
units handling welfare-,150.

Mrs. Rwvww. I stand corrected.
Senator RmxcoFn. Of the so-called 12 million people on welfare,

only 126,000 are able-bodied males. I think it is important time and
*time again to know what figures we are talking about.
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Mrs. Rrvxv. I agree with Senator Ribicoff. I hope that in our dis-
cusion here, Senator, we can distinguish between what is wrong with
the present law and extension of assistance to people who are already
working, which is one of the major objectives ofH.R. 1.
Senator FAfNIw. I think our goal-
Mrs. RivLiN. H.R. 1 does not make the present problem that you are

talking about-the few able-bodied males who happen to be on wel-
fare--any worse. It would improve it if you modified H.R. 1 the way
we suggested. You are not helping the millions of families who are
now poor and where the father is worldng by keeping him off
assistance.

Senator FANNIN. Well, of course, naturally we do not want pov-
erty in this country. We want people to have jobs, and we want to help
them in every way possible.

As I go through this list, I see many programs that certainly have
been supported by all of us and certain could not be eliminated, and
I don't think perhaps could even be diminished and in some cases
should be expanded. But what I am concerned about is what we are
goig to do about having a program that we can afford to have. We
have amendmentA that will bring it up to $40 or $50 billion that will
be offered on the floor when we get to that point, and then I am con-
cerned as to what we can do or cannot do. And the most important
problem that we have is a $35 to $40 billion deficit facing us and have
a 6-percent or more unemployment.

Mr. PEOHMAN. That is another question. I am worried about fi-
nances, too. I think that, if we expand some Government programs
and do contract others, we will have to increase taxes. I, for one, would
be willing to have my taxes raised in order to improve the public
assistance system in the United States.

Senator FAwNIN. And my argument,- all of the evidence that has
been submitted here is that if We take the administration of these pro-
grams away from the States we are going to have a far more serious
problem so far as financing is concerned and it is illustrated by just
what has happened with the challenging of the activities in the States
that would assist in these programs and cut down the cost and give
incentives for people to go to work.

Thank you, sir.
The CHAMMAN. Senator Jordan?
Senator JORDAN. Thank you, Mr. Chairman.
Dr. Pechman and Mrs. Rivlin I think you have made a good con-

tribution to the record here. I followed your statement with a good
deal of interest.

On page 2 you said, "The bill does not make it worthwhile for peo-
ple receiving welfarepayments to hold jobs."

That is H.R. 1. And then later you say, "In terms of work incentives,
the family assistance plan represents a significant step backward from
current law."

In other words, as you pointed out, under present law we have a $80
disregard per month and a third of the earnings can be retained, so,
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actually, this is a step back-H.R. 1 is a step backward from existing
law; and what is wrong with the present law would also be wrong
with H.R. 1 if it were passed; isn't that correct?

Mr. PFCHMAN. If it were passed as is, that is correct. But I don't
think we want to exaggerate the difficulties of improving H.R. 1.

Senator JORDAN. I am only talking about the work incentive part of
it.

Mr. PECHMAN. Well, in our view, all you have to do are two things
to provide the work incentive that we all want.

Senator JORDAN. Yes.
Mr. PECHMAN. One is simple but expensive and that is to reduce the

tax rate. I regret to use the term "tax rate," Senator Curtis, but that is
the way an economist thinks of it. Reducing the tax rate from two-
thirds to 50 percent is easy to understand and I think that we all
understand what that would do: Increase the incentives to work by
that much.

The other is to permit either the Federal Government or probably
the State governments to do what they are now allowed to do under
present law, namely, to reimburse the recipient of assistance for all
other related taxes on his or her earnings.

Well, the Federal Government could relieve them of the payroll
taxes; that would be one way to increase incentives. But then thcre
are other implicit taxes as a result of the fact there are other noncash
benefit programs-for example, rent supplements. If you don't want
to reduce the rent supplement provision, which I think ought not to be
done at least in the short run, then you would have to authorize the
State or Federal Government to adjust for the implicit tax on the
earnings of the poor person, so that his tax rate does not excced 50
l ercent. That is done under present law but is not included in H.R. 1.
I think you ought to include the present law provision in the family
assistance plan.

Senator JORDAN. Dr. Pechman, in a study of which you were co-
author, "Is a Negative Income Tax Practical," in 1967 you developed
some very interesting tables using various bases and tax rates and
you end up with this statement: "The course of action which we think
best balances these considerations, is Federal enactment of plan L, with
a tax rate of 40 percent. The basic allowances of this plan", you go
on to say, "would then, we hope, be supplemented by individual high
cost of living States."

I would like to make this document a part of the record by refer-
ence, Mr. Chairman, and ask Dr. Pechman if be Imp, ever developed
that 40 percent rate that he suggests would be good?

Mr. PECIHMAN. Yes, I have. I can insert in the record a table show-
ing the L plan that you referred to. For those who have not read the
article, the L plan is the lower basic allowance plan with a 331,/2 per-
cent tax rate. There is also an H plan for a higher bawsK allowance with
a 50 percent tax rate.

I can put that in the record, Senator.
Senator JORDAN. I wish you would, Dr. Pechman.
(The witness subsequently supplied the following tables:)

72-72 0- 72- pt. - I
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TABLF 1.-BASIC ALLOWANCES, BREAK-EVEN POINTS. AND LEVEL AT WHICH PRESENT INCOME TAX SCHEDULE
APPLIES UNDER A PROPOSED NEGATIVE INCOME TAX WITH A HIGH BASIC ALLOWANCE

Basic' Break-even point Present
allowance (point at which Level at which marginal

(received by no allow present tax tax rae at
Family size (number of units with Is received and rates begin income In (4)
persons) I no income) no taxes paid) to apply' (in percent)

(1) (2) (3) (4) (5)

50-percent tax rate:
I .............................. $800 $1,600 8$2,050 14
2 ............................. 1,600 3, 200 3,356 14
3 .............................. 2,100 4,200 4,453 14
4 .............................. 2,600 5,200 5,557 15
5 .............................. 3,000 6,000 6, 377 15
6 .............................. 3, 400 6, 800 7,200 15
7 .............................. 3,600 7,200 7, 453 14
8 .............................. 3, 800 7,600 7,717 14

40-percent tax rato:
.1 ----------------------------- 800 2,000 '2, 050 14
2- -------------------------- 1,600 4,000 4,680 15
3..::':'----- .-------. 2,100 5,250 6,258 16
4 ......--- 2,:600 6,500 7,865 17
5 ............................. 3,000 7, 500 9, 012 '17
6 --------............. ..... 3,400 8,500 10,084 19
7 ......... ........... ------- 3,600 9,000 10, 362 17
8 .............................. 3,800 9,500 10,644 1 17

I Assumes all families with 2 or more members include 2 adults.
I Assumes 1-person family is single with no dependents and that families of 2 or more persons file joint returns. Rates

used are those applicable to 1972 incomes under the Revenue Act of 1971.
' Amounts indicated are the minimum taxable levels under the positive income tax. For families of this size, the break-

even point of the negative Income tax is below the minimum taxable level under the positive income tax.

TABLE 2,-BASIC ALLOWANCES, BREAK-EVEN POINTS, AND LEVEL AT WHICH PRESENT INCOME TAX SCHEDULE
APPLIES UNDER A PROPOSED NEGATIVE INCOME TAX WITH A LOW BASIC ALLOWANCE

Basic Break-even point Present
allowance (point at which Level at which marginal

(received b no allowance present tax tax rate at
Family size (number of units with Is received and rates begin income in (4)
persons) no income) no taxes paid) to apply 2 (in percent)

(1) (2) (3) (4) (5)

40 percent tax rate:
1-........ $..................... $400 $ 0 $2,050 14
2 .............................. o800 2 2,8 14
3 ......................... . 1,200 3,000 '3,550 14
4........... ............... 1600 4,000 '4,300 14

2.............................. 2,000 5,000 $5,050 14
6 .............................. 72 400 6,000 6,108 14
8------------------.....-20 375 6, 550 14

2,700 750 ' 7,300 14
334 percent tax rat:

1-............................$ $1,200 '$2,050 14
2-.......................".... 2,400 '2,800 14
3 ................. , ......- 1,200 3,60 3,642 14
4 ..............................- 1,600 4,800 5,171 14
5 .................... .. 2,000 6,000 - 6,732 15
6 ............ "......... ..... 2,400 7,200 8,335 16
7..-...........................2 7,650 8,514 15
8-------------------------20 8,100 8,708 15

I Assumes all families with 2 or more members include 2 adults.
2 Assumes 1-person family is single with no dependents and that families of 2 or more persons Me joint returns. Rates

used are those appicabe to 1972 incomes under the Revenue Act of 1971.
' Amounts indicated are the minimum taxable levels under the positive income tax, For families of this size, the break-

even point of the native income tax is below the minimum taxabla level under the positive Income tax.

Mr. PECHiAN. I want to mention one thing about the L plan, low
basic allowance plan. Don't forget that article was written 5 years ago.

Senator JomAN. That's right.
Mr.- PCHMAN. Prices have risen since.then. The cost of living ad-

justment alone would increase that basic allowance by 20 percent. So
I would not now, support the basic allowances in the low schedule of
that article. As a matter of fact, I think that the passage of time has
made the high schedule of basic allowances more appropriate.



817

Senator JoiwAN. So your position now is in favor of virtually
Senator Ribicoff's plan with a 50 percent rate?

Mr. PECHMAN. That is correct.
Senator JorDAN. Thank you.
Senator CURns. Mr. Chairman, our agenda for this morning lists

Joseph A. Pechman, director of economic studies, Brookings Insti-
tution, and then I notice a footnote in your statement that both of
you are appearing in your own right and this is not the statement of
the officers and employees of Brookings Institution.

Mr. PECHMAN. Yes, sir; I would like to emphasize that.
Senator CURnTIS. Not to downgrade the high qualifications of both

of you, I am just bringing this out as a matter of clarification. Would
each of you put into the record a brief synopsis of your own experi-
ence in this field? I won't take time for it now and I am asking it just
for clarification in the record.

Mr. PECHMAN. We would be glqd to.
Mrs. RIvLIN. Certainly.
(The following was subsequently supplied for the record):

Xoseph A. Pechman is Director of Economic Studies at the Brookings Institu-
tion. He has served as a staff economist *ith the Office of Price Administration,
the Council of Economic Advisers, and the Committee for Economic Development.
He was also an assistant director of theTax Advisory Staff of the Treasury De-
partment and from the period 1960-70 was executive director of the Studies ofGovernment Finance. He has also held faculty positions at the MassachusettsInstitute of Technology, Yale University, and the University of California
(Ierkeley) Dr. Pechman Is the author of Federal Tax Policy (rev. ed.), 1971

and Social Secourity: Perspectives for Reform (with Henry J. Aaron and Michael
K. Taussig), in addition to numerous articles in professional journals.

Alice M. RIvlin is an economist and a Senior Fellow at the Brookings Insti-
tution. Froh 1966 to 1969 Dr. Rivlin served in the Department of Health, Edu-
cation, and Welfare as the Deputy Assistant Secretary and then as Assistant
Secretary for Planning and Evaluation. Since returning to the Brookings Institu-

' tion, she has written two books which deal in part with the welfare problem. Sys-
tematic Thinking for Social Action (Brookings: 1970) and Setting National Pri-
orities: The 1972 Budget (with Charles L. Schultze, Edward Fried, and Nancy H.
Teeters; Brookings 1971).

CASH BENEFITS TO HEADS OF FAMILIES

Senator CURns. I would like to ask you this question:
Why should an able-bodied head of a family, if work is available,

be given a cash incentive by the Government to work?
First, I will ask you, 4o you think he should be given one?
Mr. PECHMAN. Do I think what?
Senator Cunris. Do you favor giving an able-bodied head of a family,

if there is work available, a cash incentive for going to work and
supporting his family ?

Mr. PECHMAN. Tie incentive we- are talking about, Senator, is not
the provision of a cash payment; it is the reduction of the tax rate
on his earnings.

Senator CurIns. I know what you are talking about.
Mr. PECHMAN. The cash benefit is to help him and his family keep

body and soul together. There are people in this country who can t
earn enough to support their families.

S eator CuRns. I understand what you have said, but we have
used this expression around this table so much that there should be
an incentive for work.

Now,J want to know whether or not you believe that an able-
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bodied individual, if there is work available, should be give a cash
consideration for going to workI

Mr. PEMCHMAN. I believe that an able-bodied citizen who cannot
earn enough through his work to provide a decent standard of
living for his family should be given assistance by the Federal Gov-
ernment. I think that is the way I would put it. The question of
work incentives does not depend on whether you would give him
assistance, but pn whether you tax him too much. We worry about
tax incentives of the well-to-do, but we haven't worried enough about
tax incentives of the poor.

I repeat, we have a tax rate of 66% percent plus a 5 percent social
security tax, which together add up to a higher marginal rate than
the highest marginal rate on positive incomes.

Senator Cuirs. Well, I don't want to clutter the record with a
long argument but that is not so at all. I don't care what the econo-
mists, call it; we are not taxing his earnings 1 cent. At the level
of income that you are talking about, he is paying no taxes. Under
the law if somebody's need is greater than their resources they get
more relief, more welfare, and a lessening of the amount of welfare
for an individual or family because their need is less is not taxing
at all. There are none of these people in this bracket paying any
Federal tax; this money that you are talking about is because people
are working and paying taxes, other people.

Mrs. RIvIN. Let me just interject one thing to come back to Sen-
ator Long's point. Everybody who earns money pays social security
tax on the first dollar of earnings and Senator Longls proposal would
reimburse that.

Senator CurTis. Have you investigated in any State the operation
of the 1967 amendments that carried a cash incentive for people to go
to workI

Mr. PEOHMAN. I have not personally examined the State experience.
Senator CURIs. Well, I have. The director of our State came in and

showed me the figures how the 1967 amendments increased the cost and
said what is happening is that no one is leaving the rolls.

As to disregailing work expenses, I am quite sure the committee had
in mind lunches an-tranportstior, but the Department ruled that that
included union dues, all of these usual work expenses, social security
taxes, and Federal income taxes. That was disregarded.

Then the next $30 a month was disregarded-and then a third that
they earned on top of it; and we had one case that I presented here to
the committee where a family or a head of a family was drawing
$799.75 a month in Nebraska and was still on welfare, and what was
intended as a cash incentive by the government for people to work
wasn't that at all; it was a cash incentive to stay on welfare.

Mr. PHmzA. Senator, did you bother to examine the rolls in your
State to find out how many able-bodied males you are talking about? I
don't know the statistics for Nebraska but the statistics for the coun-
try as a whole indicate that you are not now paying welfare to such
people except in rare cases.

Senator Ribicoff mentioned a number.
Senator RmicoFr. 126k0.
Mr, POHMAN. 126,000 out of a total of well over 10 million recip-

ients of public assistance. You are not talking about the working
poor. You are talking about the nonworking poor. These are women
who have children at home who, if they went to work, would incur ex-
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penses and you either have to reimburse them for those expenses or it
wouldn't be. worth their while to work. I hope we can keep the problems
of the present welfare system separate from the problem of extending
the assistance system to people who are already working. The latter
group are not included in any figures you have ever seen for your State.

Senator CuRTis. Yes; it is.
Mr. PECHMAN. I regret to say it is not.
Senator CURTis. The 1967 amendments enabled people to work and

still have their welfare payment. It was not intended as such but it was
a miniature H.R. 1.

Mr. PECHIMAN. Indeed it was but I also-
Senator CURTIS. It was a miniature H.R. 1 and we ended up with

people making substantially $800 a month and still staying on welfare.
Mr. PECHMAN. Senator, your facilities for getting Nebraska statistics

are better than mine. I would be willing to wager that the proportion
of able-bodied males on welfare in your State is very small.

Senator CurTis. Well, every-I
Mr. PEOHMAN. I would like to put that in the record if I could get

the numbers.
Senator CuwRxs. All right.
(The following information was subsequently supplied for the

record:).
In September 1971, the AFDC case load in Nebraska consisted of 11,418 families.

These families included 40,878 persons, of which 29,807 were children and 10,571
were adults. There is no information on the number of male adults on AFDC
in Nebraska, but if the national average holds for Nebraska the number of male
adults on AFDC in Nebraska in September 1971 was of the order of 1,300. Most
of these are probably incapacitated, or are already enrolled in work-training
programs, or are working. The number of malingerers, if there are any, must be
very small.,

Senator CuRTs. Every abuse that is pointed out, it is easy to say,
well, there are just a few of them. Now, if we are going to reform
welfare .;a ought to look at a few of the basic facts. I don't think
there are any abuses of any significance in aid to the aged.

Mr. PFCHMAN. I agree.
Senator CURTiS. I do not think there are any abuses of any signif-

icant amount to the totally'disabled or to the blind.
We are talking about aid to families with dependent children.
Mr. PCHMAN. Do you think large abuses are perpetrated by these

poor women in this country.? We are talking about women, not about
males. The people on AFDC are women.

Senator CRTis. I understand- that; and there were some of these
cases that I put in the record from Nebraska where they continued
to work and still have their welfare-were women. My point is this,
that the criticism of abuses that do exist Involve primarily the
AFDC----

Mr. PF0HMAN. That'is correct.
Senator CURTIS (continuing). Category and many of them are able-

bodied, not all of them; some of them should be with their children; I
am aware of that.

Your proposal for a negative income tax to give everybody a guar-
anteed minimum income, that is what it amounts to, should be debated
separately on its merits.

Ifr. POCHMAN. I agree.
Senator Cuwrs. It has nothing to do whatever with welfare reform.



820

Now, if you mean by welfare reform simplifying the administration
the lessening of costs and eliminating whatever abuses there are, and
it has nothing to do-

Mr. PECHMAN. Senator, you can't do it. I think Mrs. Rivlin would
like to comment on this, but you can't introduce into the system assist-
ance to- the working poor without doing something about intergrating
the present welfare system with that group. If you keep the two apart,
you will find that it will be difficult to administer the two.

H.R. 1 AND FAmLY Bw xuP

Senator CuRws. I think the record is pretty clear that there is nothing
in H.R. 1 that will hold families together. I think that every one of the
Cabinet members who came here und argued for H.R. 1 on the grounds
that it would do that have backed away from it because there isn't
one scintilla-of evidence to that effect.

Mrs. RIVuzN. Well, compared to the present system, Senator, there
is less incentive for a man to leave his family. But I just wanted to get
into the record that nobody is in favor of abuses and if there are
families in Nebraska who are earning more than the law allows and
still drawing welfare, the law ought tobe enforced.

Senator Cuwm. No, the law is enforced and that is what permits
them to do it.

Mrs. RrvxxN. It has to be an awfully large family to allow them to
draw $800 a month and still be on welfare.

Senator Cumrs. No, because they disregard all the social security
taxes, union dues, expenses of oing to work, $30 a month, one-third
of the balance, and these were flund in our hearings here. I submitted
10 cases of them and it is not because the law is not being enforced; it
is because the law is being enforced. The Federal Government made us
enforce it,

Mr. PRCHMAN. I haven't seen those 10 cases. May I comment on them
for the record, sir?

Senator Cmirrs. Sure.
Mr. P-CHNxAW. After I look at them ?
Senator CuRTms. Sure.
(The following was subsequently supplied for the record by Mr.

Pechman:)
Senator Curtis gave details of only three out of the ten cases he referred to in

the Hearings before the Committee on Finance on HR. 1, "Social Security
Amendments of 1971," pp. 263-%. It is not possible to explain the total amount
of the disregard in the three cases from the data presented. But other data
suggest that two out of the three cases are not out of line.

According to the 1967 AFDC study, the following distribution of work-related
and child-care expenses were incurred by AFDC families in Nebraska:

Percent of families In Nebraska
Claiming cqsta of this type--

Child care for
Amount Work related Working mothers

-0 11 to0
t; 4 r14 ... ..................... ................ .. 5to ..... ......... * ..... ..... . ff 23 - ,

Source: "Finding of tihe 1967 AFDC Study: Data by State nd Census Division. Part II. Financial Circumstances."
U.S. Department of Health, Education, and Welfare (August 19).



821

10he two cases cited by Senator Curtis with women at the head of the family
do not seem to be Qut of the range shown on the table above, on the assumption
that a major share of the earnings "disregard" was allowed for child care. The
third case involving a working father earning $800 a month---cannot be ex-
plained on the basis of the information provided by Senator Curtis.

Mr. PECHMAN. You know, large families will have under an as-
sistance plan-

Senator Cuns. Where I part ways with you, no one should have
to give any ablebodied person a cash incentive to go to work. That is
his responsibility. The failure to do so has some rather dire conse-
quences. Also, there are many ways to enable the working poor to
increase their earning capacity and upgrade their working skills
without putting them oh welfare and you do something to them when
you put them on welfare.

Mr. PECHMAN. We are increasing the number of people eligible for
assistance; I would not call it welfare. It is family assistance and I
agree with you that a work requirement without a national program
of training and emplonyment--seekin jobs for these poor people--will
simply be a sham. I-think that we dol t do enough of that sort of thing.
We ought to help these people find jobs and the manpower programs
of this country are designed for this purpose. If you are dissatisfied
with that you ought to increase the appropriation for manpower and-
training.

Senator Cuirr& Well, I don't think anybody is satisfied with what
the Labor Department has done on that. We talk about increasing the
eligibility 'by 12 million and somebody says we are going to solve this
by providing 300,000 jobs.

Stripped of all of its niceties, this is a guaranteed annual income.
How much would a family of four draw under your plan if the

head of the family elected not to work at all?
Mr. PECHMAN. A family of four?
Senator Cuims. Yes.
Mr. PEOHXAN. $3,000.
Senator Cuirris. $3,000. If that was made the law, what would the

politicians 2 years from now whenthe election was over-
Mr. PECHMAN. Well, I agree with Senator Ribicoff; eventually, as

the Nation's income increases, the $3,000 should be increased to the
poverty line.I

Senator Cum, s. How much is that?
Mr. PEHMAN. It is over $4,000 today.
Senator CurrTs. And you would give that to a head of a family if he

elected not to work at all?
. Mr. PECHAN. That is correct, and I would also lower his tax rate

to 50 percent. I think that is terribly important.
Senator CuRrs. His tax rate on all of his earnings?
Mr. PEOHMA. What?
Senator Crwris. His tax rate on all of his earhings?
Mr. PEOHMN. Well, that is correct.
Senator Ctums. Well, that would be all right.
Mr. PEHMAN. You see, with a 50-pereent tax rate, out of every

additional thousand dollars that he earns, he can keep $500 and at
$8000-

Senator CuiRIs. Of course, he can make more money by writing
to his Congressman and getting that minimum rate raised and elect
not to work..[Laughter.]
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The CHAIRMAN. Senator Anderson?
Senator ANDERSON. I am only interested in the answer given to

Senator Ribicoff.
Do you have a statement that follows this statement here?
Senator RmIcorr. What's that, Senator Anderson?
Senator ANDERSON. Do you have a statement on that that preceded

that?
Senator RoIcorr. Senator Anderson, if you will look on page 188

of the same volume you will see the statement describing the situation.
Senator ANDERSOx. Are you satisfied with it?
Senator RmIcoFF. We have received nothing, Senator Anderson,

from the administration. We have asked for it but they have not
given it to us.Senator ANDERSON. I think this is something which should be
supplied.

Senator RmIcoF. That is why I asked the chairman to see if the
staff could not get some answers to the committee. about my requests.

Clerk's Note: Though the material was never furnished to the com-
mittee by the Department, the committee subsequently held hearings
on Feb. 15, 1972, on the many povery programs at which adminis-
tration witnesses testified. These hearings will be published.

REDUN Or Soci. SzuRiTy TAx FOR Low-INcomE Woltxrs

The CHAIMAN. Let me say that I am pleased to know that you
suggested in your writings that you should not charge the social
security tax to the poor. I was not aware of it. I am glad.to know
about it. I have ' hadi occasion to look at some of your writings on
welfare and social security.

Governor Reagan told me when I was suggesting that we ought to
supplement the wages of the working Door that he didn't think he
could buy that because it seemed to hinmt atthe cost of it would go up,
up, and up and he couldn't see where the stopping point would be But
he indicated to me that he could support a proposal where you would
just give a man back the social security tax that he pays.

I am not sure whether he meant the 5 percent or the 10. My thought
is that since the worker generated the whole 10.4 percent just give him
back the whole thing. Ifhe doesn't make enough money o owe you an
income tax which we have now geared to the poverty level, just give
him back the social security tax you collected from him-a far more
acceptable and dignified thing to do than to give him a welfare grant.
So I am pleased to hear that you like the idea and that you have been
recommending it down through the years.

Mr. PCHMAN. Mr. Chairman, let me interject at this point, to con-
gratulate you not only for suggesting that we refund the 5 percent that

a pas bfit also the 5 percent a the employer pays. I think you will
find that most economists believe'that the employee bears not only the
tax he pays but the tax that the employer hifmslf pays on his behalf.
Your proposal correctly would refund the total tax on the employee's
learning which is the combined 10 percent tax; and I agree 100 percent.

The CUU AN. Well, now; employers like to think they are paying
the whole thing because oftentimes--I see you shaking your head.

Mr. PomBMA. I agree with you.
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The CHAMMAN. I don't agree with that either because they are not
paying the whole thing. They like to think they are paying the whole
thing because in addition to what was withheld from the employee they
just added their 5 percent and paid it in. But when that fellow buys
a product as a consumer thatproduct has been priced 10.4 percent more
than it otherwise would be, plus a profit on top of that, so as a consumer
he is absorbing that tax when he buys the product of his own effort.
Therefore, the social security tax often works out as a hidden sales tax
on the consumer. It just means to me we would do as well to just give
back to poor people their social security money and if that is what is
causing them to apply for welfare then it might take them off the wel-
fare rolls. It would cost a substantial amount of money and that I
favor.

It is sort of against my code of ethics to say what the President told
me; I feel I am privileged to say what I told him.

Lyndon Johnson used to tell me what Sam Rayburn told him, and
people would come back to Sam and would say, "The President said
you told him this and that," and he finally would say, "I don't care
what I told the President; my point is what did he say to me."

I don't feel that I am privileged to report what a President says
except when he releases that.
When I first read the account of this H.R. 1 proposal my reaction to

the President was that the $5 billion price ta didn't bother me. I
would be happy to distribute $5 billion among t&e poor, beyond what
they were getting; I would be willing to vote for more than that, really,
but what concerned me was that I don't think you ought to pay any
more to people for not working than you are paying already. Now,

It seemed to me you ought to pay money to people for working.
one of the simplest ways would be to give back that social security tax.
Another way would be just to add something to a low income earned
and you would not have to force somebody to take a slave labor job.
You simply say, "There are a bunch of jobs; take any one of them and
we will add something to whatever you are making. If you are not
working you are not eligible."

Now, Mrs. Rivlin made the point and, of course, there is merit to
that, it is not going to do a person any good if there are no jobs avail-
able and, frankly,! think we oight to accept the responsibility of say-
ing that we willassure every citizen the opportunity to work, even if
we have to create the job. I recall my first job as being a messenger boy.
I wanted to work, hoping to be a page or something. My father didn't
want to put me on the State payroll, so he let me be a messenger boy
in the Governor's office. I was happy to get the job, carry a message
somewhere, and he would pay me out of his own pocket. And many
persons have done that for relatives, create jobs, make one, find jobs,
put a person to work doing something rather than just handing 'him

- money for doing nothing.
So I personally woulc[support something where we are increasing

the income of low-paying jobs.

OWrMANING SuPPoir FRox FATHES

Now, here is the big problem about this program, as I see it, and I
ask that that chart on page 21 of this committee document which is the
=speh I made on August 6 and some supporting data be made avail-
able to you.

(Material referred to follows:)
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AFDC FAMILIES BY STATUS OF FATHER, 1969

Status Number Percent

Total .........................

D ea d ....................................Incapacitated .. . . A. **. d ' **'' '' '
Unemployed, or employed part time,

and-
Enrolled in work or training pro-

gram ..................Awaiting enrollment after referral*
to W IN ............................

Neither enrolled nor awaiting en-
ollment ...........................
'Subtotal.........................

Absent from the home:
Divorced.
Legally separated ............
Separated without court decree.....

D eserted ............................
Not married to mother ..............

In prison ........................ ...
Absent for another reason ..........

Subtotal ...........................

Other status:
Ste father case ...................
Children not deprived of support or

care of father, but of mother ......
Not reported .................

1,630,400 100.0

89,700 5.5
187,900 11.5

36,000 2.2

14,800 .9

28,200 1.7

79,000 4.8

223,600 13.7
45,200 2.8

177,500 10.9

258,900 -15.9
454,800 27.9

42,100 2.6
26,700 1.6

1,228,800 75.4

1.930,400

14,400
200

*Less than 0.05.
Source: Department of Health, Education, and Welfare.
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Chat A

NUMBER Of CHILDREN RECEIVING AID TO FAMILIES WITH DEPENDENT
CHILDREN MONEY PAYMENTS SY STATUS Of FATHER*

JUNE OF SELECTED YEARS, 1940 TO DATE

MILLIONS OF *4ILOREN
5.25

415C

4.50

425

AFDC CHILOREN OY'STATUS OF FATMEA:

OTHER

PKAFWAT90

OEAD

3.25

2.2s

2.00 X

1.50--

I.50

.754 "m *m in$

wwm -ft-
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The CHAIRMAN. That table, I think highlights the big problem
with the existing program and what will be the problem with the suc-
ceeding programs unless we find some way to shore up that short-
coming, and that would indicate this:

In the category of fathers absent from the home in this AFDC pro-
gram, you have 75 percent of all welfare cases. Now, there are some of
those cases where obviously we cannot obtain support from the father.
There is not much hope of getting support from him when he is in
prison-that is 2.6 percent. If you can't find him, you couldn't get much
help, but it would appear that to me that in about 50 percent of these
cases the identity ofthe father is known, and he could be required to
provide something for the support of his family. It would seem to me
that other than simply providing emergency help for this mother and
those children, the answer is to require that father to sitpport that
family as we did before we had a welfare program-in fact as we did
up until the court decisions stopped it, rather than to put that family
on Uncle Sam's backdoor for the taxpayers tQ support.

Now, I would just like your reaction to this situation. Here is a
situation where a man is living in the house he is living with a wom-
an who is the mother of his children and children who he admits to be
his children but he is not married to the mother.
. I am told the HEW regulations today permits that family to go on
welfare when the answer should be first to try to get him to voluntarily
pay and if he won't, then sue him and declare im to be the father,
order him to pay support and if he still doesn't pay it, then put him in
jail. That remedy was very, very successful up until we started loading
all those people on the back of Uncle Sam.

What is your reaction to that ?
Mr. PECHMAN. Well, I doubt the basic fact that you mentioned that

75 percent of the public assistance families, consists of families
where you could identify the father and could require him to support
the family adequately.

There is undoubtedly some abuse and I would like to strengthen our
social services and other methods of improving understanding in this
area. This is not a question for an economist to answer. It is a question
for sociologists and social welfare experts.

My concern, Senator, is that we keep talking about these great
abuses and it turns out that, after you have investigated them, there
are relatively few families with males in the home who can't work and
that this is being used as a pretext to deny-needed assistance to the mil-
lions of families with fathers who are in the family and working.

I would agree with you that the law should be strengthened where
necessary to take care of the current abuses. But I tnk that that
does not go to the heart of H.R. 1. The heart of H.R. I is the question
of whether, after you have taken care of the abuses of present law you
want to extend assistance and maintain the incentives of the working
poor who are not now covered by welfare.

The CHAUMAN. Well, Mr. Peehman, a man who is very high in this
Government made the statement to me that the people who are most
against the existing welfare system are those who live right next door
to them.
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I live in a rural area and I am under the impression that at one time
100 percent of my neighbors were on welfare and none of them should
have been there. There was a man in that family who had been work-
ing up until they got the family on the welfare; and from that point
on nobody could get him to do any work.

Now, it woul& seem to me that the answer should have been all
along to say with regard to those men that if they are working but not
making enough to adequately provide for those children we would add
something to their earnings and the families would live a lot better;
they would have more income and those men would not have quit their
jobs.

As it was they both quit working, enormously increased their con-
sumption of alcoholic beverage anl the money, instead of going for
the benefit of the children was going largely for the benefit of the
adults, with the result that we ,lost two people from the labor force
who could have been, not the best workers on earth, but they could
have been marginal workers making their own way with us adding
something to their earned income.

ADDING TO EAMIENIS

Now, I favor and would strongly advocate and support legislation
to add something to what those men can earn if they go to work, but
I don't see how you can deal with poorly motivated people, how you
can do much with them unless you say, "Here we can't help you unless
you take the job." Incidentally, both those were working men.

Mr. PECHMA.N. But you haveto have a job to give them if you mtke
that requirement.

The CHAIRMAN. They both had jobs.
Mr. PECUMAN. There are 5 million people unemployed in the coun-

try today and recent statistics suggest there may be an equal number
who are unemployed and not see1Ing work. In a nation in which 10
million people can't find jobs, I doubt-unless you have a public serv-
ice employment program-

The CHMLAN. It is all fine to sit up there in your ivory tower
where you are in the Brookings Institution, in your air-conditioned
office and say you have 5 million unemployed workers. Of the 5 mil.
lion, half of them are drawing unemployment insurance benefits which
would exceed what the-welfare program would provide. I supported
that and I am for it. Then those who are not working a lot of them
are between jobs and who have jobs available-but Jobs they don't want
to take-,it does not pay enough. But you have three and a half mil-
lion families in the country that would like to hire some sort of domestic
help ou

Do you want to challenge that figure; that is the best figure I have
on that subject I

Mr. PECHMAN. I am in favor of an employment service to try to
get domestics into the homes where there are jobs.
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The CHAIRMAN. Right.
Mr. PECHMAN. But we don't have an adequate service to provide

those jobs.
The CHAIRMAN. There are all sorts of low-paying jobs that you can't

get anybody to take. I don't too much blame them for not taking them.
I would like to increase what they pay so the job would be more at-
tractive. It would seem to me that we would be on a better basis if jn-
stead of guaranteeing these people who are presently working a wel-
fare type payment, which he gets whether he works or not, that we
woul ddo better to take the view if you are working but not making
enough to provide adequately for a family, "We will add something to
your earnings."

In that way we don't have to try to make them go to work. We-don't
have to argue about the desirability of that job ther have; otherwise,
I think we. will be continually confronted with this thing which I
have experienced with the National Welfare Rights organization
which comes down here and these people say, "I am not going to work
no longer," and they all stand up and shout, "Yea," and en ey
shout, "I am not going to do no working as no domestic." "Yea." And
they all cheer and scream and if you hadn't seen that demonstration-
I hope they do it for you like they have done it for me on occasion. So
they indicate all these jobs are beneath their dignity and they won't
take them.

I don't want to be the fellow to be depicted by the Washington Post
next thing as using some kind of whip on a lot of poor people trying
to make them take jobs they won't take.

If we are going to vote for a new program, I would be willing to
vote for one which says there is a job; if we can't find one we will make
a job. Put them in the public service; pay somebody to put people to
work but take the job; take jobs that are available and then if the job
does not pay enough we will add something to it.

Do you find some appeal in that approach I
Mr. PECHA1q. Obviously-Alice, do you have any further

comments?
Mrs. RivLImN. Well, it is not clear to me what you are proposing, Sen-

ator, but it seems to me, to go back to your two cases where these peo-
ple had jobs, those are exactly the kind of people to whom H.R. 1 is
addressed. It would supplement their earnings and it would remove
this incentive to lose the job to get the wife on welfare.

GUARA N4TD INCOmm APPROACH vs. PAYio PERsoNs FoR
DoINe WHAT SocIETY VALUES

The CHAMMAN. Well, H.R. 1 starts out by putting them on at $2,400
if it is four people and thor, by the time you look at all the deducts they
take, I am in accord with you; I don't care whether you are ta'k
away a person's income by putting a tax on him or taking away his
welfare check; it is a distinction without a difference.

Mr. PROnSAN. Right.
The CHAIMAN. SO if he loses about 80 cents on the dollar if you

take away the food stamps, medical, you are taking away 80 cents and
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if someone is trying to get a babysitter or yardman, he will say, "I
will take it providing you pay me in cash and no records kept"--I
don't think we ought to see more of that.

I think when you are structuring a program you ought to try to
structure it so it is to the person's advantage to do what you think he
ought to do. If you do what I would like to do about the social secu-
rity thing, in order to show that he is eligible for refunds if he is mak-
ing $2,000 or $3,000 he would have to show he has some dependents
to support; so he is claiming them rather than denying them.

Under the existing system it makes it advantageous for him to deny
those are his child.'en or that he has either an obligation to support or
the income to support them with.

Now, if you can stracture a program, and that is what I have been
trying to do for years now, to structure the program so that it is to a
person's cash advantage to do what you want him to do, then I think
le is likely to do it.

I see you are nodding at that because that is the basis of our whole
economic system.

Senator RmicOFF. I find this a very fascinating exchange because,
frankly, as 1 listened to my distinguished chairman there is no dis-
tinction between what you are talking about and what he is talking
about.

Mr. PICHMAN. That is correct.
Senator RuiICOFF. Now, we get to the negative tax, so you are trying

to find the words and music about what the chairman is talking
about. The problem comes about by the fact we are confusing two
things: We are confusing general unhappiness with the present wl-
fare system and all the arguments spill over to H.R. 1, the family
assistance program which is a program designed not for the no good
loafer who doesn't want to work but the man who wants to work and
is not making it.

We are all sympathetic. He probably has got the dregs of every kind
of job and that is why he probably is making so little and that is why
I asked the first qllot.on.

Senator Long s proposal of $400 to go back to the person, I think, is
jist great. I am going to cosponsor it,if he is going to take me. If you
listen to Senator Long why don't you go back to the ivory tower that
you are working in, if that is where you are working which is quite
a nice place, to come up with the music so that Senator Long can dance
to it I [Laughter.J

Frankly, I think we have got ourselves a welfare program; we
have H.R. 1.

Mr. PECHMAN. It is the first time anybody has asked an economist to
try to make music but I will try to make music.

Senator RimICOFF. But it must be impressed upon you, as it has upon
me, this is what is so confusing because there is so little difference be-
tween what you are saying and what Senator Long is saying, and yet
everybody puts it at the opposite end of the spectrum.

Mr. PEC]IIMAN. Mr. Chairman, I think that the Senator is quite right;
our objectives are the same. I think we are trying to say the same thing,
but we say it in somewhat different language.
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You say you want to give money to somebody who is working and
not to somebody who is not working. Well, what you are doing in the
family assistance plan for a man is working is giving him, in effect, a
basic allowance that will take care of the first $2,400 of his family
earnings, you see, and then you are saying, "For every dollar that you
earn you will be able to keep a half dollar.'

Now, the combined minimum payment, plus the amount that he
keeps from his earnings will work out arithmetically the same as if you
design it the other way around; namely, that for every dollar he earns
you will supplement his income a certain amount.

I think the family assistance plan is preferable because we don't
have to do it on an hourly basis. It is not desirable to do it on an
hourly or weekly basis because people have seasonal and part-time
jobs and so on. I think the family assistance way is much the simplest
way to go about it, namely, you take a man's income for a quarter and if
you find he is under the breakeven point you supplement that, making
adequate allowance for his dependents.

The CHAIRMAN. Let's just get to the kind of thing that works out
under your program. If you have a pencil, just write these figures
down and see how it works out: -

You would like that person to have about $3 000 of income guaran-
teed. At that point you are going to try to get him to go to work.

Let's assume you are going to let him keep about $60 a month, which
is the figure under H.R. 1, as I understand it; so add $720 a year more.

Mr. PEoHMAN. Right.
The CHAIRMAN. I-agree with you that a phaseout when you try to

hold that marginal tax rate to 50 percent is a proper objective and I
favor that. I think it is a good idea and I would like to structure it'
that way. .

Now, what figure are you going to come up with if you are going to
let him keep $720 and you start him out with $3 000, how much does he
have to make before you get him off welfare? You let him keep $720
of his earnings and you are going to phase out the $3,000 at a 50-per-
cent rate.

Mr. PEHMAN. Another $3,000. In other words, if he earns $6,720 he
gets no assistance.
I The CHAMMAW. All right. So you have got to get him up.-for a
family of four you have got to get him up to $6,720 before you can
get him off the rolls, to phase out that initial $3,000.

My approach would be to say, well, let's tell this fellow he is not
eligible unless he takes some kifid of a job.

Now, let's assume he starts out--so he starts out earning $2,000 and
ou are building on top of that $2,000 and you are going to make up
alf the difference between that and the minimum wage, or the pov-

erty level.
Well, if you want to get him up to $3,000 then you only have got to

phase out $1,000; if yO'A are phasing out $1,000 by the time he gets up
to $4,000 he is off welfare and off your hands.

Now, that makes a lot more sense to me than it does to h ave him still
on welfare when he is making $6,700-

Mr. PEHMAN. Well, but you are getting-
The CHAIRMAN (continuing). Which is a pretty good income.
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Mr. PEOUMAN. But you are getting into a notch problem. You have
to be careful, Mr. Chairman. If you just limit additional assistance
that you give him after $3,000 to $1,000, the tax rate becomes 100 per-
cent and the problem is to reduce that tax rate so that there will be
adequate incentive to work.'-

ELIGIBILITY FOR BENEFrS ON THE BASIS OF WORKING

The CHAIRMAN. Let me explain this to you. Suppose you start on
the basis of saying that you are not eligible for this program unless
you take a job. All right. You refer him to whatever jobs you can find.
There are a multitude of jobs; admittedly, none of them start you out
as president of the corporation or chairman of the board but there is a
job over there. "Take any one of them and if you won't take one of
those, we will create some kind of a job, a public service job."

Mr. PECHMAN. Fine.
The CHAIRMAN. Let's assume that job, either because it is not

enough hours or not enough wages, onIy pays $2,000.
Now, that is $2,000 of earnings) but he is not eligible for the program

if he is not working.
Now, let us say, and my approach would be to say, all right, the

poverty level for that family of four would be $4,000. Let's make up
half the difference to him; so ydu are having to put up $1,000 and that
is what you are having to phase back out on so at a 50-percent mar-
ginal rate by the time he las made, he has increased his income by
$2,000 he is no longer on the welfare.

Mr. PEOUMAN. The difference between your plan and my plan is
that you have a minimum allowance of $2,000 and I have $3,000; that
is the only difference.

The CHAIRMAN. All right. It is exactly what we are talking about.
Now, the big difference is you are starting him out with $3,000 for

doing nothing and I am starting him out with $2,000 for working; that
.is the big differece.

Mr. PEcHMAN. It is a big difference.
Senator RmICOFF. I think we may be able to settle this right in this

colloquy. You know, this is very fascinating. The first time we really
have had this out on the table.

What Senator Long is saying, and I don't think anybody disagrees,
he wants people to work.

Mr. PEOHMAN. Right.
Senator RICOFF. And he has no sympathy for anybody who doesn't

want to work.
Now, he agrees, too, that you are poor because you don't have any

money in your pocket so let's say you have somebody, whether he is
working in a rural area in Louisiana or he is working in Hartford,
Conn., and he is of the lowest possible-on the lowest rung of the
economic ladder; and he is earning"-he is working and he is doing his
best. He has got a family of four and earning $2,400. Instead of all
this money business and mumbo-jumbo, and the $4,000 is poverty, so
we give that person $1,600 and if, he is earning $3,500 and $4,000 ispoverty, you are giving him $500.

Now, it you want people to work, and what Senator Long says, you
are paying people, encouraging people to work. I agree. think the

-J478 0-72-pt, 2-0
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whole semantics of this argument are what is causing all the confusion.
I have no quarrel with Senator Long's objectives, if we look at per-

spective. In other words, Senator Long says, "I don't want to pay
people who don't work; I want to pay people who work," but we are
saying that in the family assistance program, pe.rt of the President's
program, we are saying that those peop]F who are working and who
are not earning enough, these are not the loafers and no goods; they
are the people who are struggling to keep body and soul together and
are working but can't make it.

Then we say as a nation we recognize everybody who is willing to
work certainly ought to be at the poverty level or above and if the
poverty level of a family of four is $4,000 and that man is earning
$2,400, we are going to get $1,600 through a computer without all the
intervention of these hundreds and thousands, thousands and millions
of welfare workers to do it and we are going to try to train them to
upgrade their jobs and we are going to see to it that if there are no jobs
even at that level in our private market you are going to have some-
thing in the public sector.
I on't think there is any difference at all between Senator Long

and myself.
Mr. PEOHMAN. Agreed.
Senator RIBICOFF. If we start talking about what our objectives are

and work back to them.
Mr. PEHMAN. Senator, I agree 100 percent.
Mr. Chairman, I think that you have described for the working poor

what we have called the negative income tax. Start out with $2,000,
you see. If he earns $2,000 you are going to give him half the difference
between $2,000 and some breakeven level, say, $4,000. That means hc
will wind up with spendable income of the $2,000 that he earns plus
$1,000 that the Federal Government will give him. That is a negative
income tax.

The only problem that I have with what you said is, you wish to limit
assistance to people who are working. Well, the present bill does do
that. It requires anybody who gets assistance under the family bene-
fits plan to register for training and so on, and you have to do some-
thing about them.
. Suppose somebody does what the bill asks, goes to the employment
service or Labor Department and offers himself for work, for domest,'c
service or what have you. I assure you, Senator, that under present
appropriations and present administrative arrangements, most of those
people will not get jobs.

What are you going to do about the men who offer themselves for
work and who are not able to earn income after you have tried to give
them a jobI

All we are asking you to do is to be sure you give them the minimum
$2,000 that you are talking about.

GUARANTEEINO AN EMPLOYMENT OPPORTUNITY

The CHAIRMAN. It will be a lot better for this country, it seems to me,
to admit that we have reached the point now that we can guarantee
that every citizen in this country who is capable of working has an
opportunity to find employment at any time.
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Now, incidentally, a while back we had this fellow up here who was
head of the Hoover Institution, Freeman. He left some of its speeches
here and I believe he will be here to testify as one of our witnesses.
He is against the negative income tax and he is against the guaranteed
annual wage. He says something which I think is significant, particu-
larly since the name Hoover is associated with his organization, which
indicates that even those admirers of Herbert Hoover move forward
with their thinking like everybody else does. He said that while he is
against a guaranteed annual wage for not working, he thinks that the
time has come when we ought to guarantee everybody an opportunity
to work for a living; and I think that-

Mr. PEoHMAN. It is great progress of Mr. Freeman. He probably
didn't say that years ago.

The CHAIRMAN. It is great progress for Hoover, too.
Mr. PECHMAN. That's right. (Laughter.)
The CHAI.MAN. But it seems to me we should have agreed by this

time in American history that everybody who wants to work ought to.
have a job made available to him. If he wont take the job, I don't
think we have an obligation to support him. I suppose we shouldn't
make him starve but I just don't blieve in a high standard of living
for people who refuse to take any job whatever and want to live on the
backs of those out there working very hard and some in adverse cir-
cumstances to provide the taxes that pay to keep welfare going.

So it seems to me if we start out by requiring them to take a job-
Mr. PzCHMAN. Fine.
The CHARMMAN (continuing).And then build on top of that-
Mr. PECHMAN. But if you build on top of that, Senator, I repeat,

you have to decide what you are going to do for the millions of people
for whom you will not be able to provide jobs. They present them-
selves to the Labor Department and there is simply no job. They have
kids at home and they would like to work.

Now, all we are saying is give these poor people who want to work
some sort of basic allowance so they can keep b6dy and soul together.
You are not destroying their incentives by adding income to them in
that case. They have presented themselves !or jobs.

You don't have adequate programs in this country to provide ade-
quate jobs for the people who are poor in this country. Until you do,
the family assistance system must make some provision for the people
who want to work who don't get jobs. Unfortunately, we have not
arrived at a national consensus on how to guarantee jobs to people.
We haven't done that at all.

It is a very complicated problem and I hope that the Congress does
make it possible for the administration, whatever administration it is,
to experiment with methods of making employment available to
people. But let's not kid ourselves that we know how to do it. '

Senator RmiCo". May I interruptI I have been living with the
chairman and this committee now for 10 years and I thiik I know
what bugs him.

First, what he is complaining about, we passed under the Talmadge
proposal just at the end of Congress-here'we have a man at the end
ofthe table, Senator Nelson, a great addition to this committee, who
has been fighting for public s6rvice jobs in the Congress that you
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have been talking about, so we have got those two coming together on
people who are thinking like.

N~ow, you have Senator Lon r who is concerned with the cheaters
and the chislers, the man who %as a family who has run away and
has got a job; somebody ought to get him to make him support his
children. No one can complain about that. The person who is on
welfare and getting payments and shouldn't get payments-but what
fascinates me today is that Senator Long now says that he wants
people who work, pay people for working.

I think what bothers him-I shouldn't be putting words in his
mouth-is the fact that this whole H.R. 1 has been cast in such a
way, instead of two bills it is cast in such a way that these extra 14
million people who are te working poor have suddenly been cast as
a welfare recipient.

Now, if you took them out of that category and you recognize what
Senator Long is talking about, that you are not now talking about
them as a welfare recipient but you are recognizing that as an objective
of a policy you want to take people out of poverty; these are not the
loafers but these are the working people who are not earning enough
to keep body and soul together.

He wants to be sure we take care of those people because these people
are not cheating or lazy; they are working; they are doing all they can
but can't make it and that is why the $400 he wants to give back to
them, which is a step in the right direction, and I think if we start
recasting this thing entirely that we are talking about the family assist-
ance part of this bil, not as a welfare-related objective but as a poverty
elimination of poverty objective, I think that almost everybody around
this table, from Senator Nelson, who has worked with this problem,
to Senator Byrd who is concerned with a big budget deficit, Senator
Hansen, all around the table, Senator Long and myself, it is amazing
how in our philosophical objectives we are not apart. It is a question
of how do we knit them together.

Mr. PEOBMAN. You know perhaps there is something that we could
do. Perhaps you might ask te Department of Health, Education and
Welfare to recast that part of H.R. 1 precisely the way Senator Rlbl-
coff has been talking, namely, right now the cash benefits under H.R. 1
are separated into two parts: one part for people in the category who
are not expected to work if they receive assistance, that is, women, for
example, with children under 9 or 6 years of age. These people would
get cash benefits and i don't think anybody would force them to work
unless they wanted to.

Now, with respect to all of the rest, under the bill they are required
to register for training and to accept jobs if jobs are available.

Now, perhaps. what you should do is divide that section into two
parts: One part is for those people who do accept jobs and who receive
income; they will receive additional supplementation along the lines
of the formula that the chairman recommended. The only difference
between us there, Mr. Chairman, is that our breakeven point is higher
than yours because we think that you arrive at too low a level of assist-
ance; but I think that is a matter of cost and not a matter of principle.
Now, with respect to those people who have offered themselves for
training and employment, and who have not been provided with a
job, you have to decide what kind of minimum allowance you are going
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to give them because they are not shirkers. They have asked you for a
job and you have not given them one and that will satisfy the objectives
that you are seeking.

The CHAIRMAN. If we can work it out in that fashion, I could vote
for the bill, because if we work it out the way it should be worked out,
the money is available only to pay somebody to work. If you can't
provide a job then you should pay him any way.

I am sorry for taking so long in interrogating this witness but I be-
lieve we have had some very interesting testimony here and i think it
should have been explored.

Senator HANSEN. Mr. Chairman, if I could, I would just like to make
an observation.

I agree with what has been said by the other distinguished members
of the committee that this has been very helpful. But Iwould hope that
we don't assume that philosophically and-basically we have received
all of the problems..

I recall that some of the criteria that were assumed as being axio-
matic, as the administration proposed for a welfare reform bill, among
others, included these:

That no one receiving benefits today would receive les under a
revised or a reformed bill and that those presently working would not
be penalized as nonworkers by giving them encouragement to work.

In other words, the incentives iven to people not now working
should not result in a person already working being placed in a dis-
advantageous position.

The net result of those basic premises from which I understand wel-
fare reform was first contemplated, resulted-and I underscore this-
resulted in the projection being made that by 1973 there will be under
H.R. 1 some 26 million people on welfare.

We have talked this morning about the poverty level.
Mr. PECHMAN. Most of those people will be working, though, Sen-

ator. It is terribly important to appreciate that, when you refer to the
26 million, more than 50 percent of them will be the working poor.

The only difference between what-
Senator HANSEN. More than 50 percent will be, you say V
Mr. PECHMAN. It is terribly important. They shouldn't be regarded

as welfare cases.
Senator RiricoiF. Fourteen million ?

FmunrU To APPLY PPALTr FOR REFUSAL TO WOVK

Senator HANSeN. I am more than happy that more than half of
them would be working, but I would suggest that we keep in mind
that under the old WIN program-you earlier testified, Mr., Pechman,
that if we didn't get enough people in employment one of the ways
to assure that more people would be given emploYment would be
to make further appropriations to these work training programs.

Let me remind you, though I am sure it is not necessary, that that is
the very kind of program that some 8,100 people had thought about,
and I am referring to the hearings before this committee, part 2,
Family Assistance Act Of 1970. Tender that very program- to which
you subscribe or I assume you do bY virtue of yovrobservation some
8,100 persons were referred by the Department of Labor to HEW
to be dropped from the rolls, These were persons for whom jobs were
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available. They were persons perfectly qualified in every respect to
take work. They lost track of some 2,000 of them. They don't know
whether they moved away or whether they dropped out or what hap-
pened to them* they don't know.

They wound up with 6,100 who were referred by the Department of
Labor to HEW as failing to take a job when the job was avialable
and offered to them and you know how many finally were suspended
or removed from the roilsI Two hundred 200 of the 6,100.

All I am trying to say in urging a word of caution is this: It is
easy to play with numbers; it is easy to say 26 million need not
disturb us; it is easy to say that as the poverty level rises, let's raise
everything along with it.

The thing that I think is part of the equation which is unknown and
ought further to be explored before we take what I consider to be a
very important and serious departure from all that we might have
learned from past experience is what happens to people near these
levels? We have talked about the notch system. I think Senator Wil-
liams pointed out very persuasively that the trouble with welfare
reform, as was proposed a year or two ago, was that you had these
notches in here and you come to a point where somebody says, "Why
should I do more? Why should I get a better job ?"

You talked about an income tax of 67 rcent. Senator Williams
pointed out that in some instances you might be able to keep, I think,
only a dime out of every extra dollar that you made. That is part
of the problem.

I don't think it is as simple as it might be, and I don't mean tosay this to discredit the earnest desires of everyone here this morning
to try to make it better. I want to make it better too. But I think
we have got to be aware that there are a number 'of people, and
this demonstrates what I tried to say, who for one reason or an-
other plainly don't want to go to work, and so far the Government
of the United States has not demonstrated sufficient resolve to have
them penalized just a little bit.

Of the 6,100 in the judgment of the Department of Labor who should
have been removed from the rolls, the welfare agency, HEW, and-
others involved, State agencies, removed only. 200. I hope we can do
something to make it better.

Mi. PECHRAN. I just have one comment, Senator.
I hope I have not given the impression that this is simple. If I have,I apologize. The committee does not have an easy problem. The bill

is not short. It is complicated and it will be difficult to administer.
I think that the present law is difficult to administer. It is clear that

at least the present administration of the law fails to live up to the
expectations of this committee.

What I am suggesting is that the fact that there are problems does
not mean that the basic idea of family assistance is wrong. The basic
idea is right and I think that the time has come to try it a few years
and see how it can be improved.

Senator NPLsow. Well, I certainly can find much with which I agree
in what you say, Mr. Pechman, but I must say that I think we--before
we adott this system we ought to, review these basic concepts upon
which we'built this new plan.
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I happen to agree with our distinguished chairman 'that when the
drafters and the designers of H,.R. 1 assume that no one receiving
benefits today should receive less, I say if there are people who are
cheating on the program or who, as Senator Long has pointed out,
refuse to admit a marital relationship which is in fact there for all the
world to see, we ought not to say to those persons, "We are going to
let you go along." I think some changes right there ought to be insti-
tuted and that is why I think our chairman has done a very valuable
service to his country and to this committee in raising these basic
questions: Are we encouraging some things that society should not
encourage? Are we condoning things that we recognize are wrong

He has pointed out last year, every effectively, that if you denied
being the father of children in a home in which you were living, your
wife, for all intents and purposes, could be, I think, about $4,700 or
$4,300 better off on a tota[ income of $12,000 than if she were to admit
what is indeed a fact.

Well, I won't belabor the point. I hope that we don't think we are
jlist about to get together and resolve thebill.

I appreciate the contribution you have made. Thank you very much.
The. CHAIRMAN. Thank you very much, Mr. Pechman and Mrs.

Rivlin. We are very happy to have you.
We have s witness who will not be able to be with us this after-

noon and I hope we can hear from him now.
Hon. Samuel A. Weems, prosecuting attorney for the 17th judicial

district of Arkansas. Mr. Wearns had some interesting, experiences
this committee would like to know about.

We are very pleased to have you, Mr. Weems.

STATEMENT OF SAM A. WEEMS, PROSECUTING ATTORNEY OF THE
STATE OF ARKANSAS AND 17TH JUDICIAL DISTRICT CHAIRMAN,
LEGISLATIVE COMMITTEE, ARKANSAS PROSECUTING ATTOR-
NEYS ASSOCIATION

Mr. Wmms. Thank you, Mr. Chairman.
I also not only represent the 17th judicial district of Arkansas, but

I am also chairman of the Legislative Committee of the Arkansas
Prosecuting Attorneys Association, and in that particular capacity I
would be representing those other 18 prosecuting offices in our State.

Without going into my written statements as such-I think they
speak for themselves-I would just summarize it for you and be happy
to answer any questions.

I will begin by saying this, that it has been interesting to meto read
the statements of Secretary Richardson and Under Secretary Vene-
man when they tell us that HEW does not interfere in our local opera-
tions. I can tell you that based on our own investigation in my own
office, I am convinced that I could reduce our welfare rolls in the
aid to dependent children section some 80 percent if I had the coopera-
tion of HEW.

Only a month and a half ago Governor Bumpers in our State issued
a directive to our State welfare department saying as to the rule on
confidentiality it would not apply to crimin al activity and an official
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of HEW out of Dallas overruled him, sent a memorandum out, made
the statement to the Governor, also to our local welfare department,
and it went into effect that there is a congressional action, and I
frankly, gentlemen, had not been able to find it, that says that when

- there is criminal activity involved such as criminal nonsupport that it
is a Federal law, that even though the local welfare office knows of the
frauds they cannot make it available to my office.

And I am of the opinion, gentlemen, unless this attitude in HEW is
changed, regardless of what they say to you here at this witness table,
is the way they apply it out in the field I think, is what continues.

Senator NELSON. Did they recite a title?
Mr. WErMs. No, sir. I have been asking who made that regulation

and also for a copy of it and they have not seen fit to give it to me.
I know you all have asked for things here and they have not givenit to you....
Senator NELSON. Is it a regulation of the Department or a provision

in the statute passed by Congress?
Mr. WPExMs. They tell is it is law and I researched the law and,

frankly, gentlemen, I don't find any congressional act. This is a rule
on confidentiality that would hide criminal activity.*

The CHAIRMAN. May I ask you, my own welfare director from
Louisiana just happened to drop by my office and he tells me they have
an HEW regulation where if he suspects that somebody is on the
rolls by fraud-

Mr. WFxMs. Yes, sir.
The CHAIRMAN (continuing). Not entitled to a penny of that money,

that they can't inquire of the neighbors about that situation-
-Mr. WEEMS. That is true.
The CHAIRMAN (continuing). Without the consent of the person

committing the fraud?
Mr. WEEMS. That is absolutely true.
The Chairman. So if a person is guilty of criminal fraud you can't

even ask the neighbors about that situation without first obtaining
consent?

Mr. WEEMS. I have given you some examples here of what my of-
fice has uncovered because I frankly have not gone along with the
regulations as they tell me I am supposed to go along with, and there
are a number of out and out cases of fraud and-I could gve you almost
100 of the 584 cases that I know are there, but I have used my subpena
powers my office has.

Where the Arkansas Welfare Department has 21 lawyers, I have
spent more time in court with their 21 lawyers trying to get access to
their files than I have them trying to help me stop the fraud.

The CHARMAN. The Governor of Missouri told me that he and his
welfare director tried to do a conscientious job of providing welfare

*Material relative to the preceding discussion appears at p. 85.
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payments to those entitled to it and denying it to those who are not
entitled, and he was confronted with so many threats by HEW to cut
off Federal aid unless they paid the mohey even to people who didn't
deserve it, that he finally just told his welfare director, "Just put
everybody on; just put anybody on, everybody, and ask no further
questions and put them on even though you don't think they belong
there."t

Mr. WEEMS. Senator, let me tell you this. I think our local welfare
office, such as at the county level in my district, have done an excel-
lent job trying to do the same thing. They are bootlegging this in-
formation to me. When I go in and subpena a certain type of files, I
have--I know where I want to go find it. Now, the welfare depart-
ment has fired one of the local caseworkers in my State for her ac-
tivity in my behalf and I aim before the Merit Council tryig to get her
job back and I think that is the lowest, rottenest type of example that
could possibly happen. When you have cases s:-ch as given you here,
this out and out blatant fraud and they fire a welfare employee when
they cooperate with a prosecuting attorney to try to stop it, and I am
convinced, and this is what it boils down to, we talk a lot about able-
bodied fathers. In my district alone, for example, when I took office
we were paying $1.5 million a month January 1, 1971. A year later
we were paying $2 million a month taking care of other people'schildren.

When you look at the records themselves of where those able-bodied
fathers are, where they are employed, and the local welfare office knows
this information, and they could provide it to my office and don't, and
they are right there in the same town with them and they are making
$500, $600,$700 and $1,000 a month and if I had ace' '. to that informa-
tion I think I could do my job if you would give me the tools to do it.
Frankly, I don't have it now and I think if I could prosecute just those
fathers where I know where they are, we could hit 80 percent of them
right off the bat and bring your total down.

The CHA . Are you telling me you are positive in your own
mind and you can prove-

Mrs. WiMs. I guarantee it.
The CHAARMAN (continuing). That to your certain knowledge there

are literally droves of fraud cases on these welfare rolls where HEW
tells the State they will cut off Federal aid to the State if the State
even permits that information to be known?

Mr. WEMS. I guarantee.
The CHAuiAx. The prosecuting attorney who has the duty of put-

ting those people in jail ?
Mr. Wkims. Yes, sir and I guarantee it.
The CHAMMAN. I think that is an utter outrage.
-Mr. Wi xs. I think when you look at page 114 of the transcript

that was published just recently, where Secretary Richardson and
Under Secretary Veneman say they don't interfere either they don't



838

know from whence they peak, because that is not the way the pro-
gram is administered and I would like for somebody--either Secre-
tary Richardson is going to direct his deputy-I wish he would tell
the people in Dallas to let us prosecute criminal violations. He told
you here they did not interfere with it and I don't believe it is any
intent in Congress to let criminal violations go by the board.

Senator RIJaICOFF. Mr. Chairman, I think it appropriate that you
request HEW to respond to the general statement and the specific
of Prosecutor Weems.*

Mr. WEms. I could go one step further. You might also request a
15-page memorandum they sent to Governor Dale Bumpers only last
week explaining their position which the Governor and I have dis-
cussed and neither one of us really understand it.

The CHAMAN. I will seek that.
(Material received from the Department follows. The Chairman also

directed a request for the memorandum to Hon. Dale Bumpers, Gov-
ernor of Arkansas. Governor Bumpers responded with a letter appear-
ing at page 844 enclosing a copy of the same memorandum submitted
by the Department of Health, Education, and Welfare appearing at
page 839.)

THU UNDER SECRETARY o HEALTH,, EDUCATION, AND WELFARE,
Waehlngton, D.C.

Mr. TOM VAIL,
Ch1We Ooune, Oommittee on Finane,
U.S. Senate,
Wa#tnton, D.O.

DEAR MR. VAX: In your letter of January 27 you requested a copy of a mem-
orandum concerning confidentlallty of welfare case file information, sent by the
Department to Governor Bumpers of Arkansas. In testimony before the Com-
mittee, Mr. Samuel A. Weems stated that the Department had sent a fifteen page
memorandum during the week prior to his testimony explaining our position with
reslect to interfering with the prosecution of criminal violations.

An extensive search for a document fitting Mr. Weems' description has failed
to turn up any evidence that such a memorandum has ever existed. We have
checked without success, every possible source of communications of this na-
ture both in Washington and in our Dallas Regional Office, whose responsibility
includes HEW programs In Arkansas. In addition we have inquired of the Gov-
ernor's office and other concerned officials in Arkansas and they have expressed
no knowledge of receiving a memorandum or letter such as that described by
Mr. Weems. I am enclosing a letter to me from Governor Bumpers describing the
written communications he has recently received from the Department concern-
ing disclosure of information. I am also enclosing a letter from our regional stast
listing the memorandums it has sent recently to Arkansas officials on the same
subject.

Of the recent documents on information disclosure which have been examined
In connection with your January 27 request, a regional attorney's opinion of
November 22, 1971, which was sent to the Arkansas Commissioner of Social and

*Views of the Department of Health, Education, and Welfare on Mr. Weems' testimony
is printed as appendix F, p. 1117.
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Rehabilitation Service on November 23, deals in part with several questions
raised by Arkansas officials concerning access of prosecuting attorneys to AFDC
case records, and may be of some interest to the Committee. The answers to the
specific questions raised are clear and unequivocal, I believe-in most cases, a
simple "yes" or "no" followed by an explanation.

Such a document can hardly be characterized as evidence of "interference"
on the part of the Department with Arkansas' administration of Its welfare pro-
gram. In the first place, the State agency requested the advice; In the second
place, our response was a legal opinion, not an "order" from Federal officials to
State officials. The thrust of the regional attorney's opinion Is that selected case
information may be disclosed to law enforcement officials under certain circum-
stances and should be disclosed in cases of desertion, abandonment, non-support
by a parent, and fraudulent applications.

On the other hand, both Federal and State law, regulations, court decisions
(cited in the opinion) clearly prohibit a prosecuting attorney from having free
access and use of all case files based on a general suspicion of fraud among wel-
fare recipients.

Although there does not appear to have been a memorandum such as the one
described by Mr. Weems, I trust that the information provided will be useful to
the Committee in evaluating his testimony. I believe it is evident that Mr.
Weems' charges are based on misunderstandings of applicable law and Con-
gressional intent.

Sincerely yours,
JOHN G. VENEMAN, Under Seetary.

Enclosures.

REGION VI. DALLAS
February 7, 1972.

Re Arkansas--Confidentiality of Case Records.
(This Information received via telephone from Mr. Hall to Mr. Hurley on Feb-

ruary 14, 1972.)
This Is In response to a telephone request from Mr. John J. Hurley on Febru-

ary 4, 1972. Mr. Hurley dictated to us the following excerpt from the testimony
of Mr. Sam Weems of Arkansas before the Senate Finance Committee on Jan-
uary 21:

"I could go one step further, you might also request a 15 page memo they sent
to Gov. Dale Bumpers only last week explaining their position which the Gov-
ernor and I have discussed and neither one of us understands It."

I have checked this matter thoroughly with thi Regional Director's office, the
Regional Commissioner's office, and the Regional Office of General Counsel.
No 15 page memo was sent from Region VI to Gov. Bumpers. On November 23,
1971, I talked to Mr. Dalton Jennings regarding confidentiality of Publc As-
sistance records and sent to him an 8 page memo prepared by Mr., Harold J.
Stafford, Regional Attorney. Mr. Stafford's memo also Included a number of ex-
hibits on the subject. Mr. Jennings advised us he did not send this document to
the Governor's office.

Mr. 3. B. Keith, Regional Technical Coordinator, liaison person on the Regional
Director's staff for Arkansas, advised me that his contacts in the Governor's
office tell him that they have received no such 15 page document as mentioned
by Mr. Weems nor was there any discussion between Mr. Weems and the Gov-
ernor on this subject. As a matter of fact, Mr. Keith stated that the Governor's
office wanted to drop the matter following the initial publicity on the part of
Mr. Weems. Apparently the document Mr. Weems ti. referring to Is the one pre-
pared by Mr. Stafford and sent to Mr. Jenninget November 28 as mentioned
above.

DuDLEY S. HALr,
Aesookate Regional 0omm08etmer, APA.

.
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STATE OF ABKANSAS,
OFFICE OF THE GOViERNOB,
HAttle Rook, February 8, 1970.Hon. JOHZN. G. VENEM AN,

Under Secretary, Department of Health, Education, and Welfare,.
Washington, D.O.

DEAR M. SECRETARY: %'Pur office raised a question pertaining to the com-
munications I have received from the Regional Office of DHEW concerning con-
fidentiality of information on welfare recipients.

To date there have been two written communications on the subject. The first
was a one-page letter from Regional Attorney Harold Stafford to Garry Brewer
on my staff. It was dated November 8, 1971. The second was a letter dated Novem-
ber 23, 1971 from Dudley Hall, AP, SRS, DHEW to Dalton Jennings, Com-
missioner, Social Services Department of SRS. It contained an eight-page Re-
gional Attorney's opinion with eight attachments. The total package had some
62 pages.

If you need further information, please let me know.
Best regards,

Sincerely, ' DAI.E BUMPERS.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
OFFICE OF THE REGIONAL DIREToR,

Dalla Regional Office, November 22, 1971.
Memorandum to: Mr. Dudley S. Hall, Associate Regional Commissioner, Assist-

ance Payments Administration, Social and Rehabilitation Service.
From: Office of the General Counsel.
Subject: Letter October 29, 1971, from Dalton Jennings, Commissioner, Depart-

ment of Social and Rehabilitative Services, Arkansas--Disclosure of In-
formation.

A copy of the Commissioner's memorandum is attached for ready reference
hereinafter (Exhibit 1). In this review of the law and regulations pertaining to
disclosure of information from the files of individual assistance applicants or
beneficiaries It should be remembered that the limitations on the state agency
are Imposed only in those cases where the state desires to receive federal grants
for assistance and are conditions prescribed by the federal law which must be
complied with or the Secretary may elect to discontinue further federal grants.

"The state programs are financed by the federal government on a matching
fund basis. State participation is not required by the Social Security Act. States
may choose not to apply for federal assistance or may join some, but not all, of
the programs. Further, the establishment of criteria for need and other factors
of eligibility, and the level of payments, are left largely to the states. At the same
time, the Act prescribes specified requirements with which all state programs
must comply. And so the states are required to submit to the Secretary of HEW,
and have approved by him, a plan that describes the programs adopted by the
state in conformity with federal law requirements. Once approved, the plan con-
tinues to be subject to the Secretary's scrutiny to determine conformity to federal
law. 42 U.S.C. §1 302, 602, 1202, 1316, 1352, 1396a.

"If the Secretary determines that an approved state plan no longer so conforms
the Act requires that federal payments be terminated, in whole or in part, until
the plan meets federal criteria. Moreover, while the approved plan may conform
to federal law, the Act requires that federal payments be terminated, in whose or
in part, if the Secretary finds that the state's administration of the plan does not
comply substantially with federal law. The Act also establishes a procedure for
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determining whether a state plan conforms to, or state administration substan-
tially complies with, the requirements of federal law. Under the statutory pro-
cedure, the Secretary must give r-asonable notice and opportunity for a hearing
to the state agency administering the plan. 42 U.S.C. §§ 304, 604, 1204, 1316,
1354, 1396c. The Act also provides that a state is aggrieved by the Secretary's
determination after such a hearing may petition a United States court of appeals
for Judicial review of the Secretary's order, 42 U.S.C. § 1316." Connecticut State
Department of Public Welfare v. Department of Health, Education, and Wel-
fare, Elliot L. Richardson, Seoretary, et al. United States Court of Appeals,
2nd Circuit, Docket No. 71-1574, decided September 3, 1971 (Copy attached as
Exhibit 2).

In each of the categorical assistance programs the law prescribes that the State
plan for aid and services must:

"(3) either provide for the establishment or designation of a single State
agency to administer the plan, or provide for the establishment or designation of
a single State agency to supervise the administration of the plan :" (See. 402(a)
(3), Social Security Act. Aid and Services to Needy Families with Children. For
similar provisions see Section 2(a) (3); Sec. 1002(a) (3); Sec. 1402(a) (3);
Sec. 1902(a) (5) ; and Sec. 1602(a) (3)).

In like manner each program further requires that each state plan must:
"(9) provide safeguards which restrict the use or disclosure of information con-

cerning applicants and recipients to purposes directly connected with the admin-
istration of aid to, families with dependent children :" (Sec. 402 (a) (9) of the So-
cial Security Act. For similar provisions: State Old-Age and Medical Assistance
Plans, Sec. 2 (a) (7) ; Aid to the Blind, Sec. 1002 (a Y (9) ; Aid to Permanently
and Totally Disabled, Section 1402(a) (9); Combined Plan for Aid to Aged,
Blind, and Disabled, Section 1602(a) (7) ; and State Plans for Medical Assist-
ance, Section 1902(a) (7)).

Regulations promulgated by the Secretary to Implement the disclosure of Infor-
mation and the single State agency responsibility In each of the assistance pro-
grams are published as Code of Federal Regulations, Title 45, Part 205.50,
Safeguarding information; and Part 205.100, Single State Agency (Copy attached
as Exhibit 8). These requirements formerly were In the Handbook of Public
Assistance Administration and were transferred to the Code of Federal Regula-
tions February 27, 1971.

Under the foregoing law and regulations the designated single state agency
must pursuant to State statute limit the disclosure of Information concerning
any applicant or recipient to purposes directly connected with the administration
of the program. The designated State agency may not delegate this re en.1stbility
to other than Its own officials. 45 C.F.R. 205.100(c).

The Answers to Specific Questions from the October 29, 1971, letter are
therefore:

"1. (Jan a proseoutng attorney review records of all of our APDO cases upon
demand?"

Answer. No. Information to be furnished prosecuting attorney Is t.,r determina-
tion by the State Department of Social and Rehabilitative Services and must be
limited to that Information needed In the administration of the program.

State Agency in administering its program has responsibility to refer informa-
tion from cases of desertion, abandonment, non-support by a parent, and fraudu-
lent applications to appropriate law enforcement officials and to cooperate in
carrying out these phases of the administration of the assistance programs.

For example, Title 45, Code of Federal Regulations, Part 220.48 (b) and (c)
provide:

"(b) There must be a plan of cooperation with courts and law enforcement
officials and pertinent information must be provided them wlhen the!r assistance
Is needed in locating putative or deserting fathers, eststblishling paternity and
securing support.

"(c) In developing plans for cooperation with courts and law enforcement
officials, there must be agreement that the Information provided by the State or
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local agency will be used only for the purpose intended. There must be provision
for financial arrangement to reimburse courts and law enforcement officials when
it is found necessary for them to undertake services beyond those usually pro.
vided in ruch c-ases."

"2. () (an the proaeouting attorney review the records upon request on an
individual case?

(b) If the prosecuting attorney requests the record, under what circumstances
may the record. be released to him?

(o) May the whole record be released to him or only that part relating to a
deserting or abandoning father?"

Answer. 2(a). Normally No. State Department Official charged with custody
of Record in most instances would make only information essential to specific
enforcement action available. It is conceivable that in some individual case, State
agency may consider it advisable for prosecuting attorney to review all the
records on the particular case but as provided under 45 C.F.R. 220.48(c), there
must be agreement that information provided will only be used for purpose
intended.

2(b) and (c). The designated State agency should retain custody of assistance
records at all times. When it deems duplicates or photostats are needed in ad-
ministration of the program, it should supply them.

"8. (an the prosecuting attorney remove any record from a county welfare
office?"

Answer. No.
"4. May the prosecuting attorney photostat a record or any part of a record?"
Answer. If designated State agency believes they are necessary for program

purposes it should supply needed duplicate, summary or photostat.
"5. May the prosecuting attorney subpoena a county record with a Subpoena

Duces Peoum?
"If the records may not be subpoenaed, will you please cite the authority for

denying the records to him under suoh a subpoena?"
Answer. The Regulations referred to above contemplate that there may be

instances when a case record may be subpoenaed. The Code of Federal Regula-
tions, Title 45, Part 205.50(2) (iv) (v) provide:

"(iv) In the event of the issuance of a subpoena for the case record or for any
agency representative to testify concerning an applicant or recipient, the court's
attention is called, through proper channels to the statutory provisions and the
policies or rules and regulations against disclosure of information.

"(v) The same policies are applied to requests for information from a govern-
mental authority, the courts, or a law enforcement official as from any other
outside source."

The State Plan of Arkansas, Section 7230 provides:
"7230 Release of Information with Permission of or at Request of the Client

"Information concerning an applicant, recipient ci other person known to the
agency will not be made available to the court, grand jury or prosecuting attorney
except when the client request the release of information in writing or by per-
mission of the Commissioner. Any other release of information will be forced by
due process of law.

"If an employee or a case record of the Department is subpoenaed by a court,
grand Jury or prosecuting attorney, the County Director or his representative
will immediately telephone the State Office. (collect) to notify the Commissioner
of the full detail of the case. Usually the County Director will be instructed to
confer with the Judge of the court or the district attorney, or his County deputy
whichever is appropriate to call attention to the provisions of the Social Security
Act and Section 32 of Act 280 and the opinion of the attorney general.

"If the Commissioner declines to permit the employee to give testimony or the
case record to be used, the Commissioner will attempt to secure a delay so that
legal counsel can be obtained. When an employee or a case record is subpoenaed,
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the County Director will submit to such legal process and he, or counsel, will
plead the law and rules on disclosure of information and explain their purpose
to the court."

Section t251 provides:
"7251 Opinion of Attorney General Relative to Confidential Nature of Recorde
"'Mrs. HENRY BETHELL,
Commissioner of Public Welfare,
Little Rock, Ark.

"'DEAR MRs. BETHELL: We have your letter of January 17th in which you in-
quire as to the confidential nature of records of the State Department of Public
Welfare.

"'You are advised that Section 82 of Act 280 of the Acts of 1989 provides that:
"' "All applications and records concerning any app.icant or recipient of gen-

eral relief or assistance grants shall be confidential and shall be open to inspec-
tion only to persons authorized by the State Department or the U.S. Government
in connection with their official duties."

"'We have, in this State, several statutes dealing with confidential information
and communications such as communications between husband and wife, physi-
cian and patient, and persons and parties deceased. Our Supreme Court, has i n
many cases held that communications such as the above cannot be forcibly re-
vealed in court. It is our opinion that the Legislature in the provisions of Act 280
placed the records of your Department in the same field as the above.

"'It is therefore our opinion that the State Department of Public Welfare
could not be forced to give out any information, oral or otherwise, contained in a
case record, or information obtained by the Department in carrying out its official
-duties.

"'You are advised that of course, a court or prosecuting attorney would have
the power to subpoena a worker or a case record just as they would have the
power to subpoena a physician or other person. The objection to the use of the
testimony would have to be raised at the time it was attempted to be used. In
other words, the Department of Public Welfare cannot be compelled to disclose
the confidential information.

"'Hoping this is the desired information and if there is anything further, please
let us know, we are,

"'Very truly yours, "'IKE MUMIY, Attorney General' ".

In the case of State ex rel. Hougland v. Smythe, Judge, 109 Pac. 2d 706, June 6,
1946, before the Supreme Court' of the State of Washington on appeal from the
Superior Court, this latter court sitting as a juvenile court had subpoenaed the
assistance records of the Welfare Department on a fourteen year old incident to
the delinquency proceedings and determination of future custody of said minor.
In affirming the order of the juvenile court for the subpoena, the State Supreme
Court stated:

"(1) It will be noted that the intent of the Federal statute quoted above is
to restrict the use or disclosure of such information to purposes directly connected
with the administration of aid to dependent children, and that the state act em-
powers the department of social security to establish and enforce reasonable rules
and regulations for safeguarding official information against disclosure or use
thereof except for purposes directly connected with the various kinds of public
assistance. It will further be noted that the rules and regulations adopted pur-
suant to the foreground statutes seek to accomplish the same end, and, anticipat-
ing that such records may in certain litigation be subpoenaed, they provide that
the officer to whom the subpoena is directed shall appear In court and plead such
rules and regulations. It is significant that this provision of the rules and regu-
lations does not command or suggest that the officer thus subpoenaed shall in all
events disobey any order of the court relative to the production of such records
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and the disclosure of the information contained therein, but only prescribes that
the officer shall by proper plea inform the court of the existence and prohibitive
requirement of the rules."

The Court further stated:
,,(') * * *
"So far as the secrecy of such records of the welfare department is concerned,

we are confident that it will as wholeheartedly be respected and as sedulously be
preserved by -the juvenile court as it will be by the officers of the welfare depart-
ment. Rem. Rev. Stat. § 1987-10, to which the respondent judge herein referred
in his memorandum opinion, makes adequate provision not only for private hear-
Jngs in such matters, but also for the withholding of all reports in such cases
from public inspection and for their ultimate destruction."

"Question 6. If the prosecuting attorney obtains information from a case record,
what restrictions regarding the use of this material are applicable to him?

Specifically, may he release any of this information 'with or without case names
to any news media?"

Answer. The Prosecuting Attorney should utilize information supplied him by
the Designated State Agency only for the purpose for which it is supplied and
as pointed out In 45 Code of Federal Regulations, Part 220.48(c) supra, should
agree to this condition under the Agency State plan for cooperation with law en-
forcement officials.

As to the release of any of this Information by the Prosecuting Attorney to the
news media, the test in each case would continue to be as to whether this was a
use directly connected with the administration of the assistance program and
consistent with the agreement under which the State Agency supplied the infor-
mation.

CONOLUSION

The Social Security Amendments of 1939, Public Law 379-76th Congress pro-
vided under Title I-Old Age Assistance and under Title IV-Aid to Dependent
Children that effective July 1, 1941, a State plan for thee programs had to provide
safeguards which restrict the use or disclosure of Information concerning ap-
plicants and recipients to purposes directly connected with the administration
of the respective assistance programs.

Since that date the successor federal agencies administering the assistance
programs have consistently required compliance with these restrictions or have
withheld federal funds. During this period of thirty years there appear to have
only two cases on disclosure that have gone past the findings of the Secretary of
Health, Education, and Welfare, or his predecessors in responsibility, to the
Courts. In each case the validity of the disclosure law and its administration
have been upheld.

The first of these was State of Indiana ex rel. Indiana State Board of Public
Welfare vs. Diwing, Federal Security Administrator of the Social Security Act,
99 Fed. Supplement 734, United States District Court, District of Columbia,
September 7, 1951.

In this case a state statute made lists of the names of Old Age Recipients avail-
able for public inspection. When the Administrator refused to make further
federal payments to the State for old age assistance because this disclosure
was not in compliance with, the provisions of Title I of the Social Security Act,
the State sought Court review of the action. Summary judgment was granted
in favor of the Defendant.

This case is attached as Exhibit 4. Also attached is a copy of the case before the
Court of Appeals at which time It was remanded by agreement of the Adminis-
trator because of the case at that time had become moot. 195 Federal Reporter
24556.

General Counsel has also forwarded us a copy of the judgment and opinion in a
case before the United States District Court for the Northern District of Illinois
which has not been published in the Federal Supplement system. This is the case
of United States of America (Bureau of Internal Revenue) vs. Raymond M.
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Hilliard, Director of CJook County Department of Public Welft'rc. . 54C 764,
March 4, 1955. Copy of the opinion is attached as Exhibit 5.

In this case Internal Revenue by subpoena sought production of Age As-
sistance records. The Court in dismissing petitioner's complaint 4-,'

"It cannot be denied that the records In question were not r!quisltioned 'for
purposes directly connected with the administration of old-age assistance'. The
pertinent language of Section 302 Is clear and unambiguous."

In the beginning of this memorandum reference is made to the case of Connec-
ticut State Department of Public Welfare vs. Department of Health, Education,
and Welfare. At the beginning of this conformity case a state statute making wel-
fare records available to the State Department of Finance without restricting the
disclosure of information to purposes directly related to administration of the
assistance programs was at issue.

A copy of the findings of John D. Twiname, Administrator, Social and Rehabili-
tation Service, September 24, 1971, is attached as Exhibit 6. On issue No. 10(a),
Page 4, of the Exhibit he found that the State by legislation effective July 2,
1971 had amended section 17-83(b) of the General Statutes of Connecticut (the
statutory provision which gave rise to issue 10(a)). The disclosure issue accord-
ingly was removed from the hearing proceedings.

For reference, however, the recommended findings of the Hearing Examiner
on Issue 10(a) is attached (Exhibit 7).

Also attached for reference is a copy of the decision of John D. Twinamo of
May 28, 1971, in the Connecticut Conformity Hearing, when Issue No. 10(a) on
disclosure was still a part of the Hearing (Exhibit 8, see page 7).

HAROLD J. STAFFORD, Regional Attorney.

STATE OF ARKANSAS,
OFFICE OF THE GOVERNOR.

Chairman RUssELL 13. LONG,
Senate Committee on Finance.

DEa SENATOR LONG: Pursuant to your request by telegram dated March 6th,
I am enclosing copy of memo dated November 22, 1971, to Mr. Dudley S. Hall,
Associate Regional Commissioner from the Office of the General Counsel.* The
memo was in reply to a letter from Arkansas' Commistsioner of Social Services.
Incidentally, the memo is eight pages long. We have no record of a fifteen page
memo.

We feel that the confidentiality rules of HEW are unduly restrictive, par-
ticularly in their application to public officials, especially prosecuting attorneys.

If my office can be of further assistance, please let me know,
Sincerely,

DALE BUMPERs.

The CnAu~m.N. It has been my impression that about one-third of
these family cases don't belong on these rolls at all and HEW contends
there is only 1 percent fraud or 1 percent detectible fraud, that they
subsequently admitted here in Washington there were 5 percent; and
I will now say they put the lady out of a job because she admitted it
was 5 percent.

Mr. WEEMS. Senator, here is what the problem is: Is it what you call
fraud. To me when you have an able-bodied father and he is not sup-
porting his children, he is making $600 a month and is in the same
town where the mama is and he won't give any support to her, I con-
sider that fraud. HEW would say that is not a fraud case because the

*See p. 840.

?S-673 0 - 73 - pt. A - 10 BEST AVAILABLE COPY
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children are deserving. There is no questi6n the children are deserv-
ing. What I am saying to you is they don't count in their statistics;
they won't even tell me where the father is or what he is making or
cooperating with me in taking that woman off welfare. That is not
statistics.

Senator RIBICOFF. Sir, under the laws of Arkansas it is incumbent
of the father to support his children and subject to criminal sanc-
tions?

Mr. WEEMS. Yes, sir.
Senator Rmicorr So couldn't you, if you knew a father was not

supporting that family,couldn't you proceed?
Mr. W is. Oh, yes sir and we do and we act under those general

Arkansas statutes. M problem is--
Senator RImcoFv. here does the problem come with HEW in that

particular type case?
Mr. WFzms. In that particular type case how am I going to know

about it if the welfare department doesn't tell me, if the mother doesn't
tell me?

Senator Rmicorr. Doesn't tell you that the father is not contribut-
ing?

Mr. WEEMs. That's right.
Senator RizicoFr. In other words, they keep paying the welfare

to the mother and children and they give you no information?
Mr. W xEMs. Yes, sir.
Senator RIBICOFr. That the father is neglecting to pay anything?
Mr. WEmms. Yes, sir; that is the problem right there in a nutshell.
I think the responsibility should be on them to advise us of all the

information that they have to make it available to us..
Senator RIBicoFF. Do they know? In other words, you contend that

the welfare authorities know that the father lives in that town, he is
earning X amount of dollars and contributing nothing to the support
of his wife and children?

Mr. WEMs. Yes, sir. I have given a number of examples of just this
type thing when we subpoenaed their files.
-The CiAIRMAN. Mr. Weems, this comes'as a surprise to me to fiid

out about this. It came to me as a surprise to find out that where you
have a man who is the father of the children, living under the same
roof with the mother, the HEW regulations require that that family
be placed on the welfare rolls merely because that mother says he is
not contributing to the support of those children. Now, legally he owesit?

Mr. Wmis. That's right.
The CHAumi_. Let's assume he is making $700 a month and he

owes support of the children and, frankly, probably is contributing
but it is to his advantage to deny it because they will go on welfare
for the full amount if he denies it f

Mr. WFms. That's right and they won't tell me when they put them
on there.

The CHAntmAN. My welfare director told me last night-I was
apaazed to find this out-he is required by Federal regulations to put
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that family on and there is no provision for requiring that a suit be
filed against that man to determine him to be the father of those chil-
dren and made to contribute to their support.

Now, if I am the attorney for Uncle Sam, before I load those children
on Uncle Sam's back for a lifetime, the first thing I want to do is to
see that we sue the man whose children those are, to declare him to
be the father and/or require him to support them.

Now can we justify loading these rolls down with people like that
and then tax other people to pay for it? You are telling me that the
department tells you as a prosecuting attorney that you are denied
access even to the records to know about this so you can prosecute the
man and do your duty as a prosecuting attorney?

Mr. WEEMs. That is correct, sir.
Let me add one other thing. I am ,the author of act A-22 of Arkansas

which was passed about a year ago which allowed a prosecuting attor-
ney to file a civil action in conjunction with criminal activity and the
reason that I did it that way was so we could cut our caseload in half.

What I have done is I have learned of able-bodied fathers that had
put their dependents on the welfare rolls. -I have filed joint criminal
and civil action and we have collected several thousand dollars and
paid it back to the State welfare office; and the first $1,200, the first case
we collected, they called me in and said, "What do you want us to do
with it?" and I said, "What do you mean, what do you want me to do
with it ?"

"We have no way of taking it back." So we have no way to take it
back. We keep spending money. They have 21 attorneys in the welfare
department; they never have filed a first suit in our district, never col-
lected the first penny. Instead they spend more time investigating me
and being in court with me rather than trying to cooperate with me and
I think, frankly, there is something badly wrong with the system when
you can't have any kind of coordination other than what we are getting.

And I contend to you if H.R. 1 is passed as it now reads, unless we
take care of these kinds of problems we are going to compound the
problem.

I think one of the things seriously wrong with our present welfare
system is we don't have any enforcement because of the attitude that
HEW has taken.

For example, we have gone into food stamps in my district and I
mention on page 8 of my testimony, and this is kind of tragically
funny, when in July of last year-and I will just give you one case that
we found-the local office found the fraud and under their procedure
when they find it, they can't send it to me but have to give it to the field
supervisor. The field supervisor sent a report of the fraud to the finance
section of the welfare department; the finance section sent a report of
the fraud to the welfare department's food stamp coordinator; the food
stamp coordinator sent a report of the fraud to the committee on over--
payment of the Arkansas Welfare Department; the committee on over-
payment sent a report of the fraud to the welfare department's attor-
ney who is also a member of the committee on overpayments.

Six months later the legal department-their 21 lawyers-sent a
form letter out asking the fellow to pay it back and he didn't and they
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forgot it and they have never done anything else and because of this
absurd rule on confidentiality they won't give it to me for prosecution.

But in this particular case this woman had falsified her assets and
income and when I sent my investigator out we didn't tell her we
were coming, we just went, and she said, "Oh, my goh, we don't want
any trouble,' and so dhe sat down and wrote a check, a $1,041 check.

He said, "Lady, is that check any good?" and she handed him the
bank statement and she has something like $5,000 in the bank state-
ment. You know, how many of us can write a check for $1,000 on
our checking accounts?

I can give you 30 or 40 examples that I stumbled into where I sus-
pended all of the welfare department officials, which they don't like,
and knowing those assets are there, knowing this situation is in exist-
ence, and yet they do nothing because of this rule on'confidentiality.

But I would mention one other thing that I think is the most tragic,
most pathetic example of our present welfare situation. I have had
to make some rather traumatic decisions that affect young people; in
fact, I had to ask for the death sentence of a 15-year-old, which he got,
and got off of because of notoriety; but we also have some good things
which will become a model for the community.

We also have had things but when I am responsible for making
a decision for making a penal sentence for a youngster and the Arkan-
sas Welfare Department has 1,700 employees, $10 million, the psychol-
ogists, psychiatrists, and a juvenile section-in several instances this
year where they have prepared background work on youngsters who
were having troubles and then that youngster finally committed a
crime and deal with them. Then they have the audacity to tell me
that because of this rule on confidentiality they cannot share this
background, these psychiatric reports and psychiatric studies that
might be helpful to me in making a decision affecting that young
man's life, when I know that 70 percent of the children I deal with
once I send them to an institution they are going to become criminals.
Gentlemen, there is something badly wrong in this administrative
structure in this regard and think it is al the way from welfare.
The way we approach this whole problem, it is not realistic, gentle-
men. It is your position to change it and I think it is going to take legis-
lative action to do it.

I would ask you-I would urge you to give us the tools to do our
job so that We can enforce our laws.

The CHAIRMAN. I want to do more than that. The HEW Seoretary
told this committee he was willing to cooperate with any measure we
might pass to require a father to support his children. I would like
for you to help us put together a bilf that will reimburse the State
for any expense it is out so you can hire any help that you need, and
will also put a burden on the U.S. attorneys around this country.
And these so-called poverty lawyers instead of spending time suing
the Government to load the welfare rolls down with people who don't
belong there, to sue some of these runaway welfare fathers to make
them contribute to the suppod of their children.

It is because of the kind of thing you are talking about that every-
body in this country knows about-the people who live right next door

these welfare cases are adamantly against putting any more into
that thing and that is why in 50 States out of 50 you cannot find a
single State legslator willing to put more money into it.

Mr. Wrmms, That is true.
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The CHAIRMAN. If HEW is covering up all this fraud, how can you
expect to uncover it if they are running the program in the pristine
fashion they claim they are doing?

Mr. WEEMs. I think Secretary Richardson was sincere in what he
said. I don't think he knows what the people in Dallas are doing,
evidently. I just can't believe it would be the Department policy to
conceal fraud and especially when you see it in 30 percent of the cases--
you see in my district because I made an indepth study and used many
people on it and this is the reason the American public simply does
not have confidence in our welfare system.

I hope in the months to come I intend to subpena every dadblamed
file in my district and I hope in the next 18 months I can tell every-
body in my district the people on the rolls are entitled to be there.

But the inequities--4but let me give you one other example that I
think really crystallizes the problem:

In one of my counties I know of one situation where you have a
father, three children, and the wife. The father is totally disabled and
that family ,has to get by on, like, $280 a month and this is their total
income.

Les than a half mile on the same road where this particular couple
lives there is another couple, a papa, a mama, and four kids. We
have a formula basis for welfare: the mother making $300 a month
and also applying for aid to dependent children getting $156--there
she was also getting food stamps-and by the time you totaled this
all up she was getting better than $600 a month. Of course, you can't
go and check on weekends, either, Senator. But this particular father,
when I found him, was working in Little Rock which was some 40
miles away and he was coming home on weekends and he was bring-
ing home something like $440 a month and the tragic part of it is,
the Arkansas Welfare Department knew of both of those situations
and did nothing about it; and, I submit to you, that is an inequity in
our system because that family with a disabled father getting aiong
on $280 needed part of that $600 the other family was getting.

The CHAIRMAN. What was the combined income of the family?
Mr. WP.Ems. They were getting over $1,000 a month.
The CHAIRMAN. That is the kind of thing people complain about

and if we don't correct that mess, but just add more people to the rolls,
we will be properly condemned in my judgment.

Mr. WFFMs. Senator, I know from speaking to all the other prosecu-
tors in our State if you give us the tools and get HEW off our back, I
assure you we will reduce the welfare rolls. But if you don't pass some
legislation abolishing this rule on confidentiality directing these people
to cooperate with us, our hands are going to be tied.

I have mentioned several specific things in here such as the mis-
demeanor, as I expect you know, of crossing State lines that will really
create more problems for us simply because under the interstate com-
pact with States you can only extradite people on felonies so even
though the way your language now is, if you make it a misdemeanor,
in our State now and all other States a felony, even though we find
a fellow in Tennessee, it won't do me any good because I can't bring
him back.

The CHAMMAN. Well, we can place a burden on the Federal Gov-
ernment to prosecute these cases and we can also do what we can to
require the State agencies to cooperate with you. You help us draft the
law to see that you have adequate authority and that other State at-
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torneys have adequate authority, and while we are doing it let's try to
impose as much burden as we can on these Federal lawyers to give
Uncle Sam and the taxpayers a little break for a change, instead of
spending all their time trying to bankrupt this country by loading the
welfare rolls and others down with people who don't belong on there.
I think we might be able to make this into a program that the people
would approve. * _

Mr. WREMS. I think that to make it work effectively it is going to
take district offices such as mine, State offices such as the State welfare
department, your Federal attorneys it is going to take a really good
coordination of all of these agencies rom an enforcement end of it, not
to embarrass any recipient and I don't think any of us would want to
do that; and I think this is the position HEW has taken. I certainly
think the identity of innocent people should be protected but when you
take it and go to the absurd conclusion that it applies to everybody,
that, I think, when somebody is committing fraud we should prosecute
them if that is what it takes to remove them from the rolls.

I know one thing, since we started the campaign in my district our
applications are not as high percentagewise as they are in any other dis-'

tricts in my State and we convicted more people of it probably than
anyone else; and I think it is going to have a positive effect only on
those people who are trying to perpetuate frauds on our society as awhole, and I think if we can do this type thing people are going to have
confidence again in what we are trying to do. We ask for your help,
gentlemen. -

The CHAIMAN. Any further questions, gentlemen?
Well, thank you very much. We appreciate it.
Mr. WEEMs. Thank you..
(The previous witness' prepared statement and excerpts from theFederal Regster and Handbook of Public Assistance Administration

relative to the preceding testimony follows. Hearing continues on
p. 860.)

STATEMENT OF SAMUEL A. WEEMS, PROSECUTING ATToRNEY FOR THE 17TH JtDICIAL
DISTRICT OF THE STATE OF ARKANSAS AND LEGISLATIVE CHAIRMAN OF THE ARKAN-
SAs PROSECUTING ATTORNEYS ASSOCIATION

Mr. Chairman, I am Samuel A. Weems, Prosecuting Attorney for the 17th Ju-
dicial District of the State of Arkansas. I also appear here today as Legislative
Chairman of the Arkansas Prosecuting Attorneys Association, which includes the
Prosecuting Attorneys for all of the 19 Judicial Districts of our State.

We who are charged with the enforcement of criminal laws are concerned with
some of the provisions of H.R. 1. I would like to take this opportunity to share
with you some of my experiences in connection with the administration of our
welfare laws. I hope that this view of the welfare program from the side of law
enforcement officials will be helpful to -the Committee in drafting the final version
of H.R. 1.

On page 114 of the transcript published for use of the Senate Committee on
Finance as to hearings on H.R. 1, said hearings heretofore on July 27, 29, August-
2 and 3, 1971, Senator Byrd made the following statement to Secretary of HEW
Richardson:

"Now, Mr. Secretary, on page 2 of your statement you say that during the dec-
ade of the Sixties, the AFDC rolls increased by 4.4 million people, a 147 percent
increase. Then you say further in the year following the President's initial call
for Welfare reform, in August, 1960, the rolls increased an additional 50 percent."

On page 115 of the hearings under-secretary Veneman said the following to
clarify this point:

"There has not been a new administration with regard to the administration
of public assistance programs in this country. The public assistance programs
are administered by State and local governments. The Federal Government has
absolutely nothing to do with the administration."

Secretary Richardson then added the following statement:.
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"I would be very glad, Senator, to have anybody scrutinize the processes that
have been administered so far as the Federal role is concerned in the interval
since January 1969. I hope that such a scrutiny would disclose that in some re-
spects the situation has been tightened up and improved in administration; the
audit procedures are more adequate. But I am sure that you will not find that
there has been any relaxation."

The Secretary went on to say "I totally agree with your observation that some-
thing is radically wrong and of course that is why we are here, to try to persuade
you to do something about it."

I wouid make the following observations as to the administrations' statements:
1. The department has so tied the hands of local officials that it is impossible

to reduce the AFDC rolls contrary to Mr. Veneman's and Secretary Richardson's
statements.

2. The provisions of H.R. 1 as passed by the House have not properly dealt
with the causes of the tremendous increase in the AFDC rolls. H.R. 1 will com-
pound the problem, not solve it, as Secretary Richardson suggests.

Gentlemen, I would begin my remarks with perhaps an over simplification
of the Aid For Dependent Chilaren Programs as it applies to the people of the
United States.

We do not object to the contributing of our tax dollars to support the elderly,
the disabled, widows and above all, children. However, we do object to supporting
the families of able bodied fathers.

In my Judicial District I have outstanding as of October 1, 1971, 534 AFDO
cases. This is an increase of 100 since January 1, 1971 when I first took office as
prosecuting attorney.

Based upon my experience, up to 30 percent of these cases could be removed
from the welfare rolls because the father is able bodied and employed.

My office has started a campaign to locate and (1) prosecute able-bodied fath-
ers for failing to support their families and (2) file civil suits to recover from
the able bodied father funds paid by the state to support his family.

Even though I am the chief attorney for the State of Arkansas in my district
and contrary to the above administration's statement of no federal government
interference in the administration of the AFDC program, it is not a correct
statement as it is applied by the Department of Health, Education and Welfare
to the State of Arkansas. I suspect the same is true in the other states.

The present administration has adopted a policy of confidentiality to such an
extent that Information necessary for criminal prosecutions is not available to
my office.

Frankly, under the provisions of HR 1 the problems will increase because this
policy has not been eliminated.

To substantiate this statement I would share with you the results of a recent
investigation my office made into several specific cases in one of my counties. I
would mention that I subpoenaed these cases at random and made a detailed
investigation into each case. I will leave for your judgment if the Administra-
tion's statement cited above is correct when applied to a specific state.
Oase No. 1: Husband and wife living together

Three children, mother has been drawing welfare since March, 1971. State
Welfare office certified that $505.00 paid to support children. Subpoenaed rec-
ords show $875.00 paid by State.

(1) Action taken: Civil suit against father to recover $875.00.
(2) Subpoena to wife to determine if criminal charges will be filed against her

for obtaining money under false pretences. Welfare file reflects wife told welfare
workers repeatedly she had not seen father and did not know where he was--yet
he Is employed in Little Rock.

ase No. 8: Mother and Too OChldres
File reflects mother has no source of income, yet investigation reveals she is

employed. Father Is employed In same city where mother lives. State Welfare
office certified that $546.00 paid to support children. Subpoena records show
$1002.00 paid by state.

(1) Actom taken: Oivil suit against Father to recover $1002.00 and warrant
of arrest for non support of children.

(2) Subpoena to mother to determine If criminal charges will be filed against
her for obtaining money under false pretense.
t ase No. 3: Mother Has FoUr Chidren

The state welfare office certified the case to my office for action. Investiga-
tion revealed that father has beeA deceased since 9-21-85. Upon subpoenaing
welfare records the case file reflected father was deceased as welfare department
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had proof of death. Because of welfare policy this information cannot be made
available to my office.

Action taken: None.
Oase No. 4: Mother and Three (Ohldren

State Welfare Department certified the case to my office as non support that
$1,471.00 had been paid as support payments-The subpoenaed records reflect
that as much as $2,303.00 may have been paid.

The subpoenaed file also reveals father has been paying $25.00 a week in support
payments as per the order of the chancery court since 7-27-70. Yet this informa-
tion is not available to my office except by subpoena.

Action taken: Subpoena of father to determine his earnings in order to deter-
mine if state funds can be recovered. There is no information in welfare file as
to his earnings.
Oase No. 5: Mother and One Ohild

State welfare office certified the case to my office and states that $840.00 in
state funds had been awarded the mother. Subpoenaed file reveals as much as
$1,335.00 may have been expended. Investigation reveals that father deserted
wife and child, applied for a divorce, had a blood test taken prior to the granting
of the divorce, remarried immediately after the divorce and now has a 2nd child
by his second wife. He is employed.

Action taken: Warrant of arrest for child abandonment and the filing of a
civil suit to recover support payments paid. ($840.00 recovered, paid to State).
(Jaee iNo. 6: Grandmother and Ohild

Welfare department certified that $204.00 paid as support It would appear
that this amount is correct. The welfare file reflects father works in North Ar-
kansas when upon investigation father works in South Arkansas.

Action taken: Warrant of arrest for child abandonment and filing of a civil
suit to recover -t: 'e money.

Tase No. 7: Mothter and Three Illepitimate (hldren
Investigation reveals that county Judge in 166 made a Judicial deternitnation

as to who was legal father. Father was ordered to pay support yet he never has.
The state welfare department certified that $5,026.00 has been paid for support.
The father is in Little Rock and is employed.

Action taken: Warrant of Arrest for child abandonment and filing of a civil
suit to recover support payments paid.
case No. 8: Mother and Three Children

The state welfare department certified that $4,929.00 had been paid for
support. The subpoenaed file reflects that as much as $10,869.00 may in fact have
been paid. The file reflects the legal father of one child is unknown. The file
reflects the father of one Illegitimate child may be deceased. The file reflects-the
following information as to the third illegitimate child:

The case worker was advised that on 11-15-66 by a reliable source that the
mother was living with a certain individual and that he was supporting her.
The mother was drawing welfare assistance on the first two children during this
period. The welfare director recommended no action be taken.

The subpoenaed file reflects that on 12-19-68 mother came to local office and
reported she was pregnant. The mother is now receiving assistance for all three
children.

A local welfare official required the third father to sign the, following state-
ment: "I a acknowledge that is pregnant with my child.
I will support while she is sick and will pay her hospital and doctor
bills. I further state that I will support this child when it is born.". The file reflects -he has never supported the child. This statement would not
have been provided'my office without Subpoenaing the file. The statement Will be
most helpful in proving the legal father.

Action taken: Bastardy action has been started against the father. Once
the Judge has declared him to be the legal father, a civil suit will be filed to
recover state funds as the father is employed. Tf ,the father continues to refuse
to support the child after he is legally declared; to be the father, a Warrant
will be issued for his arrest for child abandonment

aVe No. 8: Mother an Bight Illegitimate (Yhldren".
State welfare department certified two children to my office and stated that

since December, 1970 $1,028.00 had been paid: to support' the tWo children.
However, the subpoenaed file reflects there ar elsht illegitimate children, that
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the mother has been receiving aid for several years and that at least $13,884.00
has been paid in support payments.

On 4-2-65 Mother stated she needed help and does not know where father
is-as to the father she never lived with him and never did housekeeping for
him, that she only courted him and had children for him.

The file reflects mother had two more illegitimate children since 4-2-85 and
the file reflects the state assisted all the children.

Action taken: Bastardy action has been started against the father. Once
the Judge has declared him to be the legal father a civil suit will be filed to
recover state funds as the father is employed. If the father continues to refuse
to support bis children after he is legally declared to be the father a warrant
will be Issued for his arrest for Child Abandonment.
Case No. 9: Mother and Four Illegitimate Children

Welfare department certified two children to my office-Subpoena file reveals
four children not being supported. Welfare department certified that $1,251.00
paid to support children yet subpoena file reflects an undetermined additional
sum has been paid.

Of the Four children the last two are alleged to have been fathered by the
same father. The mother stated when she applied for assistance that she had
to have assistance-because she "could not depend upon him for support" yet the
fourth child was later born and the mother alleges the same undependable
man was the father.

There is nothing in the files to reflect any clue as to where the first father
may be located.

Action taken: Bastardy action has been started against the father. Once the
Judge has declared him to be the legal father a civil suit will be filed to recover
state funds as the father is employed. If the father continues to refuse co support
his children after he is legally declared to be the father a warrant will be
issued for his arrest for child abandonment.

Case No. 10: Mother and Five Children
The father is employed and the state has paid $220.00 for child support. The

father is now paying support.
Action taken-Suit to recover state funds paid for benefit of his children.

Paid and collected.

Case No. 11: Mother and One Illegitimate Child
In April, 1971 Mother stated in subpoenaed record that father and his "family"

have moved to Chicago. Investigation reveals that father is working in Little
Rock. The Welfare Department records show that $486.00 has been paid for
support.

Action taken: Bastardy action has been started against the father. Once the
Judge has declared him to be the legal father a civil suit will be filed to recover
state funds as the father is employed. If the father continues to refuse to sup-
port his children after he is legally declared to be the father a warrant will be
issued for his arrest for child abandonment.

Case Number 18: Mother an4 Seven Illegitimate Children
Welfare Department certified that $1,561.00 had been paid to support children

by the state, however, the subpoena case file reveals that a much larger amount
has in fact been paid.

Action taken: Bastardy action has been started against the father. Once the
Judge has declared him to be the legal father a civil suit will be filed to cover
state funds as the father is employed. If the father continues to refuse to support
his children after he is legally declared to be the father a warrant will be issued
for his arrest for child abandonment.
Case Number 13: Mother and Tswo Children

State Welfare Department certified two fathers not supporting their children.
The State office stated that $2,049.00 had been expended for the support of the
children. However, the subpoena welfare files reveal that at least $3,281.00 has
been paid by the state.

The file also reflects that one of the fathers has been a patient at the TB
sanatorium for several years. This information was not made available to me
when it was certified to my office by the welfare department.

The second father is employed in Little Rock..
Action taken: None against father in TB sanatorium. Warrant of arrest and

civil suit filed against able bodied employed father.



852

Case Number 14: Mother and Sim Illegitimate Children
Welfare Department certified one child. Subpoena welfare file reveals a total

of six children. The file reveals a court order in 1966 determining legal father
and order for support. Yet because of welfare department policy this information
was not volunteered to my office.

The file also reflected that one alleged father certified to my office was
deceased.

Action taken: Bastardy action has been started against One father. Follow up
court action taken as to the prior court order and a warrant has been issued
for his arrest for deserting his children.

(ase Number 15: (randmother and Nine (Children
Subpoena file reveals that father left nine children In 1964. Tile Welfare

Department states the state has expended $7,832.00 to support the children.
However, the case file reflects the state may have expended much more than the
cited figure.

Investigation reveals that father has remarried, has one child by second
family, takes home $86.00 week and carries all ten children as dependents.

Action taken: Warrant of arrest issued and civil action filed to recover state
funds.

I would also mention the operation of the food stamp program as administered
by the Arkansas Welfare Department.

In early July of 1970, one of my county offices learned that an individual who
stated he was unemployed and received some $2,255.00 in food stamps was in
fact employed by a local rice mill.

The following steps were taken:
(1) The local office referred the case to the field supervisor of the welfare

department.
'(2) The field supervisor sent a report of the fraud to the finance section of

the welfare department.
(3) The finance section sent a report of the fraud to the welfare department's

food stamp coordinator.
(4) The food stamp coordinator sent a report of the fraud to the committee

on overpayment of the Arkansas Welfare Department.
(5) The committee on overpayment sent a report' of the fraud to the welfare

department's attorney who is also a member of the committee on overpayments.
(0) In mid January, 1971, some 6 months after the fraud was discovered,

the attorney sent a form letter to the Individual telling him he has received
$2,255.00 illegally. He spelled out how he committed the fraud and tells him he
must pay the money back.

(7) 11 months later, no money has been recovered from the individual. No
further action has been taken by the welfare department nor their 21 member
legal staff, nor have they requested criminal prosecution.

Yet, because of the rule on confidentiality, this case, nor any of the other 48
cases of fraud my office knows of, has been voluntarily presented to us for crim-
inal action even though 8 different employees of the Arkansas Welfare Depart-
ment has made an investigation and written reports to each other as to how
fraud has been committed.

The following detailed reports have been written by employees of the welfare
department.

(1) Individuals drawing food stamps while employed In two or more counties
at the same time.

(2) Concealed assets and income. An example is an individual who wrote us
a check of $1,041.00 to pay back the value of food stamps and had a bank account
of some $5,000.00. How many of us can write a check for $1,041.00 from a $5,000.00
bank account today? This information, as is all others I mention, was in several
written reports yet the welfare department and their 21 lawyers took no action.

(8) Individuals who stated they were unemployed when, in fact, they had
regular employment.

(4) Forged income statements.
These are Just a couple of examples of the fraud my office, without-the assist-

ance of the Arkansas welfare department, found in 44 cases in our district Just
last month.

The only thing I have seen from the welfare department Is paper shuffling,
report writing to each other, more employees each two years to take care of the
more people on welfare and raises in salary for the employees and expanded
staffs, yet the problem gets bigger and bigger.
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I would make the following comments as to specific sections of H.R. 1:
Section 2172 treats the question of penalties for fraud. This section of H.R.

1 will, for all practical purposes, prevent very little, if any, follow up on fraud
for the following reasons:

1. The State prosecuting attorneys are charged with the prosecution of fraud
but a federal agency will have all records. Unless the prosecuting attorney 'is
given subpoena powers to conduct investigations, I am fearful of what will
happen when a given administration does not want an investigation. At the
present time I have graye problems with federal regulations in the field of
welfare. Without the power of the subpoena. I would be powerless to prosecute
any fra'.d whatsoever. A section must be written into H.R. 1 to give us this
power.

2. Th,' burden of proof is placed on the prosecution in sub-section (1) of Sec-
tion 21i2 to prove "knowingly" and "willfully" making or causing to be made any
false statement or representation of a material fact in any application for any
benefit under H.R. 1. This is an almost impossible burden to prove. The legisla-
tion should make a false statement in any application of a material fact prima-
facie evidence of fraud with the burden of proof on the applicant to show why
the false statement ,'as made.

3. Regardless of how many convictions I obtained and how much money is
involved, a defendant can never be found guilty of more than a misdemeanor
and fined not more than $1,000.00 and/or imprisoned for not more than one
year.

It would be my suggestion at some point an applicant's conviction should be a
felony and perhaps forfeit the right to receive additional welfare benefits.

4. Section 2175 deals with the obligation of a deserting parent. Under this
section, a desert!ng parent is liable to the government for any and all sums paid
to support a parent's child or children.

In my judgment, this section should be broadened to allow the prosecuting at-
torneys to merge civil and criminal actions into one cause of action,. Due to the
heavy case load, this will reduce the total support case load in half.

5. The prosecuting attorneys should be given by legislation, action to all
federal agencies for assistance in locating absent parents.

6. Section 2176 spells out the penalty for interstate flight to avoid parental
responsibilties. Frankly, this section just will not work for the following rea-
sons:

(a) The prosecution must prove that a parent left the state "for the purpose
of avoiding responsibility for child support". It should be prima face evidence
that if a parent left the state without providing for the support of his family
that he-intended not to support them.

(b) The penalty for interstate flight under this section is regardless of how
many convictions to the acts are only a misdemeanor and/or a $1,000.00 fine
and/or one year in Jail.

As a practical matter it is not possible to extradite a defendant from another
state on a misdemeanor charge. The present law of Arkansas is that if a parent
does not support his family and crosses a state line it is a felony. The reason
this Arkansas law was pa.%ed was so we could extmrdite a skipping father. Under
the provisions of H.R. 1 this will not be possible.

I also have reservations as to Section 2152 which sets out the eligibility for an
amount of benefits.

A fey months ago, I had cause to investigate a welfare case where there was a
mother and eight illegitimate children. Under the provisions of this section, she
would receive $3,800.00. Section 21,53 spells out the meaning of income but also
establishes certain exclusions from income. The first $720.00 of earned income
is exempt. Plus % of all chlI1 support payruents are exempt as is all alimony
payments.

Notwithstanding any other provisions of this section, the total amount which
may be excluded in determining income of a family in a given year, said exclusions
shall not exceed the lesser of (a) $2,000.00 plus $200.00 for each member of the
family in excess of four or a total of $3,000.00.

Thus under the case I investigated last month, the mother with 8 illegitimate
children would receive $3,800.00. If I were successful in securing the father to
support his hildren for an example of $1,200.00, $400.00 would be exempt. Since
$720.00 is ak:o exempt, $80.00 would be reduced from the $3,800.00 for a total of
$3,730.00 plus $400.00 exempt or a total of $4,120.00 net to the mother.

In addition to this sum of $4,120.00 an additional sum from any source af
$3,000.00 could be added as per the language of this section. Thus a mother with 8
illegitimate children could receive $7,120.00 as per this legislation.
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There will also be consideration for day care centers. It is my view this concept
has much merit. However, I will not go into detail as to my views at this time,

It is my view, and the views of most of the other prosecuting attorneys of the
State of Arkansas that we do not want the enforcement responsibility as presently
set out in H.R. 1. Unless the Senate of the United States will give us the working
tools to do our job, we wish to go on record as expressing our reservations as to
the workability of this legislation as it applies to us.

I would offer the following suggestions as to the steps that mist be taken if the
present welfare problem Is to be solved:

(1) Prosecuting attorneys must examine each AFDC and Food Stamp case
in our respective districts and compel all able bodied fathers to support their
families and remove all that are committing fraud from our rolls and place them
in our prisons if necessary. We will need specific legislation and perhaps the re-
movtl of welfare bureaucrats before this can be achieved. Prosecuting attorneys
must have the cooperation of the local case worker. Today, they pre under fear
of their jobs if they cooperate, This fear must be removed.

(2) Abolish all hidden committees of the Arkansas Welfare Department and
require this department to advise proper Judicial officers when fraud is discovered
or susvected.

(3) We must have sincere, dedicated appointed employees in the State Wel-
fare Department who will work for the public interest if we are to Insure that
only those who need our help will receive it. Today I can cite many examples
of inequities of those who receive aid and those who do not. For example, in one
of my counties I know of a husband who is totally disabled, has a wife and three
children whose sole income is less than $260.00 per month. Less than a half mile
from him is a mother with four children. The mother is employed, drew AFDC
on the four children and bought food stamps. The father is employed In Little
Rock and comes home on week ends. This family was receiving more than
$1;000.00 per month.

Needless to say, the second family is not so well off today, due to action by
my office but this information was known to the welfare department and the
bureaucratic mess of our program In this state did nothing to correct this
Inequity.

It is time our welfare department got in step with the times and honestly
faced the problems which we have today.

(4) Abolish the 21 member legal firm of the Arkansas Welfare Department
and transfer the duties to the State's Attorney General, and provide the local
prosecuting attorney a staff to enforce abuse.

(5) Pass legislation that information regarding a deserting parent would be
furnished to appropriate judicial officials from any state or federal agency such
as the state revenue department or the internal revenue service.

(6) By legislation, abolish the regulation on confidentiality as it applies to a
prosecuting attorney.

(7) Provide for the collection of any and all improper welfare payments by
the internal revenue service and the revenue departments in conjunction with
civil and criminal actions.

(8) Require maximum use of legal services lawyers--O.E.O.-legal aid, etc.
in obtaining and enforcing support orders on behalf of destitute mothers.

(9) Pass legislation making it a crime for any state or federal employee who
does not report criminal or suspected criminal activity to the proper officials.

These measures may not totally solve our welfare problems but I believe they
can be a start. The time is past due when we should make needed changes in our
present welfare system.

It is time that such foolishness as I have mentioned be abolished and we must
take whatever steps are necessary to bring the Arkansas Welfare Department
out of the dark ages of bureaucratic quicksand and face our problems honestly
and in light of our past experience, let's frankly admit something is wrong with
welfare and let's change it I

Statute and Regulations Relative to Safeguarding Information
[FROM THE SoCIL SE CuRTY AcT)

Sec. 402 (a) (9) of part A title IV of the Social Security Act as amended is as
follows:

"Sec. 402 (a) A State plan for aid and services to needy families with chil-
dren must . . . (9) provide safeguards which restrict the use or disclosure of
information concerning applicants and recipients to purposes directly con-
nected with the administration to aid of families with dependent children ;"
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[From the Federal Register, vol. 86, No. 40-Feb. 27, 19711

§ 205.50 Safeguarding information.
(a)State plan requirenonts. A State plan under title I, IV-A, X, XIV, XVI, or

XIX of the Social Security Act, except as provided in paragraph (b) of this sec-
tion, must provide that:

(1) Pursuant to State statute which imposes legal sanctions:
(I) The use or disclosure of information concerning applicants and recipients

, will be limited to purposes directly connected with the administration of the pro-
gram. Such purposes include establishing eligibility, determining amount of
assistance, and providing services for applicants and recipients.

(ii) The State agency has authority to implement and enforce the provisions
for safeguarding information about applicants and recipients;

(iii) Publication of lists or names of applicants and recipients will be
prohibited.

(2) The agency will have clearly defined criteria which govern the types of
information that, are safeguarded and the conditions under which such informa-
tion may be released or used. Under this requirement:

(i) Types of information to be safeguarded include but are not limited to:
(a) The names and addresses of applicants and recipients and amounts of as-

sistance provided (unless excepted under paragraph (b) of this section) ;
(b) Information related to the social and economic conditions or circumstances

of a particular individual;
(c) Agency evaluation of information about a particular individual;
(d) Medical data, including diagnosis and past history of disease or disability,

concerning a particular individual.
(ii) The release or use of information concerning individuals applying for or

receiving financial or medical assistance is restricted to persons or agency rep-
resentatives who are subject to standards of confidentiality which are comparable
to those of the agency administering the financial and medical assistance
programs.

(iii) The family or individual is informed whenever possible of a request for
information from an outside source, and permission is obtained to meet the re-
quest. In an emergency situation when the individual's consent for the release
of information cannot be obtained, he will be notified immediately thereafter.

(iv) In the event of the issuance of a subpoena for the case record or for any
agency representative to testify concerning an applicant or recipient, the court's
attention is called, through proper channels to the statutory provisions and the
policies or rules and regulations against disclosure of information.

(v) The same policies are applied to requests for information from a govern-
mental authority, the courts or a law enforcement official as from any other out-
side source.

(3) The agency will publicize provisions governing the confidential nature of
information about applicants and recipients, including the legal sanctions imposed
for improper disclosure and use, and will make such provisions available to appli-
cants and recipients and to other persons, and agencies to whom information is
disclosed.

(4) All materials sent or distributed to applicants, recipients, or medical
vendors, including material enclosed in envelopes containing checks, will be
limited to those which are directly related to the administration of the program
and will not have political implications. Under this requirement:

(i) Specifically excluded from mailing or distribution are materials such as
"holiday" greetings, general -public announcements, voting information, alien
registration notices;

(ii) Not prohibited from such mailing or distribution are materials in the im-
mediate interest of the health and welfare of applicants and recipients, such
as announcements of free medical examinations, availability of surplus food,
and consumer protection information;

(iii) Only the names of persons directly comiected with the administration
of the program are contained in material sent or distributed to applicants,
recipients, and vendors, and such persons are identified only in their official
capacity with the State or local agency.

(b) BEoeption. In respect to a State plan under title I, IV-A, X, XIV, or
XVI of the Social Security Act, exception to the requirements of paragraph
-,Ia) of this-section may be made by reason of the enactment or enforcement
of State legislation, prescribing any conditions under which public access may
be had to records of the disbursement of funds or payments under such titles

Wt within the State, if such legislation prohibits the use of any list or names ob-
tained through such access to such records for commercial or political purposes.
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[From the Handbook of Public Assistance Administration]

PART IV. ELIGIBILITy AND PAYMENTS TO INDIVIDUALS

7000-7009 SAFEGUARDING INFOEIATION

7000. SGfeguarding Information
7100. Proviions of the Act

"A State plan [for old-age assistance, aid to the dependent children, aid to
the blind, aid to the permanently and totally disabled] must... provide safe-
guards which restrict the use or disclosure of information concerning appli-
cants and recipients to purposes directly connected with the administration of
told-age assistance, aid to the dependent children, aid to the blind, aid to the
permanently and totally disabled, respectively.] (Sections 2(a) (8), 402(a) (8),
1002(a) (9), and 1402(a) (9))

Section 618 of the Revenue Act of 1951 (P.L. 183, 82d Congress, approved
October 20,1951) :

"No State or any agency or political subdivision thereof shall be deprived
of any grant-in-aid or other payment to which It otherwise Is or has become
entitled pursuant to title I, IV, X, or XIV of the Social Security Act, as amended,
by reason of the enactment or enforcement by such State of any legislation
prescribing any conditions under which public access may be had to records
of the disbursement of any' such funds or payments within such State, If
such legislation prohibits the use of any list or names obtained through such
access to such records for commercial or political purposes."
7110. Interpretation- Section 618 of the Revenue Act of 1951

Pending further revision of Handbook IV-7200 through IV-710, dated 1/7/46,
that statement is to be read subject to the following interpretation of Section 618
of the Revenue Act of 1951, as originally issued to States in State Letter No. 106,
dated November 8,1951.

In Interpreting the language of section 618, it Is necessary to realize that
the provisions of the Social Security Act which require a State plan to "provide
safeguards which restrict the use or disclosure of Information concerning appli-
cants and recipients to purposes directly connected with the. administration" of
the particular assistance program remain in full force and effect except to the
extent that they are modified by section 618.

If a State wishes to take advantage of the provisions of section 618, then
there must be specific provisions in the State legislation which authorize public
access to the records of disbursements or payment of public assistance, prescribe
the conditions under which such access may be had, and prohibit the use of any
lists or names so obtained through such access for commercial, or political
purposes.

Under section 618, the State law Is only permitted to provide for public access
to "records of the disbursement of any such funds or payments within such
State." Thus section 618 leaves intact, even for States operating under it, the
protections written into the Social Security Act against the release of other
information, including case records, which the public assistance agency possesses
concerning applicants and recipients of public assistance.

-Section 618 permits a State to enact a statute under wich "public access
may be had" to the type of records discussed above, and places no limitations
upon the conditions that the State statute may prescribe under which public
access may be had to such records. Therefore, such conditions may be as
restrictive or as broad as a State legislature may deem advisable. Moreover,
subject to the prohibition of use for commercial or political purposes, the State
may permit persons inspecting the accessible records to make any use they may
wish of information so obtained. However, it must be noted that the congres-
sional language was phrased so as not to go beyond permitting public access to
such records. That Is to say, the use in section 618 of the phrase "access may be
had" would seem to require that the public take the Initiative in seeking access
to and examining the records of disbursement and payment and that the State
itself refrain from taking the initiative in general distribution to the public
of such information by means of publication or otherwle
7200. Isterpretat"on

When the Social Security Act was enacted on August 146 198, no mention
was made concerning the safeguarding of public assistance information. How-



857

ever on December 22, 1938, the Bureau of Public Assistance sent letters to all
State public assistance agencies in which the policy was adopted by the Social
Secur) ty Board on November 29, 1938, was stated as follows:

"The Social Security Board finds that it is an Important element in efficient
administration of State public assistance plans that the State public assistance
agency have authority to promulgate and enforce regulations concerning the use
and protection of lists of public assistance recipients and other records relating
to individuals receiving public assistance, to confine the use of such lists and
records to purposes directly related to the administration of State and local
public asistance prograins, and to protect from public disclosure communications
of an intimate and personal character made in confidence to the State or local
public assistance agencies or any of their employees or representatives."

When the Social Security Act was amended August 10, 1939, the provisions
concerning safeguarding of information were included as stated under "Provi-
sions of the Act." A letter was sent to all State Public Assistance agencies by
the Executive Director of the Social Security Board dated November 15, 1940,
advising the agencies of the amendment and stating that in accordance with the
terms of this amendment it would be necessary that plan material evidencing the
State's compliance with these provisions be submitted and approved by July 1,
1941, the effective date of the amendment.

The Social Security Board then adopted "Standards for Safeguarding Infor-
mation Concerning Applicants and Recipients of Public Assistance" and issued
this statement to all State public assistance agencies on May 7, 1941. The state-
ment did not repeat the statutory requirement necessary for compliance with the
amendments of August 10, 1939, as this subject was covered in the Executive Di-
rector's letter of November 15, 1940, and it was presupposed that State public
assistance agencies have authority to safeguard and regulate the use of their
records, but it sets forth standards for administrative action to assure adequate
protection uniformly throughout the States.

7210. ObJectives
The provisions of the Social Security Act, regarding the confidential character

of public assistance information !have as their objective the protection of appli-
cants and recipients from exploitation and embarrassment. State regulations
should be directed to the objectives of:

1. Developing a relationship of confidence between the agency and the
applicant for public assistance which is vital and essential to efficient
administration.

2. Defining and protecting the rights of applicants for public assistance
through safeguards (a) against the identification of such individuals as a
special group segregated on the basis of their need for public assistance, (b)
against the exploitation of this group for commercial, personal, or political
purposes, and (c) against making information available as a basis for prose-
cution and other proceedings except in connection with the enforcement of
the public assistance laws.

3. Providing a basis for recognition by the courts of the right of the agency
to protect its records, and of the privileged character of information made
available to the public assistance agency as the process of administering
assistance.

4. Developing a relationship of confidence between the agency and the pub-
lic at large by protecting Information made available to the agency by repre-
sentatives of the public and utilizing such information only for the purposes
of the proper functioning of the agency's public assistance programs.

7300 thru 7400: Superseded by SRS Program Regulation 10-11, dated Febru-
ary 27, 1971. See Federal Register, Vol. 36, No. 40, dated February 27, 1971,
Chapter 11, 45 CFR 205.50.

7470: Superseded by SRS Program Regulation 10-11, dated February 27, 1971.
See Federal Register, Vol. 36, No. 40, dated February 27, 1071, Chapter I1, 45
CFR.
7500. Specoife Application of Standards.

7510. Disclosure to Law-Bnforoement Offloers.
Questions have been raised as to the propriety of disclosing public assistance

information to Federal and State agencies, particularly law-enforcement officers,
for purposes not connected with the administration of public assistance. Since.
the States' situation in relation to protection of information is analogous to that
of the Social Security Board, the Board's experience in protecting the confidential
character of the records of the Bureau of Old-Age and Survivors Insurance may
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be helpful. The Social Security Board promulgated Regulation No. 1, providing
for such protection under the authority vested In it by section 1102, and subse-
quently of section 1106 Qf the Social Security Act. On the basis of this regulation,
various requests of the Department of Justice and other law enforcement officers
for access to the confidential records of the Board for law enforcement purposes
have been denied. The Board has consistently followed the policy of refusing to
furnish confidential Information from its records, except for the purposes of ad-
ministering the Social Security Act and related programs. To do otherwise would
be to violate the assurances under which such confidential Information was ob-
tained and the provisions of the Social Security Act as amended in 1939.

It should be especially noted that the Department of Justice has officially recog-
nized the validity of Regulation No. 1. An excerpt from the Attorney General's
instruction to all United States Attorneys (Circular No. 3081), issued on Febru-
ary 15, 1938, follows;

"It Is the view of this Department that this regulation [Regulation No. 1 of
the Social Security Board] is valid and binding on the courts, as well as govern-
mental departments and agencies. It Is, therefore, essential that every effort be
made to keep the information contained in the official records of tho Social
Security Board confidential, and it is requested that you cooperate to this end."

The States, under their approved rules and regulations established pursuant to
the mandate contained in sections 2(a) (8), 402(a) (8), and 1002(a) (9) of the
Social Security Act, designed to limit effectively the use of public assistance
Information to purposes directly connected with the administration of their
programs, are In a position to afford similar protection to their public assistance
records.

Like the Social Security Board, the States have the responsibility for pro-
tecting confidential public assistance information and should accordingly point
out to any law enforcement officers or agencies who request Informati',n of this
character, in cases not directly affecting the administration of public assistance,
the pertinent sections of the Social Security Act and the approved State
regulation adopted pursuant thereto.
7520. Recording of Liens

Various types of practices in recording liens against property of recipients
which have been found to reveal whole or partial lists of recipients Include: use
of separate books in which to record public assistance liens; filing of public
assistance lien Instruments in a separate receptacle; use of a separate Index for
assistance liens; and use of an obligee-obligor index.

In States having statutory requirements for separate lien books for assistance
liens, It should be determined: Whethei there Is a miscellaneous record book and
whether the recording of assistance liens in such books is possible; and ,whether
such recording would In fact result In a significant dilution of the assistance list.
If, therefore, after consideration of all possible revisions within the present
framework of the recording procedures, the State demonstrates that it Is faced
with a choice between doing away with blanicet liens or continuing a recording
practice which yields a list, the Social Security Board will not require the
abolition of blanket liens but will expect the State to rely on the application of
criminal sanctions against persons misusing these lists.

If separate lien books, files, or indexes are being used because of a require-
ment of the public assistance law, or If their-use is merely a matter of adminis-
trative convenience, and another satisfactory method of providing notice could
be utilized under the regular property procedures relating to notice, appropriate
revisions in law and practice will be required.

As.to obligor-obligee indexes, since these are a part of the traditional property
procedures, it is suggested that if there is a law revision commission within the
State, the possibility of not Including assistance instruments in this index, to-
gether with any other recording problems, be referred to such commission. If
feasible, it Is recommended that the State consider indexing in the name of the
State rather than of the State agency, if thereby the assistance' instruments
would become unidentifiable as such.
7580. Temporari--Wr-Related Disclosure of 'Information

If the State agency determines to revise its policy on exceptions to make pos-
sible the release -of public assistance Information for war-related purposes, the
agency should establish essential safeguards limiting and circumscribing the
policy to prevent unjust action with respect to the Individual applicant as much
as possible. Standards and procedures which may be expected to provide such
safeguardsinclude the following:

S1. The policy shoUld be limited to the duration Of the war.



859

2. Assurance should be available that the information is being released only
to duly authorized representatives of an established governmental authority
having specific responsibility for making administrative determinations or recom-
mendations with respect to (a) the loyalty or fitness of persons who may be
utilized in the military or naval forces or in essential war activities, or (b)
persons who may be suspected of engaging in activities inimical to the prosecu-
tion of the war.

8. Such information as is furnished should be specifically related to the pur-
poses outlined above. Proper assurance that the use of the information will be
limited to the purpose for which it is made available should be obtained,

4. Case record material which contains personal information that has no
direct bearing on the purpose for which the information is sought should not be
made available but an agency representative can present the pertinent factual
information known to the agency and make proper interpretation of the total
agency record with specific relation to the question at issue, including considera-
tion as to whether the information available is sufficiently current to be relevant.

In releasing information to properly authorized representatives of a govern-
mental authority, it is not expected that public assistance agencies will relax
their standards of protection of information sought by law enforcement agencies
for purposes of prosecution unrelated to the war, or for purposes unrelated
to the proper administration of public assistance.
7531. Disclosure to Seleotive Service Boards

The Bureau of Public Assistance believes that Selective Service boards, in
order to arrive at valid and consistent decisions regarding dependency, should
have access to relevant facfs in the possession of the public assistance agencies,
including the source of their information. The Social Security Board, on Febru-
ary 10, 1942, approved the recommendation of the Bureau of Public Assistance
that In extending services to Selective Service boards, public assistance agencies
release information obtained from the Bureau of Old-Age and Survivors Insur-
ance on the same basis as information obtained from any other source. To at-
tempt to eliminate from the reports of the public assistance agency informa-
tion obtained from the Bureau of Old-Age and Survivors Insurance would result
in incomplete and inadequate reports.

In making services available to Selective Service boards State public assist-
ance agencies should be governed by the following policies and standards:

1. The State public assistance agency should develop working agreements on
a State-wide basis with Selective Service boards to assure Itself in specific
terms that such boards accept responsibility to safeguard information made
available to them against disclosure, and to restrict the use of such information
to purposes for which it was made available.

2. In every Instance in which the local Selective Service board has requested
the public assistance agency to supply information regarding the registrant,
the agency should inform the registrant and his family of the request and of the
agency's participation in complying with the request.

8. In making services available in cases already known to the agency, the
public assistance agency should report only current, factual information. To do
so, the agency will need to reappraised the information already available to it,
since that information was obtained for another purpose, and may not be suf-
ficiently current.

4. Only information relevant to the fact of dependecy, as construed under the
provisions of the Selective Service Act and contained in Selective Service regu-
lations, should be released.

5. Every precaution should be taken to assure that information of a personal
and confidential nature (especially medical diagnoses, statements regarding
family disorganization, past history of disease, illegitimacy, etc.) will be put into
the hands of professional people only who will be in a position to limit its use
to the purpose for which It was made available.

Selective Service boards are governed by regulations issued by the National
Headquarters, under the terms of which the records of the Selective Service
boards are confidential to them, and information in their files cannot be made
available to any Interested agency or even to the registrant's family without
the consent of the registrant.

7610. State Leqslation
The protection of confidential information giveh by applicants or recipients.

in connection with their claims is a privilege appertaining to the applicant, and its
use is properly confined to that which is appropriate in carrying out the purposes
for which it was giveu to the agency, or otherwiseoto the extent expressly per-

1.2- $ 0 -1 - p 2 -"U
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fitted by the applicant or recipient. One of the best tests of the effectiveness of
either a statutory provision or a rule and regulation regarding the confidential
character of public assistance records is whether it will protect the case rec6rd
against disclosure upon court order either through the subpoenaing of records
or the giving of testimony.

It is recommended that a statutory provision similar to that below be adopted
in order that the authority of the State agency may be clear, especially as lists
and records in the hands of other State or local officials may be affected. This type
of enabling provision is also preferable to any attempt to draft detailed legisla-
tive provisions of a regulatory character. Detailed legislative provisions, unless
carefully drawn, may have an effect of denying applicants or recipients the
necessary access to, such portion of the case record upon the basis of which
determination was made as to eligibility for assistance.

0onfldentiaJ Character of P~bic As8istanoe Rerd&.-The rulemaking power
of the State department shall include the power to establish and enforce reason-
able rules and regulations governing the custody, use, and preservation of the
records, papers, files, and communications of the State and county departments.
Wherever, under provisions of law, names and addresses of recipients of public
assistance are furnished to or held by any other agency or department of gov-
ernment, such agency or department of government shall be required to adopt
regulations necessary to prevent the publication of lists thereof or their use
for purposes not directly connected with the administration of public assistance.

A statutory provision similar to that below is also recommended as the best
method of rendering the misuse of lists and records unlawful. Unless such sanc-
tions already exist elsewhere in State codes, a specific provision will be requisite
in the public assistance law or preferably in appropriate sections of the general
laws of the State.

Misuse of Public A8sstance IMs and Records.-It shall be unlawful, except
for purposes directly connected with* the administration of general assistance,
old-age assistance, aid to the blind, or aid to dependent children, and in accord-
ance with the rules and regulations of the State department, for any person or
persons to solicit, disclose, receive, make use of, or to authorize, knowingly per-
mit, participate in, or acquiesce in the use of, any list of or names of, or any
information concerning persons applying for or receiving such assistance, directly
or indirectly derived from the records, papers, files, or communications of the
State or county or subdivisions or agencies thereof, or acquired in the course of
the performance of official duties.

Although the Federal requirement regarding the confidential character of lists
and records applies only to special types of public assistance, it is recommended
that provisions on this subject in State laws be broad enough to protect other
assistance and welfare records as welL

The CHAIRMAN. The committee will meet again at 3 o'clock in this
room. We will adjourn until that time.

(Whereupon at 12:35 p.m., the hearing was adjourned, to recon-
vene at 3 p.m., this date.)

AsRNOON SESSION

The CHAIrMAN. We are listed to have with us today Mr. Robert
Myers. We appreciate, Mr. Myers, your passing your turn so that
Mr. Weems could be heard and then be on his way. We are happy to
have you here and we have appreciated your good advice in years
gone by and we are glad to have your statement today.

Senator CURTnS. Mr. Chairman, I know we are running behind but
I will just be a very few seconds.

I want the record to show my very high regard for Mr. Myers.
Throughout his career in Government I found him not only a good
actuary but verj knowledgeable of the social security law in all its
-aspects; and he fhas been most helpful to this committee and the Ways
and Means Committee over the years and I am so delighted that he
is back here to give us the benefit of his thinking.

Mr. Minis. Thank you very much, Mr. Chairman, and thank you,
Senator Curtis.
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Senator BYRD. Mr. Chairman, may I make a brief statement before
Mr. Myers starts?

The CHAIRMAN. Yes.
Senator BYRD. Mr. Chairman, I have been concerned over the treat-

ment the committee has received by-from HEW and I have specific
referep-.e to the fact that a member of this committee, Senator Ribi.
coff, sought information from HEW in July, 6 months ago, and that
request has been completely ignored, so far as I can find out. The in-
formation has not been submitted and so far as I can determine no
effort has been made to comply with that request by a committee
member.

It seems to me that this dramatizes the problem faced by the people
all over the United States. How can the average citizen expect to get
any .consideration from HEW if the Senate Finance Committee itself
receives no consideration? So I would hope that HEW would be
alerted to comply with requests of committee members and if they
don't comply with such requests I would hope that the committee at
some future time would consider taking some action.

I thank the chairman.
The CHAIRMAN. Thank you.

STATEMENT OF ROBERT 3. MYERS, FORMER CHIEF ACTUARY,
SOCIAL SECURITY ADMINISTRATION

Mr. Myms. Mr. Chairman and members of the committee, my name
is Robert J. Myers. I am a professor of actuarial science at Temple
University, and also I am a consultant in the field of social security
to a number of national organizations.

Quite naturally, I appear here today in my personal capacity, and
the views that I express are my own and not necessarily those of any
of these organizations.

I shall discuss only the social security and medicare provisions of
H.R. 1.

The bill contains many benefit liberalizations, some of which were
included in last year's legislation that was not finally enacted. It also
includes a number of new liberalizations.

These various changes are each in themselves o6f considerable merit
and of an appealing nature. Their net result, however, is a very sig-
nificant increase in the cost of the program and in its scope. This-is
evidenced by the fact that the ultimate combined emplo er-employee
tax rate for OASDI and hospital insurance together will be as much
as 14.8 percent of payroll on a $10,200 base initially.

The latter base for 1972 is somewhat higher than would be statis-
tically justified, considering the various bases legislated since 1950
relative to the covered earnings levels. I -

More specifically, this 14.8 percent contribution rate compares with
12.1 percent under present law, a very considerable ris&

I believe that, desirably, there should be a limit on the level of taxa-
tion going to support the social security and medicare programs. If this
is not done, and if the tax rates are continually :increased to support
expansions of the program, there will be decreasing activity in the
economic-security field by the private sector. Or, in other words, as
Government does more and more in the social security field, people
will take less and less responsibility for themselves.
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The social security program has been established at such a level in
the past that it has been a floor of protection upon which private-sector
activities can build, and have so desirably and successfully built. I
believe that this is exactly what the social security program should do,
but I am afraid that the pending bill moves the program somewhat
away from the floor-of-protection theory.

In 1961, 'when Senator Ri-bicoff was Secretary of Health, Educa-
tion, and Welfare, he held an interesting and significant colloquy with
the then chairman of this committee, the late Harry F. Byrd. There
was complete agreement between these two distinguished and knowl-
edgeable individuals that the absolute maximum tax rate under the
social security program-presumably possibly only for the cash-
benefits portion-should be 10 percent for the employer and employee
combined. We have already gone somewhat beyond this point because
the corresponding rate in present law is 10.3 percent. The pending bill,
however, would push this to 12.2 percent.

For the reasons discussed previously, I believe that H.R. 1 would
expand the cost and the scope of the social security and medicare pro-
grams too much, to the detriment of private-sector activities in the
economic-security field. Although the various -benefit changes pro-
posed are generally appealing and meritorious, I believe that many
of them should be eliminated on cost grounds.

Mr. Chairman, in my prepared testimony I then go into considerable
detail on a number of technical points. To summarize, there are four
important points there:

One is that I think there is a very serious drafting error in the bill
in regard to the determination of the premium rate under the SMI
or part B portion of medicare.

Second, in the amendments dealing with lifetime reserve days, I be-
lieve that a much more desirable change could be made.

Third, with regard to widow's benefits, H.R. 1 contains provisions
that are patterned very closely after what this committee very desira-
bly did in the legislation last year. However, I think there is still one
anomaly that will put people in a very difficult position and, in fact,
probably cause Members of Congress to get letters of complaint. Very
frequently, a widow can be severely penalized because her husband
made the unfortunate mistake of filing for social security benefits, in-
stead of not filing.

Finally, there is a provision in the bill with regard to the maximum
family benefits that I was very pleased to see. This followed the sug-
gestion that I made to this committee in its previous hearings and
could quite well solve the problem except for one thing. Rather sur-
prisingly, the maximum family benefit is relatively smaller for low-
earnings families than for high-earnings families. It seems to me that
a basic principle of social insurance is that low-earnings people should
receive at least as favorable relative payments as higher income peo-
ple. I go into considerable detail in my testimony pointing out how the
low-earnings people are not treated as favorably as 'the high-income
pe ple, and how this anomaly and inequity can be resolved.

Finally, Mi'. Chairman, I would like to discuss briefly the actuarial
methodology for the cost estimate for the social security system.

The Advisory Council on Social Security has recommended dras-
tic changes in the methodology used previously and as is used to
develop the financing in the IHuse-passed bill. Specifically, the Ad-
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visory Council proposes that the cost estimates should be based on
the assumption that, in line with the automatic adjustment provisions
in the bill, earnings levels will increase each year indefinitely into the
future. Depending upon the relative assumption as to increases in
wages, and increases in prices, -that procedure may show an apparent
what I would call actuarial profit which can be used to finance lib-
eralizations of the program.

It is my understanding from newspaper accounts that the adminis-
tration supports this approach.

I believe that this is not a prudent course of action, namely, to count
on profits arising from future economic changes over a long futureperiod before such changes occur.

On the other hand, under currently used actuarial techniques, the
procedure has been to utilize such actuarial gains only after they
have materialized. If rising earnings assumptions are considered de-
sirable in connection with the automatic adjustment provisions, I be-
lieve that they should be limited to only the next 5 years, with constant
wage levels assumed thereafter.

Moreover, the proposed method of procedure of counting on in-
creases in the wage level indefinitely into the future is extremely sensi-
tive to the assumption made. If it is assumed that wages increase at
twice the increase in prices, a sizable actuarial profit is shown; but
if this ratio is only 1% to 1, such a profit vanishes. It may be noted
that in recent years the ratio has beei much lower, about 1% to 1.

It is most important to note that the question of the financing method
is entirely separable from that of the actuarial methodology; in other
words, the current cost method proposed by the Advisory Council, and
with which I thoroughly agree, can just as readily be followed under
the current actuarial methodology as under the changed actuarial
methodology proposed by the Advisr Council. Thus, if H.R. 1 as
passed by the House were to be enated, I believe that the future tax
schedule could be spread out more, and in my prepaid testimony Ihave indicated a schedule that wouid finance the provisions of H.R.1
in as adequate a manner as the tax schedule therein, but spreading the
tax schedule out more in the future so that, for example, in 1975-76
the rate for OASDI would not have to be increased as high as 12.4
percent, but rather a lower rate such as 11.6 percent would be sufficient.

This proposed schedule would result in the accumulation of much
smaller trust fund balances, along the line of the current cost recom-
mendations of the Advisory Council.

Thank you, Mr. Chairman.
The CkAIMANi. Thank you very much, Mr. Myers.
I would like to have placed in the record at the close of your testi-

mony the article you wrote as to the difference between the expansion-
ist philosophy and the moderate philosophy over in the department
when you were there, because I think it helps to point up what the two
theories are, and as between those who think that social security should
p roide a bare minimum with people providing on their own such
additional coverage as they think they ought to have for security, and
those who feel that the Government program ought to provide for
everything And if you have a copy of it-i believe our staff has a copy
of it--I think it might be well, afer the interrogation of the witness
it ought to appear.,

18.. p. 874.



864

In your statement you expressed your views on the method of
financing social security benefits recommended by the Social Security
Advisory Council. Other substantial changes in social security financ-
ing have been proposed in recent years--I am thinking particularly
of the bill, S. 2656, introduced ,by Senators Muskie and Mondale a few
months back. I would appreciate it if you would comment on this bill
and any other major changes in financing that had -been proposed.

Mr. MyERS. In answering this question, I shall first describe the
proposal contained in S. 2656, introduced by Senators Muskie and
Mondale (and as described by Senator Muskie in the Congressional
Record for Ootober 5,' 1971), and I shall then discuss whether the bill
provides the proper financing. Finally I will give my views on the
basic principles involved in this proposal.

Under S. 2656, the maximum taxable earnings base under social
security would -be eliminated for both employer and worker taxes. In
addition, workers (both employees and self-employed persons) would
have exemptions so that they would not pay social security taxes on
certain specified amounts of their earned incomes-namely, in essence,
a flat $1,000 per year per family, plus $750 per year per person in the
family.

Furthermore, the tax rates for 1972-74 would be adjusted so that,
as a result of removing the maximum taxable earnings base and of
providing certain exemptions for workers, the total taxes-separate-
y for all employers combined and for all workers combined-would

be the same as under H.R. 1. The resulting tax rates under the bill
for OASDI and HI combined-are 5.2 percent for workers and 4.5
percent for employers (the explanation of the bill in the Congres-
sional Record incorrectly states that the self-employed would con-
tinue to pay the present 7.5 percent rate).

In addition, increases in the cash-benefits table would be provided
for workers earning over $10,000 per year, but the same benefit would
be provided for all workers earnin over $20,000 a year. Such benefit
increases in the $10,000 to $20,000 band would be relatively nominal.

Finally, the bill provides, in general terms, that tax rates for 1975
and after would be determined (with a general structure parallel to
that used in developing the 1972-74 rates), so as to produce results that
will follow the current-cost financing 'method.

I have made calculations to check the adequacy of the tax rates
prescribed in S. 2656 for 1972-74. The prescribed 4.5-percent rate for
employers on the entire payroll will produce about the same tax in-
come as the 5.4-percent rate on a $10,200 base contained in H.R. 1. On
the other hand, the 5.2-percent tax rate on employees and self-em-
ployed persons under S. 2656 will not produce as much tax income as
the tax rates of 5.4 percent on employees and 7.5 percent on self-
employed persons contained in H.R. 1. Instead, such 5.2-percent rate
in S. 2656 should be about 6 percent to produce the equivalent financ-eng to that contained in H.R. 1.

Nwext, considering the general basis of the financing provisions of
S. 2656, it should be noted that, on the surface, this bill seems to be pro-
ducing a political miracle; namely, insofar as workers are concerned,
by reducing the social security taxes for 68 million workers and in-
creasing them for only 8 million workers, while at the same time pro-
ducing the same amount of total tax revenue. According to my cal-
culations, tiis result would not be achieved if there is to be an equiv-
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alent amount of tax revenues raised, because of the inadequacy of the
income from taxes on workers, as I have indicated above.

In any event, however, even if an adequate tax rate is used, the pro-
posal would result in far more workers paying lower taxes than those
paying higher taxes, but this does raise a question as to the equities
involved. In fact, for the highest-income workers, such as those earn-
ing over $20,000 a year, the taxes beyond this point produce no addi-
tional benefits and impose what is an additional gross income tax of
about 5 percent, which may produce an excessive tax burden that will
discourage income-producing efforts, and which is contrary to the
action that the Congress has taken in recent years to avoid such results.

In my opinion, the general basis of the Muskie-Mondale proposal is
not desirable, since it tends to destroy the basic underlying principle of
a contributory earnings-related social insurance system providing
benefits as a statutory right. Many people will get benefit protection
without paying contributions, and they will thereby have much less of
a feeling that the benefits are theirs as an "earned iight."' Conversely,
many persons at the middle and higher income levels will receive bene-
fit protection worth far less than their contributions A. social insur-
ance program need not-in fact, should not-provide benefit protec-
tion exactly equal to the contributions paid in each case, but it should
not have no such correspondence or relationship involved.

The argument made in favor of th6 Muskie-Mondale proposal is that
the present tax basis for social security is regressive, and therefore
inequitable. In my opinion, this is not so because those who argue in
this manner fail to look at both sides o1 the matter-the benefits as
well as the taxes. Since the benefit formula is heavily weighted in favor
of those with low income, the combination of taxes imposed and benefit
protection provided is definitely progressive as we move up the earn-
ings scale to the maximum taxable earnings base. For those above this
base, the tax becomes a smaller and smaller proportion of total income,
but so equally do the benefits. In other words, the highest-income per-
sons are treated exactly the same in absolute dollar terms as are those
at the base-and much less favorably than lower-income persons. Cer-
tainly, this is equitable in a social insurance program.

I see no reason why lower-income persons should receive special tax
treatment directly within a social insurance program, any more than
they should pay lower prices than other persons when purchasing gro-
ceries in a store. Social insurance should be considered in the same light
as all other goods and services that people buy, and the same relative
rates should be charged to'all. If the incomes of the lowest-paid workers
need to be supplemented, this should be done by a separate program and
not by bargain rates on only one item of their normal living
expenditures.

The CHAIRMAN. Also in your statement you show a table of recom-
mended combined tax rate schedules. Do you have'any available mate-
rial showing how the trust-fund balance would accumulate under these
suggested rates? s

Mr. MY=s. I'll supply a table giving the results of my computations
of the progress of the combined old-age and survivors insurance trust
fund and disability insurance trust fund under the contribution sched-
ule which I proposed. The actual schedule for the OASDI tax rate for
the employer and the employee combined is shown in footnote b of the
table. The progress of the hospital insurance trust fund is not shown,
since it would-be virtually the same as shown in the House report on
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H.R. 1., because the tax schedule which I recommend for that part of the
program would be the same as in H.R. 1, except for the slight difference
that in 1977 my schedule would have a combined 2.4 percent employer
employee rate (instead of 2.6 percent, all other years being the same.

As can be seen from this table, my proposed tax schedule would result.
in significantly lower trust-fund balances accumulating. For example,
at the end of 1980, such balance would be about $82 billion under m"
proposed schedule, as against $164 billion, or twice as much under ths
schedule in H.R. 1.

Or to look at the situation in another manner-and, in fact, the more
appropriate way-under my proposed schedule. the trust fund would
represent about 1.2 years disbursements in 1980 after having risen
slowly from a ratio of about 1 in 1972-74. This situation reasonably
closely parallels the financing recommendation of the Advisory Coun-
cil, which I strongly support and which I have believed in for a number
of years. On the other hand, the schedule in H.R. 1 produces excessive
growth of the trust-fund balance, according to the current-cost financ-
ing basis; the trust-fund balance in 1980 represents as much as 2.4
years outgo.

(The table referred to follows:)

ESTIMATED PROGRESS OF OASI TRUST FUND AND DI TRUST FUND COMBINED UNDER H.R. I AS PASSED BY HOSE
USING TAX SCHEDULE IN H.R. 1 AND ALTERNATIVE TAX SCHEDULE PROPOSED BY ROBERT J. MYERS, 1972-81

[In billions

Railroad
Adminis- financial Fund at

Contri. Interest Benefit trative inter- end of Fur.dCalendar year buttons on fund payments expenses change year ratio I

Based on tax schedule in H.R. 1:
1972 ---------------------------- $43.3 $2.2 $41.3 $0.8 $0.7 $44.1 0.97
1973 ----------------------------- 46.6 2.4 44.5 .9 .8 47.0 .97
1974 .......................... 49.8 2.7 47.8 .9 .9 50.0 .98
1975 ------------------------ 61.6 3.1 50.1 .9 .9 62.7 1.17
1976--------------------- 62.2 3.5 52.6 1.0 .9 73.9 1.31
1977 ---------------------------- 76.6 4.4 55.2 1.0 .9 97.8 1.65
1978 ---------------------------- 77.4 5.6 58.0 1.1 .9 120.8 1.95
1979 ---------------------------- 78.2 6.7 60.9 1.1 .9 142.8 2.19
1980 ---------------------------- 79.0 7.8 63.9 1.2 .9 163.6 2.40

Based on tax schedule proposed by
Robert J. Myers:2

1975 ----------------------- --- 56.7 2.8 50.1 .9 .9 57.6 1.07
1976 ----------------------- 57.2 3.1 52.6 1.0 .9 63.4 1.13
1977 -------------------------- 57.8 3.3 55.2 1.0 .9 67.4 1.14
1978 -------------------------- 63.5 3.6 58.0 1.1 .9 74.5 1.20
1979 ---------------------------- 64.1 3.9 60.9 1.1 .9 79.6 1.22
1980 ............................. 64.5 4.1 63.9 1.2 .9 82.2 1.20

I Ratio of fund at end of year to outgo for benefit payments and administrative expenses for next year.
2 Figures for 1972-74 same as in above data for tax schedule in H.R. 1. These tax schedules for the combined employer-

employee OASDI rate are as follows:

Percent of-

H.R. I sched- RJM sched-
Calendar years ule ule

1972-74 ----------------------------------------------------------------- 8.4 8.4
1975-76 ------------------------------------------------------------------ 10.0 9.2
1977..-------------------------------------------------1 2.2 9.2
1978-80 -------------------------------------------------------------- 12.2 10.0
198183 .................................................. 12.2 11.0
1984-46 .. ... .... . . ...------------------------------------------ --------- 12.2 12.0
1987 and after ......................................... ......... ... 12.2 12.8

Source of data:
(1) Data fortax schedule in H.R. 1: for 1972-75,from House report on H.P. 1 (p. 132, H. Rept. No. 92-231); for 1976-80

estimated by Robert J. Myers, using assumption that the cost of living and the general earnings level do not Increase
after 1975.

(2) Data for tax schedule proposed by Robert J. Myers Is estimated from data derived in Item (1).
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Tie CHAIRMAN. Are there many people left in the Department in
a position of responsibility who share your moderate views, Mr.
Myers?

Mr. M S. I think there are a number of people there that do, but
I would say that the people at the top in the Social Security Adminis-
tration still hold what I would call the expansionist theory.

The CHAIRMAN. Senator Curtis?
Senator CURTIS. Mr. Myers, on page 3, in talking about the costs

you refer to the fact that the Government contribution is not deter-
mnined on an incurred basis, as it properly should be and is done under
present law, but rather on a cash basis which produces inequitable
results.

Would you just elaborate a little bit so some of us nonactuaries get
the pictu re a little bit?

Mr. MYERs. Yes, Senator Curtis, I would be glad to do that.
This is in regard to the drafting language in the bill about the

method of determining t premin rate for par B under the new
method that has been suggested by the

Senator CoRns. Part B is what? The beneficiary would have to
P r. MYERS. Part B relates primarily to physician fees.

Senator CURTIS. Yes; and that is what the beneficiary, iyave to pay
a monthly fee on?

Mr. MYEas. Yes; they pay a monthly premium that is now $5.60 a
moroch and will be up to $5.80 a month next J oly.

Senator CURTIS. Yes.
Mr. MYEs. This is a rather technical point in determining how

much the Government should pay to match the premiums of the bene-
-ficiaries. The entire concept of determining premiums under part B
is to do it on an incurred cost or on an accrual basis, not as to when the
benefits are paid, but when the services were -endered. It seems to me
that the only proper procedure is that, when the Government matches
these contributions, it should do it on an incurred cAst basis, just as the
premium rate itself is determined that v-ay.

Senator Currs. What would be the practical result of this?
Mr. MERS. The practical result of the provision as it is now written,

which I wouldn't say is a world shaking or devastating effect, is that
the matching money coming in from the Government would not be
quite as large as it would otherwise be. In other words, I. think the
fund would not be treated equitably by the Government in this
financing, in the so-called matching-financing provision.

Senator CuRTIS. If this change were made?
Mr. MYERs. The way the bill is, as drafted now.
Senator CuRns. The fund would niot be treated--
Mr. MyEs. The fund would not be tr(:ated properly as it is drafted

now. Of course, one of my concerns, and always one of my concerns in
the past, is that the socialsecurity trust, funds should be treated fairly
and equitably by the Government in its dealings with them.

Senator CuoRs. I know that you state that you would be glad to
assist the staff in any drafting amendments. I can't speak for them but
I know they would welcome it.
. Now you referred to a tax rate which you have submitted here. That
is based on the assumption-those rates are arrived at on the asaump-
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tion that the increases in the bill as it passed the House would become
the law?

Mr. MYERs. Yes, that is correct, Senator.
Senator Cutrrs. Yes; even though you personally have reservations

about the enactment of the total package, what you have worked out
is for the bill as the House passed it and not for any other proposal
that you have made?

Mr. Myxmis. Yes, that is correct, Senator. I said that, if you expand
the program this much, which I think is going too far, then you ought
to finance it by a more pay-as-you-go tax schedule that defers the tax
increases more out, into the future, rather than starting them in the
very immediate future and building up very large funds.

SenAor CuRTIS. It has always been contended, with considerable
merit, that in the OASDI everyone had a participation and that they
were making their contribution and it added dignity for the recipient,
because the social security payroll tax has paid the whole bill.

Mr. MYi.s. That is correct, and it is very important.
Senator CuRns. Yes. I think that what you point out about an

expansionist program getting so high that it endangers the whole
program is worth considering because already the social security tax
has gotten so high that people are asking for relief from it. Sugges-
tions are being made that perhaps part of the costs should be borne
by the general treasury or that certain classes of people have their
social security tax returned to them.

Do you regard those as sort of danger signals that we may have the
social security tax near a maximum?

Mr. MynEs. Yes, Senator, these are certainly indications that we are
very close to that point.

Senator CURIS. Do you think the fact that the social security pro-
gram, and, again, I am referring to title II, has been supported by a
payroll tax borne one-half by the employees, that in addition to that,
giving the recipient a sense of participation, a sense of' paying some-
thing which results in a feeling of dignity and self-respect, that that*
system also has served in the past as a reasonable restraint against
benefits that might be attractive but cost a lot of money?

Mr. MyEns. Yes, I think you have expressed that very well, Senator
Curtis. That has been really the great strength of the program, and
I think that is the reason it has such wide acceptance and support
among the American public.

Senator CuRTis. Once we deviate from half of it, so far as the em-
ployed group are concerned being paid by the employees we take a
chance on losing both the restraint as well as the concept of the bene-
fit;isn't that right?!

Mr. MYEs. Yes; I think so. People will have less of a feeling that
this is something that they and their employer have done for them-
selves and that it is not a gift or dole from the Government. So I think
there is a real danger in departing from the principle that has been
followed for the over 30 years of existence of the social security sys-
tem.

Senator CuRTIS. Thank you.
The CHAMMAN. Any further questions?
Senator FAwNIN. Yes, Mr. Chairman.
Mr. Myers, you ma4e, I think, a very profound statement here re-

garding the actuarial methodology for the cost estimate for the social
security system and when you talk about actuarial profit o. page 8 and
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about the financing and utilization of the program, we hear continu-
ously about what we can do because of this surplus or the amount of
money that is going to be available and in the future, speaking from
an actuarial standpoint.

Now I am vital concerned because I don't think we can dependupon these increases in the future from the competitive standpoint
when we realize, for instance, that in Japan, a highly competitive coun-
try to ours, our wage rates are about 400 percent over theirs; and when
we also consider that when we revalued the yen and devalued the dol-
lar, on only a 17 percent turnaround, do you think it is safe to use
a formula or to base our actuarial profit on these increases?

Mr. MY=s. No, Senator, I certainly agree with you. I think it would
be most imprudent to, in a sense, use expected gains in the future for
benefits toyIay. I think it is only proper to look at the situation today
to see if any actuarial profits have developed in the system from its
past experience and then utilize them. This is what the Congress has
always done in the past, and I think very properly so.

Senator FANNIN. Don't you think we are facing a different situa-
tion than before with the tremendous imports into this country our
drop in exports, that there will be a greater tendency to recognize, I
hope, the position that we are facing and that we will not jump to con-
clusions that we are going to be able to continue these increases? In
fact, I think perhaps we will level out and in some instances we may
seea-drop. -I know they don't consider it possible but if we look at
it from a competitive standpoint, I don't see how we can reach any
other conclusion.

Mr. MYEs. Yes, Senator, there are other important factors too, such
as ecology. If we spend more and more money to have a cleaner en-
vironment, and we quite properly should, this is really going to be a
decreasing factor insofar as productivity is concerned and that, too,
can have an effect on the future course of wages. So it seems to me
most imprudent to project future gains from something that may or
may not eventuate.

Senator FANNIN. Because all of those costs enter into the unit costs
of a particular product and so when we are talking about what can
be done we must take all factors into consideration.

Mr. MYERS. Yes, Senator, that is absolutely correct.
Senator FANNIm. Well, thank you very much, sir.
T~e CHAIMAN. Thank you very much.
Senator Byrd?

. Seinator Bypm. Thank you, Mr. Chairman.
Just two brief questions, Mr. Myers.
You mentioned that in 1961 that we generally agreed that the ab-

solute maximum tax under social security-should be 10 percent. Look-
ing at it from the point of view of 1972, what would you regard as
the maximum limit?

Mr. Mys. Senator, I think your very distinguished father really
had a very clear concept of this, and it wasn't just a concept that was
applicable only then. This is one concept that is ongoing; it is a thing
that does not change.

I wouldn't say that 10 percent was the absolute limit. If you go
to 10.1 or 10.2 or 10.3 percent, this is not going to produce disaster.
But it certainly seems to me, that, as soon as you get up around the
10 percent level, you should move with extreme caution in going beyond
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it, as H.R. 1 does. You should be certain that, if you go beyond this
limit, there are very good reasons for doing it and that it was ab-
solutely necessary to do so and that it wasn t just you were doing it
because these benefits seemed attractive. Just as when a person goes
to a store, if he is prudent, he buys what he can afford, not what he
wants.

Senator Bnm. 'So the 10 percent maximum limit, you feel, is almost
as applicable today as it was 11 years ago?

Mr. MYERs. Yes, Senator Byrd, I do.
Senator ByRD. Just one other question: How sound, actuarially, is

the social security fund?
Mr. MYEs. At the present time, it is in very sound shape; that is,

insofar as the cash benefits part of the program. The hospital insurance
portion of the program, as H.R. 1 recognizes, and as the executive
branch has recognized, is in some financial difficulty. There will have
to be higher tax rates legislated for it even if nothing else were done,
because of the extremely rapid rise in hospital rates that there was in
the past 3 or 4 years, much more than anybody had anticipated.

But as far as the major program, the cash benefits one, it is in
very good actuarial shape under what I would call very reasonable
assumptions and methodology.

The bill-H.R. 1-as the House passed it, and as both the House
and the Senate have always done, is soundly financed, but the question
is "even though it may be soundly financed, how high a level of -taxa-
tion do you want to have in this country going into governmental pro-
grams and what effect may they have on private programs."

Senator BYRD. Thank you, sir.
Mr. MYERs. Thank you.
Senator Bym. Thank you, Mr. Chairman.
The CHAIM. Thank you very much, Mr. Myers.
Mr. MyEs. Thank you. It is always a pleasure to appear before

this committee, Mr. Chairman.
(Mr. Myers' prepared statement, a paper of Mr. Myers referred to

by the chairman, and a subsequent letter with attachment of Mr.
Myers to the chairman, follows. Hearing continues on page 887.)

STATEMENT OF ROBERT J. MYERS

SUMMARY

This testimony relates only to the Social Security and Medicare provisions
of H.R. 1. The principal point made is that, although many of the proposed
changes are both appealing and meritorious, there is considerable question of the
desirability of the entire package, because of the heavy cost involved and the
resulting high tax burdens. The latter would reach an ultimate combined em-
ployer-employee tax rate of as much as 14.8% of payroll by 1977, on a $10,200
base initially.

The other major point concerns the financing recommendations of the Ad-
visory Council on Social Security, which I believe the Administration is sup-
porting. I am in complete agreement with the proposal to move more closely to
current-cost financing, and I am submitting a tax schedule on this basis different
from that contained in H.R. 1 (assuming that its benefit provisions would be
enacted as in the House-passed bill). On the other hand, I strongly disagree with
the changed actuarial methodology, largely on the grounds that it is not prudent
now to count on profits arising from further economic changes over a long future
period, before such changes occur.

Finally, several technical comments on the bill are made, such as where the
drafting language used is dectve, where simplification could be made without
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significantly Increased cost, or where Inequitable situations are produced that
could be eliminated without significantly higher cost.

STATEMENT

Mr. Chairman and members of the committee: My name is Robert J. Myers.
I am Professor of Actuarial Science at Temple University and also a consultant
in the field of Social Security to a number of nationAl organizations. I aw, of
course, appearing here today only on my own behalf, and my Views do not neces-
sarily reflect those of these organization&

I shall discuss only the Social Security and Medicare provisions of H.R. 1. This
bill contains many benefit liberalizations, some of which were Included in last
year's legislation that was not finally enacted (H.R. 17550). It also Includes sev-
eral new liberalizations.

These various changes are, each of themselves, of considerable merit and are
of an appealing nature. Their net result, however, is a very significant Increase
in the cost of the program and In Its scope. This Is evidenced by the fact that the
ultimate combined employer-employee tax mte for OASDI and Hospital Insur-
ance together Is as much as 14.8 percent of payroll, on a $10,200 base Initially.
The latter base for 1972 Is somewhat higher than would be statistically justified,
considering the various bases legislated since 1950 relative to covered earnings
levels.

More specifically, this 14.8 per cent ultimate rate compares with 12.1 per cent
under present law-a very considerable rise. I believe that, desirably, there
should be a limit on the level of taxation going to support the Social Security and
Medicare programs. If this is not done and if the tax rates are continually
ncreased to support expansions of the program, there will be decreasing activity

in the economic-security field by the private sector. Or, in other words, as Govern-
ment does more and more In the Social Security field, people will take less and
less responsibility for themselves.

The Social Security program has been established at such a level In the past
that it has been a floor of protection upon which private-sector activities can
build, and have so desirably and successfully built. I believe that this is exactly
what the Sociai Seeurity program should do, but I am afraid that the pending
bill moves he program somewhat away from the floor-of-protection theory.In 1961, when Senator Ribicoff was Secretary of Health, Education, and Wel-
fare, he held an interesting and significant colloquy with then-Chairman '( this
committee, the late Harry F. Byrd (pages 77-78, Hearings on Social Security
Benefits and Eligibility, H.R. 6027, May 25-26, 1961). There was complete agree-
ment between these two distinguished and knowledgable Individuals that the
absolute maximum tax rate under the Social Security program-presumably
possibly only for the cash-benefits portion--should be 10 per cent for the employer
and employee combined. We have already gone somewhat beyond this point,
because the corresponding rate In present law is 10.3 per cent. The pending bill.
however, would push this to 12.2 per cent.

For the reasons discussed previously, I believe that H.R. I would expand
the cost and the scope of the Social Security and Medicare programs too much,
to the detriment of private-sector activities In the economic-security field. Al-
though the various benefit changes proposed are generally appealing and meri-
torious, I believe that many of 'them should be eliminated on cost grounds.

Before closing, I would like to niake several technical comments on the bill.
Section 203 revises the method of determining the premium amount for en-
rollees under the Supplementary Medical Insurance program (Part B). I agree
that the proposed changed procedure Is desirable, but the drafting language
used Is defective In a number of Instances. Specifically, for one thing, the
Government contribution is not determined on an incurred basis--as It prop-
erly should be and as is done under present law-but rather on a cash basis,
which produces inequitable results. If you desire, I shall be glad to furnish
your staff with drafting language which will correct this situation.

The bill would increase the number of lifetime-reserve days under the Hos-
pital Insurance program. I recommend that, instead of doing this, the con-
cept of lifetime-reserve days should be eliminated, and the 60 days now allowed
should be available automatically for each spell of illness. This would elim-'
inate many problems that now arise under this provision, both for the bene-
ficiaries and the Social Security Administration, because the beneficiaries must
elect Individually each time whether or not to use the reserve days. It is not
Always advantageous to make such use, because, In certain instances relatively
negligible benefits are produced by the lIfetime-reserve days, and yet the reserve
is used, when it might later be used to better advantage.
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The beneficiary would, under my proposal as to elimination of the lifetime-
reserve concept, not be faced with making a choice which he might not be suf-
ficiently informed to do wisely (especially when he has been in the hospital for
a long time). Also, the Social Security Administration frequently cannot know,
prospectively, what the best choice is for a beneficiary. My proposal would
have no cost effect on the bill, because the savings from not going to 90 days
would about offset the cost of giving the additional 60 days in each spell of
illness.

Last year when I testified before this committee on H.R. 17550, I recom-
mended that, when primary benefits are increased by a certain percentage across
the board, then the maximum family benefits for future claimants should be
increased by the same percentage. I am gratified that this approach was taken in
the version of H.R. 17550 which your Committee approved last year and also in
the legislation enacted this year and in the pending bill.

I believe that this procedure results in a more equitable approach for deter-
mining maximum family benefits for the different earnings levels. There is, how-
ever, one remaining situation that is not entirely consistent and equitable-
namely, for benefits based on low average monthly wages. One of the basic prin-
ciples of social insurance is that benefit amounts should be weighted in favor of
lower-paid workers, or at least not in favor of high paid ones. Yet, surprisingly,
in this instance, Just the reverse procedure is being followed.

Specifically, for average monthly wages of $239 or less, the maximum family
benefit is always 150 per cent of the Primary Insurance Amount. After that
point, the ratio increases to 175 per cent for average monthly wages of $352-SO,
and then rises to a maximum of 187.6 per cent for average monthly wages of
$432-6 and thereafter declines to 175 per cent for average monthly wages of
$628 and above. I believe that, in all fairness to beneficiaries receiving benefits
based on low average monthly wages, the maximum family benefits as shown by
the benefit table should be increased for all average monthly wages less than
$357 so that they are 175 per cent of the corresponding primary benefit.

The reason that the present inequitable situation occurs for beneficiaries
with benefits based on low average monthly wages is that, in the past, there
was the restriction of the family maximum not exceeding 80 per cent of aver-
age monthly wage, although in no case being less than 150 per cent of the pri-
mary benefit. The logic of this approach no longer prevails--and the 80 per cent
portion of it has been abandoned-because, as indicated in my previous testi-
mony, the average monthly wage is now recognized as only a notional concept,
since it is based on a career-average method of computation. For further in-
formation on this point, way I refer you to my article "New Insight as to
the True Basis of Social Security Benefits" in the August issue of Pension d
Welfare News.

As you know, even under present law, the primary benefit can exceed the
computed average monthly wage in some instances. In even more instances, the
maximum family benefit can exceed the computed average monthly wage. Thus,
the fact that maximum family benefits can exceed average monthly wage to a
somewhat greater extent under my proposal is not a weakness.

The increase in the cost of the program for my proposal to increase the
maximum family benefit for those at the lower earnings levels is relatively Iow-
a level-cost of about .05 per cent of taxable payroll. This could be met-and
this inequity could be eliminated-by dropping some of the liberalizations
In the bill that are meritorious but are not necessary to correct clearly in-
equitable situations.

Under the bill, the provision for increasing widow's (and widower's) bene-
fits contains the reasonable limitation that the widow's benefit should not be
larger than the benefit that her husband had been receiving (if he had actual-
ly filed claim and become entitled to benefits). In certain cases, however, this
procedure can result in great inequities and in serious administrative dif-
ficulties.

An example will clearly indicate the situation. Suppose that an insured
worker is aged 62 and is eligible for a Primary Insurance Amount of -2Sf.30,
and thus a reduqed primary benefit of $175.50. If his wife is then aged (5, he is
confronted with a serious dilemma and the Social Security Admitnistration
would have great administrative difficulty in advising him what to do. The prob-
[em is that, if he files a claim for benefits, his widow's benefit will be frozen at
only $175.50. Thus, if he were to die in a few months, his wife would suffer a
great loss (having an actuarial value of about $6,000) as compared with the
situation if he had not filed claim (in which case the widow's benefit would
have been $219.80).



In other words, in situations like this, where the wife is somewhat older
than the husband, there will be considerable question as to the desirability
of filing claim Or there will be the inequity of having to file a claim because of
economic necessity and then losing very substantially over the long run thereby.
Some people will make the wrong choice, and Members of Congress will hear
about it.

The solution to this problem is relatively simple. The limitation involving
the husband's benefit should be as follows:

(1) When the husband dies at or after age 65--the amount of the benefit
which he was actually receiving (as the House-passed bill provides).

(2) When the htisband dies before age 6--the amount of the benefit which
he would have received at age 65 tf he had survived to that age and had had a
so-called round-up recomputation which recognized only the benefits that he
had actually received before his death.

Section 128 of the bill desirably and logically, remedies a long-standing in-
equity and anomaly in the law-namely, that wages received after the calendar
year of death are taxable under Social Security but are not creditable for bene-
fit purposes. Logically, the same treatment should be given to wages received
in any year all of which is included in a period of disability. The House-passed
bill does not do this, and -I recommend that this change be made.

Finally, I would like to discuss briefly the actuarial methodology for the cost
estimates for the Social Security system. The Advisory Council on Social Se-
curity has recommended drastic changes in the methodology used previously
(rnd as used to develop the financing in the House-passed bill).

The Advisory Council proposes that the cost estimates should be based on the
assumption that, in line with the automatic-adjustment provisions in the bill,
earnings levels will increase each year indefinitely into the future. Depending
upon the relative assumptions as to increase in wages and increases in prices,
this may show an apparent "actuarial profit," which can be used to finance
liberalizations of the program. I understand the Administration supports this
approach.

I believe that this is not a prudent course of action-namely, to count on
profits arising from future economic changes over a long period, before such
changes occur. On the other hand, under currently used actuarial techniques,
the procedure has been to utilize such actuarial gains only after they have ma-
terialized. If rising earnings assumptions are considered desirable in connec-
tion with the automatic-adjustment provisions, I believe that they should be lim-
ited to the next five years, with constant wage levels assumed thereafter.

Moreover, the proposed procedure of counting on increases in the wage level
indefinitely into the future is extremely sensitive to the assumptions made. If it
is assumed that wages increase at -two times the Increase in prices, a sizable
actuarial profit is shown, but if this ratio is only 1% to 1, such a profit van-
ishes. It may be noted that, in recent years, the ratio has been much lower-
about 1% to 1. This sensitivity is well illustrated by the material on pages 44
and 45 of your Committee Print, "Material Related to H.R. 1: Social Security
Cash Benefits and Social Security Financing", dated July 14, 1971.

It Is most important to note that the question of the financing method is en-
tirely separable from that of the actuarial methodology. In other words, the
current-cost method proposed by the Advisory Council-with which I agree-
can just as readily be followed under the current actuarial methodology as
under the changed methodology proposed by the Advisory Council. Thus, if H.R. 1
as passed by the House were to be enacted, I believe that the future tax sched-
ule should be spread out more, as for example, in the following manner for the
combined employer-employee rate for cash benefits and hospital insurance
combined:

In percent
Schedule Proposed

In H.R. I schedule

Caedyers:------------------------------l.
....-76-- -- - -- ---. ........ . ............. ..... 12. 4'

...................................................... 14.8 .8
14.9

191 . ..... ......... ................. .7 14. 11:: I 6
IM'an ............. ................................. ...... 4 8 M e.4
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This proposed schedule would result in the accumulation of much smaller
trust-fund balances, along the lines of the current-cost recommendations of the
Advisory Council.

THE FUTURE OF SOCIAL SECURITY-Is IT IN CONFLICT WITH PRIVATE PENSION
PLANS?

INTERRELATIONSHIP OF SOCIAL SECURITY AND PRIVATE ECONOMIC SECURITY
PLANS

(By Robert J. Myers, FSA)

The future development and role of the social security program, and its con-
comitant effect on the private pension system of the country, depend on many
factors and elements. This paper will discuss several of these matters, namely:

S cope of Paper
(1) The interrelationship of social security and private economic security

plans.
(2) The expansionist philosophy of social security.
(3) The moderate philosophy of social security.
(4) The concept of poverty.
(5) The effect of the consolidated budget on social security.
(6) Income-tax integration rules for private pension plans and similar

other requirements.
(7) The influence of social security staff on the development of the

program.
The basic question may well be raised as to whether the social security pro-

gram and private economic security plans-private pension plans and individual
insurance and savings-should be competitive and in conflict, or whether they
should complement each other.

For many years, the viewpoint has been widely expressed that social security
should provide a basic floor of protection upon which private economic security
measures can, should, and will build. In other words, under this concept, social
security and private economic-security efforts are complementary and are by no
means in conflict. Lately, however, in certain quarters, an effort is being made to
rewrite history so as to "prove" that the floor-of-protection concept never really
existed, except possibly in the minds of those who were basically opposed to the
social security program.

There are some, whom I term "the expansionists," who believe that the Gov-
ernment should provide full economic protection for virtually the entire popula-
tion when an earnings loss occurs. Specifically, they feel that the Government's
responsibility for retired persons goes way beyond providing them a level of
benefits upon which the vast majority can subsist, but beyond which they can
build further economic security by their own efforts. The expansionists feel that
the government should provide a level of income replacement that is virtually as
high as income before retirement. And they would use the social security pro-
gram as a tool to do so.

There is a very important philosophical question here. Is this properly and
desirably the function of government? Or is it sufficient-and actually better--
for the Government to establish a social insurance system which will provide a
floor of protection upon which people can build either individually or jointly
with their employers? In other words, is it desirably the Government's function
to take complete care of all the citizens? If so, then one might well ask how far
this should be extended into the private lives of people of all ages, whether work-
ing at adequate wages or not.

THE EXPANSIONIST PHILOSOPHY OF SOCIAL SECURITY

Let us now turn to how the expansionists would achieve their goals in the
area of cash benefits under social security. I shall not deal in this paper with their
goals in the medical care field, other than to state the obvious, but most sig-
nificant, point that, in the long run, they seek to have all medical care provided
directly by the Federal Government, financed either from general revenues or
payroll taxes. The irreversible steps in this direction would be taken by extend-
ing the coverage of the Medicare program first to all beneficiaries and then to all
covered workers and their dependents.
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The specific blueprint of the expansionists for "improvement" of the Old-Age,
Survivors, and Disability prgoram (OASDI) is first to increase the maximum tax-
able earnings base from the present $7,800 per year to at least $15,000 currently,
and then to keep it up to date with changes in the earnings level. The reason for
this is that then the vast majority of workers would have their full earnings
covered by the program and, therefore, could have full economic security provided
by it.
Nex't Step

The next expansionist step would be to increase drastically the general benefit
level so that, even for workers earning up to the maximum taxable base, the
benefits would provide virtually full replacement of the take-home pay before
retirement. To achieve this end would require approximately a doubling of the
present benefit level.

Now how do the expansionists propose to find the money to finance such
changes? One simple, and apparently fiscally painless way, is to introduce a siz-
able Government contribution or subsidy to the system. Some expansionists
suggest that this Government subsidy should average about one-third to one-
half of the total cost of the program-i.e., it would equal anywhere from 50 per-
cent to 100 percent of the combined employer and worker contributions.

To put such a matching basis in to effect immediately would be extremely
difficult because of the large sums needed from the General Fund of the Treasury.
For example, if the Government subsidy were to represent one-third of the cost
of a program that would be expanded in line with the alms of the expansion-
ists, it would be in the order of $15,000,000,000 a year currently for OASDI
alone, and much more in later years. Accordingly, the expansionists propose
the approach of gradualism--or, in other words, the "camel's nose in the tent"
process--by having the Government contribution be 5 percent in the first year,
10 percent in the second year, etc.

Still another source of financing the expansionist alms is to tap the employers
for a heavier proportion of the cost. For example, the expansionists have proposed
that there should be no taxable earnings base for employer contributions (or,
in other words, the employer should contribute on his entire payroll). They
have also suggested that the employer should contribute at twice the rate appli-
cable to the employee (instead of equal sharing, as has always been the case).
Disability

The goals of the expansionists are not limited solely to the level of OASDI
benefits. They also want to expand the disability benefits, so that they would
no longer be on a "permanent and total" basis. Rather, they would include
coverage for all types of disability-temporary disability, long-term occupational
disability, etc.

If the foregoing goals of the expansionists as to levels of OASDI benefits were
achieved, the consequences must be clear to everyone. Not only would there be
the direct effect of eliminating most private-sector efforts in the economic-
security field, but also a most significant effect on our national economy would
occur. Private savings of all types, including pension plans and deferred profit-
sharing plans, would be greatly reduced. This, in turn, would result in a short-
age of investment funds for private industry to expand its economic-productivity
activities. Accordingly, private industry would have to turn more and more to
the Government for such funds. This would-mean increasing governmental
regulation, control, and even ownership of productive activities.

MODERN PHILOSOPHY OF SOCIAL SSOURITY

The moderates have a strong belief in the continuing desirability of social
security as a floor of protection and, similarly, in the significant continuing
efforts of the private sector in providing economic security. The moderates believe
that the social security system should be kept up to date with changes in eco-
nomic conditions and that any weaknesses or deficiencies which show up should
be remedied.

Specifically, the position of the moderates is that the benefit level should be
kept up to date with changes In the cost of living, whether this be done on an
ad hoo basis or by automatic-adjustment provisions. Similarly, they recognize
thqt benefits should be reasonably related to recent earnings before retirement,
disability, or death, when past economic conditions have produced significantly
rising general earnings levels. Such recognition of past earnings trends can be
accomplished through a final-pay approach in computing benefits. Virtually the
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same effect can also be obtained by adjusting the factors in the benefit formula
accomplished through a final-pay approach in computing benefits. Virtually the
(as has been done in the ad hoo OASDI benefit increases in the past two decades).

The moderates also support periodic adjustments in the maximum taxable
earnings base and in the amount of earnings permitted for full receipt of ben-
efits under the retirement, or earnings, test. Such adjustments should be made
on the basis of changes in the general earnings level and can be accomplished
either on an ad hoe basis or by automatic adjustments.

Since 1950, the ad hoo procedure has produced quite satisfactory results in
connection with changes In the earnings base. The $3,600 base first effective in
1951 covered 81.1 percent of the total earnings in covered employment, while
the $7,800 base effective in 1968 covered 83.6 percent. This proportion for the first
effective year of the three intervening changes was about 80 percent in each
instance, so that the $7,800 base in 1968 might be said to have gone a little
too high. Finally, it may be noted that the $9,000 earnlngs.hase, effective for
1972, that has recently been proposed by President Nixon i111 cover an estimated

031 percent of total earnings in covered employment, and thus is in line with the
bases actually adopted since 1950.
General Revenues

The moderates are strongly opposed to the injection of general revenues Into
the OASDI system. They argue that'this will seriously weaken cost controls
of the program. Changes in the program might be voted without regard to the
cost considerations--on the grounds that ' the necessary financing can always
be easily obtained from general revenues." On the other hand, under the present
self-supporting contributory basis, the cost of any benefit changes are fqhly
recognized; they are met by direct, visible financing charges applicable to
workers and employers.

One problem which may occur is that, for budgetary or political reasons, the
Government subsidy may not be paid in the amount required or at the time
specified. Several times in the past, government contributions to OASDI were
legislated, but were not actually made, or were delayed for long periods. For ex-
ample, appropriations for the cost of benefits arising from "gratuitous" military-
service wage credits (for periods before 1957) have either not been made at all
or have intentionally been made in an amount lower than the required actuarial
determinations. Then, too, general-revenue appropriations authorized for the
Medicare program have frequently been delayed considerably beyond when they
were due (although generally an appropriate interest adjustment was provided).

It is not inconceivable that reliance on Government subsidies for financing a
major portion of the cost of OASDI could lead to partial repudiation of the
benefit obligations.

Another difficulty which may arise is the pressure that would be generated
to impose a means test on the beneficiaries. Then, those who have substantial
other income would not be paid benefits--on the grounds that people with large
incomes should not receive payments partially financed from general revenues.

Those who oppose a Government subsidy to OASDI do not necessarily oppose
benefit changes involving substantially increased costs. They believe, however,
that such costs should be openly and completely recognized through direct
financing provisions.

THE CONCEPT OF POVEWY

NOwadays, widespread discussion of the subject of poverty occqrs--how to
eliminate it, how changes in existing programs will reduce the number of persons
in poverty, etc. Offhand, to hear this discussion, one would believe that poverty
can be scientifically measured, just as can the relationship between-the circum-
ference of a circle and Its radius, or the distance from the earth to the moon
at any particular time, or even the cost of a pension plan.

Actually, such is not the case because the concept of poverty that is so widely
used currently Is derived from a mechanistic approach. Specifically, this approach
proclaims that poverty is present if the individual or family has less annual
income than a certain prescribed dollar amount. At times, such amount is varied
according to the size of the fAmly--and, at times, according to geographical loca-
tion. Quite illogically, many of those who use the data seem -to believe that, if
an individual is just below the so-called poverty amount, then he is Indeed in
very dire condition, whereas once his income has reached this level, he is in quite
different -status.
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Defining Poverty
Poverty, like sin, is opposed by every person of good will. The problem, however,

is to define poverty adequately and not merely to set up meaningless mechanistic
standards tWat have no basis in fact. A clear distinction should be made between
"poverty" and "destitution" or "want." Many persons who are under the poverty
line, as mechanistically defined currently, are not really in need by any objective
standard and, in fact, might be considered affluent according to the living
standards of some countries.

Social security was established to prevent want- and destitution, and was not
intended to deal with this new measure of poorness called "poverty." However,
it is quite clear that the social security program has, over the past three decades
been the most important governmental program in combatting both destitution
and poverty arising from the economic risks of death, disability, and retirement.
Those who believe in a complete expansion of the social security system, so that
it would virtually take care of the entire economic-security needs of a country,
frequently use the poverty concept to support their aims. For example, when
poverty is defined in a mechanistic style at a very high level, arguments can be
presented for a significant increase in the general level of social security benefits.
Realistio St andards

Those with a moderate philosophy insofar as the role of the social security
program is concerned are by no means unconcerned about the problems of poverty
and human needs. They believe that the facts of poverty should be demonstrated
by objective, realistic standards, and not merely by mechanistic approaches.

THE EFFECT OF THE CONSOLIDATED BUDGET ON SOCIAL SECURITY

A iew element has recently arisen that may have an important effect on the
future development of the social security program-namely, the consolidated or
unified budget. Until recently, the budget of the United States Government
involved only direct governmental operations and did not include the operations
of the social security trust funds and other similar funds, such as those of the
Railroad Retirement and Civil Service Retirement systems. Recently, the budget
approach was changed, so that the operations of these various trust funds are
included within the budget, which is now on a so-called consolidated basis.

Accordingly, any excess of income outgo for -the social security trust funds
(Including the two Medicare trust funds)" tends to produce a budget surplus and
vice versa. In actual practice, it was for this reason that in the fiscal year that
ended on June 80, 1960, a budget surplus of about $3,000,000,000 was reported.
The social security trust fund showed an excess of income over outgo for this
fiscal year amounting to about $4,000,000,000. Thus, under the former budgeting
approach, without including the social security trust funds, there would instead
have been a budget deficit of about $1,000,000,000.
Budget "Surplus"

In the current fiscal year, ending June 30, 1970, a budget surplus of about
$3,500,000,000 was forecast by President Johnson in his budget prepared in
January 1960. The corresponding excess of income over outgo for the social,
security trust funds was about $7,000,000,000. Thus, under the former budgeting
approach, there would have been a deficit of about $3,500,000,000. As a result,
because of the significant effect of the social security program on the federal
budget, there are now strong incentives to use it as a budgetary and economic
tool.

As a result, there may well be pressures to make changes in the social security
system--either in the budget area or in the tax area-primarily to affect the
short-range picture and without any real emphasis on the long-range results.
I need hardly tell this audience about the dangers of making changes in long
range benefit programs solely with a view of the financial impact In the first
year or two.

At the present time, and in the next few years, under both present law end,
to a lesser extent, under proposals currently being considered by Congress, the
trust funds will show sizable annual excesses of income over outgo .- Under

I Interestingly enough, many of the budgetary and economic-plannin experts refer tosuch an excess of income over outgo as a "'surp lus", not understanding that an Insuranceor pension program can have Aucn success in the early years of operation and yet be
greatly under-financed.
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present economic conditions, when inflation is present, the economic planners are
glad to have this excess of income over outgo under the social security program.

Their views might change greatly and rapidly if economic conditions shift
and inflation no longer seems the danger, but rather the so-called fiscal drag of
the excess of social security income over outgo is "the enemy" (as It was so
wrongly considered to be as recently as in 1965). Under these circumstances,
the economic planners would press strongly for reduction of the social security
contribution rates (and would, in fact, ilke to have Congress delegate to the
Executive Branch the power to do so).

In my opinion, it is not necessary for the social security system to build up
large balances in the trust funds. Instead, a good rule of thumb would seem to
be to have a balance of about one year's outgo. This should be accomplished by
setting proper contribution rates for the future according to the best estimates
possible. Then, however, the rates should not be spasmodically varied to react to
either actual or speculative changes in economic conditions. Among other reasons
for maintaining scheduled contribution rates for a social insurance system is
the psychological point that people reasonably expect a certain degree of stability
in premium and contribution rates for all types of insurance plans.

INCOME-TAX INTEGRATION RULES FOR PRIVATE PENSION PLANS AND SIMILAR OTHER
REQUIREMENTS

Particularly in appearing before this audience, I would hardly wish to expound
at length on what should be the proper income-tax integration rules for private
pension plans. However, since this subject is interrelated with the level of social
security benefits and since the effect of the integration rules can encourage or
stifle the growth of private pension plans, a brief discussion is desirable.

Certainly, very restrictive integration rules--such as those that were originally
announced by the Internal Revenue Service--could have a serious, stifling effect
on the growth of private pension plans, or even on the maintenance of the present
high level of activity in this area. The same could also be said for many types
of control that could be exerted on private pension plans-such as compulsory
vesting-in the guise of requirements for qualification for income-tax purposes.

Integration
Integration rules have been derived to effectuate the Congressional mandate

that pension plans should not be discriminatory in favor of high-paid individuals,
after taking into account the combination of benefits under such plans and social
security benefits. Nobody can argue that this is not a wise and proper requirement.
Putting it into effect, however, is easier said than done if a precise procedure
is desired.

I am convinced that no completely precise procedure is possible. I believe that
the approach that was taken for many years--which might be termed the 37%
percent method-was reasonably satisfactory and, with all the related intricate
network of allowances for various types of plans, had worked out quite well over
the years. I saw no justification or necessity for changing this approach, especially
since there had never been demonstrated any instances where discrimination in
favor of high-paid persons had occurred thereunder.
First Reaction

The initial IRS aproach, which would have reduced the integration basis by
more than one-third, brought down a tremendous storm of adverse criticism and
complaints on the IRS. It was quite clearly and correctly pointed out that any
apparently scientific mathematical computations in this area were of questionable
value and significance and that actually they generally seemed to be made in
order to arrive at a particular result.

As a result of this storm of criticisms, IRS produced a revised basis--which
might be termed the 30 percent method, a reduction of about 20 percent. In my
opinion, there is considerable question as to why even this restriction is necessary'
or desirable in order to prevent discrimination occurring in favor of high-paid
individuals.
Believes Eapaision Desired

One might well ask why IRS took the action of restricting or deliberalizing the
integration rules. In my opinion, this was done-and the technical computations
justifying the action were made solely to support such action-primarily and
fundamentally to restrict the growth and development of private pension plans.
In turn, this would leave more of a vacuum that could only be filled by expansion
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of the social security program-a result that was not viewed with any concern
or dismay by the government officials involved.
President's Committee

I believe that the same situation is also true---and perhaps to an even greater
extent--with regard to the recommendations of Fh§ President's Committee on
Corporate Pension Funds and Other Private Retirement and Welfare Programs
that was established by the Johnson Administration, and especially by the Inter-
Agency Staff Committee that was established to study ways to implement the
proposals of the President's Committee. The representatives on the Inter-Agency
Staff Committee from the several governmental departments consisted of persons
who had relatively little knowledge of the specific operations and structure of
private pension plans, but who had strong beliefs in the direction that the Govern-
ment should be the predominant provider of economic security for the nonworking
population. This was certainly a clear instance of the fable about having the
fox guard the hen coop.

THE INFLUENCE OF SOCIAL SECURITY STAFF ON THE DEVELOPMENT OF THE PROGRAM

By no means least Important in determining the future course of the social
security program is the Influence exercised by top-level staff in the Social Security
Administration.

The administrative operations of the program have a well-deserved nationwide
reputation for efficient, impartial, and honest functioning. This is due to a devoted
and capable group of civil servants, from the top administrative officials down
to the lowest grade clerks. Such successful functioning is necessary, regardless
of the future role of the program, but thi.i does not mean that the system must
expand at the expense of private-sector activities in the economic-security area.
Philosophy and Duty

However, when It comes to the research, program evaluation, public relations,
and program planning functions, the situation can be quite different. Even though
the staff so engaged may be completely sincere, as well as capable they cannot
be expected to present as strong a case against proposals which are contrary to
their basic philosophical beliefs as they could in favor of proposals of an opposite
nature.

Over the years, most of the Social Security Administration staff engaged In
program planning and policy development have had the philosophy--carried out
with almost a religious zeal-that what counts abovd all else is the expansion
of the social security program. To some of them, to believe otherwise amounts
virtually to being opposed to the program-and even really In favor of its repeal.
Thus, such persons have not necessarily tended to be political as 'between Demo-
crats and Republicans, but rather they have favored and helped those who want
to expand the social security program the most.

In fact, one might say that some social security staff members are dedicated to
an expansion of the social security program so that it takes over virtually all
economic security needs. This is in sharp contrast with the moderate approach,
which believes that there should be a reasonable sharing of the economic security
field between the public and private sectors, with the financing being on a sound
basis and completely visible to all, so that the financial burdens Involved are
readily apparent.

One might perhaps excuse this expansionist approach of many social security
planning officials on the grounds that It is only natural for people to advocate and
work strongly for the growth of the activity in which they are engaged. There is,
however, a difference in this respect as between workers in the private and public
sectors..The civil servant has an equal responsibility to both those who are bene-
ficiaries and those who bear the cost of the benefits. Equal publicity should be-
but usually is not-given to those who will pay the increased taxes,'as against
thome who will receive the higher benefits.
sufforting onohiao

Man roctt security researchers, as I bave observed over the years, have the
view tYAot the purpose of research in the social sciences is to gather data to
substantiate a predetermined conclusion, so as to attain a desired social goal. As a
result, according to this belief, valuable research time, effort, and money should



be devoted solely to proving the desired point and should not be "wasted" by
searching for all the facts. This is in sharp contrast with Ruskin's wise saying,
"The work of science is to substitute facts for appearances and demonstrations
for impressions." In many instances, such biased research cannot be blamed
solely on the researchers themselves, but rather to a considerable extent on the
policy officials and others yho direct their work along those lines.

Civil Service is, in general, a very desirable personnel policy, so as to have
efficient and impartial administration in governmental operations. Certainly, in
the management and purely technical areas such as accounting and drafting
legislation (and, even, preparing actuarial cost estimates), the social and eco-
nomic philosophy of the individual will have no effect on the results of his work.

In the policy planning field, however, the top policy officials should have staff
members working for them who are fully sympathetic to their views and
approaches. Too much Civil Service and too little flexibility in filling top person-
nel posts can easily hamstring and Administration in a particular area. For
example, if the high-ranking Civil Service technical employee is of the same con-
viction as a public advocate of the "out" party, how can it be expected that he will
produce a vigorous, air-tight rebuttal for his political superior to an attack on
Administration proposals by such an advocate? 4

CONCLUSION

In summary then, one may well raise the question "How much economic
security should be provided through the Government?" Should social security
provide only a basic floor of protection, upon which individuals and, in part, their
employers should build, with public assistance for the small minority whose basic
needs are still not provided for-as the moderates believe?

Why should Government supply complete economic security to the aged, the
disabled, and the survivors of deceased workers so as to replace virtually the
full wage loss--as some expansionists advocate? If so, what are the implications
in other areas such as medical care for the total population and even the owner-
ship and management of industry and commerce?

If all should be guaranteed, or provided, the highest possible medical care by
the Government, how about guarantees or provisions so that none shall have
incomes substantially below the average, or that none shall have diets that are
not the highest nutritional quality, regardless of whether they could afford to-
and would wish to-do otherwise?

There is a basic, important question here for America to decide. There is a
choice to be made, and the citizens should be given all the facts on both sides, so
that they can make a wise decision.

As a postscript, I might add that the social security proposals made recently
by President Nixon, and now under consideration by Congress, fully meets the
criteria of the moderate philosophy. At the hearings of the House Ways and
Means Committee, several proposals were put forth that were definitely along
expansionist lines.

SILVzs SPRING, MD., Januar/ 24, 1978.
Hox. RUss=LL B. LONG,
Chairman, Oommittee on Finance,
U.S. Senate,
Washington, DO.

Drim M. CHAIMAN: I appreciated very much the opportunity of appearing
before your Committee at the Hearings on H.R. 1 on January 21.

I also appreciate -he fact that you are placing my paper on the expansionist
and moderate philosophies on Social Security ("The Future of Social Security-
Is It in Conflict with Private Pension Plans?" Pension an4 Welfare lew,
January 1970) In the record. You may be interested in the enclosed paper,
"Where Will the Pending Social Security Amendments Take the Program?",
from the (JLU Journal for September 1971. This paper is an updating of the
ortirinal paper and deals specifically with H.R. 1. Perhaps it might be of value
to place this article also in the record.

Sincerely yours,
BoB MiZn.

Enclosure.
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WHER- WILL THE PENDING SOCIAL SECURITY AMENDMENTS TAKE THE PROGRAM?

(By Robert J. Myers)

Robert J. Myers, F.S.A., F.C.A.S,, F.C.A., M.A.A.A.. is now Pro-
fessor of Actuarial Science at Temple University. He also serves as
a consultant on Social Security to the American Life Convention,
the National Association of Life Underwriters, and the American
Medical Association. He was Chief Actuary, Social Security Ad-
ministration, U.S. Department of Health, Education, and Welfare
from 1947 to 1970 and was associated vith the U.S. Social Security
program for 36 years.

He often served as a consultant to the congressional committees
which deal with legislation on social Security.

He has also acted as technical advisor to other governnental
retirement programs in this country and in other countries. In this
capacity, he has given technical assistance to help establish or
revise social insurance and government-employee retirement plans
in Bolivia, Colombia, Cyprus, Dominican Republic, Greece, Iran,
Israel, Japan, Jordan, Honduras, Liberia, Nicaragua, Panama,
Peru, Ryukyu Ilands, Saudi Arabia, Venezuela, and Viet Nam.

Mr. Myers is a member of many national and international
professional organizations and in currently President-Elect of both
the Society of Actuaries and the American Academy of Actuaries.
He also serves on a number of intergovernmental advisory corn-
tittees. He has written extensively on Social Security, demography,
and related subjects and has recently published a book, Medicare.
He has also authored Social Insurance and Allied Government
Programs.

"You cannot bring about prosperity by discouraging thrift. You
cannot strengthen the weak by weakening the strong. You cannot
help the wage earner by pulling down the wage payer. You cannot
further the brotherhood of man by encouraging class hatred. You
cannot help the poor by destroying the rich. You cannot keep out of
trouble by spending more than you earn. You cannot build character
and courage by taking away man's initiative and independence. You
cannot help men permanently by doing for them what they could
and should do for themselves." -ABRAHAM LINCOLN

The future development of the Social Security program naturally has a great
effect on the private life insurance and the private pension systems of the
country. Even more Important, what will happen in the Social Security area will
have great effect on the nature and character of our social and economic lives.
This paper will be confined largely to considering the cash-benefits part of the
Social Security program-Old-Age, Survivors, and Disability Insurance
(OASDI)--and will not discuss Medicare or Its expansion into National Health
Insurance, as Is so widely being discussed currently.

OASDI and the private insurance system, using the term broadly, can be
complementary, or they can be competitive. I believe that In the latter case,
OASDI is bound to win out in the long run, and the private insurance system
will be eliminated, or largely so. Perhaps, this may be analogized to Gresham's
Law, under which bad money will always eventually drive out good money. On
the other hand, if the Social Security program Is held at a reasonable level,
there will be ample room for the private insurance system to flourish and to do an
effective Job, with the net result being better for the country than If there were
only an all-encompassing, monolithic Social Security system. In turn, within the
private system, there should be a good, reasonable balance between individual
programs and group programs.

THE EXPANSIONIST PHILOSOPHY

There is in this country a dedicated, well-informed group of individuals who
sincerely believe that full economic security for those who can no longer obtain
their financial support from current earnings should, for the vast majority of
such persons, be provided by governmental programs. This result would, accord-



ing to this philosophy, largely be accomplished through a greatly expanded Social
Security program. For purposes of reference, I shall term those with this view-
point as "expansionists."

None can argue that it is not desirable for persons who have had the economic
risk of old-age retirement, disability retirement, or death of the breadwinner
befall them to have sufficient economic security so as to be able to maintain
their previous level of living. The expansionists take the simplistic approach
that--this being the case-let us do a complete and efficient job and have a
governmental plan accomplish the desired results.

Those who oppose the expansionist philosophy, and instead believe in the com-
plementary roles of Social Security and the private insurance system, believe that
a governmentally-imposed fully-expanded Social Security system would produce
undesirable results. They believe that full economic security provided in this
manner would be bad for the character and moral fiber of the nation.

People like to feel independent and self-reliant, and this feeling would certainly
be largely destroyed under the expansionist approach to economic security. In
fact, this approach could well move further and further into people's lives by
being applicable also during the active working career. In actuality, people
flourish and mature under competitive conditions, assuming that competition
has some reasonable restraints and that a floor of protection is available as
"insurance" If risks are taken and failure occurs. There is a considerable likeli-
hood that complete guarautteed security destroys character by creating boredom
and general lack of interest. Certainly, there seems to be some evidence of this
today in our affluent society.

The expansionist philosophy of Social Security, if followed, would necessarily
lead to the virtual elimination of private-sector activities in the economic security
field. This, In turn, would mean substantially less individual and group savings,
so that the development of private industry through the influx of additional
funds would be handicapped. The only solution for private industrial develop-
ment, then, would be to turn to governmental sources for these funds. The
vicious circle would thus begin-more governmental control of our economic lives,
perhaps even leading to more governmental ownership of the means of produc-
tion. Such a result would undoubtedly not displease many expansionists!

The goal of the expansionists in the OASDI area is quite simple. They believe
that benefits should be at a level close to take-home pay for virtually all workers
(say 90-95%). This would involve first raising the maximum taxable earnings
base' now to about $18,000 per year and then doubling the benefit level in one way
or another. The benefit level can be increased either directly by changing the
benefit formula or indirectly by such means as increasing the number of drop-
out years in the(, computation of average monthly wage for beuFfit-calculation
purposes. The expansionists would also broaden the scope of the program-and
thus its cost-in many ways, such as a liberalized definition of disability, a
reduced disability waiting period, and lower retirement ages.

But, the problem of the expansionists is how to finance the greatly increased
cost. Raising the earnings base Is some hell) in this direction. Such action has a
double "advantage" from the expansionist approach, since it both produces more
funds to finance expansions and results in somewhat larger benefits for the
higher-paid persons, who are apt to object to such changes expanding the pro-
gram. The main source of financing expansions of the Social Security program,
however, must come from general-revenue financing, or more properly, govern-
ment subsidies, because the present direct payroll taxes are already scheduled
to go to levels that are creating dissatisfaction among workers, especially the
younger ones.

Government-subsidy financing has the attraction to the expansionists that it
makes the cost burden involved less apparent, and thus less painful, to the
citizenry. People clearly see payroll deductions and will object to too high tax
rates and total taxes. Many persons may feel, however, that government sub-
sidies come down from the heavens or, at least, from other people's pockets and
not their own, and so they will not oppose increased financing in this manner,
but rather will view witli approval the additional benefits provided as a result
of this financing procedure.

The expansionists sing several siren songs to those who by nature should oppose
them. One such song to business is that the complete expansion of Social Security,
resulting in the virtual elimination of private pension plans, will take one source
of work and worry away from business so that it can better be about Its own
direct affairs. Another song is that government subsidies will enable employer
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payroll taxes to be lower and thus result in lower costs of production. Similarly,
the expansionists hope to answer the complaints of young workers about the
high payroll taxes by Introducing government subsidies. But one cannot get
away from the hard, cold fact that large government subsidies to the Social
Security system will involve general-revenues taxation whose burden must fall
on the people of the country and on business in one way or another.

Yet another theme of the expansionists Is that, In the past, private pension
plans, private insurance, and savings have grown and flourished as the Social
Security program developed and matured and that, therefore, the same thing
will happen in the future If Social Security expands. Up to a certain point, it
is true that the private-sector activities in the economic security field have flour-
ished because there was the floor of Social Security on which to build. In the
absence of 'a social insurance program, we would almost certainly have a means-
test public assistance program to take care of needy people; under these circum-
stances, many people would not have any incentive to use private-sector economic
security provisions, because anything -that would be accomplished thereunder
would merely be lost by being taken away from their assistance payments.

But the economic law of diminishing returns will certainly set in as the Social
Security program is expanded, and the role of the private sector must be
diminished after a certain point is reached. There Is no precise manner for
determining where that point is, but I believe that we are now not far from
it. Perhaps, we may even already have passed it.

With this as a background, let us examine where the Social Security program
has gone In the last few years, Where it is likely to go In the immediate future,
and what are the long-range prospects.

DEVELOPMENTS IN THE PAST TWO YEARS

It~may come as a surprise to learn that OASDI has been expanded more in
the last two years than at any time in its 35-year history. And this has been
under an Administration which has frequently openly espoused the causes of less
central government and decreased aggregate tax burden on individuals. Let me
first demonstrate how this has occurred and then why it happened.

When the Nixon Administration took office in early 1969, it surveyed the Social
Security program and found that a number of changes seemed desirable. There
was -then the particularly fortunate situation that a sizable actuarial surplus
existed, due to favorable experience (largely, the result of rapidly increasing wage
rates in the immediate past). Accordingly, the Administration recommended a
10% benefit increase (Just sufficient to offset the rise in the cost of living which
had occurred since the previous benefit rise) and certain other changes In the
benefit provisions.

The financing for these changes could be accomplished from the existing actu-
arial surplus and from the effect of Increasing the annual earnings base to $9,000
(just sufficient to keep it up to date with the changed level of earnings), without
Increasing the tax rates scheduled for the future. In fact, there was sufficient
financing available so that part of the OASDI rates could be shifted to the
Hospital Insurance program under Medicare to bolster its financing without rais-
ing the combined tax rates for both programs.

However, at the end of 1969, Congress (which was under the control of the
Democrats) grabbed the ball and enacted a quick, simple 15% benefit increase,
when it was found that this could be done without raising the tax rates or the
earnings base.

In developing its legislative program for 1970, the Nixon Administration
continued to recommend the same benefit changes as it had proposed in 1969, even
though most of the money available to finance them had already been spent. This
certainly was a iase of short-sighted political thinking-attempting to get the
credit for Social Security benefit changes and ignoring the long-range effects of
the necessary additional financing. Under the circumstances, the fiscally prudent
thing to do would have been to eliminate some of the proposed benefit changes,
The situation wms really analogous to a person going shopping with a certain
amount of money; if more Is spent in the first store than was intended, then less
is spent in the subsequent stores.

When the Congress considered the Administration proposals for Social Security
benefit changes in 1970, in the spirit of political competition it added to them.
At the same time, Congress responsibly recognized the added costs and provided
the financing therefor through higher scheduled tax rates In the long run. How-
ever, no legislation was enacted in 1970, because the House and the Senate passed



considerably different bills, and -there was not sufficient time to reconcile the
differences.

Then, in March 1971, while a wide variety of benefit changes was under con-
sideration (including those still being proposed by the Nixon Administration,
despite the necessary higher financing required), the Congress enacted another
"quickie" benefit increase, this time 10% across the board. Changes in the cost
of living Justified a 5% increase at this time, and this could have been financed,
on a long-range basis, with the funds available from raising the earnings base to
$9,000 and from the actuarial surplus shown in the new cost estimates, as a result
of using the current higher earnings levels. President Nixon had recommended a
6% increase, but nonetheless he willingly signed the bill and acclaimed it.

Thus, in the last two amendments,-the benefit level was expanded about 10%
over what it should have been if it merely had kept up to date with changes in
the cost of living. This ratcheting has thus been a significant step toward the
expansionist goal.

Numercial evidence of the expansion that has occurred in these amendments
may be seen by considering the ratio of the primary benefit for a person with
maxmium credited earnings to such earnings. For the period following 1954, this
ratio had generally been about 81-33%. However, under the 1969 Amendments, it
rose to 38.6%, and it increased to 39.4% under the 'amendments enacted early this
year (and it would be 39.0% under H.R. 1, whose provisions will be discussed
later).

Why then has all this expansion occurred, especially when an Administration
was In office that has professed to be conservative or moderate in social and
economic philosophy? One reason has been the unfortunate situation of the Execu-
tive Branch being controlled by one political party and the Legislative Branch
being controlled by the other one. This has produced what is perhaps unhealthy
political competition, with each party trying to outbid the other.

Then, too, I believe that the Nixon Administration has been poorly advised as to
the long-range consequences of its actions and of those of its politcial opposition.
Its political appointees unfortunately do not include any persons knowledgeable
in the fields of employee benefits or insurance and tend to look at only the short-
range consequences of their decisions. At the game time, for ,ome strange reason,
the Nixon Administration has not replaced the political appointees in the Social
Security Administration, who are holdovers from the Kennedy-Johnson Admin-
istrations. These political appointees naturally hold the expansionist philosophy
that was espoused by the former Administrations, since they supported it then,
and they seek in many ways to sell it to the present Administration. Certainly,
these expansionists cannot be expected to point out the dangers inherent in the
course of action which the Nixon Administration has taken in the last two years In
dealing with Congress, which is of the opposite political party. Instead, the SSA
political appointees "impartially" help and encourage all factions by giving them
so-called technical assistance to "improve" (i.e., expand) the Social Security
Program.

CURRENT OASDI LEGISLATION

So, where do we go from here? The short-range picture looks very discouraging.
both as to what has been enacted in the past two years and what is likely to be
enacted this year. As this paper is being written in August 1971, the House of
Representatives has passed a sweeping bill, H.R. 1, which significantly expands
the Social Security program, as well as drastically revising the welfare or public
assistance program. In fact, this expansion of Social Security may be occurring
somewhat unnoticed because of the controversy over the welfare provisions of the
bill and because of the widespread public debate over National Health Insurance.

H.R. 1 Is now being considered by the Senate Finance Committee, which will
hold extensive public hearings after the summer recess is over. It is uncertain
when the Senate will act on this bill and then get together with the House to ham-
mer out an acceptable compromise of the two versions of the bill. Considerable
delay may be involved In this process because of the controversy over the Welfare
provisions, but it is very likely that the Social Security provisions in whatever
legislation is finally enacted will not differ too greatly from those in the House
version.

The OASDI benefit changes in H.R. 1 involving Increased long-range costs
include the following major items:

(1) A 5% Increase in benefits, effective for June 1972 (which is probably
Just about sufficient to keep the benefits up to date with changes in -the cost
of living).
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(2) A special minimum.benefits provision (of up to $150 per month for
those with long periods of coverage).

(8) An increase In the widow's benefit (to 100% of the primary benefit
for those who first claim benefits at age 65 or over).

(4) Increased benefits for those who delay retirement beyond age 65 (a 1%
increase for each year of deferment).

(5) Equalization of benefit computations for men and women (so that
men have an age-62 computation point, just as women now do.)

(6) Additional drop-out years in the computation of average monthly
wage for benefit purposes for those with long coverage (namely, one addi-
tional year for each full 15 years of covered employment).

(7) Election to receive actuarially-reduced benefits In one category (e.g.,
as an insured worker) would not require a simultaneous such election for
benefits in other categories (e.g., wifes' or widow's benefits).

(8) Liberalization of the earnings test (sometimes referred to as the
retirement test), by raising the annual exempt amount and by reducing
benefits somewhat less for earnings in excess of such exempt amount.

(9) Computing benefits for certain married couples on the basis of their
combined earnings record, if larger benefits result.

(10) Reduction in waiting period for disability benefits (by one month).
(11) A number of miscellaneous changes, such as continuing child's school

attendance benefits beyond the 22nd birthday (to the end of the relevant
semester).

The increase in cost for the foregoing benefit changes plus the liberalization
of the Hospital Insurance program (discussed In the next section) are equivalent
to the cost of an across-the-board benefit increase of about 20%. Thus, during the
Nixon Administration, if H.R. 1 is enacted in the form that it has passed the
House, we will have had benefit increases equivalent to 15% in 1969, 10% in
1971 and 20% in 1972, a cumulative compounded increase of 52%. This can be
compared with the likely rise in the cost of living about 28% between January
1967 (when the last previous benefit increase was first effective) to June 1972
(when H.R. 1 would become fully effective). This is further clear evidence of the
expansion that has, and likely will, take place at the Social Security program
in the current Administration.

This is not to say that all those favoring the legislative changes made believe
in the expansion of the program (and the concomitant diminution of the role
of the privae sector). Rather, they have been pushed into this by the expansion-
ists. Perhaps, one reason for this is that so little public attention has been paid
to the basic Social Security program (OASDI) during the heated public debate
on welfare and national health Insurance. Thus, the expansionists have made an
"end run" in OASDI.

H.R. 1 also includes provisions for automatic adjustment of benefit amounts
(according to changes in the cost of living) and of the annual exempt amount in
the earnings test and in the taxable earnings base (according to changes in the
general earnings level). The automatic adjustments would not go into effect for
any year if Congress took legislative action on these elements ti (or for) the
previous year. No such automatic adjustments would be possible to be effective
before 1974. It is estimated that these provisions are self-financing and that no
increase In the tax schedule would be needed therefor (unless experience were
unfavorable-i.e., the cost of living rising at a rate almost as large as the in-
creases in the general earnings levels).

A small part of the cost of the OASDI benefit changes would be met by increas-
ing the taxable earnings base to $10,200, effective in 1971. This change is some-
what more than would be necessary if the base were increased only enough to
reflect the changes in the general earnings level since the present, $7,800 base
was instituted in 1968. The remainder of the cost of the various OASDI benefit
changes would be met by increasing the scheduled tax rates over the long-range
future. Specifically, the present ultimate rate for OASDI is 10.8% for the
employer and employee combined, beginning in 1976, and this would be increased
by H.R. 1 to 12.2% beginning in 1977. Somewhat anomalously, the ultimate tax
rate for self-employed persons would remain unchanged (at 7%), perhaps to
placate this category, which sees more clearly the taxes imposed, because of direct
payment rather than payroll deduction.
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For a number of years, many people believed that a combined employer-em-
ployee tax rate of 100 for OASDI should be the highest rate ever scheduled.
Senator Abraham Ribicoff of Oonnecticut, when he was Secretary of Health,
Educadon, and Welfare in the early 1960's, several times stated before Con-
gress, al committees that a 10% rate was the absolute maximum that should
ever be scheduled. Interestingly enough, when this 10% limit was breached by
the amendments enacted early this year (since this was necessary to finance the
10% benefit increase, as against a 5.6% one, which could have been financed
without going through the 10% ceiling), no mention of this was made in the
halls of Congress or by the public press.

I do not believe that there is anything "sacred" about a specific 10% limit on
the combined employer-employee tax rate for OASDI, but I do believe that going
beyond this point should be done with great caution and only for reasons of urgent
necessity. Most of the benefit changes in H.R. 1 are desirable or attractive in
themselves, but In the aggregate there is a serious question of whether all of
them are really worthwhile and should be made in view of the significantly
increased cost of the program and the resulting higher ultimate tax rates required.

CUMRENT MEDICARE LEGISLATION

H.I& 1 also contains some significant changes in the Medicare program. These
will be discussed here only as they affect the overall tax rates for OASDI and
the Hospital Insurance (HI) portion of Medicare combined.

Additional financing is needed for the existing HI program, because hospital
costs have risen (and will likely continue to rise) so much more rapidly than
was assumed in the actuarial cost estimates on which the present tax schedule
is based. In addition, H.R. 1 involves new additional costs for the HI system as
a result of including thereunder disabled beneficiaries who have been on the
OASDI benefit rolls for at least two years.

Part of the necessary additional financing comes from the increase in the
taxable earnings base, which naturally must be the same for HI as for OASDI.
But most of the necessary financing comes from raising the tax rates. Thus, the
ultimate combined employer-employee tax rate is increased from 1.8% (for 1987
and after) to 2.6% (for 1977 and after). The ultimate tax rate for self-employed
persons would rise from 0.9% to 1.8%.

TOTAL TAX BURDEN FOR OASDI AND HI

Under H.R. 1, the combined employer-employee tax rate for OASDI and HI
together would be 14.8%, beginning in 1977. This is a sharp increase (22%) over
the ultimate rate of 12.1% (beginning in 1987) uider present law. The corres-
ponding ultimate rate for the self-employed under H.R. 1 would be 8.8%, as
against 7.9% unter present law, a relative increase of only 5%, thus shifting
more of the benefit cost for this group over to the employer-employee group
(so as to lessen objections to the high visible tax rates on the self-employed).

WHE1W DOES THE SOCIAL SECURY PROGRAM GO FROM HERE?

An ultimate combined employer-employee tax rate of almost 15% of taxable
payroll would seem to restrict significantly the area for future growth and devel-
opment-perhaps, even the maintenance-of the private pension, insurance, and
savings sector. And this level of taxes is by no means the end of the ambitions
and aims of the expansionists.

Congressman John W. Byrnes, ran ing minority member of the House Ways
and Means Committee, made the following significant statement about the payroll
tax burden under the Social Security program during the debate on H.R. 1
(Congreasional Record, June 22, 1971, ge H5594):

"Let w again, as I have in the past., emphasize that the benefit increase and
program improvements contained in the bill require increases in both the wage
base and the tax rates We simply must give as much attention to the burden
we are imposing as to the benefits we are dispensing.

"The tax increase we have enacted in recent years and are recommending in
this bill make payroll taxes a heavier burden for most taxpayers than the income
tax....
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"I believe we have gone about as far as we can or ought to go in imposing pay-
roll tax burdens. Future liberalization in the program must be weighed very, very
carefully against increases in the tax burden that they will require. In view of
the regressive nature of the payroll tax when considered apart from a wage-
related benefit schedule future amendments must place a high premium on im-
proving individual equity and strengthening the insurance character of the
program....

"We simply must remember that the income that a worker can currently devote
to further contingencies is limited by his ability to meet the immediate needs of
his family. If the cost of social security cuts too deeply into daily living require-
ments, people will begin to make unfavorable comparisons between current costs
and distant benefits. If the time ever comes that current workers are unwilling
to bear the cost of providing benefits to current retirees, tile social security sys-
tem will be in real danger and those who will stand to lose most will be the
current beneficiaries."

These are indeed thoughtful words which deserve the careful attention of
persons who are concerned about the future development of the Social Security
program and its relationship with private-sector activities in the economic security
field. In fact, one might well wonder whether H.R. 1 has not already gone too
far in imposing payroll tax burdens.

The expansionists might well enthusiastically agree that payroll tax levels
are too high or that they should not go higher in the future. They will then rush
in with the salvation and solution of government subsidies so as to "take the
burden away from payroll taxes and thus off of the workers and employers who
pay them." Those in favor of a moderate level of Social Security benefits and of
private-sector activities supplementing a governmental floor of protection should
be fully aware of this trap.

What can be done about these potential dangers? I am convinced that, In order
to maintain our pluralistic system of providing economic security for the vast
bulk of the population, those who are convinced of the desirability-even neces-
sity--of this approach must try hard to bring this viewpoint to the attention of
the public. The moderates-whether they like it or not-must devote more time
to the general situation and thus possibly less time to their own personal busi-
ness. Or else, they will, in the long run, not have any personal business. In my
view, the insurance industry (as well as many other interested parties) should
actively and aggressively seek to educate the public as the dangers of the ex-
pansionist approach--even though they might be accused of only trying to look
after their own interests, when In reality the best interests of tile country would
be enhanced by such action.

The CHAIRMAN. The next witness will be Richard Smith, supervisor,
Prince Georges County Department of Social Services.

We are pleased to have you and we are interested in your efforts to
prevent fraud in the handling of your program; and we congratulate
you on exposing fraud where you come across it and we are pleased to
have your statement.

STATEMENT OF RICHARD S. SMITH, WELFARE SUPERVISOR,
PRINCE GEORGES COUNTY, MD., DEPARTMENT OF SOCIAL
SCIENCES

Mr. SMITH. Thank you, Mr. Chairman. I hope these cases I present
will have some bearing on the present bill. This gives somewhat of an
idea of what can happen under the present system. I don't think this
is a common occurrence, let me say first of all.

In mid-January 1971, I began to notice an odd coincidence: a large
number of applications I was reviewing as supervisor listed twins.
Since all our agency had as verification was the affidavit of the client,
I became suspicious that clients might be adding fictitious children to
the application to increase the amount of the grant.

We then pulled eight cases and wrote to them asking them to give
us the place of birth for the children so we could verify their birth
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and told them we would be forced to suspend their check if we did
not receive this information by a certain specified date. Four of the
letters were returned "no such street or street number;" three were
returned "addresses unknown;" and one client failed to respond. All
of these cases were subsequently closed.

After we found we had been defrauded in this fashion, we verified
births of all twins on the affidavit application not clear and checked
their addresses with the Park and Planning Commission. Between
approximately January 19,1971, and May 21, 1971, we rejected at least
14 applications because of suspected fraud; either the address did not
exist, the children weren't born where they were supposed to be, or the
children were not residing with the person applying for them.

Because of similarities in the situations presented, we suspected it
was an organized effort to defraud us. The women generally came in
with a handwritten note from their landlord saying they had kept
them as long as they could without them paying rent so they were
evicting them. This necessitated us seeing them immediately and giv-
ing them a check that day. They were all between the ages of 20 and 29
and generally had at least four children who usually were all preschool
age. We think this was so we couldn't verify through the school their
existence, residence, or who their guardian was.

On April 20, 1971, Mr. Weilheimer, one of my social workers, while
interviewing a Corrine Williams ascertained she did not live where
she said she lived nor were her children born where she stated. She
then told us she had been sent in by a "Red Willie" with the informa-

------ tion needed to receive assistance and was to split the money with him.
On this date we then notified the other metropolitan counties of Mary-
land to be on the lookout for this pattern in their application and
emergency unit.

Shortly thereafter, the Examinations and Compliance Department
of the District of Columbia Department of Human Resources sent us
a report on one of our clients .named Harris who was receiving as-
sistance in Maryland and in the District of Columbia. The worker
handling the letter "H" noticed a large amount of returned mail with
the last name "Harris"; later other workers noticed certain cases had
a large amount of undeliverable mail.

The typical situation was that the check was deliverable but all
other mail wasn't. Our public assistance checks are mailed out on a
certain specified date every month.

The interim change units then started to request verification of ad-
dress and occasionaly birth when mail was returned "address un-
known." We found approximately 24 such cases. Again, these cases
conformed largely to the earlier pattern of young women with a large
number of preschool children. As a result of requiring further verif-
cations, these 24 cases were closed.

Previously we had assumed that those putting in fraudulent appli-
cations were just receiving one emergency check, but we now knew
several had received more than one, We thought then we needed to
review all of the applications in the files from December 1970 to the
early part of May 1971. We did this, pulling any highly suspicious
applications, and wrote letters asking the place of birth of the chil-
dren so we could verify their birth.



Of the 14 cases I still have that we reviewed, one woman missed the
birth dates of her children by over 4 years each over the phone, com-
pared to the dates on her application; one asked for an appointment
but didn't keep it; two letters were returned "address unknown";
three of the births didn't take place at the hospital listed; and in four
cases there was no response to the letter. These cases were subse-
quently closed.

Baltimore City began an investigation of suspected fraud shortly
after receiving our April 1971 memorandum and they found ap-
proximately six clients who had received assistance in both our coun-
ty and Baltimore City concurrently. These individuals were later in-
dicted in Baltimore City. One of the women indicted received assist-
ance in Washington, D.C., received assistance under at least two
names in our county, received one grant in Baltimore City while her
husband received two grants in our county and one in Baltimore City.
Although they did not receive all of these grants simultaneously they
did receive at least four assistance grants at one time.

A review of the addresses used in the suspected fraud cases showed
two specific addresses in our county were used in five separate cases
each to receive assistance. Six addresses appeared more than once in
the cases we suspected of fraud.

It is my opinion, however, after reading H.R. 1, that its provisions,
if fully carried out, would make it nearly impossible to commit the
type of organized fraud we experienced and would greatly reduce the
most common types of fraud.

I also think, however, that there should be special provisions mak-
ing it a felony to put in more than one application with intent to de-
fraud by fraudulent information.

The CHAIPAAN. What do you think there is in H.R. 1 that would
prevent the same type of fraud from occurring in the future that oc-
curred in your office ?

Mr. SMrrH. Well, I think the biggest thing is it would be tied into
the social security number. Currently, you can use legitimate infor-
mation except for the address, you know, your own birth certificate
and your children's birth certificate and receive assistance in every
county in the State of Maryland and Washington, D.C., and some of
the Virginia counties, and because of the fact that there is no central
listing of this social security number you would have a good chance of
not being found out,

Also, -T.R. 1 calls for a verification. The State of Maryland, I
think-50 percent of the States use an affidavit system.

Could I go a little further into this?
The CHAIRMAN. Yes.
Mr. SMITH. Currently the State of Maryland is trying to, through

our unemployment compensation records, to ascertain who is working
and what the amount of money they received from working is. This
is good for the State of Ma ryand but it naturally does not give us
the record from Washington D.C., and because of the fact we are not
tied into the Social Security Administration, we cannot ascertain if one
is giving usthe exact social security number.

The CHAIRMAN. All right. Are you aware of the fact that a person
can have more than one social security number?
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Mr. SMITH. Definitely. I think this can be--this. system does not
preclude fraud; H.R. 1 does not preclude fraud entirely. It makes it
a great deal more difficult. You could still commit fraud but you
would have to have in the case of family assistance fraudulent birth
certificates, too.

The CHAIRMAN. Would you favor limiting each applicant to one
social security number?

Mr. SMITH. I indeed do. If it were feasible I would like to see the
social security number tied in with the basic data which are the birth
records of the various States; but I don't know how fiscally feasible
it is.

The CHAIRMAN. It seems to me the way we are getting the worst
of it in this family program, has to do with fathers who have an ob-
ligation to support their family but who do not. Those fathers should
first be sued for support. First we should try to get them to volun-
tarily agree that they are the father and then agree to support their
children. If they don't do that, you ought to proceed legally to have
them declared to be the father and thbn to get a court order requiring
them to pay support to their children.

I was told by the welfare director of my State no later than last
night that the HEW regulation requires them to put the family on
welfare rolls under the AFDC program even though the father is able
to support this family where the father is not married to the mother
even though he is living in the home and merely says he is not paying
anything to support his own children.

t would seem to me the answer there should be you first ought to
require him to make a proper contribution to the support of that family
and only then after he has made that contribution should Uncle Sam
be required and the State required, to pay something to support that
family. Is that the present regulation as you understand it?

Mr. SMITH. Let me comment on the various parts- I am not sure
how this would cut down on welfare per se. In the State of Maryland
there has to be physical absence before we can assist an AFDC client.
But we were mentioning before, I think, during the hearing, the diffi-
culty in getting nonsupport. Let me just introduce, if I can, a circular
letter dated January 12, 1972, from our State Department whioh says:

On Monday, January 10, 1972, the United States District Court for the District
of Maryland, in Magness et al. versus Davidson, declared the provisions of the
Programs Manual of this Administration to be null and voJd under Maryland law
insofar as they require an applicant for Aid for Families with Dependent Chil-
dren to herself initiate either paternity or non-support proceedings against the
father of the child for whom assistance is sought and, if she herself be a minor
who is seeking assistance for herself, against her own parents. This is clearly
a sound legal decision and we do not intend to appeal.

Attached is an analysis of the applicable law.
Moreover, we note that there is presently no rule requiring such an applicant

to identify the father of the child. Accordingly, to the extent that the provisions
of the Programs volumes require the identity of the father, such requirements are
similarly invalid and, unenforceable.

So in short, someone comes in and lies and does not want to tell us
who the father of her children is, we have no recourse to that.

The CHAIRMAN. Is that the Department of Health, Education, and
Welfare tellifig you that?

Mr. SMITH. No, that is the U.S. District Court for the District of
Maryland telling us that. Insofar as those courts have undertaken to



construe this actof Congress as saying that a mother can get that money
and live off the public, and put all her children on Uncle Sam's door-
step for us to support and require us to support Vhem for a lifetime.

The CHAIRMAN. If I have any influence, we are goinr to strike'down
those court decisions because it is an outrage that people can have chil-
dren and put them on Uncle Sam's doorstep without first doing' what
you have a right to expect of the parents. Does that make sense to you
or not?

Mr. Smrrm. I agree with you. I am not exactly sure on what this
decision was based because I am not a lawyer. It may be based on Mary-
land law but the brief sent to us was that this was the Federal court
rule in 50 States.

The CHAIRMAN. Further, I am told by the welfare director of my
State that the HEW people, either by regulation or by practice have
told our people, the State people, that they can't even go around and
in uireof the neighbors of the elgibility of a person who is on welfare
unless they first get the clearance from the"welf are client who may be a
cheater, for example--get that person's permission to go ask his neigh-
bors about his circumstances; is that right or wrong?

Mr. SMrrH. I am not sure about how it works in Louisiana, Senator.
In Maryland we still have to get this-if they are unwilling to let us
proceed we can suspend their check, however. But there are--we can-
not investigate a client without their permission.

The CHAIRMAN. I understand that is a department regulation. IS it
clear on the face of it, Tom? Now that is just like saying that'if some-
body is guilty of theft you cannot investigate the fact of the theft with-
out the consent of the thief which, as a way of handling taxpayers'
money, makes me think that the person handling it ought to be in jail
along with the thief.

(An excerpt from the Federal Register, vol. 36, no. 40-Saturday,
Feb. 27,19712 follows:)
PART 206--APPLICATION, DETERMINATIO. OF ELIGIBILITY AND PURNisHINO ASsBiANCe--

PUBLIC ASSISTANCE PROGRAMS
4. Part 206 is added as follows:

2 #06.10 - Application, determination ol eligibflity and jurniehing of assistance.
(a) SHite plan requirements. A State plan under title I, IV-A, X, XIV, XVI, or XIX of

the Social Security Act must provide that:

1 2) In determining initial and continuing eligibility:
) Applicants an recipients will be relied upon as the primary source of informa-

tion In making the decision about their eligibility.
(i1) The agency will help applicants and recipients provide needed Information, as neces-

sary, or will obtain the information for them if, because of physical, mental, or other
difficulties, they themselves are unable to provide it.

(ii1) Verification of circumstances pertaining to eligibility will be limited to what is
reasonably necessary to ensure the legality of expenditures under this program.

Under the requirements of this subparagraph :
(a) The agency takes no steps In the exploration of eligibility to which the applicant

or recipient does not agree. It obtains specific consent for outside contacts, gives a clear
explanation of what information is desired, why it is needed, and bow It will be used*

(b,) If other procedures are followed in an exceptional situation,* they are consisteni
with subparagraph (10) of this paragraph, and the case record species what procedures
were followed and Why they were needed;

(e) When information available from the applicant or recipient is inconclusive and,
does not support a decision of elifbility the agency explains to the individual what ques-.
tions remain and how he can resolve or help to resolve them, wht act 0ns the agency can
take to resolve them and the need for their resolution It eli kbilt y Is to te estallabe4 or

confirmed. If the Individual is unwilli to have the agency seek veritying Inforaton = pthe agency, unable to determine that etlgllit1 egists>.emes or termingtes assistant ;",
(d-ltasimplified method is used In Fle detsmmnatlon zK, rn~toMzuatI oathe requirements of 1205.20 of this chapter apply.

*M 0 *a - pt * *



The CHAIRMAN. Now, wouldn't it seem more logical that whereverwe have cause or suspected that a person is ineligible to be on the rolls
we ought to have complete freedom to look into the facts of the case
and if the person does not want to cooperate at a minimum they ought
to be removed from the rolls?

Mr. SMITH. Yes. i think this regulation has to do with what was
at one time some harassment of clients. I think collateral contacts, if
judiciously taken, in the State of Maryland application they do statethat they understand that we may dig-I wou say dig-but delve
deeper into the situation. However, we still have to get a verification.

There has been an appeal because there was harassment in one case
which was valid where someone investigated a client might state,
"I think it is a question of judgment."

The CHAIRMAN. It would seem to me that if I had some doubt that
a person lives at a certain location, and if I am having to support the
person with my own personal money, and I doubt the person lives
there, and doubt the person even lives in the State, I don't know why
I shouldn't have the privilege to go there around 8:30 at night and just
tap on the door and see if he lives in that house or if that person is
known there.

Can you do it that way in Maryland?
Mr. SMITH. Well, our State, and I think only Baltimore City has

any investigators whatsoever, essentially we have to operate on what
we can fid in the way of written evidence such as we know leases by
landlords who is--in whose name is the lease of the apartment, et
cetera.

The CHAnRMAN. Why is it that only Baltimore has any investi-
gators whatsoever ?

Mr. SMITH. I am not sure of this, Senator. We could certainly have
used one at the time we had the problem of fraud in Prince Georges
County. This is an ongoing problem and we had someone put in-
connected with the same ring-put in an application as late as last
Wednesday.

The CHAIRMAN. Finally, I am told this quality control procedure
is not really calculated to catch fraud at all; it is not designed for
that purpose, and if you detect fraud with the quality control thing
it is just a happenstance; it is not because it was designed to under-
cover fraud at all; is that correct or not?

Mr. SMITH. Well, the quality control is designed to see what the
fraud rate is in a State.

The CHAIRMAN. For what?
Mr. SMITH. It pulls a random sample, say, in the State of Maryland

of 10 percent. It is not designed to, you know, investigate fraud cases.
They take a random sample and those are the only cases they will delve
into; they are, as I say, set up just to tell us what the fraud rate is, not
to investigate casesof fraud.

The CHAIRiMAN. Thank you very much.
Any questions?
Senator JORDAN. Mr. Smith, according to a press release that you

supplied us here, you said that you were going to check social security
nuifnbers of recipients against computerized records. Did you do that .

Mt1 SMITH. We havestarted to-do this. It is alarge undertaking ind
somewhat because of the way the FVderat financing of State employees



are set up, we are understaffed. Baltimore City has done this. They
found somewhat over 20 percent of the people on assistance are work-
ing and they have taken measures to try to clarify this.

In our county, we are trying to negotiate presently now to be able
to reciprocate with Washington, D.C., their records since our county
does adjoin Washington, an. I would say probably half the people of
our county work in Washington, D.C., but we do plan to check every-
one's social security number against the wage record for unemnploy-
ment compensation in Baltimore.

Senator JOJinAN. Have you gone far enough to know what percent-
age of the cases involve fraud or misrepresentation I

Mr. Sxrzm. We, as I say--the place where they have done this
most extensively is in Baltimore City. It is very hard to find out much
information about this. The Governor of the State of Maryland,
Hon. Marvin Mandel, and our secretary had a falling out over exactly
what the figures are, and I would presume they are somewhat classified
information; they have not fallen my way.

Senator JiwAk, Thank you.
Senator ANOEBsoN. Can you say what the falling out was ? What

was itI
The CHAum q .What the falling out was?
Mr. SmrrH. Well, the Governor said they could reduce the budget

$10 million.by taking all the people who were earning money or other-
wise receiving overpayments or straight-out defrauding the system.
Mrs. Davidson said I think, the figure was $5 million.
.The CHAmmAN. Well, let me ask you this: Do you think it would

be desirable that every State have a fraud unit that would at least
make, a spot check to see to what degree frauds existed within that
,,Mr. Si-H, I think it would be good if you could have one capable

fraud unit. I think though the thing which we find-we are finding,
I think, more overpayments with the social security numbers than we
found in any other method. I think the records we really need so far as
locating absent parents, as far as finding what people's incomes are,
are the records the Federal Government has.
I The CHAnmmAN. Here is the thing that concerns me about all this:
You just testified here that in Maryland, outside the city of Baltimore,
there is no investigator at all in the program to investigate fraud and
I see you nodding that that is correct.
Now, I can telI you about that program in my State. In a rural area

where I live, among those who appear to be on welfare, most of them
shouldn't be there at all. Most of them have employment opportuni-
ties available and those men were working up until they managed to
get their families on welfare. Since that timethey have quit working-
IwlU concede that--so they may: have some. need. for it- since tey
quit their obs but prior to the tinie they quit their jobs the faml es
were not eligblefor welfare. ,

Now, i6 would seem to me that at a minimum we ought to investigate
'on a s ot-,ieck basis to see wh] he4r there appears to be widespread
fraud in this program and if there is, then we ought to investigate it
closely enough to do something about it. Otherwise, I don't see how, we
can give the taxpayers a fair run for their money.

11



What would be the answer to this situation where the mother has
adequate support available to her, from a father who is earning
enough? Lawyers tell me a paternity is the easiest kind of lawsuit to
win; simply sue the father of the children and have him declared to
be the father in order to pay support when he is making plenty enough
money to where he could make a contribution.

Mr. SMITH. There are problems in this, too, Senator. Our State's at-
torney will not take a nonsupport action into court if the father is
paying as little as $1 a month. He claims this is no longer criminal
nonsupport.

Senator ANDERSON. Who authorized that?
Mr. SMITH. He is an elected official. The people Vio elected him, I

guess, authorized that. Yes, we have a problem.
Senator ANDERSON. Don't you think he has the reponsibilityI
Mr. SMITH. We have disagreed with his decision for a long time but

we have no power to control our State's attorney.
Senator ANDERSON. Have you asked for it?
Mr. SMITH. That would entail actually restructuring of the county

system of government in the State of Maryland.
Senator ANDERSON. Then you are not in favor oi administering the

law?
Mr.,SMITH. We are in favor of it, definitely.
Sector ANDERSON. What have you done, then?
Mr.' SMITH. Well, we are doing the best we can, after being bom-

barded by HEW, various circuit courts, et cetera. We tried to follow
up on nonsupport actions.

Senator ANDERSON. How many cases are there on relief?
Mr. SMITH. How many public assistance cases in the city of Balti-

more? I would say about 66,000; it contains the majority of caseload
in the Stat. but I am not talking about Baltimore City which is an
entirely different system from any other county in ihe State of Mary-
land. It is a special case. Even their welfare dc apartment is under
the Baltimore City government so they have somewhat closer com-
munications with the Baltimore City courts and their corporate coun-
sels there.

Senator ANDERSON. You indicated here, in your second paragraph:
"We then pulled eight cases."

Mr. SMrrH. Yes.
Senator ANDEMON. How large a sample was that?
Mr. SMITH. Well, what we did is, we pulled fhe cases which had

been done in the last 14 days. There were 14 cases, eight of which had
twins. These were the ones we were initially suspicious of.

Senator ANDESO=N. What was the whole load?
Mr. SxITH. What?
Senator ANDmoN. What was the whole load ? You pulled eight of

them. How many were there?
Mr. SMITH. It would be hard to say, Senator. I would say at that

time-
Senator ANDMr. You must have some kind of a guess. Was it

50, 100, 1,000, or%6'2.0
Mr. SxrTH. In .that time 200 cases would be processed or 200

applications.



The C u xi. You have tol4 us here that inyour county you don't
have any fraud investigator available to you at a.

Do you ?
Mr. SxrrH. No, essentially not. We requested from the States that

we have at least two people to follow up on some highly suspicious
case. The State said, and I think quite truthfully, that the depart-
ment as a whole did not have enough personnel.

The CHAMAN. And you say that you uncovered this considerable
amount of fraud gogon, just by what would show on the face of the
record itself or at least would make you suspicious ?

Mr. SMuT!. Yes, anything; we just pulled records which we thought
showed the pattern of young women who had for their age quite a
few children and we also pulled the ones where we had had at least
an address which was close to one where fraud had been perpetrated
before.

The CHAIRMAN. Yes,
Senator FANNX. I am very pleased with what you have done. I

understand from your testimony you are quite frustrated as to what
can be done and is not being done. Would it assist you financially if
you had legislation throughout the country to have social seouiity
cards and it would be fraud to have more than one social security
card?

Mr. Sxrm. I think under the current law it is illegal to have more
than one.

Senator FANNIN. Well have you done anything about it ? We have
had testimony they had been issued. We do have in many States-I
know in my State it is illegal to have more than one driver's license
and we watch that and we have a central registry and certainly with
the system we have nationally on social security, I mean for the reord
and all, wouldn't it be of assistance if we had where you had assur-
ance if you had a social security card that person would not have
another one or it would be held fraudulent ?

Mr. Smxm. Yes; I think with that provision you could say you could
eliminate just about any type of fraud other than the man who is pay-
mg nonsupport under th able to his wife,

Senator J7ANXIIN. Well, we have other problems in this regard. I
think it brings out how essential it would be if we had a single social
security card and, of course, they are also issued to aliens.

I don't know whether you have a problem in your State so far as
aliens are concerned but I have been informed in my State that HEW
has attempted to block the cooperation between the State welfare
department and the U.S. Immigration Department in screening
illegal alien cases where they are suspected of receiving welfare and
being in this country illegally. Do you have that to contend with?

7r. SwTH. We have would say, practically no aliens in PrinceGeorge's County receiving assistance. We have some Cuban refugees
who are a separate category of assistance . I think any alien problem
we would have would be in Baltimore city because of the port there.
SSenator FANNIN. But you are not aware of that problem?

Mr. Sxru. I am not.
Senator FANNIN. Thank you.
Senator ANDERsoN. I'd like to find out how many cases there are

examined. If they can't find fraud at all, it is like saying the rest of



the people are just stealing the money so we ought to report the situa-
tion and try to find out what this is all about.

The CHAIRMAN. I agree with that.
Senator ANDERSON. Eight cases just are not enough as a sample.
(An attachment to the previous witness' testimony follows:)

(From the Washington Post, December 12, 19711

WZLFARI CHATzNG RING UNCOVERED

(By Jim Mann)

One day last winter, Richard Smith, a quiet, unassuming welfare supervisor
in Prince George's County, noticed something peculiar as he looked -through the
pile of papers on his desk.

That day there had been three different applications to the county's depart-
ment of social services for "emergency" welfare assistance submitted by women
whose children included twins.

Knowing that twins are relatively rare, Smith grew suspicious and began to
investigate.

The result, four months later, was the discovery that an organized ring has
been cheating the county out of about $40,000 in welfare and food stamp benefits.

The investigators learned that women applying for welfare exchanged wigs
among themselves in order to change their appearance, and often gave non-
existent addresses when they applied for welfare hell).

At one point, Prince George's warned three neighboring Maryland counties
to beware of one "Red Willis" and his brown Cadillac, said to be roving the area
with a number of women who were schooled to apply for welfare.

Welfare officials across the state exchanged notes and photographs of people
they suspected were submitting fake welfare applications.

Federal Investigators from the Department of Agriculture quietly attempted
to take pictures of people applying for food stamps.

And some measures taken In an effort to halt the fraud were m6t by sophisti-
cated countermoves on the part of the welfare recipients.

"Most of our clients are still honest," Smith said in a recent interview. "But
for someone who ip criminally inclined and wants to pick up $200, It (welfare
fraud) is cheaper than bank robbery; it's easier to get away with, and it involves
a lesser charge if you're caught."

Smith and Prince George's County are far from alone in their problems.
Officials in many other Jurisdictions across the country, Including the District of
Columbia and Baltimore, have had their own cases of food stamp fraud, some-
times with greater losses than Prince George's.

But .the Prince George's episode illustrates the dilemma facing welfare officials
generally as they attempt to guard against fraud while at the same time taking
care of people who legitimately need help.

At the root of the fraud in Prince George's County is the so-called "declaration"
system of applying 4or welfare and food stamp benefits--especially as this system
relates to "emergency" or immediate assistance.

(Food stamps are coupons sold for a price below their face value, to recipients
who later use them like cash to buy food at a grocery store or supermarket)

Basically, the declaration system means that a local welfare agency accepts a
request for welfare benefits and distributes money or other r 1 without any
prior investigation to determine if the applicant's claims are true.

The rationale is to avoid the invasions of privacy and atmosphere of suspicion
that, civil libertarians have argued, have often pervaded welfare programs.
There are no home visits, rtquests for birth certificates, or other checks.

SAVES HIGH COSTS

Supporter of the declaration system also argue that it saves the high cots of
policing welfare programs and investigating every single application.

About half of the states operate under a declaration system for the largest
and most common welfare program, known as aid for families with dependent
children (AFDO). Those states include Maryland and the' Distriot of Columbia,
but not Virginia, in which somu but not all counties operate tinder a declaration
system for AFIDO payments,
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Ordinarily, even under the declaration system, there is a delay between the
time a person fills out a welfare application and the time he or she receives thebenefit.

But It is possible In many places, including the District of Columbia, Maryland
and parts of Virginia, to receive "emergency" aid-to fill out an application and
then receive cash or food stample on the same day.

The aim of emergency assistance is to provide Immediate help for those who
need it-people who have been evicted, or disabled, or who have no money to feed
their children.

In Prince George's, the emergency aid was at the heart of the fraud scheme
uncovered by Smith.

Alerted by the recurrence of twins, Smith decided to check the recent emergency
applications in the county. He dicovered that over an eight-day period, the
department had received 12 different applications from people who brought
notes from their landlords saying they had been evicted.

Seven of the 12 cases involved women with twins.
Smith and other officials then sent out letters to these 12 people at the addresses

listed on their applications. All the letters came back stamped "addremee
unknownn"

Smith wrote a memo to his superiors on Feb. 11 stating his coviotion that
there was "an organized kind of fraud, the twins being added so that there are a
large number of children who are preschool age (so we cannot call schools and
easily verify existence)." In general, the more children an applicant has, the
more welfare money phe receives.

CARFUL CrHEX MADE

For the next several months, welfare workers were under instritudons to
check carefully all persons who applied for emergency, aid.

Several times, when women did apply for emergency benefits, and welfare
worked explained that the names and birth dates of their children would haye
to be verified through hospital records, the women walked out of the office.

(Smith says that the welfare offke will not detain or arreat an individual until
it is absolutely certain it can prove fraud.)

The workers noticed, Smith recalls, that the women applying for emergency
welfare-the ones who walked out of the ofe when questioned-were "so muoh
better dressed than anyone else, including the workers. They went first class."

But the scheme continued, because the emerpcy applicants changed their
tactics. So that they wouldn't be recognized, Smith says, the women wore
different wigs, which thayi exchanged among themselves.

After a while, their stories were not always the same either. Sometimes they
had twins and sometimes they didht Sometimes, tby said they neded emer-
gency help because they were, evicted; sometimes theysaid. they, needed'help
because they OtheiftHUsbands were disabled,

Usually the welfare office WoUld discover it had been defrauded ,only after
the emergency help had beengiven.

For example, one applilabrought i detailed statemet of physical disability,
complete with blood pressure, pulse rate and an llnews that was described in
technical medical terms., Much latrit, fumed out that the disability was simi,
lar-and the blood pressure and lVulse rate were identical -to thoseon,!at ,leAst
one other 41sability'statement submitted under a different nm ,' ,

In addition, the welfare office began to discover that itwas 'being cheated! oft
of other payments besides those initial emergency payments. ,'

0rdInarigv solong as a' woman applying, for emergency aid also: qualifies
fAnani-lly-forr lar monthly AFI) (welfare) checks, the county routinely
be mailing, ho eke a remergenq payment.

SOMMUSUNjT ADVRESSES ,' "

SmIth said that mint wes, b sethe applications ofor emergency aid g.°
addresses that -d4 ,ot exist, the AP cheeks, tor the: followingm'oAtho wold
bereturnedby the post offce,.

But sometimes, Smith. says, those women gave realddr s and Jvonage to
keep and cash subsequent Checks, as well. ae ,,te bmergepy cheek. Welfare,
officials later discovered that these addresee W aoetimes used vratiu '
undr several different names. ' . ',
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"We lost so much money to one address on Southern Avenue that we could
really- have improved the-neighborhood," Smith says,

On a few occasions, too, the women would not apply for emergency assistance
at all, but would apply for regular public assistance at the outset.

"As we would get more sophisticated, so would they," Smith says. "We under-
estimated them completely."

In mid-April, county officials got what they thought was a break. A woman
applied for emergency assistance, and while she waited in the office, the welfare
worker, checking carefully, discovered that she had given a phony address.

This time--in contrast with similar cases in the past-the woman did not get
up and walk out. Instead, she calmly told welfare officials a lengthy story about
how she had come to apply for welfare.

According to welfare officials, the woman said she had been picked up in the
District of Columbia by a man named Red Willie who drove a brown Cadillac
and taught women how to apply for welfare.

The woman also said that "Red Willie" claimed to be in league with welfare
department staff members, according to welfare department officials.

How much if any of what the woman said was true, or whether there actually
was a "Red Willie," has never been determined.

COLLUSION DENIED

Smith dismisses the idea that any welfare official was involved in the fraud
scheme, and federal, investigators, who have since conducted investigations in
Prince George's, say there is absolutely no evidence of any collusion by officials.

Smith says he assumes some women were, in fact, told that a supervisor was
cooperating by someone who later took a portion of-the welfare checks "for the
supervisor" and kept it himself.

In any case a few days later after the Red Willie incident the Prince George's
department of socialservices sent out an official letter to its counterparts in
Montgomery, Anne Arundel and Baltimore counties and Baltimore city, warning
them that Red Willie and his brown Cadallic might strike at their offices, too.

Such contact with welfare and food stamp officials in other counties was
beginning to produce results. District of Columbia officials provided Prince
George's with a fully report, including names and photographs, of people sus-
pected of welfare 9nd food stamp fraud in the District. Baltimore City also
reported it was having troubles striking similar to those in Prince George's

FEDERAL PROBE PUSHED

In addition, federal food stamp investigators, under the direction of Depart-
meit of Agihculture Jnspeetor General Na*haniel Kossack, noticed apparent
irregularities in Washington-area food stamp, programs and began their own
investigation, in-Prince George's County and other jurisdictions,

At, one pointo Smith says, Prince George's ofeials attempted to call a person
suspected participating in the fraud scheme into their office, so that federal
officials .could take pictures of, that person receifg food stamps. It. neyerhappened, because the suspect would not come.into the office, Smith says.

It was apparently not the only time during. their Maryland investigation that
federal investigators tried to take pictures of food stamp recipients.

Beulah Carter, director of social services for. Caroline County on Maryland's
Eastern Shoie, says that pictures were taken in her county of a food stamp
recipient suspected of fraud.-

The federal investigators arranged to have local police photograph the recipent
through telescopic lens. at a prearranged signal as the woman, was leaving

* the countypourhouse, Mrs. Carter says. The picture w4a taken, but Mrs. Carter
says the suspect turned out to be a legitimate food stamp recipient..

Federal officials -have refused to comment on, the reported picture-taking. Kos-
- sack said he does not disquss his department's investigative techniques.

Meanwhile, .in early May, the Prince Geot&es,.department 'o1 social services
bewa to examine. exery sinigielie assisnce A It'had Ifocessed since the
previous eptember-about %O00 in all.

,That StUY has'turned tip at least 46 different c ses of fraud between Seoti.-
.. .r 197, lnd' .une, 1q71. 'Thobe 4 cases cost a u'al of !' between $20,000and,

". $ ,O00-aybe, more,',, Smith aysi in welfarenefits, ('Of hose welfare costs,

60, ~~ ~ pqcn r db

7i
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Those losses generally were in the form of APDO checks of $200 to $800 per
ilonth, Smith says, but the study uncovered one woman apparently participating
in the fraud who was receiving a check of $700 per month.

Those dollar estimates in welfare benefits. Most of the people obtaining welfare
assistance also obtained food stamps at the same time, Smith says. He estimated
that the food stamp losses amounted to about 45 per cent of the welfare losses-
roughly $10,000 to $20,000.

ADDITIONAL LOSSS

It is possible there were additional losses besides. Smith says that those people
who were discovered to be using fake names and addresses also obtained medicaid
cards, enabling them to get medical care at public expense. But he says that
his department does not know whether these yards were used.

In June, Prince George's officials began contacting and questioning most people
who had received emergency assistance or who were, otherwise suspected of being
involved in the fraud scheme. I i

"The heat was really on," Smith says. Within weeks, applications with fake
names and fake addresses stopped coming in.

No criminal' charges have been filed in connection with the fraud in Prince-
George's.

Smith says the scattered instances of fraud "are continuing" in Prince George's,
but not on the scale that occurred earlier this year.

In an effort to further cut down on the possibility of fraud, Smith said, Prince
George's County will begin within a week or two to. check all Social Security
numbers of welfare recipients against computerized records.

But this acreening will not affect the emergency aid program. The Social'
Security numbers will not be checked until after a person is given emergency as.
distance or emergency food stamps, Smith said, unless for some'reason an official
becomes suspicious of'an emergency application.

As Smith admitted to a reporter; "If you wanted to come in here tomorrow,
dress shabbily, say your name was Ralph Royster-Doyster, and show us you're
out of work, you could get public assistance for 80 days."

The CI=AuMAN. The next witness will be Mr. Mike' Burk, legisla-
tice counsel for the National League of Senior Citizens.

STATEMENT OF MIKE DUK, LEGISLATIVE ADVOCATE, NATIONAL
AGUE 0 StIOI CITIZENS, LOS GC

Mr. BuRx. Mr. Chairman and gentlemen, I know the time is late
and'if for any reason you want to adjourn, I will be glad to come back
Monday. ,

The CHAmXUAN. I think it would be better to hear the witnesses
because we will have more witnesses Monday, Mr. Burk.

Mr. Bmu. I think you all have a copy of my preliminary statement
here and I will not try to read that again. I jt.wantt to make it clear
that I do not intend to try to examine the merits of'the Welfare por-
tion of H.R; 1, that I am confining myself solely to the social security
and to the old age assistAnce aspects of it and to this end, I want to
point out, first t at we were very concerned originally that the elderly,
the blind and the disabled were included in H.R. L,

We have always felt that they should have received legislative at-
tention on-the merits of-their own case without being thrown willy-
nilly into a welfare mess; and we feel that still.

Nevertheless, Mr. Gurney and others and I tried last summer and
last fall to gt an amendment to HR. 1 offered-in the Senate which
would take this portion of the bill apart and we got nowhere with it.

However, such a bill has been introduced onthe House sidc It is'IL1P 1200 iihich has been offered by Cogan Stratton of New
'Ir .*to cosdrtho' welfare. sections, And eiaeseir fH~
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separately; and in case this becomes desirable, I offer this information
to you. And, incidentally, Congressman Stratton has 21 cosponsors to
his bill.
So. to go on from there, I would like to offer some observations on

these' private pension plans which have been alluded to, if not directly
here, at least indirect y, by Mr. Pillsbury and Mr. Myers and others.

They have said, and have said quite correctly, that the original pur-
pose 6f social security was to provide a floor, a kind of an income base,
from which people could work; and this is indeed true. But in the
opinion of our organization, this is not the way it should be. Let me
state quite frankly that I am for, and our organization is for, enlarg-
ing the social security system to bring all of the retired elderly, plus
the blind and the disabled into the social security system, then to
provide an adequate living level of income, utilizing in the end what
general funds are necessary in order to bring the income level up to the
point that it should be.

There are many ways of doing this. Not all of the funds would have
to come from the general revenue source; but let's not go into this
for a moment. Let me just give you some indication here of how badly
the private pension system has worked in the past.

The U.S. Department of Labor and the Internal Revenue Service
have made a study of the some 84,000 plans-,private pension plans--
that are now in force and let me just give you briefly some of the
results they found:

The Government researchers estimate that upward of 10 million of
the 25 million'wage and salary earners under the plans could lose the
full benefits the plans call for,.or a large part of them because of the
high rate of discontintiance of private pension plans.'Plaps are dis:-
continued because of the bankruptcies of companies, concerns going
out of business, nnd mergers, the report says.

Between 1954 and the end of 1965, 4,248 pension plans were
abruptly ended for one reason or another and the workers who thought
they were fully protected by them were left holding the bag.

This study found that only a small fraction of 1 percent of the
plans now in force are insured against such loss.

Now, to go on just for a moment here,'the study cites the classic
example of a private industry planthat failed to produce for its bene-
ficiaries what it had promised on paper, which was the closing of the
Studebaker Corp's plant in1964.

About 10,600 employees at the Studebaker plant supposedly were
fully covered by a pension program negotiated b the nited Auto
rWorkers Union in 1950. In the 14 years of the p an's existence, the
company paid about $25 million into the fund, but when the fund was
liquidated it was discovered that there was not enough money in it
to satisfy the equities of all who had been enrolled in it.

About 8,600 beneficiaries already retired were given priority in the
fund and were granted fult benefits for their lives. But close to 4,000
people with 10 years or more of service who were between the. ages
of 40 and 59 were paid a lump sum of 15 percent of the amount their
years or service legally entitled them to, while the 2,900 workers below
the agee of 40i, regardless of their lengthof service, received nothing.

This is not an isolated instance. Let me go back even* further iihis-
toyo Perha;ps many of you here remember thatthe very firstpenstpin
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plan in these'United States that paid to its recipients $100 a month
was John L. Lewis' hard coal miners. You remember way back when
John L. Lewis was able to negotiate a pension plan that provided $100?

This was financed by contributions from the operators of the hard
coal industry but as the hard coal stores were depleted the pension was-
first cut in half from $100 to $50; it was cut again to $30 and eventually
was discontinued entirely because there is no more hard coal industry;
there is no more oWnership or operators contributing to it.

So there is no private pension plan nor any fund, whether it is a
union plan or whatever, that is secure; and what our organization has
always tried to work toward is a secure and adequate income and re-
tirement plan for all people. We do not believe, and figures bear us
out on this, that the private pension plan approach to this problem
is the right answer.

Speaking as a sociologist I will offer my opinion here that the only
way in which a secure and adequate pension plan can be enacted in
this country is through the Governme and since we already have the
social security system, I feel that this is the logical place to bring
all of our retired, elderly people and the logical means by which to
provide them the income they need during their retirement years.

Granted this is not what social security provides now it is not what
social security was intended to provide; but what I ofrer here is the
observation that it should be made to provide this, and since we have
a bill here to do it right now,.let's do it with H.R. 1.

Put let me offer as an aside on the social security system a couple
of thoughts, .

I heard yesterday in testimon. here the observation offered that
there shoulabe no increase in social security this year partly because
of the so-called substantial increases that Jave been made recently in
social security.

Well, we have heard here a lot of statistics, and most of them relate
to actuarial percentages and percentages of tax and son 9n;, but let's
try to bring this no context. yet'ss try. to reduce these abstractions to

fl ' me' offer, to be n With, this observation: That 'in the 10 years
between 1960,and 1F0, the social security benefits were raised by 65
percent. Now, nobody wll argue that thins is not a subetIntial raise;
it is. Any, 65 percent raise is substantial; but let's look then at the end
result of this substantial raise. After this 65 percent raise, what was,
th average monthly benefit I $118.o, when you talk about substantial
raises, unlessyou know the actual dolIrs and cento thatthe end result
brings these figures, are meaningless.

S-le 's try to brin into them a little bft of mesing here..
.The Ontario Calif. "Daily RepoiV' is the pape from which'i

clipped this next offering 'but the person I am quoting here isa syndi-
ca,colUmist,,,$ylyia porter, who. is an econoinist, and she has given
us some real fascinating figures. Let me just quote them. to you:

WeB 4ye nowunider ,oo$ i. security , sn average, monthly social secu
ri~ylbettiOrouplof a0iiOe Over$00amont Now, '.eN rnimmumibefift,,ic'rding t t he Bureau of J ~bor Statitics, which an elderly
couple must have i order t lve above the poverty level is $8,000 per
year. s is the figure which Mr. Ribicoff offered in his amend..
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ment and all I have to say is that it isn't enough but I will come to
that in a minute.

But just what will this so-called retired couple's budget provide?
Here is the answer from Sylvia Porter, the syndicated economist:

This retired couple's social security budget will buy a new topcoat for the hus-
band every 20 years; it will provide 2% pounds of meat, poultry and fish each
week per person, a half quart of milk per day, less than one egg per day, 67
cents' worth of snacks per month, two bottles of beer and half a bottle of soft
drink a week, one new sheet a year for the couple, one new pair of pillowcases
every 8 years, a new blanket or quilt every 7 years, $1 a month for telephone
calls, another dollar a month for postage, replacement of the family ear once
every 4 years with another car that is already 6 years old, one new girdle and one
new bra for the woman every other year and a new purse every 5 years.

Not, included in this budget are any funds for cigarettes, whiskey, wine, phono-
graph records, theater, out-of-city bus rides, dry cleaning, household help, life
insurance and a host of other things that are, if not necessities, at least the
amenities to which these people are entitled.She goes on to say the typical elderly, individual or couple does
not eat out today, does not -uy new cars, does not buy new clothes
many do not even seek the medical services to which they are entitled
under medicare.

She acknowledges, as we all do, that social security was never meant,
to cover the full financial needs of the retiree, but in actuality millions
today are forced to depend almost solely on social security benefits be-
cause disability prevents them from working; because of job discrimi-
nation; because their employers have provided no pensions; and
because their earnings were too low to permit them to save during their
working lifetime.

As a result, one'in four elderly live in poverty and poverty is in fact
increasing among the elderly.

The CHAIRMAN. Your time has expired. In fact, it expired when
that bell ran, sir and I would suggest you put your other suggestions
in the record so that we will have them available for all of those on
the committee and also for the Senate.

This budget that you are referring to is that what?.
Mr. Bumv. That is what the social security retired average couple

now receives, $2,616 a year. I
The CHARMAXN. I certainly hope we can make.a major' increase on

that ; I will certainly Vote for that.Mr. Buiu. i can' cite instances from here to you and back again
$0 times over of cases that I have personally investigated where people
are living on as little as $7 per'month for food allowance-old people.

- The CJHAIR At. Any questions.
Senator A'"ZRsON. I am worried a little about the savinga that al-

ways seem to become involved. Have'you ever started a pension plan?
Mr. BuRK. Beg pardon?: .I .
Senator AN r sN. Have you ever started a pension .plar? I
Mr. Bux. Do you mean has, our organization started a pension,

",,plan or our employees?
Senator AN ERON. No. Your experience and mine are not the'same

about this penion plan, program.,I'rhad some employees and I estab.
lished a pension plan for them., They are all covered by, it and thee are
25 years m it andthey are not worried about it. Do'you think tliis pdint
you made-to us is worrisome t
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Mr. Buxx. I think private pension plans in general are vulnerable.
They a'e all venerable; without eiception, they areall vulnerable. I
do not think they are the right approach at all.

Senator ANDRsON. Well, for instance, General Motors I
Mr. Bury. General Motors is included right with the rest of them.

General Motors could go into 'bankruptcy tomorrow and with it would
go their pension plan.

Senator ANDERSON. I would just say I do believe that you could re-
tire under these programs.,

'Mr. Buax. Well, there is no question many people are retiring on
pension programs now. This is not to say they are all necessarily.
going to faild I only point out they are not the answer for all people
and this is What, we should be seeking,

There are isolated instances whete they are fine but they are not the
correct approach to solving the problem.

The CHAIIWAN. What do you think should be the level for the aged
i this welfare bill I I see you object to the $180 as not enough. What do
you think it ought to be?

Mr. BuRic. Our organization has already had a bill or is in the proc-
ess of having a bill introduced to bring the White House Conference
on Aging recommendations into force here,

The White House Conference on Aging recommended that the
Bureau of Labor Statistics' intermediate level of income be adopted
as the proper pension amount for th. old people, and we are incorpo-
rating this into a bill which is being introduced for us by David Pryor.

The CHAIMAN. What would that figure be I
Mr. Bumw. That figure works out for i970 to be $4,500 a year for a

couple, with 75 percent of that or $3 875 for a single person.
W also havehad in the past another approach to this problem in a

bill we have had introduced many times--and it still is in, inciden-
tally-which is H.R. 57, introduce-d for us by Congressman Burton
which is to establish the amount of the pension as the equivalent of
earnings under the minimum wage law; currently this would provide
$277 a month for a singleperson. So the two plans are not temibly 'far
aparth

Senator VAxN6qN. Do you have auy idea what this would cost per
year, if we brought the program into effect that you recommendIViMr; Btmx. Yes; and 1 *ill furnish you ith thi information and
aIso with some thoughts on how I think--how wethink that this can

be financed without going too deeply into General Treasury funds; for
the sake of brevity Irwill give you ihis as a written statement.

Senator FAxxmr. Finf .,
* Mr. BvRX. AUl ight,

.BSenator FA rxm. Tine; thank you.
The xHKAN . Thank you very much, sir. We appreciate your

statement.
Mr. Bumn, Thank you.
(Additondal testimony received from Mr. Burk and a letter received

by the committee follow:)-,
Let me tell $0u of a "se wbtih was Investigated last summer. this documents

the case ofan elderly woman who. ii a paralytic Invalid. She has no teeth. She
can only get ab0ut-with the help, of crutches and a walker which she had to bu,
out of her welfare check, She has a bone deteriorating disease that necessitates
a plate ;#her blp' She had recently broken a wrist Just trying to openaja .
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Additionally, she has a bleeding ulcer and an eye' disease. For drugs alone she
has -to pay out, from her welfare check, $20 every month. With a total income
of $141 a month, she had the grand sum of $11.55 left after her drugs, rent,
utilities and other fixed expenses were paid. From' this $11.55 she must eat,
buy clothing, pay for transportation to the doctor, and pay for her other needs.
If you say now that this can't be done, you are right. She lives in her under-
wear, which she made herself, saving the one dress she owns for visits to her
doctor. For food she pays $,.00 for food stamps and tries to live on this for
a month. Without the charity of her neighbors she would have starved to death
long ago. And now, let we ask the next question that must surely come to every-
one's mind-is Congress not willing to prevent such things from happening?

During the course of testimony offered by the witnesses who preceded me
today and yesterday, I have heard it said several times that there'should be no
enlargement of Social Security, no Social Security raises, no automatic increases
to compensate for cost of living increases, and even, if I read the tenor of the
testimony correctly, no Social Security System at all-that it should be abolished
in favor of private plans which the insurance companies could then sell. While
I can understand a representative of these Insurance companies offering such
a callous bid for whatever profits may accrue from handling private pension
plans which would deny the retired elderly the only secure and dignified pension
system now available to them. I also hope that the members of this committee
and df Congress will not assist in any such rape of the elderly.

Let's examine the situation a little further. I have also heard here much testi-
mony to the effect that investigations into welfare repeatedly uncover cases of
recipients receiving grants to which they were not entitled. What these witnesses
failed to tell this committee is that such investigations also have shown that
many people who were eligible for welfare benefits were receiving none. That,
in fact, the number of eligible persons who are not receiving benefits far out-
number those so-called welfare "cheaters." The conclusion is ' obvious that such
investigations are self-defeating if carried to their logical conclusion and that
welfare rolls will not be reduced by such means.

Since I have said that I will confine my testimony to the situation of the
elderly, the blind, and the disabled, I offer this side-long lo9k at Welfare to
make another point-that welfare rolls can be reduced by removing the elderly
from them. Welfare rolls are now heavily weighted with the aksd poor, and
by bringing such people into an adequate Social Security shelter we would get
them off welfare. The total cost of bringing these aged poor up out of poverty
would not be a wholly new and added burden to the economy-in many cases
it would simply mean a transfer from one governmental agency to another-
and again, our organizations insists that there should be a sharp distinction
made between old age assistance grants of whatever nature, and the charity of
"welfare". Such a transfer of our aged poor to Social Security as their full
means of assistance would make such a distinction in fact.

Another favorable aspect of doing this lies in the savings made possible by
elminating the cost of the large-scale duplication and overlapping of Federal,
State, County and even City governmental agencies that now bring assistance
to the elderly at a cost that approaches the value of the benefits these elderly
receive. We now have the ridiculous situation of some county agencies reporting
more employes than recipients of their services.

There is yet another reason for removing the aged poor from the tender
mercies of local ngencies, and that is that only the Federal Social Security
System can restore to them the dignity and s6f respect that local agencies too
often deny them. As an example, let me offer the seven page inventory form
that Butte County, California, requires, under threat of discontinuance of their
old age assistance grant, the elderly recipients of OAA in that county to fill
out and return-within ten days. This inventory list starts out with vehicles
and boats and goes through cash on hand, insurance policies, Jewelry, tools,
miscellaneous personal property and household goods-even requiring an item-
ized list of silverware, pots and pans, dishes and other things, with their
value ! , I . ' I ' I I .

It would seem unnecessarily redundant to observe again that our elderly,
our blind, our disabled, should not be made vulnerable to those in political power
who 6ise their power Ao harass. And if California'is not sufficient example of
such misuse of power by a hostile local administration I "can mention others.

At this point I would like to advance a refutation of a' commonly made
criticism of Social Seciirity which has been offered here in this hearing, again.
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This argument says that If a worker would, instead of paying Into Social
Security, Invest his money privately, he would be better off ultimately. This
Is simply not true. First, I do not think anyone believes that In the easy.
credit Indebtedness, easy-spending way of life our culture has made to seem
desirable to the working-age members of our society, that the equivalent of
their social security deductions would be either saved or Invested In any long.
range plan for retirement. Just as important, the facts simply do not support
the premise that Social Security Is a poor Investment In itself.

The arithmetical computations usually offered to support the bad-investment
theory commonly Include the employer's contribution-which would not be made
if Social Security were to be abolished. Additionally, the figures usually offered
assume that the benefits in effect at the time these computations are made wIII
be those still In effect at the time of some future retirement and will also then
remain static throughout the period of retirement. This Is obviously not the
real case, for benefits, even It still inadequate, have gone up many times over
the years and will continue to do so.

These computed theoretical cases Invariably cite as their example a young
person just coming Into the system, with perhaps fifty years of contributions
ahead of him, which Is hardly a typical example. Nor do these arguments ever
mention that literally thousands of people who contribute hundreds of thousands
of dollars never get a dime back. These uncollected contributions, plus the Inter-
est received on the present billions of surplus In the System, In themselves
constitute a source of funds for Increasing benefits.

Equally Important, too, is the fact that these criticisms deal exclusively with
the retirement benefits of the system, Ignoring the fact that the Social Security
System gives other coverage as well, offering survivor's benefits, disability bene-
fits, lump-sum death benefits and hospital and medical care In addition to
pensions.

The purpose of Social Security was and is to prevent our elderly from retiring
into destitution. Let's allow this purpose to be fulfilled by bringing all our
retired into the Social Security System, along with the blind and the disabled,
and providing a benefit structure adequate to meeting living costs today and
In the future. Let us, using the vehicle at hand, H.RIL 1, establish at last a real
meaning for retirement as a time of fulfillment. Let us make reality of the
White House Conference on Aging recommendations.

Let us, as a minimum of action by Congress, raise Social Security benefits by
15%, establish automatic cost-of-living increases, and make sure that no recipient
of Old Age Assistance anywhere shall have his benefits cut by any provision in
H.RL 1. Additionally, we should eliminate the premiums from Medicare, elimi-
nate deductibles from Medicare, enlarge Medicare to include drugs, and extend
Medicare to the disabled. Only by this minimum of action shall Congress dis-
charge its obligation to the elderly, the blind, and the disabled of our nation.

NATIONAL LrAouz or Szvxo CinufSf,
Los Angeles, (alif., Januar"' 19, 1I7M.

Mr. Tom VAm,

New Senate Offlae Building, Wa.hington, D.O.
DizAz Sm: The National League of Senior Citizens, a non-profit service organ.

nation for the elderly, blind and disbled, has for 80 years worked In behalf
of a Federal pension system. We hold that such a pension is not the public
charity of "welfare", but is earned income that continues into retirement Since
neither the Social Security System as it presently operates, nor any other pen-
slon system available to all Americans has provided the secure and adequate
retirement income to which our elderly are entitled, we have advocated bringing
all retired persons into the Social Security System and establishing a livable
level of income. I I

H.R. 1. accomplishes at least a part of these thlul, and to this extent out
organization supports that part of H. 1. that-operates here. We do not propose
to argue the merits of the whole bill, but are confnlz ourselves to that part
of it which is In our field," Our thief concern at this poInt is the establishment
by H.R. 1. of a $180 fiat grant to single persons and u$19 for couples, initially,
with permission for the states to discontinue all state coiftributions in this field.
This would mean that the new $180 grant would then become the total income
of those retired persons having no other source of funds. We object to th1 on
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two grounds. First, the amount of $130 Is In itself totally inadequate. Second,
many states, through the present system of shared State-Federal funds, are
already paying more than $130, and since all States are now protesting that they
cannot continue their present level of contributions, state supplemented Income
will nowhere be available, which means that In all those states presently pay-
ing more than $130 the already in-poverty recipient of Old Age Assistance
would suffer a cut.

We urge strongly that this Committee amend Ht.R. 1. to set the new standard
of payments to the elderly, blind and disabled at the Intermediate income level
of the Bureau of Labor Statistics for a couple, with 75% of this amount for a
single person, In accord with the recommendation of the White House Conference
on Aging. Should this not be done, then we hold that the only acceptable mini-
mum of action by this Committee be the provision of funds In those necesary
cases to the end that no person In any state shall receive less than his current
grant at the time the now law becomes operable.

Thank you.
MiK BurnK, Legislative Advocate.

The CHAIRMAN. I suppose I ought to introduce the next witness. I
am reminded of-somewhat of a story my father used to tell.

My father used to tell a story about a fe!low who was at one time
in the State penitentiary and after he got out he went into an area
where he wasn't known and established himself as a preacher. One
day he looked out there among the brethren and he saw a former cell-
mate who had served with him at the same time in the penitentiary,
and lie said, "Brethren, I wish to read from my text," and he said, "It
says right here, "if thou knowest me when thou seest me, speak not for
I will see thee later. [lAughter.]

The next witness is a gentleman whom I knew back during my days
in the amphibious force, and if some of my veteran stories were some-
what exaggerated, he would be in position to correct me; and I would
just urge that he hold that information unto himself until we have a
chance to clear it.

I am pleased to present to the committee Mr. Burton C. Holmes,
who is speAking for the National Association of Life Underwriters.

Mr. Holmes, we are pleased to have you here and I suppose prob-
ably the less said about our days of flattening out the big waves in the
Mediterranean the better off we will both be.

STATEMENT OF BURTON C. HOLMES, CLU, VICE CHAIM ,
NATIONAL ASSOCIATION OF LIFE UNDERWRITERS' COMMITTEE
ON FEDERAL LAW AND LEGISLATION; ACCOMPANIfE BY
MICHAEL KERLEY, STAFF COUNSEL, NALU

Mr. HOLMES. Thank you Mr. Chairman.
I am vice chairman of the Committee on Federal Law and Legisla-

tion for the National Association of Life Underwriters, and accom-
panying me here today is, Michael Kerley, staff counsel for our
association.

I appreciate the opportunity to present testimony before this com-
mittee on H.R. 1. Certainly H.R. 1 is one of the most important pieces
of legislation which this committee will consider.

Rather than read my entire prepared statement Mr Chairman, at
this time I would ask permission that it be insertea in itsntirety for
the record.

The CHAIRMAN. We will print it all.
Mr. HoLans. Thank you.
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The CHAIRMAN. You can touch the main points you want to bring
to our attention.

Mr. oiM s. In September 1970 NALU testified before this com-
mittee on H.R. 17550. That bill, wbilo it did not become law, serve.
as the basis for the present bill before the committee.

Since September 1970, important exiunts have occurred which lead
us to believe that the committee should take a further look at some of
the OASDI provisions in H.R. 1.

The President's new economic policies, aided substantially by the tax
amendments of 1971, have attempted to stem the tide of inflation and
spur the economy to real expansion. Provisions in H.R. 1 can seriously
affect both.

H.R. 1 seems to is to be simply (oo exlransive in its current form and
should be pared, eliminating what, is not. absolutely neiiwmry and r -
taining only those provisions which will allow social security to main-
tain t e floor-of-protection role which has been alluded to before
today.

kt me summarize at this point our position on the major provisions
of H.TL 1:

First, we urge the committee to reject, the proposal to increase grn-
eral social security benefits by 5 percent, effective in June 1972.

Benefit increases which bec ame effective in January 1970, and 1971
have far surpassed increases necesstry to maintain swwoial security cash
benefits on a par with the cost of living. We believe that future in-
creases should be made only as reviuired by the increased cost of living.

Second, our association supports the provision in H.R. I to make
cas benefits automatically responsive to increase in the cost of living
in the future.

Third, we urge the committee to maintain the earnings base at,
$9,000 for 1972 and 1973 and allow the automatic provisions in H.R. 1
to adjust the earnings base as fixture national wage patterns and bene-
fit increases dictate.

Fourth, we agree that the earnings test should be increased to $2,000
and that the dollar-for-dollar reduction in benefits should be elimi-
nated, leaving only a $1 reduction in benefits for each $2 of earnings
in excess of $2,000.

Fifth, we urge the committee to disapprove the provision which will
allow men to retire at ago 62 without an actuarial reduction in benefits.

Sixth, we strongly oppose an OASDI employer-emplovee with-
holding tax rate which would reach 12.2 percent in 1977 if If.R. 1 be-
comes law. Instead, we urge the committee to retain as closely as
possible the present scheduled 10.3 percent ultimate tax rate to become
effective in 1976.

And, finally, Mr. Chairman, we urge the committee to support the
House-passe& provision which will eliminate FICA taxes on wages
paid by an employer to the survivor or estate of a former employee
after the calendar year in which the employee died.

We urge the committee to expand this exclusion to eliminate the
FICA tax on wages paid to an employee in any calendar year all of
which is included in the period of disability. This latter provision is
not included'in the House-passed bill.

Let me elaborate further on the latter two points:

13.513 0 - !I - $4.4 - 14



Title I, section 128 of TI.R. I would amend section 209 of the Social
Security Act aid section 3121A of the Internal Revenue Code of 194
to provide that income received by a survivor or the estate of a former
employee after the calendar year in which an employee died be ex-
cluded from the payment of FICA. tas. In approving this section of
H.IL 1, the Committee on Ways aad Means stated:

Under present law, social security taxes must be trld on wages paid to an
employee's estate or survivor after the year the employee dies even though the
wages cannot be used to determine eligibility for or the amount of ,tail security
benefits. These proyvbhas have worked a bardhip, particularly in the ease of
deceased life insurance salemen whose renewal nommisalous have been taxed
for many years after their death without in.ii.Ang the social security benefits
of their survivors. Ac(rlugl', the bill would exclude from t te definition of
wages amounts earned by a worker in covered employment whiih are paid after
the year in which he died.

It should be noted that. while life inivirance agents iw n to be the
largest., single claasification of works touched by this bill, many Ier
workers could be affected.

For example, a worker who dies very near the eaid of a given year
may earn wges that because of deferral payroll system would not be
paid to his estate until the following year.

Under the present law the earnings received after the yearend
would be subject to FICA taxes but would not figure ir.to tht. com-
putation for benefits.

NALU recommends that the committee affirm this setion of the bill
and also eliminate another injustice of long st ending.

Just as wages received by an employee's sur% ivor or estate after the
year of his death is taxable for social security purlpees, and excluded
for benefit computation purposes, so, too, iw similar income received
after disability. Incorie received in years during all of which the ;. -
dividual is disabled and receiving social security beutefits is under the
present law disallowed for benefit computationn purposes even though
the FICA tax continues to be paid thereon.

Once again, life insurance agents represent a significant classifica-
tion of workers affeeWd by this provision, although certainly many
others are also affected.

NALU urges the committee to rectify the unfairness with reslect
to income received after disability by amending title I, section 128
of H.R. 1.

We have previously submitted language to the professional staff of
the committee Which we believe will accomplish the decired results.

This ends my oral presentation at this time and I waut to thank you
for the opportunity to appear before you today.

The CRAMMAN. Thank you very much, M. Holmes You have made
some good suggestions here and while you were pr-senting then I have
been consulting with our staff to be assured that thxx suggestions will
be considered by the committee when we are in exerxative sesion.

Mr. Hoixs. Thank you very much.
The CHAIRMAN. We appreciate your testimony.
Any questions I
Thank you very much for a good statement.
(The previous witness' prepared statement follows. Hearing con-

tinues on page 914.)
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STATRMVT or THs NATIONAL AssocuTiorN or Lirn UNDErwariERa, PRESENTED aT
BURTON 0. HOLM3M, OLU VICE CHAIRMAN, NALU Comurrrx ox FWDnERLI LAW
AND LEGISLATION

ISODUOTORY R MAIAK

I am Burton C. Holmes, CLU, of Columbus, Ohio, and I am appearing before
your Committee today as the Vice Chairman of the Committee on l,'ederal Law T &
I*gislatlon of The National Association of Life Underwriters. NALU is a trade
association comipoed of over 060 state an lo4,al life underwriter associations
representing a membership in excel of 100,000 life insurance agents, general
agents and managers residing and doing busin s in virt':lly every locality of
the United States.

We appreciate this opportunity to present our viewx wish respect to certain of
the proposed revisions in the Social Security system.

Prior to making specific comments on the recommendations contained In I.IL
1, I should like to mmmarize our basic position with regard to the OASDI
program, its objectives and purposes.

NALI'5 BASIC PHILOSOPHY REOARDINO SOCIAL SECURITY

We believe that the Old-Age, Survivors, and Disability Insuranwe program was
designed to provide what is commonly referred to as a "basic floor of protection"
against economic want and need, financed by earmarked taxes imposed upon
employers, employees and self-winployed Individuals and, to a small extent, by
interest earnings on the Social Security trust funds. It was Intended that upon
this basie-floor, each covered peraMn by individual and employer Initiative, would
plan and build additional economic security for himself and his family by means
of private savings, Investments, insurance, pension programs and tile like.

As thus originally conceived and designed, the Social Security program is
socially and economically desirable; but to asure Its continued existence, it Is
essential that the program be soundly maintained. Overcxpansion of the program
must be avoidcd, since such overexpansion would contravene what we believe
to be the basic philosophy behind the program, substantially Increase the tre-
mendous financial burden already facing present and future Social Security
taxpayers, and pose a threat to the safety and continued existence of the program
itself.

Since the last appearance by our Association before this Coinuu!tte,, events of
great Importance to the American public have transpired which, in our opinion,
should be reflected in the course that the F'nance Committee sets for OASDI.
The President's initial Wage-Price Freeze, subsequent Phase II thaw, and the
tax amendments of 1971, the latter measure imssed with substantial contributions
from the Senate Finance Oommittee, wiU have a profound effect on the effort
to curtail inflation, a malady which has seriously imperiled the OASDI program,
and the effort to spur the economy into real expansion.

It is our belief that the Committee should reexamine the current OASDI
proposals In II.R. I in light of the above goals. JIM. I seeins to us to he simply
too expensive in its current form and should be pared, eliminating what is not
absolutely necessary and retaining only those provisions which will allow Social
Security to maintain its "floor of protection" role.

SUMM.'LAY OF PRINCIPAL POINTS

In September 1970, NALU submitted testimony before this Committee on H.R.
17550, the Social Security Amendments of 1970. That bill, while it did not be-
come law, forms the basis for the current proposals for Social Security
amendments.

There have been significant modifications and additions to the provisions which
were originally considered as H.R. 17550. Although our testimony today re-
sembles that which we offered on H.R. 17550 to a large degree, we believe the
changes made from it in H.R. I require comment, and those provisions which
are the same deserve reiteration.

The following Is a summary of the principal points In the Association's testi-
mony on H.R. 1:

1. Reject the proposal to Increase general Social Security benefits by 51%,
effective June 1972. Benefit increases effective January 1970 and 1971 sur-
passed by a substantial margin the Increase necesary to maintain Social
Security cash benefits on a par with the cost of living. Any future Increases
should reflect only cost of living requirements;



2. Enact provisions which make cash benefits automatically responsive
to the cost of living in the future;

8. Maintain the earnings base at $9,000, subject to automatic adjustment
in accordance with provisions established by H.R 1;

4. Increase the annual amount a beneficiary can earn without affecting
benefit levels to $2,000; approve $1 reduction in benefits for each $2 of earn-
ings in excess of $2,000;

5. Disapprove the provision which would increase benefits for men retir.
ing at age 62;

6. Oppose the provision which would permit widows and widowers a bene-
fit equal to 100% of the primary insurance amount if the benefit is applied
for at age 65 or over;

7. Oppose an OASDI employer-employee withholding tax rate which is
scheduled to reach 12.2% in 1)77, as contrasted with an ultimate rate of
10.8% under current law; and

8. Support the provision which would eliminate FICA taxes on wges paid
by an employer to the survivor or estate of a former employee after the
calendar year In which such employee died. The Association recommends
that this exclusion be expanded to eliminate the tax on wages Vaid to an
employee in any calendar year all of which Is included in a period of
disability.

AUTOMATIC ADJUSTMINTS OF BZNZKIT

Administration witnesses have described the "purchasing power guarantee"
section of the bill as the most significant reform effort In the current legislative*
pioposals. We concur in that characterization of that aspect of the measure. It
represents a marked departure from past methods of keeping Social Security
benefits up to date. While it appears to be far-reaching, we think it is an idea that
has great merit
- One need only consult the recent history of Social Security benefits to gain
an appreciation for the "cost of living" Idea. Hearings on Social Security, both
by this Oommittee and the House Ways and Means Committee, have been held
approximately every two years during the past ten years. The dominant theme
of the hearings usually revolves around an increase in Social Security benefits
necessitated by the erosion of the value of the dollar by inflation. If a means
could be found to make Social Security benefits automatically responsive to the
cost of living, It seems to our Association such a feature would be highly desira-
ble. Fortuna tely, H.R. 1 contains such a provision.

As contemplated by the bill, Social Security benefits would be increased, auto-
matically, whenever the Consumer Price Index was 3% or more above the Con-
sumer Price Index for the last "cost of living computation quarter." Thus, It
the cost of living rose, benefits would be increased. If the cost of living re-
mained stable, benefits would remain at their then current level. NALU believes
that the automatic adjustment of benefits provision of H.R. 1 would allow a rapid,
precise realignment between any significant increase in the cost of living and
cash benefits under Social Security. Therefore, NALU endorses the automatic
cost of living provision and would urge that the Congress enact It.

In one further comment on this aspect of the bill, I would like to draw the
Committee's attention to a point about which It Is probably well aware, and that
is, that the bil contains no provision for reducing benefits if the cost of living
goes down. On the off chance that such a downturn should occur, we think that
a provision should be added to the bill to make a corresponding change In the
benefit amounts.

AUTOM.TIO ADJUSTMENT IN THE EARNINGS BASE

If the concept of automatic benefit Increases Is valid, and we think It is, then
it follows that an automatic method of keeping up to date the maximum earn-
ings base on which benefits are calculated Is also valid. Under H.R. 1, the earn-
ings would be automatically Increased in proportion to the Increase in the level
of average covered wages, provided an automatic Increase in benefits became
effective in the same year.

Given, the proper starling earning& biee, a mechanism for the automatic adjust.
ment of the earnings base to reflect relative changes in the total earned income
of covered workers has valid appeal. (The $10,200 wage base scheduled to take
effect in 1972 is not the proper starting point, in our opinion. I will comment
further on this point under a subsequent heading.) 'he workers of the United
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States can depend upon Social Security benefita keeping pace with the economy
and, at the same time, be assured that tMe financing of those benefits will be han-
dled in a responsible manner. For its part, management will be able to look upon
the Social Security program with confidence, knowing at all times what per-
centage of average earned income of workers reaching retirement will be re.
placed by ilocial Security payments, allowing close correlation of private pension
and retirement programs with Social Security to provide a greater measure of
retirement security to the working public. And finally, the average working indl-
vidual will know with certainty just how much economic security he must provide
for himself If he Is to enjoy the full measure of his retirement years.

One more comment on this section of the [till seems appropriate before turning
to another topic. Apparently, this section of the bill lacks a ineans to reflect a
decrease In wages. Just as we have suggested under the autonatlc benefit adjust-
ment section, we would urge the committee to add a decrease feature to tils
provision of the bill.

1NCREA81C IN IARNINO8 BASIC TO $10,200 IN 1912

The bill before the Committee proposes to Increase the Social Security earn-
Ings base to $10,200 from $9,000 effective In 1972. NAIU opposes this proposal to
Increase the earnings base either for 1072 or 1978 and urges the Committee to
retain the present earnings base and allow an automatic adjustment to occur
pursuant to the automatic provision in the bill when, and If, an adjustment Is
required.

The earnings bai has increased In absolute dollar amounts over the years,
but It Is an historical fact that the earnings base has remained nearly constant
since 1951 If expressed in terms of a percent of total annual earnings In covered
work subject to Soclal Security contributions. Unfortunately, the proposal
presently before the Committee seeks to break the percentage relationship that
history and the Congress has found to be highly successful by raising the start.
Ing earnings base to $10,200 beginning in 1972.

NALU recommends that the current earnings base of $9,000 be maintained In
1972 and be adjusted upwards, if necessary thereafter, as the automatic adjust-
ment machinery in the bill requires. In 1969, then Chief Actuary of the Social
Security Administration, Robert J Myers, estimated that by 1972 a $9,000
earnings base would cover 80.8% of projected total annual earnings In covered
work subject to contribution, In other words, be right lit line with historical
precedent and Congressional intent. We urge the Committee to retain the current
base unless more current earnings data dictates otherwise.

5 PERCENT BENEFIT INCREASE

It is a well known fact that among the Individuals most affected by the loss of
buying power of the dollar resulting trom Inflation are those maintaining a
household by means of a fixed Income. There is little that I can add to the
public knowledge about inflation. Suffice it to say that a means should be found
to alleviate the problem. In the case of Social Security beneficiaries, the prefer-
able way would be to halt inflation. Our hope is that the new economic policies
devised by the Administration and fostered by the Congress will stem the tide
of inflation.

The Congress has enacted benefit increases twice In two years (15% effective
January 190 and 10% effective January 1971) which have paced Social Security
benefits well beyond the Cost of Living Index. In fact, data currently available
reveals that since 190 the cost of living has risen 59.1% while Social Security
benefits have been raised 101.8%.

Philosophically, NALU maintains that the Social Security program was de-
signed to accomplish the specific goal of providing a ba:le income for people
who are no longer able to earn income for themselves. We believe that the
program has, by and large, accomplished that goal. In our opinion, the only
requirement that needs to be met on a continuing basis is to retain the relative
position of benefits to the economy as a whole. A 5% increase In benefits next
June will further outstrip the Consumer Price Indeir NALU recommends that
the 59' benefits increase be deleted from the bill and that the automatic mechan-
ism contained in the bill dictate future benefits In accordance with changes in
the cost of Hving.
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NALU supports the provision contemplated by H.R. 1 to increase the amount
of earnings that an individual may have without affecting his Social Security
benefits and keep the exempt amount up to date automatically. Under the bill,
the annual earnings exemption would be increased to $2,000 from $1,680, allow-
ing an individual beneficiary to earn up to $2,000 per year without affecting his
benefits. Earnings above $2,000 would result in a deduction of $1 for every $2
earned. NALU agrees with the principle of reducing Social Security costs where-
ever possible, and for that reason, we believe that the Retirement Test is
needed. However, we believe that reasonable allowances should be made for
personal initiative in supplementing retirement income. We support the bill
out of a realization that this aspect of the Social Security system should keep
pace with the economy just as the benefit structure does in order to stimulate
personal initiative rather than stifle It

COMDInED ZMIPWY-UIPLoT1WZ TAX RATr

H.R. 1 proposes that the OASDI combined employer-employee tax rate be
raised to a total of 12.2% in 1977 and thereafter, from 10.8%. An increase of the
magnitude contemplated by H.R. I completely ignores the historical reluctance
of this Committee to expand the OASDI tax burden beyond 10%.

The current rate, while it is scheduled to reach 10.8% after 1975, still maintains
the tacit agreement of Congress that the rate should not exceed 10%. The major
reason for this understanding would seem to be that the higher the Social
Security taxes, the greater the tax load on the working public and fewer dollars
the public will have to place Into private means of developing economic security.
As another factor the committee no doubt took into consideration the economic
growth of our economy which demands that sufficient investment capital be
readily available. Such capital is normally derived from funds put to work
through private pension plans, savings, and life Insurance, to mention just a few.
It seems reasonable to assume that to the extent Congress Increases Social
Security taxes, a concomitant decrease in the amount of dollars the public has
to place into private security programs will result, further depleting the capital
investment market

NALU wou'd urge, therefore, that the combined OASDI tax rate be main-
tained as close to 10% as possible. This action may require that certain pro.
posed benefit additions or liberalizations will have to be deleted or postponed.
Be that as it may, NALU believes that the Congress must be mindful of the
needs of taxpaying Americans and the requirements of our investment economy.

AGE 63 COUTUTATIOR POINT FOR MZ

In addition to objecting to a lowering of the retirement benefit calculation
point for men on fiscal grounds, NALU disagrees with the philosophical thrust,
as well. The bill provides that the ending point of the period that is used to
determine insured status for men and the ending point of the period that is used
to determine the number of years over which q man's average monthly earnings
must be calculated will be the beginning of the year In which he reaches 62,
Instead of age 65 as under present law, allowing "early" retirement for men
with larger benefits than is provided under present law.

The rationale behind this proposed change In computation point Is that
women have been given the age 62 computation point, and therefore, to be
fair, men should be afforded the same treatment. We believe that this is the
type of gradual overexpansion of the program which most seriously threaten#
the stabi ity of the program. We cautioned in the past that there was no reason
why, outside of disability, early retirement Is beneficial. And we urged in the
past that If such treatment were extended to women, It would serve as a prece-
dent, encouraging like treatment for men. The Committee now has before It
that proposal, and we. believe it Is unnecessary and undesirable. In view of
the increased life expectancy and useful economic life of the average American'
we believe that toihe extent that any further liberalization in benfplts for
early retirement would operate to induce covered workers to choose, or be
forced Into, early retirement, such a result wou'd tend to be detrimental both to
the best social and economic interests of the workers themselves and to the
economic growth of the nation.

Therefore, we respectfully urge that the section of the bill providing an
age-82 computation point for men not be adopted.
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ONE-UNDRED PERCENT BENEFITS FOR WIDOWS OR WIDOWERS

Like the provision for an age.02 computation Iint for men, NALU objects
to this section of the bill on fiscal grounds and for that reason alone would
suggest that It not be adopted. But further, it has been shown that, under cer.
tain fairly common circumstances, the terms of this proposal would permit a
widow (or widower) to receive a higher benefit than would have been received
by the worker if the widow had died first. Clearly, this result is manifestly
unfair and should not be tolerated. Therefore, this section should be deleted.

PAYMENTS BY AN EMPlOYER TO THE SURVIVOR OR ESTATE OF A FORMER EMPLOYEE

Title 1, Section 128 of I.R. 1 would amend Section 200 of the Social Security
Act and Section 3121A of the Internal Revenue Code of 1054 to provide that
Income received by a survivor or the estate of a former employee after the cal-
endar year in which an employee died be excluded from the payment of FICA
taxes. In approving this section of I.R. 1, the Committee on Ways and Means
stated:

"Under present law, social security taxes must be paid on wages paid to an em.
ployee's estate or survivor after the year the employee dies even though the
wages cannot be used to determine eligibility for or the amount of social
security benefits. These provisions have worked a hardship, particularly In
the case of deceased life insurance salesmen whose renewal commissions have
been taxed for many years after tlilr death without increasing the social security
benefits of their survivors. Accordingly . . . [the) bill would exclude from
the definition of wages amounts earned by a worker In covered employment
which are paid after the year In which he died."

It should be noted that while life insurance agents seem to be the largest,
single classification of workers touched by the bill, many other workers could
be affected. For Instance, a worker who dies very near the end of a given
year may earn wages that, because of a deferred payroll system, would not be
paid to his estate until the following year. Under present law, the earnings
received after the year end would be subject to FICA taxes but would not
figure into the computation for benefits.

NALU recommends that the Committee affirm this section of the bill and also
eliminate another related Injustice of long standing.

PAYMENTS BY AN EMPLOYER TO A DISABLED EMPLOYEE

Just as wages received by an employee's survivors or estate after the year
of his death are taxable for Social Security purposes, and excluded for benefit
computation purposes, so too Is similar income received after disability. Income
received In years during all of which the individual is disabled and receiving
Social Security benefits is, under present law, disallowed for benefit computa-
tion purposes even though FICA taxes continue to be paid fhereon. Once again,
life insurance agents represent a significant classification of workers affected
by this provision, although certainly many others are also affected.

NALU urges the Committee to rectify the anomaly with respect to income
received after disability by amending Tite I, Section 128 of H.R. 1. We have
previously submitted language to the professional otaff of the Committee which
we think will accomplish the desired result (see Appendix A).

INDEPENDENT REVIEW AND STUDY OF THE SOCIAL SECURITY SYSTEM

It order to define the future role of Social Security and unearth Lmpi.ve-
ments which may help to round out the program NALU wishes to renew its
request to the Finance Committee that a high caliber, Independent study com-
mittee be established to make a comprehensive review of the goals, priorities and
costs of the Soe.lal Security program. We believe that such a committee should be
made up of experts from all sectors of the economic spectrum, both private and
public, actually representing the varying segments of the public. We are aware
of the existence of advisory councils that purport to do this but, frankly, we do
not agree that the councils actually meet our definitional requirements.

We would hope that appropriate analysis of the role of private retirement
benefits would be Included as part of any such study. The role of the private
sector and its present and future Impact on retirement programs should be
thoroughly studied prior to an expansion of the public role beyond reasonae
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boundaries. We hope, therefore, that the Congress will consider the very rela-
tionship between private and public benefits and that it will refuse to accept
the views of those who would expand Social Security to such unreasonable
limits as to Impede the growth of private pension plans and other retirement
programs, or even largely destroy them. We further contend that a thorough
examination of the Social Security program would serve to properly focus the
attention of all citizens on the objectives and purposes of the system and, In so
doing, remove inequities.

APPfNDI1 A

NALU urges that Section 128 be amended to read as follows. (Words in italic
have been added by NALU.)

PATIENTS BY DMPLYEB TO SURVIVOR 0 M6TATE Or FORaE ZMPLWYIh OR TO
DISADL WORKER

Section 128(a) Section 209 of the Social Security Act is amended by striking
out "or" at the end of subsection (1), by striking out the period at the end of sub-
section (m) and Inserting In lieu thereof "; or", and by Inserting after subsection
(m) the following now subsection:

" (n) Any payment made by an employ 2r to a survivor or the estate of a former
employee after the calendar year in which such employee died or to an employee
(is any oalendor year all of which f8 Included in a period of dfeability."

(b) Section 8121 (a) of the Internal Revenue Oode of 1904 (relating to defi-
nition of wages) is amended by striking out "or" at the end of paragraph (12),
by striking out the period at the end of paragraph (13) and Inserting in lieu
thereof "1; or", and by inserting after paragraph (18) the following now para-
graph:

'(14) any payment made by an employer to a survivor or the estate of a for-
mer employee after the calendar year in which such employee died or to an em-
ployee in any calendar year aU of which it Included in a period of di#abiltiy."

(c) The amendments made by this section shall apply In the ease of any
payment made after December 1971.

The CHARMAN. The next witneme will -be Mr. Junes A. Gvin,
legislative director of the National Federation of Independent
Business.

STATEMENT OF XAMES A. GAVIN, LEGISLATIVE DI R,
NATIONAL FEDERATION OF INDEPENDENT BUSINESS; ACCOX-
PANIX= BY THOMAS RAE, WASHINGTON, D.., STAFF

Mr. GAVIN. Mr. Chairman and distinguished members of the com-
mittee, I am James A. Gavin, legislative directr of the National Fed-
eration of Independent Businees. Accompanying me today is Mr.
Thomas Rae, of our Washington staff.

In behalf ofour 298,000 member firms in the United States, I wish
to thank you for this opportunity to testify before you here today on
certain aspects of the bill H.R. 1.

By way of backgrunA information, the federation was founded in
1943 and is today te largest of its kind in the world, representing
every segment of small business. Small business in America now ac-
counts for 95 percent of all businesses, employs 60 percent of the
Nation's private, nonagricultural work force and accounts for more
than 37 percent of the gross national product.

In order to be sure that the federation accurately represents our
member firms, we periodically poll them by mandate ballot on many
important issues pending before the Congress. It is the results of our
polls on portions of H.R. 1 that I shall present to this distinguished
committee.
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Mr. Chairman, I have a prepared text which I would like to sum-
marize for the committee in the interest of consuming as little time as
necessary. However, I would like to reque-st that the full text. be entered
in the record in its entirety following my remarks.

Historically, when the small businessmen as well as a large number
of other Americans think of reform, they think of reform that will
bring financial savings. Unfortunately, a careful study of this bill,
along with statistics provided by HEW, reveals that taxes and expend-
itures will have no alternative but to soar.

This is the case with the social security provisions, especially that
section providing for automatic cost-of-iiving increases in benefits,
and in taxes. We have taken two mandate ballots on this question and
on both our members have been opposed by overwhelming margins.

Small businessmen hlave been pushed to the brink as far as taxes are
concerned mid it is questionable just how much additional taxation
they can stand without being forced to cut back on employees, to raise
prices, or perhaps even go out of business.

It is also our observation that to include automatic social security
increases would be an open admission that present economic controls
will fail in the fight against inflation. Such an inclusion, in our
opinion, would be institutionalizing inflation.

The federation must respectfully oppose these automatic social
security increases. We believe Niat. it would be in the best interests of
the Nation for Congress to periodically review the country's economic
situation to determine when and if additional benefits are justified.

Our members are in favor of those portions of title I which would
allow senior citizens to eani more money without losing their social
security benefits. We believe that People who desire to work should
not be denied benefits f9r which they lave worked and paid in their
younger years.

Also, we are pleased to see that a minimum has been established
providing aid to the aged, blind, and disabled. Our federation members
are keenly aware of and sensitive to the needs existing among these
people. However, we favor retention of administration of these benefits
on the local and State levels.

As far v.3 family assistance is concerned, we note that under current
law $14.5 billion is tile estimated potential Federal and State expendi-
tures for fiscal year 1973. However, H.R. 1, if enacted as proposed,
would jump these expenditures by an estimated $4 billion with the
administrative cost alone topping $1.1 billion.

Even these exorbitant figures may well be too conservative.. We
notice, for example, that HEW deducts $400 million from. the $1.1
billion administrative cost. It does this because it figures the State and
local governments' administrative costs will be reduced by this amount
to zero level. This is difficult to comprehend. Even after 1973 the
States which currently have general assistance or special need pro-
grams will till have to pay for their administration.

But, even assuming the correctness of all of the now estimates,
eligible welfare recipients will increase by 10.5 million to a staggering
total of 25.5 million Americans, representing almost 12 percent of the
total population or about one in every eight citizens.- :

NFIB members have solidly voiced their disapproval of many of
these proposals now incorporated in this bill, They have opted against-
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Federal takeover of aid to dependent children by more than 2-to-I
marginiL Instead of having the Federal Government move into this
area, tley overwhelininly favor the approach proposed in SenatorCurtis' bill, S. 2037, which would amend the Social Security Act to
provide for revenue-sharing grants to the States to assist them in
meeting the costs incurTed in operating public assistanceprograms.
Our members have voted 84 percent in favor of Senator Curtis' ap-
proach. Thirteen percent opposed and 3 percent were undecided.

Unfortunately, through bureaucratic interference and so-called
regilalion or guidelines, the States have been superseded or over-
ruled in the administration of their own welfare programs. Under
these regulations, the States have been told they must conform or face
loss of Federal assistance, not only for welfare payments but also for
other programs of assistAnce as well. •

Certainly establishing one national criteria or standard for welfare
recipient has its many problems; but at best such a Federal stand-
ard would undoubtedly create an even larger bureaucracy to enforce
it. Our members have voiced, on numerous occasions, their approval
of the continuance of State programs on the State level. They wish
to see our State control of these programs retained on the State plane.
The approach, as contained in Senator Curtis' bill, we believe, would
do thing

Dr. Hilary M. Leyendecker, who was widely noted for his contri-
butions in New York relating to public welfare and social work,
stated that a large social welfare organization would be ineffective
becauEe of its inflexibility. Our members, too, believe that such a
progrnun is best administered by those closest to the people they serve,
ih other words, by the State and local governments.

Regarding a minimum basic annual income for those families who
cannot adequately support themselves, NFIB members, in a recent
surye.y, voted 56 percent for, 35 percent against with 9 percent un-
decided. This is-a qualified vote with the stipulations tha welfare
parents register for and accept employment or job training when
offered. We interpret the vote as a recognition of the problem of family
assistance but with a realization that able-bodied recipients take con-
structive steps to become active wage earners, themselves contributing
to their own financial well-being and security of their family. Here,
again, we urge that such a program be administered under State
control.

The federation supports the principle that a man who fathers
children has an obligation to support those children. We therefore
applaud those sections of the bill which provide for better means of
forcingdeserting parents and parents of illegitimate children to live
up to their responsibilities. We would, in fact, favor strong measures
in this area along the lines suggested by the honorable chairman of
this committee in his bill48. 3019. I

Our concern is that without strong enforcement of parental child
support, the objective of any family assistance program to maintain
the patriardial family unit may be seriously undermined. Senator
Long °has previously pointed out that there remains an economic
incentive for desertion without these provisions. ,.

I* me emphasize that we do not view such provisions as special
penalties against the poor,, We favor these because it is ohly right and

'I 
.4-
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just for a low-income father to meet the financial needs of his family
to the best of his ability, the same that is required of all fathers in
society.

Former presidential adviser Patrick Moynihan has said:
* * * a working-class or middle-class American who chooses to leave his family

is normally required first to go through elaborate legal proceedings and thereafter
to devote much of his income to supporting them. The fathers of AFDC families,
however, simply disappear.

Therefore, with qualifications, NFIB member firms support the
concept of a minimum basic annual income for those families unable
to adequately support themselves. Without the requirements and quali-
fications I have previously mentioned federation members would,
however, be unalterably opposed to any basic annual income.

This concludes my testimony and I thank you for the opportunity of
being here.

The CHAIRMAN. I know you are testifying for what your members
told you in your correspondence'with them, aren't you IThat is basi-
cally what you are testifying to?

Mr. GAVIN. Yes, sir.
The CHAIRMAN. But, I think you could give me your judgment on

this point: It would seem to me that we have come to the point in this
Nation where I think that we cai-I low the overwhelming majority
of the American people favor this, and I think we ought to-the time
is coming when we ought to simply say we are going to guarantee
every abfe-bodied person in this county the opportunity to work for a
minimal amount of income. I think this country by an overwhelming
majority would agree to this in any poll. In other words, the Gallup
poll has indicated that and I think any poll, if you ask people, "Do
you favor guaranteeing every citizen an opportunity to work, every
citizen who can, every employable person, an opportunity to work for
a living," they would say "Yes, we favor that." And I think we ought
to do that.

But for any given amomt of money if you say, "All right., now, a
person has to have at least $200 for a family of four," I find nothing
against my conscience in voting to say, "All right, we will provide him
an opportunity to earn it and we will use him the best way we can.
If we can't. do better, the Government will provide something-mar-
ginal work though it may be."

But this thing of paying somebody a guaranteed wage for not
working can only lead to demand for more and more money for doing
nothing, and dissatisfaction and constant complaint that it is not
enough, that people can't get by on that standard. I have no doubt that
in the long run the only way we will ever get out of that trap would
be to reverse and try to go in the other direction and usually that kind
of thing takes a long, long time.

How do you feel about trying to guarantee everybody an oppor-
tunity to work for a living?

Mr. GAVIN. Well, I agree with you completely there because that
is one of the problems of the small businessman, finding suitable em-
ployees. He is disadvantaged in that he doesn't have the-he can't
offer the same employee benefits as his larger competitor-no pension
plans and so forth-so he really aims pretty much at that segment of
the market.
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So if you give those people excuses for not working, I don't know
where the small businessman would ever get help.

The CHAIRMAN. OK.
Any further questions?
Senator CvwRia. I want to thank you for your statement. I par-

ticulaly pp recite what you said about the concept of the bill that
I introduced, S. 2037. It is based upon the Federal Government con-
tinuing to pay a share of the cost in the neighborhood of what they are
paying now, but having the administration of welfare in the hands
of State and local governments. There will be no Federal regulations;
States would decide who should be on welfare, under what conditions,
for what amount, who should work and how. Was it that sort of a con-
cept that you feel your members had in mind when they supported
it in the manner that they did?

Mr. GAVIN. Yes, I do, Senator.
Senator CURTIR. Do you believe that if welfare administration is

given to the States and they, in turn, can share that responsibility with
the local governments, that the real needy will be taken care of ?

Mr. GAVIN. I think they would, yes, Senator.
Senator Cwrns. As a matter of fact, I think some of them will fare

better.
Mr. GAVIN. Better; that's right.
Senator CurTus. Because they wouldn't be tied up in bureaucratic

redtape and more of the human aspects and the real need can be taken
into account that can't be foreseen in promulgating printed regula-
tions on the Federal level that must be applied in 50 States?

Mr. GAVN I agree completely.
Senator CuIrs. Do you believe that if the local people, the States

and the local governments, could actually have a voice in writing the
regulations and running the program, that that would be an important
step in eliminating those cases where there arm abuses, where ineligible
people are on or where people could get along without welfare?

Mr. GAVIN. I agree completely. I think that if the people on the local
and State levels are just following regulations that have been promul-
gated to them from the Federal authorities, they would take far less
pride, I think, in executing: I think they would take that same attitude:
"Ah, what's the difference ? The Federal Government is picking up the
paycheck on this"; whereas, if they had the strong voice that we feel
they deserve, I think they would have far more pride and I think that
it would be-they would have far more incentive to make it work so
far as the policing of it, and so forth.

Senator Curis. I mentioned the other day that if there were a
review made or a compilation made of the efforts to curb abuses and
eliminate individuals from the rolls who shouldn't be on there, we
would find that practically all of that effort has been put forth by
State and local governments. They have run into disappointment in
dealing with the Federal Government V

Mr. GAVIN. That's right.
Senator Curris. But one of the problems of H.R. 1 is that it is a

totally federalized system; that is the essence of itt--the Federal Gov-
ernment running it in tote. We will have lost what support there is
then for dealing with abuses and unworthy cases, i'ould we not, if
we go to a Federal system ?
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Mr. GAVIN. I agree. I think the gentleman who testified earlier, tile
prosecutor-I don't recall his name-

The CHAIRMN. W 1ee1s.
Mr. GAVIN (continuing). Yes; you call see tile entllsiasm that man

had and I think it. would all disappear real quickly if it were turned
over to him completely instead of the Federal level as proposed in
H.R. i.

Senator CumrIs. I won't take any more time.
The CII, RMAN. Senator Hansen?
Senator I-IAN N. I do have one question, Mr. Chairman.
I notice you quote Patrick Moynihan. He also observed before this

committee one time that the result of a rise in the minimum wage
that might be legally paid in the United States would have the effect
of rendering unemployable those persons with fewest merchantable
skills. In other words, he was saying that, as I interpreted his remarks,
that if you by legislature require that not less than a certain amount be
paid, the effect is that some people, marginal producers, are going
to be deprived of the opportunity for a job because if their contribu-
tion now just barely returns a little measure of profit, slight though
it may be to an employer, and by raising the minimum wage, you wipe
that out, then that unfortunate person is out of a job; and he men-
tioned this because hie said that it. is important. for a lot of people on
welfare, a lot of people pr) sently unemployed to have the experience
that comes from first having held a job and though it may not be satis-
factory in terms that would generally be acceptable so society, it is
important that this person go to work and that if he can acquire more
skills, if he can understand how holding a steady job goes, that. most
people will respond to the stimulus that is present in the marketplace
and will work into a better job.

Now, I don't. know that he said all of this at that particular moment
but I think it. is not taking him out of context too much to make the
observations I have.

I say that because it occurs to me that in some of the testimony we
have heard here today there are those who think only in terms of trying
to see that everyone'in this country has an annual income of not less
than a certain amount; and it was said by several different persons here
in this room earlier in the day that hopefully that basic guaranteed
income could shortly be raised to the point where it would be not less
than the poverty level.

Now, whether our friend would agree that as more people receive
direct Federal support from the Government and make no contribu-
tion, the pressures, the inflationary pressures which push all prices up
would indeed cause an escalation in the poverty level or not, I don t
know, but my feeling would be that this is inevitable, that the more
people who are paid out of t.he earnings of some and who make no
contribution in any way to the Government just hasten the advent
of ever higher prices.

My question is, do you believe tl at there would be a very salutary
effect that would come from, as the chairman has phrn.ed his question,
letting the Government see to it that what we do offer, what the Gov-
ernment does offer to all people is the opportunity to work-?

May I say, in anticipation of the response; this fuither observa-
tion: Would it not be helpful if in order to keep the eecaJation of



20

prices down or to minimize its escalation and in order to be certain
that more foods and services, which are tile real measure of earning
power, be made available to all people in greater measure, that every-
one should work I Do you not believe that if al of the people in this
country presently unemployed who are drawing welfare could be
making some contribution that indeed life mi ht be better for every-
one, and there might be a lesser accelerated inflation than would other-
wise be the cas%?

Mr. GAVIN. Right; I agree with you completely, and I think they
would probably feel a lot, better themselves if they were able to per-
form .te task instead of, you know, having to rely upon a handout
like that. It is very demeaning to an individual as you can well
imagine.

Senator HANszN. One further question:
In your judgment, could an imaginative government, and that is a

word we all use, imagination--do you think there are enough things
to do presently that the Government could undertake as an employer
of last resort.. First. we should make absolutely certain that private
enterprise, private business, is given every opportunity to employ
people. But when that effort has been made and all of the jobs that can
be hunted out and found and rounded up have been completed, then
do you think there are Pnough things that need to be done in this
country today that there s any question as to the ability of Government
to see that everyone can te provided with some sort of activity or job
that would be worthwhile and make some kind of a contribution?

Mr. GAVIN. Yes; I do. I think on the ecological programs alone we
could probably put those 5 million unemployed tomorrow.

Senator HANsEN. Thank you very much. I compliment you for a fine
statement

Mr. GAvix. Thank you.
Senator FAN mN. Mr. Chairman, could I ask just one question ?
In your federation of independent businesses, are they mostly in the

retail businesses? I was wondering if you have small manufacturing
businesses?

Mr. GAVIN. Actually, we are a complete cross section of the entire
business community. If you go by the classification statistics of Small
Business Administration, our membership parallels that almost com-
pletely. We have 43-percent retailing, 9-percent wholesaling, 8-percent
manufacturing.

Senator FANNIN. What percent manufacturing?
Mr. GAvni. About 8 percent.
Senator FANNxiN. Are they-you say they are vitally affected b the

large corporations; of course, that would be retail and wholesale both.
But how about in manufacturing have you had problems so far as the
import business is concerned, so far as manufacturing is concerned atally

Mr. GAVIN. No, but we had a very interesting inquiry yesterday,which is a little off the subject, perhaps, but the problem they am hav-
ing is that they-we received a letter from a man who was a machine
manufacturer and he said he was always able to keep up with his for-
eign competitor but he said all of a sudden he went over to pick up
this order and they said "No, I am sorry; we are going to buy from an
outfit in Japan." He said, "Well, the price is the same.? He saed, "Well,
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the price is the same, fine;" but they said, "t-hey will ship it to us and
we lave 6 months before we have to even male tho first paymentt."
and then I think they gave him something like 5 years or something
to pay' th. balance, you know, and it is just where (o you turn on a
situation like that.

Senator FANNIN. That is what I am wondering; how much has that
been a factor in the manufacturing business that, you are referring
to as to your members. It is just starting to be a factor; is that it?

Mr. GAVIN. Yes; we are just starting to get more rumblings on it.
Senator FANNIN. Thank you very much.
Tie CHAIRMAN. Thank you v'ery much, Mr. Gavin.
Mr. GAvIN. Thank you very much.
(Mr. Gavin's prepared statement follows:)

STATEMENT or JAUns A. GAVIN, LvoisLAinvz DJrIIcoT, NATION AI FEUgATION
OF INDEPENDENT BusINrsS

Mr. Chairman and distinguished members of the committee. I am James A.
Gavin, legislative director of the National Federation of Independent Business.
In behalf of our 208,000 member firms throughout the country, I wish to thank
you for this opportunity to testify on certain aspects of I.R. 1.

The federation, founded in 143, Is the largest of Its kind in the world. Our
member firms represent every segment of the small business sector In the) United States--retailing, wholesaling, manufacturing, service trades and contract
construction. Small business in America today accounts for 30 percent of the
nation's total non-government, non-agricultural work force. In fact, 915 prevent
of all businesses in this country are small businesses, accounting for more than
87 percent of the gross national product.

During each year we periodically poll our members by mandate hatlot on
many important issues pending before the Congress. T1he federation does this in
order to make certain that we accurately represent the views of our members, for
the results of these polls determine our position on all Issues--including those
I shall present before you here today regarding H.R. 1.

SOCIAL SECURITY

For many years the independent businessman has contributed his lawful part
in the social security program without fanfare and with little grumbling. But,
with the ever-expanding tax base, It is questionable Just how much more he will
be able to stand. Something will have to give. He will be forced to either cut
back on his employees, hike his prices to the maximum allowable under present
economic controls--which could result in his becoming non-competitive with
larger chain firms, or he may have to close his doors. Simply put, small business
is buckling under with heavy taxes. The situation Is a real one-and a serious one.

Section 102 of title I provides for automatic cast of living Increases in benefits.
and in taxes. We have taken two mandate ballots on this question and federation
members have opposed such Increases on both occasions. N.F.I.B. members opted
34 per cent for, 62 per cent against, with 4 per cent undecided on the first ballot.
and voted 29 per cent for, 05 per cent against, with 0 per cent no opinion In the
most recent balloting. Therefore, we mtmst respectfully urge that this portion
be deleted from the hill.

Tojuelnde it at this time would be an open admission that the economic con-
trols by which the Prvesldent and many members of the Congress hope to see
runaway Inflation curtailed will not work. This fection, in effect, is institutionaliz-
Ing inflation and admitting that these controls will ultimately fail.

Would It not be in the best interests of the Nation to rely on the Congress to
periodically review the country's economic situation to see if and when additional
benefits are wra,,ttd?

Our members are In favor of those portions of title I which would allow seplor
citizens to earn more money without losing social security benefits. Our most
recent mandate ballot results were more than 2 to I for these proposals--71
per cent for, 20 per cent against and 3 per cent undecided. We feel that people
who desire to work should not be denied the right to collect benefits for which
they have worked and paid in their younger years.
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AID Tro AOlD. BLIND, AND DISABLED

We are plead to see that a nillmum has been established assuring aid to
tho aged, blind alnd disabled, and we believe that it is im1wrtant that this portion
be ntained in 11.It. 1. Our federation members are keeuly awan of and sen.itive
to the needs existing 1in this area. A reveiit surve" t e N.F.I.ti. 111emelmrship
Intlk'uted tltrl 8i per ( -nt favored such aaIstance. while only 0 per cent opposed

imd 7 per t-nt were undldehl. However, we favor attention of adlnihtration
of these benefits on the local and State level.

FAMILY ASSISTANCE

Under current law, $14.5 billion Is the potential Ftleral mid State expenditure
for fiscal year 1073. 11.11. 1, if enacted, would jump the projected total cobt by
almost $4 billion to a staggering total of $1M4 billion. The administration cost of
the reform progrun alone would top $1.1 billion.

Even thee exorbitant figures may well be too conservative. We notice, for
example, that HEW deducts $400 million from the $1.1 billion administrative cost
of tile progr un because the State and local governments' administrative costs
wil be redued by this amount to vq'o level.

It Is diffleult to see how the late and local administrative costs would cease
to exist in imeal yver 1073, adlledly a transitory period. Even after 1973, the
States which currently have "gent rnl assistance" or "Nlwdstal ied" programs will
still have to jmy for their adnatst ration.

One cannot help but question-in light of this obvious over-optimism-If a
$700 million overall Increabe here is a realistic estimate for the Federal cost
during the first year of transition and tremendous expansion.

lut twven assuming the correctness of all of the HEW eetimates, eligible
welfare recipients will Increase by 10.5 million to a total of 25.5 t dllion persons-
representing nearly 12 per cent of the total population, or about one in every
eight Americans.

A look itt seven different States from various geographical regions in the
nation helps present a fairly accurate overall picture of the extent HR. 1 would
have In adding to the welfare rolls. For example, Arkansas' welfare rolls will
increase to 20.7 per cent of the State population; California will have more than
2.4 million on welfare--or 10.0 per cent; Georgia will reach almost a million,
or about 20 per cent; New York will increase by over 500,000 to top 2 million on
its welfare rolls; .Missouri will increase by 225,000 to 11.5 per cent; Massachu-
setts will climb to over half a million on welfare at 0 per cent; and Wisconsin's
rolls will more than double to 812,000 persons.

Hence, by adding fo the ivelfare rolls so many more eligibles, we question
the term "reform". The resultont tax Increase will hit the small businessman
very hard.

Our federation members, in mandate ballots, have solidly voiced their dis-
approval of many of those proposals now Incorporated In H.R. 1 regarding
welfare, they have opted against federal takeover of aid to dependent children
by 66 per cent against, 26 per cent for, and 8 per cent undecided. As far as
creation of a federal public works programs is concerned, they have opted it by
a vote of 09 per cent against. 26 per cent for, and 5 per rent no opinion.

Instead of having the Federal Government move Into this area, they over-
whelmih)gly favor the approach proposed in Senator Curtis' bill,-S. 2037-which
would amend the Social Security Act to provide for revenue sharing grants to
the States to assist them in meeting the costs incurred iii operating public asist-
ance programs.

Our members opted 84 per cent in favor of Senator Curtis' approach, 18 per
cent opposed and 3 per cent undecided.

Unfortunately, through bureaucratic interference and so-called guidelines or
regulatlIns, the States have been superceded or over ruled In the administration
of their own welfare programs. They have been robbed, so to speak, of the
authority and power to effectively determine the kind of programs which best
fit the needs of their people. Under these regulations, the States must conform,
or they are threatened with lose of Federal assistance-not only for welfare
payments, but for other programs of assistance as well.

The director of the Department of Public Social Services of Los Angeles
(Calif.) county, In a statement regarding welfare, recently said:

".... The growing trend of the Federal Goverment to impose reqdri-
nients and yardstick standards on local welfare operations has tended to all
but immobilize the.., welfare system in Los Angeles county."
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Certainly, establishing one national criteria---or standard-for welfare recipi-ents ha Its problems. There are the differences iln cost of living In variousregions and States; and there are rural and urban differences. A Federal welfarestandard might result in serious social problleans In poorer areas where welfare

reclliients would comlloSe a larger proportion of the population and would
receive Ipaynlents which were very near the earnings (if low wage earners lit thecommunity. Tlen there Is the problem of equalizing standards of eligibility. At
iest. mi'ch it Federal standard would create an even larger hureaucracy to en-
fore It.

Our members have, on numerous occasions, voiced their approval of the colt-
tinuance of State programs oil the State level. They wish to se State control
retained. The approach as contained it Senator Curtis' hill, we believe, vwould
(10 this.

Dr. lilary M. IA-yenlecker, who was noted for his work in New York State,
relating to public welfare and social work, said In his hook. "Problens and
l'.licy 1it Public Assistance":

"The attempt to anticipate alternative courses of action on tle part ofworker or sUlrvisor. the issling of detalhl Instructlons covering contingen-
ces. stud the requirement that higher level supervisory authority besecured . . . are self-defeatling. Large agencies that resort to highly cen-

traliz d operations create as many problems as they attempt to solve, since
tihe top-level staff which formulates detalel Iolicy and controls for workersand unit supervisors Is far too removed from actual operations to formulate
thIem realistically."

A large welfare organization, according to Dr. Leyendecker, would be ineffec-tive because of its inflexibility, Our menbres, too, believe that such a program is
best administered by those closest to the peolhe-in other words by the State
and local governments.

While the hill establishes so-called local committees to report on certainaspects of the welfare program at "local levels", it provides that a minimum ofonly ote be established in each State, which could prove to be Inadequate Inrep)orting. But. to establish any such committees could only further contribute
to an ever-escalating bureaucracy and continued erosion of States rights.

OUARANTIED INCOME
As far as a minimum basic annual income for those families vho cannot

adequately support themselves is concerned. N.F.B. members In a recent sur-vey, opted 50 per cent for, 35 per cent against, with 9 per cent having no opinion.
This Is a qualified vote with the stipulations that welfare parents register forand accept employment, or Job training when offered. We Interpret the vote as arecognition of the problem of family assistance, but with a realization thatable-bodied recipients take constructive steps to become active wage ,anrner,themselves contributing to their own financial well being and the se,.trlty of
their family.

Here again, the ,.F..B. urges that such a program be administered under
State control.

The federation supports the principle that a man who fathers children hasan obligation to support those children. Therefore, we applaud the sections ofHI.R. 1 which provide for better means for forcing deserting parents and parent'of Illegitimate children to live up to their responsibilities. Sections 525 and 527of tMHs bill will-hopefully-Increase the Incentive for States to secure support
Imyments from deserting spouses to their families. And we applaud the proposedsections 2175 and 2176 of the social security amendment. The sections wouldestablish the liability to the government of parents who Irresponsibly desert
their families and leave the support of their children to the government; andwould make It a misdemeanor for Interstate flight from parental responsibility.

We would, In fact, favor stronger measures In this area along the lines sug-gested by the honorable chairman (of this committee In S. 3019. O:- concern Is
that without strong enforcement of parental child support, the ob*'ective of anyfamily assistance program to maintain the patriarchal family unit, nmy Ie under-mined. As Senator Long pointed out In his Senate speech of Dicember 14, 1971,entitled "The Welfare Mess", there is still an economic incentive fur desertion
without these provisions.

Let me emphasize that we do not view such provisions as special penalties
against the poor. We favor such provisions because it is right and Just for a low-

To-$73 0-2- P 2 - Is
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income father to meet the financial, needs of his family to the best of his ability-
the same that is required of all fathers In society.

Former Presidential Advisor Patrick Moynilin has said
"... A working class or middle class American who chooses to leave his

family Is normally required first to go thr--ugh elaborate legal proceedings,
and thereafter to devote much of his inrou. - to supporting them. The fathers
of AFDC families, however, simply disappt ar."

Therefore, the Federation, with quallficatowm., supports tile concept of a minl-
num basic annual income for those families u ale to adequately support them-
selves. Without those stipulations and quit'flcations as mentioned earlier,
N.F.1I.. members would be overwhelmingly olqosed to any basic annual income.
(A 1908 mandate ballot posed the question of a guaranteed annual income with-
out qualifications, and the result showed 90 pKreent were opposed).

This concludes my testimony before you to ..y. On behalf of our member firms.
I wish to thank you once again for this opportunity to present our views. Should
you have any questions. I shall he happy to attempt to answer them.

The C11AlnM.,. The next, witness will be Mr. Harry C. Schnibbe-
did I pronounce that right, Mr. Schnibbe?-executive director of the
National Association of State Mental Health Program Directors.

STATEMENT OF JONATHAN LEOPOLD, M.D., COMMISSIONER, DE-
PARTMENT OF MENTAL HEALTH, MONTPELIER, VT.; AND KEN-
NETH GAVER, M.D., COMMISSIONER., DEPARTMENT OF MENTAL
HYGIENE AND CORRECTIONS, COLUMBUS, OHIO, ACCOMPANIED
BY HARRY C. SCHNIBBE, EXECUTIVE DIRECTOR, NATIONAL AS-
SOCIATION OF STATE MENTAL HEALTH PROGRAM DIRECTORS,
WASHINGTON, DAC.

Mr. ScixHMIE. Senator Long, actually the witnesses for our Asso-
ciation of State Mental Health Program Directors are Dr. Ieopold,
who is the commissioner of Vermont. and Dr. Gaver who is the com-
missioner in Ohio.

Dr. LoroIz. Mr. Chairman and members of the committee, I am
commissioner of mental health in Vermont, and I appear before you
representing the directors of the State mental health programs serv-
ing the mentally ill and the mentally retarded in 54 States and terri-
tories. These State mental health program directors administer more
than 1,100 mental hospitals, training schools for the retarded, com-
munity mental health centers, clinics, after-care facilities and psychi-
atric training and research institutions. Two million perwns with
mental disorders receive care in our facilities each year. We employ
more than 300,000 persons in these programs and our annual operat-
ing and capital budgets exceed $3 billion.

We direct the largest publicly administered and financed health-
care system in the free world and this system in the various States is
the onily comprehensive health service program which exists. It is also
the only total-demand health service program which exists.

We miieet the needs of these mentally disordered persons in a variety
of services ranging from 24-hour care in our State mental hospitals
and mental retardation institutions, through skilled nursing care sid
intermediate care, to day hospiit and night. hospital programs and
out patient care. In addition, these programs provide preventive serv-
ices through consultation and education to a far larger population than
those receiving direct ser ices.

I am going to be brief about my remarks, Mr. Chairman.
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We-have submitted written testimony but I would like to first give
the committee a brief progre report oni the results of the Long amend-
ment of the medicare-medicaid legislation passed in 1966 by the
Congress.

On pages 4, 5, and 6 of my prepared statement I have some tables
from our experience. Now, tiese tables are indexes rather than num-
bers of patients with the base number for year 1965 being 100.

When the chief of research and statistics in my department in Ver-
mont prepared these figures on the current basis through December 31,
lie did not believe them because the progress had been so marked.

I bring these figures to you because this table and the figures on the
following pages are representative of what is going on in most of our
State hospitals throughout this country as a result, of the initiatives
taken by your committee in preparing medicare and medicaid legisla-
tion. Welave, in fact, transformed these hospitals from the human
warehouses that your committee and many, many other people were
aware of, into active treatment centers.

The CUAIRMAx. Now, would you mind going through those ,'harts
for us and just. showing us what has happened here, becaiu.% these
figures actually don't mean as much to me as they do to you. Would you
point out the signifieance of this?

Dr. LIxoOLx. I would be very pleased, Mr. Chairman.

PERCENT CHANGE INDEXES FOR AGED POPULATION (65 YEARS PLVS)-VERMONT STATE HOSPITAL, FISCAL
YEARS, 196$-??

IFiscal year 1965 - base year . 1001

1965 1966 1967 1968 1969 9170 1971 1972

Resident patients start of year ................ 100 92 88 9 J 74 6 58
Total additions durieig year .................. 100 99 8 14 1 05 109
Total epIsodes of care durni year ............ 00 94 87 8 84 81 76
Total l* releases .......................... 100 96 78 94 11? 138 1"
Uve relesoes per 1,000 episodes of care ....... 100 103 90 108 135 170 210
Total additions par 3.000 episodes of rare ..... 1 00 106 94 107 138 129 143
Total deaths ................................ I00 105 84 117 99 90 87
ToU deaths per 1.000 episodes of care ........ 100 112 97 133 117 111 114
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Q-- Resident Patients Start of Year

.... Total Additions

-.. Total Episodes' of Ca

I.

p ~ p

1'66 o'67 168, ''69 '70 '717 872

iseal Years

* Total aged resident patients at the Vermont State Hospital and total

episodes of carp (residents C additions during year) have decreased steadily
during i965-1972.

Total-additions (admissions & returns from trial visits) during this
sam period have increased slightly.

NATIONAL ASSOCZATZON OF STATI" MENTAL 11EALTiI PROGRAM DIICCTORS
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-- 1QtaTol Episod.s of Ca
)-~ t( Live eleaes. Per 1,000 tolsodes of Care

250 e Deaths Per 1,000'ipsodes of Care

200

4 ~P4 . . ..
100

'65 '66 '67 '68 '69 '70 '72 '72

Fiscal.t Years

Fripre #2

Live releases among the aged population to the co munity have created
a total reduction In episodes of care at the Vermont State iosVpital during
1965-1972.

RATJONAL ASSCMJ'ATOVN OF F2M7 MUM #11AL1II PJOORAI, D.]RRC2MJf$

Dr. Lwroro . One hundred is the base figure for the year 1965, the
year before medicare and medical implementation too place hat
represents 100 percent of the patients tht werein the hospital during
that fiscal. year,

In subsequent years, there was a decreasing number of such patients
admitted and caied for in theo' hospital each year. Those are, ihe first
two lines of that chart.

The'third line shows the tolalnumber of episodes oUpcare.Anepisode
of care is one admissio4 for one Person. If that particular individual
returns it is a second episode of caire for that same individual. That
also has decreased.
It you will look in the fourth line, the total number of live releases,

persons who were admitted to the hospital and have left the hosptl
alie, it was a slight decrease noticeably during 1967 when we had
some, severe influenza epidemics nationwide' affecting this group
terribly.

The number of live releases has risen consistently until it is now 60
percent above the base year, Then' there are-the total, number of
additions per 1,000 epi es of care-now, that is a rate of the amount
of care provided rather than an absolute number and essentially what
that me is is that although in line 2 the number of additions and i
line 1 the number of total patients was decreasing, the totalnumnber of
additions in relatioxi Wothe episodes -of care was, ridly increasing.
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I think that as you look at each of these indices, you can see the
success of this program. Similar information can be submitted to this
committee from every State in the country.

We bring this to your attention because this pro am has been an
immense success. The goals of the program as stated-in the legislation
are in fact, being achieved.
The CHAMMAX.What impresses me more than anything I notice

here in this chart which would indicate that the number of live releases
from the hospitals, that is per 1,000 admissions, has increased 100 per-
cent, from 100 up to 200.

Dr. LEOPOLD. Yes sir
The CHAIRMAN. It seems to me though, that is a very significant

thing.
Dr. LzOPOLD. We feel that it is also. These patients have been dis-

charged into nursing homes, into intermediate-care facilities, into
boarding homes, foster homes, family care, and many of them to return
to live with their own families; and we think it is a very impressive
record as a result of this legislation.

Mr. ScHNImBE. Senator, that is true across the country and I think
if you will remember the year before last, Dr. Gaver, who was then
the commissioner in Oregon-I think you began to predict along those
lines for the State of Oregon; didn't you?

Dr. GAvrP. The States of Oregon and Missouri, showing 40-percent
declines of the aged mental hospital population in as little as 3-year
periods of time.

Mr. ScHnsB. So that has been very successful. You hear a lot of
criticism of the medicaid program but we are now talking about the
Long amendment on the mentally ill and it has been good and that
should be; you should know that.

The CHAIRMAN. Thank you.
Dr. LE Ow. As a result of your concern as well as our own con-

tinuing concern for this population for whom we are responsible,
we therefore recommend in relation to the revisions of H.R. 1 amajor program expansion rather than the limitations on medicaid con-

Stained in R. 1. We requestyour committee to give serious considera-
tion to an expansion of medicaid coverage for the mentally ill so that
persons under the age of 65 who are "medically indigent" or "categor-
ically related" would be eligible to have the cost of their care and
treatment in. mental hospitals covered by the Title XIX: Medical
Assistance program. I .I

This revenue-sharing proposal would define goals, provide expanded
benefits to eligible recipients and be subject to the improved utiliza-
tion review, medical audit, program audit, and cost controls which' I
have previously discussed.

That material is contained in this testimony.
Our proposal would include the same requrements for persoit under

65 as those presently required in section 1902(a) (20) (21) for per-
sons over the age of65,'-and we have just ;resented the material to
you relating to the success of this program for the over 65 population.

In previous appearances -before your committee we have remo
mendid specific methods for increasing the effectiveness of utilization
review and medical audit, and Dr. Gaver presented that testimony a
year and half ago.



929

We believe that such a proposal for expansion of the program wouldberopriate for the Feea Government to take becuse of the
failure of the private sector insurance planners to deal with this prob-
lem. This failure is cited a1d documented in a HEW publication thatwas just recently released.

This lack of activity toward meeting a longsanding a~d well-
reognized deficiency demands action by the Congr. The principle
of equity requires that the benefits presently provided to mentally ill
persons over 65 be made available to persons of all ages and the dis-
criminatory provisions against public institutions in the present title
XIX be removed so that publicly administered facilities as well as
private mental hospitals can receive payment for trieating eligible
recipients on the same basis that generalhopitals receive such benefit.

We are also aware of your concern as well as the concern of the
administration about runaway costs of medical care services. We wish
to draw your attention to the fact that the program controls on pub-
licly administered State mental health programs and the institutions
which are a part thereof are far greater than the cost controls applied
to community general hospitals; and these, we believe, account for the
major differences in health care costs, the runaway costs mentioned-
above, as well as the fact that we are producing good results in cost-
control programs.

These cost controls exist through the scrutiny exercised by the State
legislatures when they annually or biennially review our mental healthprogrm budgets.The benefits to the individual recipients of such a program expan-

sion would be great, including more active and vigorous treatment,
an earlier return to the community, the family and employment with
an ensuing beneficial effect to the individual, to the employer and to
the economy.

We are prepared to provide your committee with specific and hard
data about the number of persons to be covered under , this proposal
and actual costs based on current expenditures. We will provide this
information on five States representing a wide variety of population
andprograms.

From this information your committee can extrapolate firm cost
figuress on a nationwide program. We are-prepared to provide this
immediately.

The balance of my testimony, Senator, is devoted to the specific
provisions of H.R. 1 which we frankly decry as they discriminate
further against the mentally. ill in our publicly adiministered
institutions.

The CHAIRMAN. Let me ask you this: If it is suggested, as it will
be ,today, what you are urging would cost too much money. more
than the Federal Government can afford right now, would you be
prepared to support an amendment to cover the mentally ill under
medicaid who receive active care and treatment in an accredited
inedical institution, if it were coupled with a maintenance-feffort,
provision to assure improved care, rather, than to substitute Federal
for Statedollatls -

r L.oPOWL," Senator, we think themaintenance-of-eot proision
is an absolute essential because, that could happen. Federal' dollars
could be substituted for State dollars. The maintenance-of1effort pro-
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vision in the Long amendment program for the over 65 is what has

prevented that andwhat has allowed us to have this success.

Now we certainly feel that active treatment should be defined and

should be a requirement.
The C.IRMA. Well, in these cases where you are not going to be

-able to restore the person, where the person is unfortunately going

to be a custodial case from that point forward, there is some doubt

as to whether we are going to get many results with that money. We

could care for them better but we might not be able to restore them.

But in those cases where we believe there is a good chance of restoring

that person to at least where they can return home and live with their

relatives, it seems to me as though we ought to try to do it insofar as

we can. +,
Dr. LOPOL. I think restoration is one aspect of active treatment.

Stabilization of a patient's condition is an equally important aspect

of active treatment and must be considered because a patient who may

not be restored to well-being in a total way, his condition and the

deterioration resulting from it can be stabilized and that patient

can then, through an active treatment and rehabilitation program,

develop adaptive mechanisms so that he won't have to stay in the

hospital and we would strongly push for that in an active treatment

definition.
The CHAIRMAN. Let me ask you this:
During the past 30 year has the number of mentally ill increased

or decreased as a percentage of population that you would regard

as mentally ill?
Dr. LFzopow. The number has increased. The bed utilization in our

State institutions which care for these people has decreased markedly.

The CHAIRAN. Now, is the increase in number because of the

increasing complexities of our society? Is it because people are living

longer or-for some other reason?
.Dr. LEoroLD. Well, we think that there are ai'.sny reasons among

which the mobility of society, breaking of family ties, are certainly

important. The increasing stresses which you mentioned are very

important. There may be other causes about which we do not fully

know.
Mr. ScRnIBFB. Also, Senator, there is another. Dr. Leopold, as

often as you develop a new facility, a community mental health center

or a climc or some kind of a treatmentprogram, it is filled almost

immediately, it operates at capacity rapidly, indicating that the sick

people are there and previously probably have not been treated and

now they are being treated.
The CHAI MAN. In other words, by using tranquilizers and new

drugs you are able to move people out of hospital beds and to restore

them to the homes and that sort of, thing?
Mr. ScHNmBz. I think it should be clear, and Dr. Leopold said the

resident population of the hospitals is going down, but it should

number of Iople treated is going up at a radical rate like that, while

be absolutely cl ear the admissions are going way up; so the total

the bd type patient is going down, so it is an ambulatory care pro-

gram and that is what we are asking you to consider, you know$ to

enrich this program. Let's not cut any of this down.
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The CHAIRMAN. Well, my impression when I first came here was
that the majority of people who were-being s nt to State mental insti-
tutions and I can only judge by the ones in my State--I am not
familiar with the otheis-but that the majority rf the people being
sent there just were not getting any treatment. Now they might be
getting a little something but most of them were not geting much more
than custodial treatment.

What percentage of the mentally ill who are admitted to hospitals
would you guess could be restored to a productive life, where they
could actually find employment and get by in this society if you had
available tA you the resources, all the resources that you could ask to
try to do this job? .

Dr. GAVMF. Mr. Chairman, may I respond to that ?
The CHAnRMAN. Yes.
Dr. GAvFR. Generally, we think in terms of about two-thirds.
The CHAIRMAN. About two-thirds?
Dr. GAvE. That is providing they do have the resources for active

treatment and a continued rehabilitative and partially supportive pro-
gram. Many people can return to self-productivity with minimal con-
tinuing support of a counseling nature or resocialization, rehabillative
activity, medication and the like.

I might give you, for example.
The CgAnMAN. How many now in fact do you think are getting

that treatment to be restored ? In other words, you think that about
two-thirds could be returned to productive life, I believe you said?

Dr. GAvER. Yes.
The CHAIRMAN. How many are being returned?
Dr. GAVER. Somewhat less than that. I don't know that I would

know a figure Do you, John ?
Dr. LEOpow. No. I would reply in a slightly different way. I would

say that of all persons first admitted to our mental hospital the average
length of stay is 89 days. That is for the first admissions; some of thoe
persons, of coursej. are readmitted but we have many patients with
organic physical diseases who have the same kinds of experience, and
we don't discriminate against them.

The key, again, is active treatment. There would be a wide variation
from State to State depending in part on the community resources
which can provide supportive care to a patient once he. has left the
hospital. So it might be from, say, 55 percent in some States to-or
some communities-to over 80 percent in others, and we would like to
approach the 70- or 80-percent level than stay at the 55,

The CnAuntxL. All right.
Dr. GAVYER Those are guestimates, Senator.
The CHAIRMAN. All right.
Dr. GAVy. Senator, may I make an additional comment which I

think is worthy of the committee's recognition ?
The CHAIRMAN.. Go ahead.
Dr. GAmE. Talking about a recommendation that through 'the

mechanism medicaid, an additional significantcost we picked up whih
is now borne by State tax sources, the impact ofmental health pro-
gramps in State tax revenue expenditures is really perhaps larger than
you may guess atfirst.
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Of the State program areas in which State tax dollars are spent,
mental health is third in size, ranking only behind education and
welfare. As a rule of thumb, one out of every 10 or 11 State tax
revenue dollars is expended for the mental health, mental retardation
complex. For example, in the State of Ohio, in the current biennium
constitutes 8.6 nercent of the entire State expenditure, so it is a signifi-
cant area and if improvements are to be made, the possibility of this
contituting, in effect, a form of revenue sharing, would allow con-
tinuing improvement to proceed without the sole physical respon-
sibility having to be borne b.y hard-pressed State budgets.

I want to add one other thing that we have not touched upon and
that I would hope that before we terminate our testimdny here we may
make one additional comment about intermediate care facilities be-
cause I think they may, in effect, tie into what we are also talking
about here at this time.

We are very pleased that H.R. 10604 provides the distinct part of
public institutions for the retarded can be qualified as intermediate-
care facilities providing they meet cost controls and utilization con-
trols and provide active treatment.

I think our principal concern at this time is the possibility that
parts, distinct parts of public hospitals of the mentally diseased might
also be qualified as intermediate-care facilities, at least for the aged
mentally ill.

The language of section 254 of H.R. 1 still leaves me with some con-
fusion and we would like a clarification as to whether it is intended
that public hospitals for mental diseases might be certified, at least in
distinct parts, as in immediate-care facilities for the aged mentally
ill.

We would hope that clarification could be clearly stated and we
would very much favor it because we would see this as a lower cost al-
ternative which could be utilized if the person did not need the active
treatment of the acute mental hospital. It would be an alternative
which would be very satisfactory and is not entirely satisfactory yet
in the private realm.

The CHAIRMAN. That was intended.
Dr. GAVZR. Thank you, sir.
Mr. SCHNIBBE. That is the intention of the committee, Mr. Chair-

man, of the Senate I
The CHAIRMAN. Yes.
Mr. SCuN.BBm. I want to add here, I am glad to hear you say this,

because there is some confusion between us and HEW on this issue
and I hope that in your report you can say this; I think this should be
said clearly by the committee.

The General Counsel for HEW-we have met with him on this
and there is a little concern about it and I think it would be very help-
ful if you would say this in the committee report.

The CHAIRMAN. That was a committee amendment originally and
that is what we had' in mind. We will clarify it-add more words
and say it twice if need be in the committee report.

Mr. SOHNImBE. Very good. Thank you.
Dr. GAeR. One other comment upon the proposal we are making:
We know you are deeply concerne against al forms of catastrophic

illness and mental illness can constitute one form of catastrophic ill-
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ness. The States today do require payment from people for care where
they can pay. By and large we do not make charges against those
people who are in low-income areas but we support them with State
tax dollars. This would be a form of sharing in the costs of care of
particularly one. element of catastrophic illness and I think you would
recognized this. We have discussed this at a prior time with you.

The CHAIRMAN. Right.
Mr. SCHNIBBE. Mr. Chairman, one other thing, too. I think that you

should know that most of the State mental health commissioners, and
I think this includes Dr. Addison, your own commissioner down in
Louisiana, look upon the proposals that these two doctors have made
to you today, that this program be expanded in a sort of, in a sense,
a revenue-sharing substitute or a device to provide more dollars for
care of the mentally ill, all the mentally ill, the indigents, and they
look upon this as in effect part of national health insurance program,
so in any national health insurance scheme that is going to be devel-
oped by the Congress and in the coming years this year or next year,
whenever it is, this sort of thing that Drs. Leopold and Gaver are
talking about, about picking up, sharing some heavy--some of the
heavy expenses for care of the mentally ill has in a sense got to be a
part of a national health insurance program and that is the sort of
thing this committee can do in providing this kind of financial help
through the medicaid system, picking up more costs for the care of
the mentally ill, not oily revenue sharing but also national health
insurance.
. The CHAIRMAN. That's right. Well that is one way of revenue

sharing for us to pick up the costs of this categorical aid program
and we will certainly-I am sure that the committee is going to be
willing to go further in that direction. I personally would want to go
just as far with your program as I can persuade the committee to go;
you can be sure of that.

We thank you very much, gentlemen, for your testimony.
The committee now stands in recess until 10 o'clock Monday

morning.
Dr. LEoroL. Thank you very much for the opportunity.
The CHAIRMAN. We are very pleased to have you .
(Prepared statements of the' previous witnesses follow. Hearing

continues on p. 943.)
TzSTIMONY OF JONATaAN P. A. LEOPOtD? M.D., COMMISSIONnl oF MENTAL HEALTH

STATE OF VERMONT, REPRESENTING THE NATIONAL AssoCLATzoI Or STATE MENTAL

ELALTiR PROGRAM tDEOTOas, AND ThE STATE OF VERMONT

Mr. Chairman and Members of the Committee: I am Dr. Jonathan P. A.
Leopold, Commissioner of Mental Health for the State of Vermont. I appear
before this Committee representing the Directors of State Programs for the
mentally ill and the mentally retarded In 54 states and territories. These State
Mental Health Program Directors administer more than 1100 mental hospitals,
training schools, for the. retarded community mental health centers, clinics,
after-care facilities and psychiatric training and research institutions.. Two
million persons with mental disorders receive care in our facilities each year.
We employ more than 800,000 persons in these programs and our annual operating
and capital budgets exceed three billion dollars. We direct the largest publicly
administered and financed health care system In the free world and this systew
in the various states is the only comprehensive health service program in ex.
istence. We meet the needs of these mentally disordered persons through- a
variety of services ranging from 24-hour care in our state mental hospitals and
mental retardation institutions, through skilled nursing care and Intermediate
care today hospital, and night hospital programs and oiitpatieit care. In
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addition, these programs provide preventive services through consultation and
education to a far larger population than those receiving direct services.

My testimony will be directed at understanding these programs for the care
of the mentally disabled, especially as they have developed since the-passage of
PL 89-97 with emphasis on the care provided by these state mental health pro-
grams for the mentally ill aged in our population.

The studies of the Joint Commission on Mental Illness established by the
Congress in 1956 were pub'Ished in a report tit'ed "Action for Mental Health;
Final Report of the Joint Commission on Mental Illness and Health" and
reported to the Congress in 1961. This report as well as subsequent findings by your
Committee and your continuing interest led to enactment of the Medicare-Medi-
caid legislation Including the "Long Amendment" directed at improving the
care of mentally ill aged persons in our society. State hospitals have been
characterized is "human warehouses"; the provisions of Section 1902(a) (20),
(21) are a comprehensive and systematic attack program on the care of the
mentally ill aged in the United States:

(20) if the State plan Includes medical assistance ini behalf of Individils
65 years of age or older who are patients in institutions for mental diseases-

(A) provide for having in effect such agreements or other arrangements
with State authorities concerned with mental diseases, and, where appro-
priate, with such institutions, as may be necessary for carrying out the
State plan, including arrangements for Joint planning and for development
of alternate methods of care, arrangements providing assurance of immediate
readmittalice to institutions were needed for individuals under alternate
plans of care, and arrangements providing for access to patients and facili-
ties, for furnishing information, and for making reports;

(B) provide for an individual plan for each such patient to assure that
the institutional care provided to him is in his best interest, including, to
that end, assurances that there will be initial and periodic review of his
medical and other needs, that he will be given appropriate medical treat-
ment within the institution, and that there will be a periodical determina-
tion of his need for continued treatment in the institution;

(C) provide for the development of alternate plans of care, making
maximum uti'ization of available resources, for recipients 65 years of age
or older who would otherwise need care in such institutions, including appro-
priate medical treatment and other aid or assistance; for services referred
to in section 8(a) (4) (A) (I) and (ii) or section 1603(a) (4) (A) (i) and (fi)
which 0re appropriate for such recipients and for such patients; and for
methods of administration necessary to assure that the responsibilities of
the Stats agency under the State plan with respect to such recipients and
such patients will be effectively carried out; and

(D) provide methods of determining the reasonable cost of institutional
care for such patients;

(21) if the State plan includes medical assistance in behalf of individuals
65 years of age or older who are patients in public institutions for mental
diseases, shqw that the State is making satisfactory progress toward develop-
ing and implementing a comprehensive mental health program, including pro-
vision for utilization of community mental health centers, nursing homes, and
other alternative to care in public institutions for mental diseases;

These provisi(;ns require coordination between the State Welfare agencies and
the State Mental flealth agencies. They provide for individual planning and
periodic review of the plan and program for each patient. They provide for
alternative care and they provide for reasonable reimbursement of the costs
of such care and treatment. In addition, and of at least equal importance is the
requirement that the State make "satisfactory progress toward developing and
implementing a comprehensive mental health program".

I have included here a brief progress report on the care of the aged mentally
ill in Vermont.1

Reports showing similar progress have been or can be prepared from the
other states participating in the "Long Amendment" program, thus it can be
demonstrated that thigh section *of the Medicare, Medicaid law together with
other activities by the Congress have in fact transformed our state mental
hospitals from "hummiu warehouses" providing custodial care Into active treat-
ment centers with achievable goals of treating elderly patients and then placing-
them in suitable alternative care. These goals are in fact being achieved!

oe table and charts at p. 9250.
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As a result of your well-known concern for mentally disordered persons and
the aforementioned success of the "Long Amendment" programs, as well as our
own continuing concern for mentally disordered persons for whom we, as state
mental health program directors, are responsible, we therefore recommend a
major program expansion rather than the limitations on Medicaid contained in
H.H. 1. We request your Committee to give serious consideration to an expan-
sion of Medicaid coverage for the mentally ill so that persons under the age
of 65 who are "medically indigent" or "categorically related" would be eligible
to have the cost of their care and treatment in mental hospitals covered by the
Title XIX Medical Assistance Program. This revenue sharing proposal would
define goals, provide expanded benefits to eligible recipients and be subject
to the improved utilization review, medical audit, program audit and cost con-
trol which I have previously discussed. Our 'proposal would include the same
requirements for persons under 65 as those presently required in Section 1902.
(a) (20) (21) for persons over the age of 5. In previous appearances before
your Committee we have recommended specific methods for increasing the effec-
tiveness of utilization review and medical audit. This testimony was provided
to your Committee on September 15, 1970 by my colleague, Dr. Kenneth Gaver
now Oommissioner of Mental Health for Ohio. I have appended to my testimony
a copy of his previous recommendation for utilization controls., (See AppendixA).

We believe this is an appropriate action for the federal government to take
because of the failure of the private sector insurance planners to deal with
this problem. This failure is cited and documented in a publication of the
Department of Health, Education, and Welfare.2 This lack of activity toward
meeting a long standing and well recognized deficiency demands action by the
Congress. The principle of equity requires that the benefits presently provided
to mentally ill persons over 65 be made available to persons of all ages andthe discriminatory provisions against public institutions in the present Title
mental hospitals can receive payment for treating eligible recipients on the

same basis that general hospitals receive such benefits. -.
We are also aware of concern, in the Congresh, as well as the Administration

about the runaway costs of Medical Care Services. We wish to draw your
attention to. the faet. that the program controls on publicly administered
state mental health programs and the institutions which are a part thereof are
far greater than the cost controls applied to community general hospitals.
These cost controls exist through the scrutiny exercised by the state legislatures
when they annually or biennially review our mental health program budgets.
As such, all our expenditures are more closely examined through this proces An
accountability, unknown in the private sector, is imposed upon us. For these
reasons we feel that an expansion of this program on an equitable basis would
not be unreasonable at this time and that the existing inequities should be
removed.

The benefits to individual recipients will be great, including more active
and vigorous treatment, an earlier return to the community,' the family, and
employment with an ensuing beneficial effect to the individual, to the employer
and to the economy. We are prepared to provide your Committee with specific
and hard data about the number of persons to be covered under this proposal
and actual costs based on current expenditures, We will provide this information
on five states representing a wide variety of population and programs. From this
information your Committee can extrapolate firm cost figures on a nation-
wide program. If the Committee wishes, we can provide this information -to
you very soon.

I wish now to turn to some specify conclusions of the provisions of H.R. 1
n its present form. First, there is a proposed reduction in the length and

amount of benefits for the mentally ill aged and the impositiqn of a lifetime benefit
limit similar to that in Medicare. In the recent past, several nationally recog.!
nized groups have decried these discriminations and recommend their removal.

"The President's Task Force on the Aging recently. recommended. .. thatthe 190-day lifetime limit under Medicare foinlpftit teteti sci
atric hospital be removed, sifice the limitation on inpatient care in h psycI-.----

T"inaeing Mental Health. Care Un er Medicare and Medicaid". U.S. Department of,
Health, education & Welfare. Social equ ty Administration, Omee of Researeh and
Statistics. Reeeafth Report No.'87. Page 1.
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atric hospital . for those older persons who experience acute or recurring
emotional disturbance is neither humane nor realistic. Nor is it medically
sound if it results in the premature transfer of the older persons after 190
days of treatment into a custodial care situation. It is also inequitable when
compared with Medicare provisions for care of chronic or acute organic ill-
ness'." (The Report of the President's Task Force on the Aging, op. cit. p. 88.)

In addition, the President's Task Force on the Mentally Handicapped stated,
"after due consideration of the limitations on benefits for the mentally ill
and mentally retarded under Medicare and Medicaid, recommended 'that all
provisions discriminating against the mentally disabled be removed from Medi-
care and Medicaid laws, regulations, and administration; further, that the
government develop and promote legislative and administrative measures to
enhance the capacity of the service system'." ("Action Against Mental Disa-
bility".., p. 48, U.S. Government Printing Office: 1970. Washington, D.C.
20402.)

The health insurance providers Advisory Council of the Social Security
Administration has also said that such a recommendation "is not an appropri-
ate means of safeguarding the program against payment for what is, in effect,
custodial care." The Council also recommended that "the 190-day lifetime limit
on inpatient psychiatric hospital benefits be removed if a review of past
experience shows that such removal would significantly increase health benefits
to Medicare beneficiaries, in relation to the costs involved." (Health Insurance
Benefits Advisory Council Annual Report on Medicare: Covering the Period
July 1, 1966-December 31, 1967. U.S. Department of Health, Education, and
Welfare, Social Security Administration, Bureau of Health Insurance, July 1969,
p. 24.)

If the Congress feels that a reduction in benefits is necessary in order to
achieve more reasonable costs then such a reduction of benefits for the mentally
ill should be on an equal basis with reductions in benefits for other medical
assistance recipients with other diseases. We therefore request that if a benefit
reduction and limitation must be enacted that it be enacted on a phase-in basis
to take effect within five years, placing benefits to mentally ill persons on an
equal basis with benefits to persons with other illnesses.

There are, however, alternatives to further improve care and still keep
costs within reasonable limits. These are improved requirements for periodic
review, utilization review and alternative care. These requirements must be
extended to nursing homes and intermediate care facilities as well as hospital
care. Greater utilization shotVd be made of community living situations for
dependent disabled persons such as boarding homes, foster homes and family
care. They must be developed with reasonable professional support systems which'
will insure their effective operation while meeting the needs of people being
served. I refer to consultative services to mental health and other health pro-
fessionals that insure adequate medical care as well as prevention and allevia-
tion of social and medical disability and dependence which, when it occurs,
necessitates re-admission to a treatment facility. There are numerous examples
of such programs with demonstrated effectiveness in various parts of the
country. Such programs must receive additional encouragement and support
from the federal government.

We wish to express concern about the narrow concept regarding disability
and rehabilitation contained In Section 2015. There are many rehabilitation
services available in each of the states which are not part of the State reha-
bilitation plan and if disability review is limited to functions included in the
State rehabilitation plan, we are fearful of a narrowing of the concept of
disability and the service utilized to alleviate disability.

We continue to be concerned about licensing and standard setting provisions
contained in Section 239. Section 289 provides for "establishing and maintaining
standards for public and private institutions in which recipients of medical assist-
ance under the plan may receive care or services". From our experience with
the (public) health authorities which in many states do not understand mental
health/mental retardation programs, goals and methods, their staudards, which
may be appropriate to general hospitals, are frequently inappropriate for the
institutiofis which we administer. Cases of such misunderstanding in our states
as well as by the medicare fiscal intermediary are well documented and on record
with your Committee. We therefore recommend that such standards be developed
by the state health authority in cooperation and consultation with the mental
health authority.
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We wish to thank you, Mr. Chairman, and the Committee for this opportunity
to discuss our problems and opportunities and wish to assure you of our con-
tinuing desire to cooperate with you and aid you by providing information based
on our experience.

APPENDIX A

Need for Adequate Utilization Controls.-To assure that the Federal Social
Security programs are applied most prudently, it is necessary to maintain certain
control functions. These relate to quality of service rendered, extent of utiliza-
tion of the service, and cost of the service.

Treatment Versus Custodial Care.-The State Mental Health Directors fully
subscribe to the concept of providing treatment instead of custodial care. They
concur in proper certification of patients, proper utilization review, provision of
alternative methods of care, and medical audit by an outside team.

It should be recognized, however, that not all treatment Is successful, espe-
cially in a short time. The aged mentally ill are by nature nearly always long-
term, difficult cases. They require disproportionately large amounts of medical-
surgical care, long-term medication, often extensive resocialization, and careful
preplacement planning. The care thus provided Is by nature long-term and over
an extended period of time. It may also be expensive. This does not make It
"custodial" by definition.

Custodial, on the other hand, Implies lack of medical, nursing, and rehabilita-
tive services. Modern state mental hospital services are not custodial but, rather,
are treatment-oriented to the limit of the resources available.

Need for Effective Controls.-State Mental Health Directors concur, as noted
above, In the proper imposition of appropriate controls, including:

1. Certification and recertification.
2. Individual treatment plans.
3. Utilization review.
4. Joint preplacement planning.
5. Utilization of alternate patterns of care.
6. Independent outside medical audit.

The national Association of State Mental Health Program Directors has
endorsed the need for all these mechanisms. They are rational measures to pre-
vent overutilization and improper utilization.

State Mental Health Directors would not object to review procedures by out-
side peer groups. This might be somewhat impractical because of the organiza-
tional relationships peculiar to the mental hospital. The mental hospital physi-
cian is a member of a structured treatment team. This Is a qualitatively different
role from the position of the private practitioner who is, in a sense, in the posi-
tion of serving as broker for the patient by calling in different paramedical skills
on a prescription basis.

The State Mental Health Directors would like to emphasize the need, not only
for independent medical audit on an Individual case basis, but also for what Is
referred to as program audit. We find great value in having an independent
professional team review the total program of care for the aged mentally Ill.
Such an audit allows identification of weaknesses of program and problems of
integration, It leads to strengthening and improvement of the program. It serves
a different function from individual case audit. We commend it to the Committee
for inclusion as a quality control mechanism.

TESTIMONY OF KENNETH D. GAVE, M.D., DIRECTOR-DESIGNEE, DEPARTMENT OF
MENTAL HYGIENE AND CORRECTION, STATE OF OHIO, REPRESENTING THE NATIONAL
AssoCuATioN or STATE MENTAL HEALTH PROoRAM DIREATOBS AND THE STATE Or
OHIO

Mr. Chairman and Members of the Committee: I am Dr. Kenneth D. Gaver,
Director of the Ohio Department of Mental Hygiene and Correction. I am here
today representing the National Association of State Health Program Directors
in which organization I hold the office of Treasurer. I also represent the 10,651,000
people of Ohio, the sixth largest of these United States. It is my privilege to
again appear before this Committee and to compliment the Committee, and
especially Senator Long, for the many progressive achievements in the Mental
Health field which have resulted from changes over the years in the Social
Security Act, eqeially those in Titles XVII and XIX of that Act.
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THE NATIONAL ASSOCIATION OF STATE MENTAL HEALTH PROGRAM DIRECTORS

The National Association of State Mental Health Program Directors repre-
sents the Commissioners or Directors of those agencies which conduct the
Mental Health programs of the 50 states, the District of Columbia, and 8
territories. In addition to hospital and community programs for the Mentally Ill
about 20 of the members are -also responsible for the state hospital and
community programs in Mental Retardation. Many have responsibility for the
care -and treatment of drug addicts and drug abusers Many also have the
responsibility to provide care, treatment and rehabilitation to America's 6
million alcoholics. NASMHPD members have direct responsibility for 255 ,tate-
owned and operated public mental hospitals. Other publicly owned hospitals (e.g.
county) bring the total of hospitals with which they are administratively con-
cerned to about 314. Those hospitals had a combined population of 308,204
patients in 19711 Total admissions were 414,926 in 1971. In addition, members
provide care to 189,394 (1968) Mentally Retarded as well. They fund and direct
massive community mental health programs and are in partnership with the
Federal Government and local community agencies in the community mental
health centers program.

State Mental Health programs are the largest health care providers in their
states. They differ from private health care system$ in that they are cost
controllable, they operate within strict budget limitations and the employees
have no profit incentive.

The impact of Mental Health programs in state tax revenue expenditures is
enormous. Of all the state program areas in which state tax dollars are spent,
Mental Health is third in size, ranking only behind education and welfare. As a
rule of thumb, one out of every 10 or 11 state tax revenue dollars is expended for
Mental Health.

In Ohio, of a total 1971-73 General Revenue Fund budget of $4.3 billion,
$371.2 million, or 8.6 percent, is allocated to the Mental Health-Mental Retarda-
tion program.

State Mental Health programs are big business. In: Ohio the Department of
Mental Hygiene and Correction, even excluding the Correctionis program, is the
largest employer in all of State government with 13,500 full-time classified
employees and nearly 1,000 part-time contractual employees. The new 1971-73
budget will add 1,600 full-time employees to the Department's rolls for Mental
Health services.

FROM FAILURE TO SUCCESS

In past decades Mental Hospitals constituted America's infamous snake pits
with hundreds of thousands of patients living in poverty and receiving little or
no treatment. That is no longer true. While many advances remain to be made,
State Mental Health programs have moved toward syAtematic health delivery
systems emphasizing community Mental Health programs. Yet today, and for
years to come, public mental hospitals will play a major role in providing
residential treatment. Our problem is to continue the conversion of public mental
hospitals from their old singular asylum role to a new role based on the best and
highest use of the mental hospital within an integrated and coordinated system
of care.

The past few years have shown massive change in the public mental hospitals.
In 1961 the population of these hospitals was 526,116. In 1971 the population
was 308,024, a drop of 218,092 perons, or 41.5 percent, in a span of 10 years.
Population reduction continues at an estimated rate of 4 percent per year.

The number of aged person in public mental hospitals has dropped from
160,776 in 1959 to 111,420 in 1969, a drop of 30.7 percent. This drop has been the
result of many factors not the least of which has been the Long Amendment to
the Social Security Amendments of 1965.

In spite of mapslve popirlath - reductions th6 number of persons being served has
increased markedly due to expanded out-patient and community services and to
steadily increasing admission (and discharge) rates to and from the public
mental hospitals. Admissions per year have increased 6.5 percent gince 1961. The
public mental hospitals fUrthermore are often the only mental health resource
available to the poor or to the seriously mentally handicapped.

NASMHPD AGREES WITH NEED FOR QUALITY AND UTILIZATION CONTROLS

The Social Security Amendments of 1965 brought about a major advance in
health care utiliztion through imposition of quality controls and utilization
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controls. The NASMHPD fully subscribe to the principles in those controls,
including the following:

(1) Certification and re-certification
(2)' Individual treatment plans
(3) Utilization review
(4) Joint pre-placement planning
(5) Utilization of alternate patterns of care
(6) Independent outside medical audit

The State Mental Health Program Directors accept the principles of Peer
Review as proposed in H.R. 1.

The State Mental Health Program Directors also emphasize the value of
"Program Audit," i.e., the review of overall program to identify and strengthen
program weaknesses.

GENERAL RECOMMENDATIONS OF NA3MHPD REGARDING .R. 1-

(1) The provisions of H.R. I should be amended to extend the Title IX Medic-
aid benefits in public mental hospitals to all age ranges.

(a) Present law limits services to those over age 65, some 20-30 percent of
the resident population.

(b) The poor and the severely handicapped use public mental hospitals to a
greater extent than other segments of the population. This is due both to economic
necessity and to the fact that public hospitals are one of the few resources
serving the severely handicapped.

(o) Pf eit law constitutes de facto discrimination against the poor and the
severely handicapped because of their patterns of utilization of mental health
care services.
(d) Mental Health programs are a major cost to State General Revenue ex-

penditures. Extension of Medicaid to public mental hospitals would extend "cost-
sharing" between Federal and State governments by allowing the necessary
program improvements without the sole fiscal responsibility having to be borne
by hard-pressed state budgets. This would, in effect, constitute a form of "reve-
nue sharing" while it would retain Congressional control over program expendi-
ture areas, quality of program and cost projections.

States differ in socio-economic-characteristics of their population. They differ
in whether or not State Welfare Medicaid provisions cover only the categorically
related or both categorically related and medically indigent. States differ as to
income criteria for eligibility.

NASMHPD has attempted to obtain information as to the mental hospital popu-
lation at risk in such a program. This information will be provided to the Com-
mittee in the near future in written form.

Based upon the presently available data one can project that as a minimum
about 160,200 resident patients, or 52%, of the public mental hospital population
in the United States would be eligible (not certified) for services under exten-
sion of Medicaid to all ages in these hospitals. The number might be as high as
231,000 since experienced mental health staff persons are of the opinion that
same 75 or 80 in each 100 patients in public mental hospitals may be eligible.

NASMHPD strongly recommends the great social and economic advantages
of such a progressive amendment to the Social Security Act.

(8) Modify the reduction in, amount and time of payments for care in public
mental hospitals and in skilled Ptursing homes.

(a) H.R. 1 proposes to amend Sec. 281 of the Social Security Act to reduce
payments by ' after 90 days and to eliminate reimbursement after one year in
hospitals for mental diseases.

(b), NASMHPD recognizes the rationale for such a proposal over time as an
incentive to develop alternative methods of care, especially out-patient care.

(c) NASMHPD however emphasizes that the present provisions have been
successful in reducing the populations of the aged in mental hospitals and in
providing the use of alternatives.
(d) Immediate implementation of this provision would virtually terminate

medical ssistance to the aged mentally ill within one year for the following
reasons:

(1) The present length of stay of newly admitted aged persons is rela-
tively 'brief. They are admitted, treated. and usually placed. In an Oregon
study of 1965 only 8% of such patients remained in hospitals at the end of
one year.

73-673 0- 73 - Pk 2 - IS
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(2) The long-term severely handicapped aged still need services. How-
ever, at the end of one year eligibility for such services would be eliminated.
Their continued residence in hospitals would then probably be promoted.
Hospital population reduction would be slowed.

(e) NASMHPD believe& that ltitations on amount and time of payment
should not discriminate against the mentally ill, but should apply equally to
any disease or disability group. If limitations must be imposed, then hopefully
they could be phased in over a period of time, The Committee may wish to con-
sider authorizing the Intermediate Care Facility in public mental hospitals as
an alternative means of providing care after expiration of benefits in the higher
cost acute mental hospital setting. Use of the Skilled Nursing Home and Inter-
mediate Care Facility may be a way to provide longer term care at reduced
rates. This will be mentioned again later in the testimony.

(3) Extend authorization for reimbursement to be made in Intermediate Care
Facilities which are distinct parts of Hospitals for Mental Diseases.

(a) H.R. 10604 provided that distinct parts of public institutions for the
Mentally Retarded could qualify as Intermediate Care Facilities provided that
each recipient was appropriately certified and that the institution provided the
appropriate medical or rehabilitative program. NASMHPD expresses its agree-
ment with and commendation for this progressive amendment.

(b) The wording of the new See. 8(a) (16) In H.R. 10604 appears to pro-
hibit the certification of a distinct part of a public mental hospital as an ICF.
This may be in conflict with the intent of See. 254 of H.R. 1, although the
wording is obscure and obfuscated.
(c) The extension to the mental hospital of the possibility of certification as

an ICO could serve as a way to provide coverage for long-term aged mentally
Ill as an alternative to care In the regular mental hospital.

(1) The long-term aged mentally Ill would have had one year of eligibility
in the regular mental hospital.

(2) IC care would be appropriate for many.
(3) The costs of care in an IO will generally be lower than. in a regular

mental hospital.
(d) The repeal of See. 1121 of the Social Security Act is an advance in that

it moves care in an 1CF from Title XI to, Title XIX, thus broadening coverage
to include the medically indigent as well as the categorically related. This is in
keeping with the thrust of other provisions relating to the mentally ill.

BELATED RBZOMMENDATIONiS-H.. 1

(1) Eliminate the discrimination against resident of public IOF in institution
for Mentally Retarded as related to "active treatment."

(a) H.R. 1 proposed and H.R. 10604 requires that a resident of an IO In
a public institution for the Mentally Retarded must be receiving "active treat-
ment." No such requirement is made upon the private ICF. This is clearly
discriminatory.
(b) NASMHPD does not oppose the requirement for "active treatment." The

requirement is realistic. But it is also realistic In the private TOP.
(c) NASMHPD urges the inclusion of the requirement of a program of "active

treatment" in the requirements of both public and private 107's.
(2) The need for acceptable definitions of "Ative Treatment."--H.R. 10604

refers to the patient being In a program of "active treatment." NASMHPD
believes that, "active treatment" must be defined and suggests the following
elements be included in the definition:

(a) based on diagnosis
(b) -under medical supervision
(c) comprised of a planned program of activities of a broad range (including,

e.g., medlcation, counseling, guldance and social, rehabilitative, training and
educational activities),,

(d) aimed at increasing the persons adaptive capacity or
(e) prevention of the patients' conditions becomingworse
NASMRPD- believes strongly that treatment aimed or preventing regressior.

-or the worsening of the patients condition amst be included as a goa of
treatment.
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Some sampledefin itions are Wcuded, as follows:
(a) Active treatment of children-

"Active treatment is based upon a substantiated diagnosis. It consists of
the planned application of medical, nursing, psychologic, social, educational,
rehabilitative and other services which are designed to achieve individual
treatment objectives. Such objectives should be directed toward the decrease
of dependency and disability and the increase in the patient's capacity to live
independently. Active treatment should include the assignment of various
component parts of treatment responsibility, a method of monitoring them,
and of assessing the outcome."

(b) Active treatment of retarded in an Intermediate Care Facility-
"Daily participation, in accordance with an individual treatment plan,

in activities, experiences or therapys which are part of a professionally
developed and supervised program of health, social or reliabilitative services
offered by or procured by the institution for its residents.

"An individual treatment plan means a written plan developed for the
individual by an appropriate Interdisciplinary professional team setting forth
a goal-oriented combination or developmental sequence of activities, experi-
ences or therapys designed to assist the individual to attain or maintain the
optimal physical, intellectual, social or vocational functioning of which he
Is presently or potentially capable."

(8) Inoludo partiolpation of State Mental Health Authorities with the Single
Licensing AuthoritV.

H.R. 1, Sec. 239, provides for a single state agency to establish standards and
license facilities. In many instances State Mental Health Authorities already
have limited statutory authority for licensing selected facilities within their
states. We believe that state licensing agencies should be required to consult with
and Include State Mental Health Authorities when smh licensing or standard
setting involves Mental Health programs.

(4) Rehabilitation Servces for Blind and Disabled Individuals.
Sec. 2015 (a) of H.R. 1 requires that blind and disabled persons be referred

not less often than quarterly to the state agency administering the state plan for
vocational rehabilitation services to determine appropriateness of services under
Title XX of H.IR 1. Furthermore, under 2015 (b) it is required that the person
so referred "shall accept such rehabilitation services..."

NASMHPD questions the mandatory nature of this provision. Further, as to
the referral service itself, would not a broader definition of the referral agency
provide for wider utilization of a variety of referral agencies which can provide
evaluation?

(5) Ilude Medicare Coverage of the Disabled.
NASMIPD supports and encourages the inclusion under the provisions of

Medicare of Social Security disability beneficiaries. The disabled include some
persons whose disability is the result of mental impairment. Extension of the
benefits of Title XVIII (Medicare) will greatly Improve the access to and
benefits from medical care on their part.

CONCLUSION

Mental Illness and Mental Reordation are no reepectors of person, economic
status, social class, race, etc. 10% of the population Is mentally ill, another 3+%
is mentally retarded. Organized, cost-controllable health care systems should be
utilized to the best and highest use, not abandoned. Public facilities and programs
still are the mainstay for the poor and for the seriously handicapped.

Improvements depend on additional revenues. Stte revenue sources are con-
stricted. Federal participation is needed. Mental health, as a large consumer
of State tax dollars, is a logical way in which to enter the field of "revenue
sharing" while maintaining program and cost controls.

(Whereupon at 5 .20 p.m., the hearing vas adjourned, to reconvene
at 10 a.m., Monay, January 24,1972.)





SOCIAL SECURITY AMENDMENTS OF 1971

MONDAY, JANUARY 24, 1972

U.S. SENATE,
ComTMv oN FxANCE,

Wa8hington, D.C.
The committee met, pursuant to recess, at 10 a.m. in room 2221, New

Senate Office Building, Senator Russell B. Long (chairman)presiding.
Present: Senators Long, Anderson, Ribicoff, Byrd, Jr. of Virginia,

Nelson, Bennett, Curtis, Jordon of Idaho, Fannin, and hansen.
The CRAIMAN. This hearing will come to order. Senator Bennett

and other Senators will be along as the hearing progresses.
We are pleased to have as witnesses today the first of several Gov-

ernors whom we will be pleased to hear, and we welcome their sug-
gestions. The first will be the Governor of Massachusetts, the Honor-
able Francis Sargent.

Governor Sargent, we are very happy to have you here with us
today.

STATEMENT OF HON. FRANCIS SARGENT, GOVERNOR OF THE
COMMONWEALTH OP MASSACHUSETTS, ACCOMPANIED BY LEON.
ARD HAUSMAN AND EDWARD MOSCOVITCH, ECONOMISTS

Governor SARGENT. Mr. Chairman, thank you very much for the
opportunity to appear before your committee.

I have two distinguished economists from our State with me, Dr.
Moscovitch and Dr. Hausman who, in case you get into very compli-
cated questions regarding economics that I am unable to answer, I am
very pleased to have with me, Mr. Chairman.

Senator Rmicorr. Mr. Chairman, I wonder if I can make a brief
comment.

First, I want to take this opportunity of welcoming two New Eng-
land Governors both friends of mine, one a Republican and one a
Democrat, for whom I have the greatest admiration.

I do want to point out, in formulating my own series of amend-
ments, I have worked very closely with Governor Sargent and his
staff. he welfare amendments that I have presented and which will
be the basis of what I think are necessary, had a great input from
Governor Sargent.

I also want to say, Mr. Chairman, that today I am introducing an
additional amendment to H.R. 1, to provide emergency relief to the
States. The States are in deep trouble. In fisal 1971, the Welfarebudgets in-29 States raninto the red. The States have been required to
cut back their welfare payments, and the proposal that I am intro-

(948)
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ducing has been introduced in the House by the chairman of the Ways
and Means Committee, Wilbur Mills, and Congressman George Collins,
of Illinois. This amendment would provide fiscal relief to the States
by limiting State expenditures for I years 1972 and 1973 to the
level of expenditures incurred in fiscal year 1971. The FederalGovern-
ment would assume all additional costs. -

This propl would afford $900 million of immediate tax relief to
State and local taxpayers; and for 1972, $1.1 billion of fiscal relief
for the States. Thank you, Mr. Chairman.

The CHAnMxA. Fine. Governor Sargent, would you proceed. We
will be pleased to hear your statement now.
Governor SARaorT. Mr. Chairman I have a brief statement, and

I have an expanded statement that has been delivered to you, Mr.
Chairman, ana the members of your committee; and I might now make
my brief statement.

I come here today, Mr. Chairman, in two capacities: As chief
executive of the Commonwealth of Massachusetts and, second, as a
Governor expressing the point of view of 14 other Governors, the
National League of Cities, the (U.S. Conference of Mayors, and others
-concerned with welfare reform.

I can begin my testimony with a simple fact: The current system
of public welfare, has failed and failed miserably, in my opinion.

I Surely there is little controversy over this fact, but we must go another
step. We must say that public welfare, as we know it in this country,
must end; and we must say that short of a national effort, there can
be no real welfare reform.

All the experiences and all the experiments of recent years have
made that a undantly clear. We cannot reform welfare State by
State. We cannot Band-Aid the present system and make it work.
Altered slightly or funded more generously, it still won't work. It has
not served us well in the 1960's, and it most certainly will fail us in
the 1970's. We must abandon the concept of a State-by-State adminis-
tered and heavily financed welfare program, In its place, we need
reform that provides for a uniform, nation nal, federally administered
and financed program.

As Governors and mayors, we do not say this because we. haven't
tried or are not now trying tomake this present system work. We have
tried; we will continue to try. For example, let me describe our ex-
perience in Massachusetts.

I have struggled with-the welfare system since I succeeded to the
governorship, in 1969, the same year the State took over the adminis-
tration of welfare from cities and towns of our State. We sought to
control ,it, to manage it, to improve it where it could, be improved, to
change it whe change could succeed; . .

We were fortunate in finding a new and able young Commissioner
of Public Welfare. We eliminated the so-called special needs program
that permitted those With the loudest voices to get the greatest benefits.
In its place w initiated the flat grant system that treats all welfare
families of the same size in the same way, guaranteeing fairness and
providing a model that was used to develop, similar programs in other
states. We tightened eligibility requirements to guarantee welfarehelp goes those in ne not to those who could take. care of them-
selves, but simply chose n6ot to doso.
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We initiated eligibility investigations that resulted in the removal'of 20,000 cases from assistance rolls.
The list of attempts to make the system work is very long. We.

initiated a program whereby employable recipients are now required to
register and pick up their checks at employment offices and secure work
if available. And I have just quadrupled the size of a fraud squad
to crack down on abuse and have started a financial management con-

- trol system, a modem, computerized system for the entire department's
operation.

In short, I have done what I think I could do with what at its very
best is a flawed and faulty and broken-down system.

Many other Governors have tried very hard as well. Some States
faced with the welfare crisis have understandably, but unfortunately,
cut back on their assistance to those genuinely in need; and others in
desperation have even sought to legislate unconstitutional residency
requirements that if imitated by all States, would have created a new
class of people in this country-welfare refugees, American vaga-
bonds-sentenced to spend their lives wandering around their country
guilty of the crime of poverty or of illness or of old age.

Given the financial crisis, certainly one way is road of the cutback,
of denial, of punishment for the poor for being poor, punishment of
the sick for being sick,, punishment of the old for growing old.

Is this the America we know, that we want it to become? But this
is what it will become if we fail to establish a federally administered
and financed national public assistance program. We can no longer
administer and finance public welfare on a varied State-by-State basis
as now exists, especially now that a new responsibility confronts State
government, a new challenge and a new financial buirden-I am talk-
ing about the financing of public education already mandated by the
action of three separate courts around the Nation-and -especially
now when States must act to relieve the homeowner and rent payer
overburdened by an exorbitant real estate tax.

Am I advocating that States "cop out" because they have bungled
the job I No; we are saying that States'cannot do the job that is needed,
for many sound reasons. Let me list but three, for they are persuasive
in their own right:

1. Today the American society is a mobile one. An individual, rich
or poor, may be in New York on one day and then 'seek a new job or
a new way of life in California on the next. We must recognize this
fact. If an individual is on welfare in Massachusetts, where payments
may be more liberal than, for instance, in Mississippi; where an op-
portunity for employment awaits him in Mississippi, for example. the
individual may decide to forgo that opportunity for fear that if he
loses that job, he will be left with a lesser welfare payment.

Present geographical discrepancies among States encourage people
to follow the welfare market instead of the job market and encourage
families to be locked into dependency.

2. In addition to the fact that We have a mobile society, there is also
an important economic reason for a uniform national program to re-
place the existing State-by-State administered one& When the economy
is sluggish and more and more working people become unemployed or
are temporarily unable to. make ends meet, it is precisely then that
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States are least able to be of help. This is an unhappy paradox. Just
when more funds are needed, less revenue is available. The States,
unlike the Federal Government, cannot deficit finance, cannot borrow
on the future to pull them through difficult economic periods. The
funding of public assistance must be directly tied to the more flexible
system of financing that a national program can provide.
3. We have mentioned the plight of the working poor, those that

labor each day and barely make both, ends meet. Yet under the
current system, we find cas where an individual may receive more
aid on welfare than he or she can obtain by working. The current
system is geared primarily to assist those who do not work. It does
not provide sufficient incentives that would always assure more ad-
vantages for people to work than to go on welfare. We must have
a national public assistance program equally geared to aid the work-
ing poor as well as those who cannot work.

In summary, if we wanted to penalize those who work, we could
not find a better way than the present system to penalize them. It
provides little or no aid to the working poor, it guarantees that re-
sources iPre inadequate to finance those temporarily unemployed in
recessions, and thus it encourages individuals to follow the welfare
market instead of the job market.

What I have described about welfare is not only true in Massachu-
setts, it is true across the Nation. According to latest HEW statistics,
the problem is eveywhere and* getting worse. Welfare rolls are up;
departments of public welfare are unable to cope with the enormous
administrative tasks of operating the systems, and their attempts to
institute programs to move recipients from the welfare rolls to the
payrolls have met with-very little success.

As an example, the program that I mentioned that we enacted in
Massahusetts requiring potential employables pick up their checks
at employment offices has actually landed jobs for only 2 percent oif the
recipients--only 2 percent'of the recipients. A similar program is in
effect in New Yor, and it did little better, securing employment foronly 8 percent.o let us face the hard truth. The current system cannot succeed.

No matter how hard we work to manage the system, no matter how
diligently we struggle to control and administer and regulate th
ope rtion, the fact is that we are spending in my State nearly $500
million and nationally $10 billion on a system that perpetuates failure,
penalizes those who work and promotes dependency and poverty.

So we must end public welfare assistance as we know it, not just
in Massachusetts'but across America. We must create in its place a
uniform, federally financed and administered national assistance pro-
gram.

The essence of the plan is now before you in H.R.i. It is an ex-
cellent beginning; it charts the new directions we must follow. I
support it in principle but it does not go far enough. To meet our
needs, my proposals ind those of' Senator Ribicoff, formally sub-
mitted'by the Senator as amendments to H.R. 1, would take the
additional needed steps..

I am submitting to your committee, Mr.' Chairman, written testi-
mogny containing much greater detail concerning these proposals, but
I w6uld like to highlighV them at this time.
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First, we propose a national level of assistance of $3,000 for a family
of 'four, to rise in 3 years to the poverty level. This higher level pro-
vides increased fiscal relief to the high payment welfare States, while
in low payment welfare States it provides increased purchasing
power to the poor, increased sales revenue to local businesses and in-
creased sales taxes for hard-pressed State treasuries.

Second, we propose greater work incentives: A benefit reduction
rate of 60 percent and tax forgiveness to the working poor. I might
point out that under H.R. 1 a family of four whose breadwinner earns
$4,000 per year loses out of every dollar he earns 67 cents in welfare
payment -benefits, 5 cents in social security tax, 14 cents in income tax
and in many States the last 14 cents to pay for medicaid. This is a dis-
incentive, not an incentive to work; and let me emphasize one point:
$5 billion of what we propose would go directly to the working poor
individuals who work but who require some additional supplement
to get by. ,

hi, we propose greater fiscal relief: $2.5 billion in fiscal relief
immediately to tates that face a fiscal crisis. In addition, our pro-
posal would provide long term development and relief to States with
more limited fiscal capacity-in the South, for instance.

Fourth and last, we propose a tighter administrative program.
There are tasks practically impossible to administer on a State-by-
State basis--keeping track of recipient earnings and keeping track of
recipients who might apply for benefits in more than one State or
apply for benefits in more than one State while working in another.

We propose a system that can monitor and control these practices.
We propose a plan that by 1976 would provide one system, one na-

tional uniform administration for public welfare, benefited by public
employees better paid and better trained under a proven national civil
service system.

I will end by stating my belief that I shared with the citizens of
Massachusetts when I first announced my efforts to bring about welfare
reform :

I believe that in this proud land, this rich nation, we have promises to keep,
to ourselves and to all who share this nation with us, promises of a good life
and a decent life, promises of mutualfect promises of a society in which
each man and woman may live in dignity.

Mr. Chairman, I believe America can keep these promises. I urge
your favorable consideration of these recommendations.

I appreciate very much the opportunity to make this statement, Mr.
Chairman.

The CHAmMAN. Thank you very much, Governor Sargent.
Senator AndersonI
Senator ANErnSON. I don't have any questions. I just want to remark

that Governor Sargent was connected with an agency with which I
was very much involved. He did a fine job and I trust him very much.

Governor SARGNT.-Thank you very much.
The CHAIRMAN. Thank-you.
Senator Cusis. Governor, I didn't get in on the first part of your

statement; I was atanother committee meeting, but I did get in on your
recommendations.

Do you have an estimate as to how much this would increase the
Federal cost over Federal welfare costs to the Federal Government?
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Governor SA&RorT. At the present time it is my understanding,
including medicaid in the country, it is somewhere around $15 billion.
H.R.. 1, that is the Nixon proposal-=Nixn-Mills proposal-would
add about $4 billion to the present $15 billion.

My proposal would be approximately $6 billion over and. above
hR. 1.

Senator CunRis. So you are recommending a welfare program that
would cost $10 billion a year more than the present program? .

Governor SAIRENT. More than the present one; that is correct; yes,
sir.

Senator CuRTis. Now, this committee not only has jurisdiction of
social security, but we also have a responsibility in reference to the tax
program.

How would you suggest we raise the $10 billion ?
Governor SAOIENT. Well, let me just say that I recognize that I am

talking about very substantial additional hmding but in my view, and
maybe I am wrong, but in my view the most serious cancer that we
have in this country is the fact that we have a welfare system that
doesn't work. We have a system where today we have rather than 1
million families who are dependent upon public assistance as we had
a few years ago, today we have got 3 million families and these are
families where the husband has left the family; and what we are going
is, we are now supporting more and more people who are on welfare,
who are unemployed and what I think we should be doing is redirect-
ing this program so that we can be helping those who are just at the
edge, who are trying to continue-to have a job. I

Now, you can well say, well, is it worth all that kind of money I My
feeling is we can't afford not to do something different because we are
headed in the wrong direction. We are going to have more and more
millions of families on welfare if we continue this way.

Senator CuiRTs. I haven't said a word about that. I merely ask you
what your recommendation is to this committee for raising the $10
billion?

Governor SAROET. Well, I don't want to suggest a tax program be-
cause that is not particularly in my line and, incidentally, I might say
that in order to try to meet all of the demand at the State level I have
proposed and fought for and we have gotten through an increase in
the income tax at ihe State level, a sales tax at the State level, a gaso-
line tax, a cigarette tax, and increased corporate taxes and so on; but
i feel that the national income tax is the most flexible tax in this coun-
try. It is growing as the Nation's economy grows and I feel personally
that there should i be a reordering of priorities so that we don't con-
tinue to have a welfare system that is encouraging families to split up,
encouraging people not to go work.

Now, what specifically should be thepiece of machinery to produce
this additional money is not probably appropriate for me to comment
upon other than to say, that I believe that a reordering of priorities
would make sense.

Senator Cvu s. Well, would you recommend that this $10 billion
be raised by increasing taxes or by deficit financing?

Governor SAnOg-r I am not certain which---- '
Senator Cmrzs. You have asked this committee to spend $10 billion

over existing expenditures and I think you should take the respon-
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sibility of advising us when you recommend that whether we raise
this by taxation or increasing the deficit.

Governor SARGE NT. At the present time we have,-we are following
the route of deficit spending and I imagine most persons, regardless
of party, would prefer that we weren't, but we are. That is one route.

The other route is an increase in the income tax.
Senator CcRs. Yes; I know the two routes and that is whut I asked

you, which one you ore recommending to this committee.
Governor SARGENT. I really am not prepared to recommend. I just

maintain that it would be possible perhaps to obtain these additional
funds by cutting back in other areas or by following either the income

,.-,tax increase route or by deficit spending; and I think it is more ap-
propriate for a Governor to say these are the needs, these are the things
that we see, and I believe it is-I would be stepping beyond my bounds
if I were to say here is the type of tax program that I think we
should have.

'Senator CumRTs. No; no. I didn't ask you what type of tax program.
I asked you whether your recommendation-you have recommended to
us that we increase expenditures by $10 billion and I am not asking
you to spell out what kind of tax--4 t is very complicated-but merely
whether or not you are recommending we do this through increased
taxes or increased deficit financing.

Governor SARGENT. Well, as far as I am concerned, I presume I
would say increased deficits.

Senator CuRTs. Increased deficits?
Governor SARGENT. I think so.
Senator Currs. Now, does the State of Massachusetts provide

AFDC benefits to a family where the breadwinner is unemployed
Governor SwGwNT. Do we at the present time?
Senator CuRTs. Yes.
Governor SARGENT. We say to any family that has a husband who

can work that 'lie must now go to the employment office to pick up
his check and see if. we can get him a job; and we have been able to
get jobs for 2 percent of those who were eligible. Of course, most of
the people seeking AFDC benefits don't have any pneans of taking a
job.

Senator ()uxTxs. I will illustrate my question a little better.
Initially the scope of the AFDC program was quite narrow; it was

narrower than it is now; there was aid to dependent children in case
the father was dead or absent and then we later made it possible that
the States could make an AFDC payment to a family if the husband
was unemployed. About half of the States have availed themselves of
that program or maybe a little more. Has Massachusetts?

Governor SARGENT. Yes; we do have such a program. One of our
problems. of course, is the lack of jobs at the present time. We are-

Senator Ctmrs. But you do pay the benefit if they are unemployed,
just the same as if-to the famniiy-if they were deceased or absent
from homeI

Governor SARGENT. Len, would you want to answer that?
Mr. HAUSxAvr. Yes. We have about 2,000 families in which the father

is unemployed and is receiving AFDC U.S. benefits.
Senator Cums. Yes.
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Now, before that was done, the claim that the welfare program was
causing a splitup in families had considerable validity because if the
husband were dead the wife and children could get benefits or if he
was absent from home. So that was an inducement for him to leave
home, in some instances.

A number of years ago Congress responded by making it possible
to pay the benefit if he was unemployed, so there is no reason for a man
who wants to otherwise stay with his family to desert them in order
to get welfare. .

You say that Massachusetts participates in that program. What
hard figures do you have to support your contention that the welfare
program in Massachusetts is causing family splitups I

Governor SAROENT. I don't have the figures in front of me but I am
sure they can be provided. But I think it is clearly evident across this
country that families are splitting up, that we have familles, for in-
stance, rather than 1 million families as we had a few Years ago, we
have 3 million families who are now dependent on public assistance,
where the father .isn, longer in the household. It would appear to
me very evident that this ishaponin and if we have figures I would
be very happy to forward them to the committee. Y

(The following was received for the record :)
In many states, a father working full-time and earning $320 per year (this

reflects the legal minimum wage of $1.60 per hour) has a smaller income than
a mother on welfare with a similar-size family. This comparison in and of it-
self causes understandable resentment on the part of these working fathers, and
Is not mitigated in any way by the existence of an unemployed father program.

In such a state, the father has a strong incentive to leave his wife (or appear
to leave her) in order to make her eligible for welfare benefits. If the state has
an unemployed father program, he can make his family eligible for welfare by
quiting wo. Of course, a father who quits his job will most likely be ruled
ineligible f6r UP benefits. Indeed, the UF guidelines are quite restrictive-
only 155,000 of the close to 3 million families on AFDC are UF families. The
surest way of obtaining the higher payments under welfare for our father, then,
is to desert his wife.

The only way to eliminate this disastrous discrepancy between the treatment
of families headed by a working man and those where the father has deserted
Is to include the working poor in our income maintenance system. Under the
Ribicoff-Sargent proposals, a father with earnings of $3,200 would receive a
federal income supplement of $1,512 ($1,729 if wages are counted net of social
security). This would give him a total income of $4,712-far more than women
on welfare would receive.

Senator Curns. You think this program that you have offered would
end family splitups I

Governor SAROENT. I really do, Senator.
Senator CurTris. I think when you supply your answers to whether

or not you have an hard fifres in Massachusetts that the welfare
program is causing %amily spitups-when you go into it you will find
that some of the States with the highest. welfare benefits are the States
that are leading in dissolution of families and marriages.

.Governor.SARozNT, This iswhy I say that we have bnee placing too
much of our emphasis on the fact--on those families where they are
unemployed, where they are on welfare., What I -am saying is, what
we should do is place much more emphasis on work incentives, more
emphasis on the low-incme working family who can't seem to be able
to meet theirpayments. They don't get many of the subsidies that are

available today to the welfare family.
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Senator Crnrn. Yes; I understand. This is a plan to put the working
poor on welfare and I think there are better methods of providing ways
to upgrade their income and their earning capacity.

I won't take any more time. That is all.
The CHAmImAN. Senator Ribicoff?
Senator RrIcoFr. Thank you.
Governor Sargent, what is the unemployment rate in Massachusetts

today
Governor SARGENT. The unemployment rate is close to 7 percent in

Massachusetts.
Senator RmicoFF. And that would be how many people actually out

of work in Massachusetts ?
Mr. HAUSMAN. I would say about 300,000 or 400,000.
Governor SARGENT. In the vicinity of 300,000 to 400,000.
Senator RmicoFF. And that would include people of high skills,

experience, years of work effectiveness; is that right?
Governor SARoENT. That is correct. In our State at the present

time we have some unskilled unemployed; we also have a very large
percentage of highly skilled people, engineers, technicians, who are out
of work.

Senator RBCOFF. So, therefore, when it comes to apply for a job
that is available, the overwhelming number of employers would turn
to this skilled labor pool rather than to the average person who is on
welfare and, generally-am I correct ?-they are low skilled, inex-
perienced, of limited education and that is why you find it difficult to
place more than 2 percent of those who have registered ?

Governor SARGENT. Exactly.
Sentior RmicoFF. Now, let me ask you, from your experience as an

alert and aware Governor, if it was not a question of funds, how many
people could you put to work in Massachusetts in legitimate, construc-
tive, public service jobs? I don't mean leaf-raking jobs but legitimate
public service jobs--how many jobs could you filI in Massachusetts f
you had the money to spend?

Governor SARGrNT. Well, obviously there are any number of differ-
ent areas in which there could be positions created, laboring positions,
at the Federal or State level, in connection with forestry employment,
highway work, and a whole variety of things.

Senator Rimcon. Could you create jobs in hospitals ?
Governor SARGENT. In hospitals, yes.
Senator Rmicorr. In schools, in colleges?
Governor SARGENr. Yes, I believe we could.
Senator Rmicon'. In cleaning up the city? In keeping the streets

clean?
Governor SARGENT. I think in the whole environmental field there

could be a great many projects that would be very important to under-
take that could take unemployed people and could use them wisely.

Senator RImcon'. Now, Senator Curtis raises a point which, there is
no question, is going to be one of the most controversial parts of this
debate that will reach the floor of the Senate after it'comes through
the Finance Committee, when we face a $40 billion deficit, and my
guess is next fiscal year we will have a $50 billion deficit.

Of course, President Nixon now sa,s he is a Keynesian; he came in,
basically, as a non-Keynesian; now he is a Keynesian, so this country
is in for a period of deficit spending; so it goes against the ethics of
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both Democrats or Republicans to see a country with a $40 billion
deficit.

There are 168 programs on the Federal roster for which we spent
$31 billion. Many of them are matching grants. I suppose you and
every Governor and mayor have had presented to you a program of
matching grants and you rush in and put in your 10 or 20 or 40 percent
and think you are getting something and you may not be getting
anything.

As you look at those poverty programs that are supposed to elimi-
nate poverty in your opinion, are those 168 programs successful?

Governor SARGENT. By no means are they because again the figures
are increasing and increasing and increasing and persons who are
eligible, and I think we are headed in the wrong direction; and,
therefore, I would like to see much more emphasis on keeping peo-
ple at work than trying to pay them when the families have split up
or are out of work.

Senator RmIcoFF. I mean these-
Governor SARGENT. And all of these programs-
Senator RIBIcOFT. In these poverty programs, how many people in

Massachusetts-do you or your staff think-have been taken out of pov-
ert as a result of these 168 Federal Programs I

Governor SARGENT. I think very few, and again I would like to com-
pile what figures we can to accurately answer your question. But the
discouraging part for the Governor or for my State is that there is
this multiplicity of grants that are available. We try to provide the
matching funds and we do. Then it takes a long, long period of time
to set the program into operation and then there may be cutbacks in
Federal funding and we are sort. of left out in left held.

My feeling is that this proposal that you have been working on,
Senator, would virtually change that; it would make a flat program
that would be administered nationally and it would be equal in every
State; it wouldn't have all these separate types of grants but instead
we would have every person on an arrangement similar to social
security and I think we would be very much better off. .

Senator RiBICOFF. What is your guess, from your experience, on
the relative success of programs for taking people out of poverty?
People are poor because they don't have money; isn't that true, when
all is said and done? If it was a question of taking the bottom or the
least priority of that $31 billion and 168 programs, and taking that $5
billion and allocating it for programs for the working poor to bring
them up to poverty, do you think the society, the individual, would
be better offI

Governor SARGENT. I think we would be so much better off. Then I
think we would be placing our funds where they could really start to
,pick the country up rather than to lower these families into a continu-
ing arrangement of being on welfare forever.

Senator RiBicoF7. Considering the budget deficits we have got, and
apparently are going to have for years to come, what justification
is tere in your mind for spending an additional $5 billion on the
fainrly assistance program; that is, for the working poor ? Where do
you see the justification for it ?

Governor SARGENT. Well, my feeling is that if we don't do this we
are going to have this sickness that is pervading America-increase
and increase; we are going to have more and more families at a higher
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rate going on welfare-more and more families that have a working
father and the working father is going to say:

This family down the street Is doing almost as well as I am and they are on
welfare. The father is not there so why do I continue to try to have a Job, a rot-
ten Job, that doesn't pay me very well; better that we go on welfare.

And this is just accelerating all over the place.
My feeling is if we can make it so that man wants to work so he can

keep a sufficient amount, to keep working rather than to be able to
only earn a very small amount and then have to make certain pay-
ments, then I think we would be better off if he could continue work-
ing. And I think this is the main thrust of your proposal, Mr. Senator.

senator RImcoFF. Now, the males able to work-from all the figures
that I have been able to ascertain-number 126,000 able-bodied males
who could work and who are now on welfare. Would that about be the
proportion in Massachusetts, too? Do your figures indicate how many
able-bodied males there are on welfare in Massachusetts?

Mr. HAUSMAN. I think that the extent of employability is to a great
extent a function of the State of the economy. There are more people-
right now we are only placing about 2 or 3 percent of our registered
welfare recipients in jobs but if the unemployment rate of Massachu-
setts were to be lowered as a consequence of rising demand in the econ-
omy as a whole, I think we probably could place a somewhat larger
proportion.

But I think the situation in Massachusetts is kind of typical of what
is going on in the country and if roughly 126,000 nationwide is a por-
tion of the 2 or 3 million AFDC families right now having eligible per-
sons, we have roughly the same situation.

Senator RIBicoF. I am just curious. When these people came to your
offices and registered for work? What were your findings among these
people-their abilities, their experience, age groups? Have you any
profile on that? I think it would be helpful for the purposes of the
record to indicate what these people look like, what they were like.

Mr. HAusMAN. We do have some; we have gone over to a system
which monitors these people more closely and we do have computer
printouts in the last week or so on exactly the type of people who are
getting jobs and are not getting jobs.

I looked at one printout just last Friday afternoon.
Of people age 55 and over, and overwhelmingly these people, after

they were sent over to the employment service by the welfare depart-
inent-we set up a very rigid set of rules which constrained the welfare
department to send over most people--and when they got to the em-
ployment service, the employment service found that most of these
people, especially in the higher age categories, were incapable of hold-
ing any type of job at this level of demand or even a higher level ofdemand.

Among those who were considered to be employable, very, very,
few were able to find jobs; but I think that given our new system of
monitoring people, we could turn out fairly good statistics to give
us a.profile on all of the people who are going over to the employment
service.

Senator RmxcoiF. I think it would be very helpful before we are
through with these hearings to get from you, since not many States
have been doing what you have been doing. I think the Talmadge bill,
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which was passed here the end of last session, requires that and I
just think it would be helpful to the committee if you could give us
your experience of what happens with the people who register and
what they are like.
Governor SARGENT. Senator, we would be very happy to do that.

I might point out that our State just started this new requirement
about a month or so ago. New York State started, I guess, maybe
6 months or so ago and I will be very glad to get what data we have
in Massachusetts and if it would be appropriate, I would be veiy
glad to asl Governor Rockefeller to do the same thing.*

Senator RmicoFF. What I am curious about are tle people who are
on your unemployment list who have run out of unemployment compen-
sation. How many of those have turned to welfare?

Mr. HAUSMAN. Basically, because of extended benefits on unemploy-
ment compensation, there have not been large numbers but there have
been some. I don't have the numbers at my fingertips; we could produce
those, too, ,but we have been making an increased number eligible both
for general assistance and AFDC purposes. I don't have those numbers.

Senator RIBICOFF. What do you find the relative costs to be to a
State between what a man receives in unemployment compensation
and what he receives as a welfare payment?

Mr. HAUSMAN. Well, basically the costs are greater. We also make
the families that go on welfare eligible for medicaid and that means an
average of about $500 or $600 per family, so I think we are put in a
position where the costs are greater. .

Senator-RIBcor. In other words, the welfare costs are higher than
unemployment compensation. Because this committee certainly also has
the responsibility -of unemployment compensation, we are going to
have to wrestle with that, too, so you do find from your experience
that a family receiving welfare does so at a larger overall cost than
unemployment compensation?

Mr. HAUSMAN. Yes.
Senator RmicoFF. Thank you Mr. Chairman.
The ChIRAMMAN. Senator Jordan?
Senator JORDAN. Thank you, Mr. Chairman.
Governor, you made a very clear statement of your position here in

mostrespects. There are one or two points I woula like clarification on.
You say the present geographical discrepancies among the States

encourage people to follow the welfare market instead of the job
market and I know that is true. To what extent has that increased
your welfare load in the State of Massachusetts? In other words,
where does Massachusetts stand relative to the national average and
what inmigration have you felt by reason of your high level of pay-
ments as against the normal load that you would have if you were
averaging?

Governor SAROENT. When we started looking into this, Senator, we
thought that the percentage of visitors to our State who become resi-
dents of our State was much larger than it turned out to be. I don't havespecific figures. We have a certain percentage of our- population in
some of- our larger cities that come from Puerto Rico. for example,
many of whom end up on welfare rolls. We have some from other sew-

* The committee subsequently received additional material from Governor Sarent.
This material appears beginning at p. 1010.
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tons of the country. I will try to get the figures but they are not as
dramatic as I originally thought they were going to be. I thought that
the migration from one part of the country to another part of the
country was more pronounced than it is.

But one of the problems that we have I find is that we may have a
person in our State, a family in our State who are collecting AFDC

and we have no way of knowing whether they may have-this guy
may have a job in Rhode Island or.in one of the nearby States.

Senator JORDAN. We recognize that. I am speaking only now of the
movement of people following the best welfare offer. Many people.
speak about it but I wonder if it is possible to get hard figures to back
up that movement ?

Governor SARPo.NT. I will attempt from our welfare department to
get some accurate figures for your committee, Mr. Chairman. I don't

ave them at my fingertips.
Senator JORDAN. Governor, what sources of revenue does the Federal

Government have that the State of Massachusetts does not have?
Governor SARGENT. Well, of course, basically it is the graduated

income tax that is the principal source of revenue for the Federal Gov-
ernment. We have a variety of other taxes including local income tax
but not a graduated.

Senator JORDAN. You don't have a State income tax?
Governor SARGENT. We have a State income tax but it is not a gradu-

ated income tax.
Senator JORDAN. Are you prohibited by your constitution from

making it progressive ?
Governor SARoEr. Yes, we are.
Senator JORDAN. What is the thinking behind that?
Governor SAROENT. It has been this way ever since the Founding

Fathers established the State. At the present time there is a strong
movement toward having a graduateT income tax. I expect, that it
will occur but it will take successive sessions of the legislature to do
this, plus a vote of the people, and in the past there has been a very
pronounced resentment across the State against doing this. I think
our tax program is or State is more-I certainly hear about it every
day--burdensome than in some other States because we do have an
income tax plus a sales tax, plus a variety of other things. _

-Senator JORDAN. You have all the regressive taxes without the pro-
gressivity of a graduated income tax. I

Governor SARGENT. Right.
Senator JORDAN. Wouldn't you think it would be helpful to rec-

ommend to the legislature an amendment to the constitution to permit
a progressive income tax?

Governor SArtaENT. There are steps in that direction at the present
time but again that is going to take a number of years and I think
the number of States which have such a tax could be counted on the
fingers of one or two hands.

Senator JORDAN. I kno)w a number of them do. Your State-is like all
other States, I presume; it is not allowed by its constitution to operate

'deficit financing?
Governor S mET. That is correct; -no, we are not.
-Senator JoinmxN That, then+, gets to be about the on]* difference

between the tax resources of the States and the Federal Government,

S 0 - -1 , a ,7
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The major difference between the fiscal policy of the Statesand the
Federal Government is, and you say very candidly here, the States
unlike the Federal Government cannot deficit finance, cannot borrow
on the future to pull them through difficult-economic periods. So
you are recommending here to us is morning that because of that
situation in the States, that prohibition against deficit financing,
that the Federal Government sh6uld deficit finance in order to assume
the full responsibility for the welfare load?

Governor SARGENT. WellI I maintain that, yes, the Federal Gov-
ement does have the flexibility, does have thetax program that grows
as the economy grows; but I think, personally, that this is more-
the advantages of this program are more important than merely the
question of financing.

Even if we could finance an ever-increasing program in our State,
even if we did adopt a graduated income tax, to do it on a piece-by-
piece basis across this country where we have a migrating population,
where we no longer have a situation where a person who is on welfare
is able to go to his own welfare office and he knows the people in the
welfare office, the people in the welfare office know him; and it is on
a very small basis. Today we have this huge Nation with people mov-
ing all over the place and no longer can you do it on a 1-to-1 basis
as you used to do in the old days.

Senator JoRDAN. If the Federal Government took over totally the
welfare load of the Nation, would the States then insist on general
revenue sharing ?

Governor SAROENT. As you perhaps know, the National Governors
Conference has endorsed both programs-the full funding of welfare
and a revenue-sharing program.

May I point out one thing? We are not just trying to get off the
hook; we are not just trying to get away from the responsibility that
we face but I maintain that within the next couple of years every
single State is going to be having to pick up the full education or very
nearly the full education load. I we do this, I don't see how any other
State, my State or any other, can carry the full load of welfare and the
full load of education.

Senator JORDAN. Would you recommend that the general revenue
sharing also be financed out of Federal deficits ?

Governor SARGENT. Out of the Federal system; yes.
Senator JoRDAN. By deficit.
Governor SARGENT. Either deficit or some other tax program.
Senator JORDAN. Inyour statement, Governor, you say, "We propose

greater work incentives, a benefit reduction rate of 60 percent and tax
forgiveness."

What do you mean by "tax forgiveness ?" Would that recipient not
be required to pay social security taxes I
Governor SARGENT. Up to a certain level, that is correct; that is

what we propose.
Senator J mRAV. Wouldn't pay any income taxes ?
Governor SAnzr They would-
Senator JoEDA4. State income taxes?
Governor SARoaxT. They would have the advantage of forgiveness

on certain of their taxes- so that they would be more encouraged to
continue that job.
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Senator Joxw . Under that formula with a $720 disregard and
a 60-percent rate, a family of four would go to $5,720. income and tax
forgiveness; is that what you are talking about in your figures ?.

Governor SARGENT. I don't know that that is the precise figure.
Senator JORDAN. Well it is 60 percent of $5,000 plus 720.
Governor SARGENT. Y4es.
Senator JORDAN. So a family of four-couldbe on welfare up to earn-

ings of $5,720 without paying any taxes?
Governor SARGENT. Partially.
Mr. HAUSMAN. It is true that they would be eligible for benefits

up to and slightly above $5,720.
Senator JORDAN. Yes.
Mr. HAUSMAN. But we have to understand when they get to $5,700

or $5,600 they would be receiving at $5,600 maybe $30 or $40 in bene-
fits, slightly more than that, so to say they would be still on welfare,
I think, is just giving part of the picture. They would be getting small
supplementary payments at earnings levels like $5,600 of $5,700.

Senator JORDAN. Yes; but now here is a man living next door with
a family of four with an income of $5,720, not on welfare. He is going
to pay $286 in social security; he is going topay 5 percent; isn't he?

Mr. HAusM N. No; Mr. Moscovitch can give you the details on it,
all of it. No, we are going to have a perfectly equitable system so that
people at exactly the same income levels get exactly the same amount
of welfare benefits and get exactly the same amount of social security
and income tax forgiveness. At Slightly higher levels, they will get
slightly less benefits but there won't be a situation as we have today
where there will be great disparities in benefits for only small di -
ferences in earnings.

Senator JORDAN. Well, if you don't have a notch at that level,
wherever you phase out-

Mr. HAUSMAN. Right. "
Senator JORDAN (continuing). If you don't have a notch there you

have got to extend it way beyond $5,720 to phase it into the regular
tax system I

Mr. HAUSMAN. That is correct, and we are doing that.
Senator JORDAN. How much beyond $5,720 do you have to phase it

in with the regular tax system with a family of four dependents ?
Mr. MoscovrTcH. When your committee raised the minimum stand-

ard exemption of deductions to $4,300, it greatly-to $1,300 and the
exemption $750, you greatly reduced the amount of tax that a family
at the $5,720 level would pay.

Senator JORDAN. But they still start paying taxes ?
-Mr. MoscovrrcH. At $4,300.
Senator JORDAN. $3,700?
Mr. Moscovn'cH. $4,800, with the amendments you just passed.
Senator JORDAN. Yes.
Mr. Moscovrrc. So I think it is only about$600 or $700 above

the $5,720 where the family is completly, you know, is unchained
frmtepresent'system.

Senator JORDAN. I won't take more tme but wil- you supply for
the record that point above $5,720 where yourfamily on welfare would
phase into the regular-tax system ? .

Mr. MoscovrcH. Excuse me. At any level above that they would
be&i payingtaxe8.
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Senator JoRDAN. Of course, but the man who makes $5,720 who is not
on welfare is paying substantial taxes so you have got a notch there.

Mr. MoscovrrCn. Well, he would be eligible to apply for a modest
income tax forgiveness. At any income level, everyone at that level
would be treated the same and anyone at the level just above $5,720
would be allowed to apply for a modest forgiveness.

Senator JorwAN. Then you should-
Mr. MoscovrrcH. Phasing it in at a level of about $600 above where

there would be no change.
Senator JORDAN. Then you should change your statement from 60

percent and tax forgiveness. That implies tax forgiveness.
Mr. HAUSAN. Well, the thing is, in that statement we can't lay

out all the details. The exact point at which there would be no tax
forgiveness would be somewhere in the range of $6,200 to $6,300 for
a family of four.

Senator JORDAN. $6,20 or $6,300?
Mr. HAUSMAN. That is correct; those families, for example, at $6,200

might be getting something like $10 or $15 of tax relief per year and
in the cost estimates which the Government has presented, our pro-
gram costing $6.5 billion more than the administration's program,
all of these tax forgivenesses have been taken into account; so in
the Governor's statement we have not given the exact break-even line,
but we have given---we have included that in the cost estimates which
we presented.

Senator JoiAN. Will you provide it, when you calculate it, will
you provide it accurately for the committee ?'

Mr. HAUSMAN. Yes; if you want the exact cost breakdown of the
$6.5 billion, how much is for income tax forgiveness, we can give you
that.

Senator JORDAN. Right, the exact point.
Mr. HAUSMAN. Where the phasing out occurs?
Senator JOiRAN. Where equity is established, between the man who

gets no welfare and the person who is totally on welfare.
Mr. HAUSMAN. Right.
I think that our program effectiveness reduces notches and compared

to the current system is a vast improvement.
Senator JORDAN. You do have to have a phaseout-
Mr. HAUSMAN. Yes, and we do.
Senator JORDAN. Substantially above $5,720 for a family of four.
Mr. HAUSMAN. A few hundred above; that is correct.
Governor SARGENT. Senator, we would be very glad to provide that

additional information. The way I see it, there finally has to be a
breakoff point. I think this is essential.

Senator JORDA N. That is right.
Governor SARoWr. What you want to know is the breakoff point?
Senator JORDAN. That is right. Thank you.
(The following was received for the record:)
The Ribicoff-Sargent proposals provide an income tax forgiveness for those

receiving federal income-maintenance grants, For purposes of calculating his
grant, a recipient may exclude from income 40% of any wages earned plus
100% of any Federal income tax payments. The top section of the accompanying
table Illustrates the effect of thW provision by comparing Ribicoff-Sargent pay-
ments with and without the tax forgiveness feature.

As the table demonstrates, the tax forgiveness feature Increases the break-
even level to $6,171. At income levels below $5,720, the feature increases a
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family's grant by the full amount of any tax paid. Above this amount, the effect
of the grant is to require a net tax payment equal to 60% of the difference be-
tween family income and $5,720. Thus, at $5,820, a family receives a grant of
$158 and pays taxes of '$218-a net tax payment of $60. (With an income of
$5,820 and the $720 exclusion, the family's income for purposes of the bill is
60% of $5,100--$,060-less the $218 in taxes. This leaves income of $2,842,
which is $158 below the $,000 basic income floor. Thus, the family's payment is
$158).

The Ribicoff-Sargent proposals also include a provision to consider wages net
of social security contributions In calculating income maintenance benefits.
Payments under such a provision-with and without the income tax forgiveness
outlined above-are illustrated in the second half of the accompanying table.
The break-even level with both provisions in effect is $0l,657.

The purpose of these two proposals is to strengthen the work incentives under
the program. This can be seen by comparing earnings and payments of a family
at $4,000 with those for a family at $5,000. This increase In earnings results in an
increase in federal income taxes of $98 and an increase in social security con-
tributions of $54. With neither tax forgiveness In effect, the family's grant falls
by $600. In all, the $1,000 in earnings is offset by $752 in benefit reduction or
increased taxes, leaving the family with only $248 in increased purchasing
power, With both tax forgiveness features, however, the family is left with $878
out of the $1,000 in increased earnings. This is a substantial difference which
cannot be ignored in a program designed to promote work iiientives.

These calculations all assume a family of four filing a Joint return and applying
for the $1,800 minimum standard deduction; the 0.4% Social Security tax
rate for 1978 Is taken from the House report on H.R. 1.

RIBICOFF-SARGENT PAYMENT AND BREAKEVEN LEVELS-WITH SOCIAL SECURITY AND FEDERAL INCOME TAX
FORGIVENESS (NO SOCIAL SECURITY FORGIVENESS)

Ribicoff-Sarent grant

Federal Without tax With tax
income tax, forgiveness forgIvenes

Earning: 0 $1,032 $1,032

,"02 ......................... 3..........................2 760
01 ..................................................... 70 132 302

20. 0 203
.. . .. ... . .. .... ... ... .... ... .... .216 015

000 ......................... " .............................. 245 07
1 #171 ....... ......... ......... ......... ......... ........ 271 0 0

60-PERCENT SOCIAL SECURITY FORGIVENESS

Earnings not Rilcoff-Sargent irant
of aoclal

security con- Federal Without tax With tax
trbutlons Income tax forgiveness forgiveness

I, .. -- - --......................... ...... . -$3,784 0 $1,162 $1,162
M5 - ---------------------------------- 4,25 $28 878 90
000------------------------------........... 4,730 594 692
;500---------------------------------.5203 170 310 480.000- -.....- 67 245 26 271
.,047-----------------572 252 0 252

.........------ 6,149 322 0 65
-------------- 2 347 0' 0

The CHAIRMAN. Senator Byrd I
Senator BmD. yield my time, Mr. Chairman.
The CHARMA1qN SejatorFannin I
Senator FANImN. Tank you, Mr. Chairman.
On page i of your statement, you talk about struggling with the

welfare system and the success thak you have had and I think it is
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commendable that you have moved early in your administration-I
understand-and that you have initiated eligibility investigations that
resulted in the removal of 20,000 cases from assistance roles. I think
that type of endeavor has paid off and I am just wondering, some
of the Staes are trying to improve their programs such as you have
done but HEW regulations prohibit many procedures that are
attempted.

I know in my State of Arizona we have an Arizona regulation
cutting off welfare payments to anyone out of the State more than
90 days and still this was ruled not in compliance by HEW.

Do you have any similar requirement of cutoffI
Governor SARGENT. We are attempting in our State to cut back on

eligibility and to do a number of things but I wouldn't by any stretch
of the imagination say we have a foolproof system because we don't.
We are constantly having wrestling matches with HEW about funds
and funding and estimates and so on and so forth; and you just
again say that this is another argument, I think, for having a national
system; that is the same in Arizona as it is in Massachusetts. Yes,
we do have that type of problem.

Senator FANNIN. Governor, I would agree if that is a good system,
but I think if we judge the expenses of many of the States, and perhaps
your State is included-I am not totally familiar-they are doing
much better than we are doing at the Federal level and that is why
I have this great concern.

Expenditures are growing faster, you say, than the income grows?
That certainly is true at the Federal level; the expenditure is growing
far faster, otherwise we would not have tremendous deficits. This is
true in the field of welfare as well as in many other fields.

But you spoke of the people who are going in and out of your
State. Do you have any idea of the percentage of your welfare
recipients that are transient ?

Governor SARGENT. No. This was a question asked by another mem-
ber of the committee and we are going to get that information and
forward it to you.

Senator FANNIN. I see. Fine.
One item, I think, of consideration is whether moving away from

the State level, the local level, we can administer a program to a
greater advantage, especially when you make a statement about the
people knowing the individuals involved. I don't know what your
percentage will be as to who are transients but I imagine it is quite
small in the overall and I feel personally that we can do a very much
better service to the recipients if we do keep the administration at the
local level. I say that from experience as a Governor and also from
what I have observed. Of course, you have observed it from the stand-
point of the Governor and I wish you would have hadthe experience
we have had here at the Federal level to judge it by. HEW now
requires establishing an advisory committee for State welfare depart-
ments. Do you have that in your State--an advisory committee ?

Governor SARGENT. Yes, we do.
Senator FANNIN. Well, some argue that people involved should have

more to say as to how the welfare pro M are administered. Well, I
haven't agreed with that program and especially when in some States
they have been able to place some pressure to the extent that they have
been able to adhere to certain prgrams that I don't think arn beno-
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facial in the overall. They have brought this pressure because of the
welfare rights organizations and groups that insist that they should
administer the program.

Now, what will happen if it comes to the Federal level? Do you
think they will have more control or less control I

Governor SARoENT. My feeling is that if it can be modeled in a sense
after the social security system, that, I think has a fine reputation in
this country, whore everyone is treated with dignity. We would be
much better off and I think perhaps I can best answer it by saying
this: Back a generation ago, when all of the welfare was handled at the
local level and it was in our State up until a couple of years ago, it was
a relatively simple matter because the guy in townhall would know
the recipient and would know that he had had a job but had lost the
job and he knew all about him.

But today, where we have again this moving population, where we
have huge cities, we made the decision in Massachusetts back a few
years ago, before I was Governor, that the State should take over all
of the city and town welfare offices; and we jumped into the program
before it was well planned and it has been chaos ever since. We have
been trying to sort it out, straighten it out and improve it.

Now, people can say, "Well, all right, if the Federal Government
takes it all over you are even going to compound further that diffi-
culty." But the trouble is there is no way that I can see of turning his-
tory back because we have these huge masses of population in our cities
and in our growing suburbs that you can't do it on a 1-to-1 basis;
therefore, I think if you can have a 8 similar to social security
where there is a record kept of a mans job and what he earns and so
on, on a national level, it would in itself, I think, improve the whole
situation.

Senator FANNIN. Well, Governor, I hope you are right. I have the
opposite viewpoint because I feel that the Federal Government has
created many of your problems at both the local and State level, espe-
cially at the State level. I have observed that over the years. I trust
if we do go to a Federal system it will not work out as anticipated
because if we look at the past history, I think it would be chaotic.

You speak of what can happen.. I would just look at some of the
programs where we have been able to work with the State, the unem-
ployment compensation and different programs that work out quite
well where they axe State administered. I just can't imagine that we
can have a better system than a Federal-State system in handling these:
problems.

Now, you seem to think differently, but I think much of it is because
of the tremendous pressure that you have upon you in furnishing the'
funds for your State system and the problems that accumulate; and
I certainly understand they do. But I hope you will look at it from
the standpoint that the Federal Government is perhaps net in as good
a position as the States im many instanes. In fact, we go in debt to
finance these programs whereas the State at least has been able to-by
compulsion have no deficit financing and I am afraid if we adopt the
same philosophY tat we have in past programs that this could be
catestrophic. i1hpe that I am wrong, but I just feel very keenly about
holding the administration of these programs at the State level.
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Governor SAROENT. I can't,--well, I can't quite agree with you, Sena-
tor. My feeling is that it isn't just "a dollar and cents" problem for the
State. Sure it1s a dollars and cents problem; we are haring a desperate
time trying to-half of my budget now, close to half of my budget is
for welfare and that is serious. But if we are going to also have the
full educational burden, that is serious.

But I think personally where we again have this burgeoning popu-
lation of America, burgeoning population in the cities and towns and
the suburbs, and we have persons who work in one State and live in
another State and so on, I don't se how we can do it other than
nationally, personally.

That is my view.
Senator FPANNIN. Yes. Well, Governor, I hope you will look at it

from the standpoint of what is happening to the dollar and what we
are doing to our Nation's economic position, and our position in the
world trade, our competitive position throughout the world. When we
add all these expenditures together it creates quite a serious problem
for us to carry that and also be competitive with the other nations of
the world. When we can't provide jobs for our people, and is cer-
tainly something that is coming about because of our tremendous over-
head that we have, that to add on to our already higher wages and
other costs of government that add to the competitive position, it cre-
ates, really, a serious problem for us. I think this enters into our over-
all, problem on welfare, how are we going to provide jobs for these
people.

You have companies that are moving out of Massachusetts, going
across the water, because they cannot compete by manufacturing iii
this country.. This is just as serious as the welfare problems we are
talking about because it all works together.

Don't you think this is part of the consideration I
Governor SARGENT. Well, of course, it is part of it. Of course it is a

very serious situation that this country is facing today with its econ-
omy and the rest of the world.

Senator FANNIN. Well, thank you.
Governor SARGEnr. Thank you.
Senator FANNIN. I sympathize in your activity in this regard.
Governor SARGENT. Thank you.
The CHAIRMAN. Senator Hansen?
Senator HANSEN. Thank you, Mr. Chairman.
Governor, I want to thank you very much for your testimony. I

think that of the many persons who will be appearing before this
committee, the opinions of none are more important than those of you
who represent State government.

I might note parenthetically there are six members of this committee
who have served in the capacity you now occupy and we share your
anxiety over - hat to do.

You testified that between 2 and 3 percent of those welfare recipients
who were required to go to an employment office to pick up their checks
were placed in jobs. I think you said 2 percent in Masschusetts and
3 percent in New York.

I think you pointed out also that many people on welfare, in your
opinion, were not employable.

Did I understand you correctly to have said that?
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Governor SAwGENT. Oh, yes. That vast majority of the persons, par-
ticularly on AFDC, for example, either they are children or they are ill
or infirm in one fashion or another; they are mothers with children
and they have no way of working. But the ones that were employable
we were only able to provide jobs for 2 percent.

Senator HANSEN. I understand you further to recommend or to be
in favor of a standardization and federalization of welfare, and I
think, with specific reference to your colloquy with Senator Fannin,
you said that it was your opinion that the welfare payments ought to
be the same in Arizona as they are in Massachusetts; is this right?,

Governor SAR GENT. That is my view' yes, sir, Senator.
Senator HANSEN. Then assuming that most people on welfare are

not employable, that requiring them to go to an employment office to
pick up their checks has not been very successful in your words, and
assuming the standardization, federalization of welfare, if you were a
welfare recipient and had little hope of escaping the chains of welfare,
as some people characterize them, would it be your intention to con-
tinue living in Massachusetts or in a northern State where living costs
are higher, where heating costs are greater and where generally it may
not be as pleasant living as it would be in Arizona or California,
Florida?

Governor SARGENT. Well, without intending to get into any com-
parison of which is the best part of the country to live in, I might be
prejudiced

Senator HANSEN. Let's compare Wyoming then instead of Massa-
chusetts with Arizona and put the burden on my back. Where would
you live?

Governor SARGENT. Well, I would live in Massachusetts.
[Laughter.]
Senator HANSEN. I mean if you were given a choice, Governor. I

apreciate-
Governor SARGENT. I love to vacation in your State and I have, and

I enjoyed camping in your State, but I prefer to live in Massachubets
but that is, i suppose, what America is all about; we want to live
where wewant to live.

I would like to emphasize that the main thrust of our proposal,
Senator Ribicoff's proposal, is directed toward the working poor
rather than merely the welfare families, keeping the persons, who are
working and getting more persons working.

Senator HANSEN. If I could, I appreciate your observations on that
point and I am not addressing my question to that specific part of
your testimony, but rather to those on welfare who by definition are
largely unemployable, who have little expectation in the foreseeable
future to find a job. If they are *ust trying to stretch their welfare dol-
lar as widely as possible in order to live as well as they possibly can,
and assuming that it may be less costly, say, to live in Arizona the
year round than it would to live in Alaska or Wyoming or Montana or

Iinnesota, woud not your proposal to federalize and standardize
welfare .result in establishing an incentive that would move people
southward where it is cheaper to live,,where it is an easier life?

Governor SARGiN I presume that could occur and I presume---
Senator HA sxi. Don tYou think it would occur ?
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Governor SARGENT. I presume that it could ociir and I presume
also that it wo_4d be possible to take into consideration some formula
relating to the'cost o liMing in Arizona versus New England.

Senator HAxNsN. But I thought you wanted to standardize it? I
thought you wanted to make it the same in Massachusetts as in
Arizona?

Governor SARGENT. Yes, but I think you can still have an adjustable
level in relation to the cost of living-within that standard national
program.

Senator HANsN. Well then, what you propose actually is to stand-
ardize it if the conditions are not equal; is that right?

Governor SARGENT. I think that would be possible to do.
Senator IHNSFN. All right.
You spoke about,-I think you recommended that you favored a

$3,000 national assistance level for a familly of four to rise in 3 years
to the povery levelI

Governor SARGENT. Yes.
Senator HANSEN. Do you expect the poverty level in the United

States, given the imbalance in budgeting, given the inflationary forces
that we know are extant today, to remain static?

Governor SARGENT. I suppose it won't. I would hope that it would go
down but it certainly won t go down while the economy-while we
have inflation still continuing to climb.

Senator HANSEN. On what basis do you think that it would go down
or do you hope it might go down?

Governor SARGEwr. I don't think it will.
Senator HANSEm. I misunderstood you.
Governor SARGENT. I don't think it will but I would hope it would.
Senator HANSEN. Yes. Well, I would hope so, too, but I guess the

world is built on hopes. I don't think there has been fruition com-
mensurate with hope, though.

You recommended a tighter administrative program, pointing out
that presently a person may be registered on the rolls in one State
and conceivably could go into another State and become unemployed
and continue to draw welfare payments in the second State, and it
would be possible to even get on two welfare rolls.'

Do you think this is possible?
Governor SARGENT. -I think this is possible and very, very difficult

for any State to determine that at the present time. It is difcult to
determine whether a person in my State may be collecting in another
State or may be working in another State.

Senator HANsEN. Yes.
Then how would you identify the, say, 2 million "John Smiths"

whom we have in the United States that technically could be on
welfare?

Governor SARGENT. We were able to do it for social security; I be-
lieve we could do it for this system.

Senator HANsEN. W6uld you recommend, then, welfare recipients
be assigned a social security number ?

Governor SARGENT. I think that type of arrangement would make
sense.

Senator HANSEN. I think so, too. I have no further questions, Mr.
Chairman



965

Thank you very much, Governor.
Governor SARPNT. Thank you very much.
The CHAIRMAI. Senator Nelson?
Senator NELSON. Just to pursue that question initiated by Senator

Hansen, the bill provides for $2,400 for a family of four, all across the
country. That means, of course, that some States paying less than
$2,400 would be relieved 100 percent of their payment costs whereas
some 28 or so States that pay more than that will, in effect, have to con-
tinue to pay benefits at least at the level they are at now. So that raises
a question of equity among the States.

The argument is made that this is i minimum benefit and it ought to
be standardized nationwide.

Do you think those States that are already paying something less
than $2 400 ought to be reqiured to meet some standard of mainte-
nance oi effort and not be relieved 100 percent? Do you have a view on
that or does the Governors' conference have a view on that?

Governor SAROENT. Senator Nelson, I think I can answer it in this
fashion: What we are proposing here would relieve those States that-
give fiscal relief to those States that are already paying a substantial
amount. For instance, in my State over $3,000 now we are paying a
payment to a family of four. To those States not paying $3,000. that
are not paying or whatever it is, the $2,400, there would be relief to
the families in those instance ,rnd those funds the families would re-
ceive, those additional funds would therefore go into their economy,
in their State, and I think that they should be called upon to provide
some sort of assistance. But I am maintaining that you get the fiscal
relief of the States that are already paying a lot, you get assistance to
the family in the States that are not paying much, if anything, and the
main thrust, of course, would be on this matter of work incentive. I
don't know whether that answers your question.

Senator NzLSON. Well, the argument might be acceptable that you
paid the same uniform amount in all States as long as you are at some
minimum level, like $2,400, although I think there are inequities in
that among the States. But, in fact, once the program is adopted there
will be increases in the amounts that will be paid.

Now, when you move from paying $2,400 for a family of four to
paying $4,000 to a family of four, it becomes quite a different matter
because of the cost-of-living factor.

In New York City or Boston or Chicago, with rents being what they
are, there would be a considerable disparity. One family living at a
relatively decent benefit standard may -e hungry in New York City
because of the cost of transportation, the cost of rent-the cost of
everything is higher. So once we pass this bill we will be facing this
question 2, 3,4 years from now: Are you going to build in a cost-of-
living factor in the additional funds that are put into the welfare
programI

Governor SARGENT. Senator, I personally would favor a cost-of-
living ratio in this formula in some fashion. The proposal, as I under-
standit, our proposal, does not have that in it. I personally would not
object to it. It might be more feasible; it might be more possible, I
think, for the Senate and the House to adopt a measure that did have
that in it, but it does not at the present time.
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Senator NELSON. Obviously, the cost of living is lower in some areas
than it is in other parts of the country. This is a question that this
committPe and the Governors Conference must start addressing them-
selves to. I am assuming some version of this bill will pass, butI think
it would be a bad mistake for us to be suddenly confronted 2 or 3 years
from now with a substantial increase in benefits and no plans for
tailoring the formula for payment in accord with the cost of living in
various sections of the country.

Governor SARGENT. I personally agree with you. I can't speak for
the other 49 Governors.

Senator NELSON. Let me ask you just one more question:
There is a requirement in the bill that AFDC mothers with no chil-

dren five and under, be required to accept employment as a condition
of receiving welfare payments to feed the children. And 3 years from
now AFDC mothers with children above three would be required to ac-
cept work, assuming there are childcare facilities to take care of their
children. Do you think (1) it is a practical proposal? and (2) is it an
equitable proposal I

Governor SARGE T. I would hope that care for children could be
provided with the option for the mother. I don't think we should sa
that every single mother in this country must work and I don't-i
can't imagine that anyone would say that even if there were oppor-
tunities for core for the children during the daytime.

Senator NELSON. Unless I misinterpreted the bill, that is wvhat the
bill does say.

Governor SARGEIT. It is not required, as I understand it.
Senator NELSON. I will stand corrected on that. Doesn't the bill say

if the child care is available the mother may be required to accept
employment before she qualifies?

Mr. HAUSMAN. Senator Nelson, the amendments that have been
introduced by Senator Ribicoff

Senator NELSON. I am not talking about the amendments; I am
talking about H.R. 1.

Mr. HAUSMAN. You are correct; the administration's bill requires
exactly what you say.

Senator NELSON. Pardon?
Mr. HAUSMAN. The administration's bill requires exactly what you

say. On the grounds that we think it would be ultimately more costly
to the Federal Government to require mothers of very young children
to go to work and provide day care for them and also on the grounds
it might impose a hardship on them, Senator Ribicoff and Governor
Sargent both have said the work requirement should be limited to
mothers with children over six and that does not change so that in 2
or 3 years from now, as in the administration's bill, the work registra-
tion requirement in the Ribicoff amendment remains the same as it is
on the date of implementation.

Senator NELSON. Does the Ribicoff amendments state that the wel-
fare mother, if she has no children 5 and under, must accept employ-
ment if child care is available?

Mr. HAUSMAN. No, it does not. No; only mothers with children 6
and over, and even there-
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Senator NmsoN. That is what I said. I say she does not have chil-
dren 5 and under.

Mr. HAUxSAN. Yes; that is correct. If she does not have children
5 and under.

Senator NzI.LSN. And if she does have them at 6, 7, 8, this amend-
ment does require that she work?

Mr. HAUSMAN. Yes; that is correct.
Senator NELSON. Well, let me ask you this: So a mother has chil-

dren 6, 8 10, 12. This is a very difficult age to look after children
because they are very mobile. A job is available for Mrs. Jones to go
to work for somebody across town in a suburb at the minimum wage to
clean the other lady's house. Now, Mrs. Jones has a house to clean
herself; she has four kids to take care of, four kids to wash, four kids
to look after.

Do you mean to tell me you would allow some administrator to say,
"You get those kids supervised; we will provide some supervision and
you go over there and clean house for Mrs. Hennapin," or something-
do you support that?

Mr. HAUSMAN. Senator, I think I can speak for the Governor-
Senator NELSON. Well, the Governor is right there.
Governor SARGENT. I will listen then. [Laughter.]
Mr. HAUSMAN. Well, I think this was included with great mis-

givings and I think it was included because of what we estimated the
political realities would be. I think that supplementing the bill would
be regulations which would have priorities and I think that mothers
with children near 6, slightly over 6, or many children, as in the situa-
tion which you have described, would be very low down on the priority
list.

I think those of us who helped the Governor put the bill together put
that in just to kind of face up to realities I think we had grave mis-
givings as you do about that.

Senator NELSOn. Well, of course, it is preposterous; it won't work.
If she has got four children--

Mr. HAUSMAN. That is correct.
Senator-NELSoi (continuing). It is going to cost much more to take

care of those kids than that mother can make. Then you are going to
tell that mother, after putting in a full day's work, to come on home
and feed the kids, clean the house, do the sewing, and be a mother.
That is sheer nonsense.

Mr. HAUSMAN. In two words, I agree. That is all.
Senator NELSON. Thank you.
Senator Rmicorr. I think, if the Senator will yield, I have some

figures that are interesting.
There are some 7 million children on welfare; there are about 600,-

000 places for'day care today. The number of jobs available for women
are minimal, to say the least. So as a practical matter we are really
almost academic, but there are circumstances where they could work.

I think that we discussed last time with the chairman about estab-
lishing day care centers in association with industry. I believe that
some of it lhas been done in Massachusetts in the Fall River area, where
a manufacturer near his place of business supplied day care facilities
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with lunches and good care and educational facilities for the children;
and then the mother would take, when she want to work, would drop
the children off at the day care center; when she went home she would
pick up her children with her. So you have got a very practical prob-
lem and not just a theoretical one.

Senator NLSOn. Well, I think Senator Ribicoff is absolutely cor-
ret. The interesting part about it, however, is, first, there are lots of
mothers who would like to work. They would just love an opportunity
to work, so they ought to be afforded the opportunity.

No. 2, household work, at menial wages, is not a reform of the sys-
tem if we require a mother just to go someplace else to do household
work she should do in her own home. Factory work is quite another
matter. There are good jobs in the factories. Tragically, the adminis-
tration vetoed the OEO extension bill which had the child care in it,
which we spent months and months on, which the Secretary of HEW
never once objected to; he objected initially to the formula payment
and we corrected it. Then the President vetoes it on principle and
attacks it on principle. This is the tragedy. The President says he
wants child care centers; we gave it to him and he attacked it as com-
munal living. What kind of nonsense is that?

Governor SARGENT. I think I had better be quiet. Thank you.
The CHAR AN. Thank you, Governor.
Senator CURTIS. Mr. Chairman, the Department of HEW has sub-

mitted some tables with respect to the amendments submitted by a
distinguished member of this committee, the distinguished Senator
from Connecticut, Senator Ribicoff.

It is quite an illuminating table. It shows, for instance, the number
of eligibles under that proposal in 1973, would be 40.5 million as com-
pared to some 15 million now; gradually it increases to the year 1977,
when there would be 72.8 million people eligible for welfare.

The chart on the costs is likewise quite interesting.
The 1973 cost in billions of dollars is $16.1.
Senator BENNETr. That is the Federal cost?
Senator CUTIS'1. Yes; that is the Federal cost.
The CHAIRMAN. Is that additional cost or overall?
Senator CUtrs. Additional costs, not in addition to H.R. 1, to the

present law, und that would increase to $40.7 billion.
I notice here that in my State of Nebraska there are 3.8 percent of

the people under welfare, on welfare; it would make eligible 14.9
percent of the people. I ask these entire tables be printed in the record.

The CHARMN. Without objection.*
,*See also tables requested by Senator Ribicoff at p. 9751W.
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N,JMBER OF WELFARE RECIPIENTS UNDER CURRENT LAW AND NUMBER OF PERSONS ELIGIBLE FOR BENEFITS
UNDER RIBICOFF AMENDMENT 559, BY STATE, FISCAL YEAR 1973

[In thousands

Number of recipients under current Number of persons eligible for Fed-
law eral benefits under Ribicoff

Adult Family Adult Family
State Total categories category Total categories category

Alabama ........................... 408. 2 149.0 259.2 1,207.7 174.8 1,032.9
Alaska ............................. 16,4 2.9 13.5 39.7 5.8 33.9
Arizona ............................ 97.7 24.3 73.4 155.3 55.0 100.3
Arkansas ........................... 149.0 75.6 73.4 663.1 114.5 548. 6
C2lifornia .......................... 2,335.6 599. 7 1,735.9 3,847.9 608.7 3,239.2

- %,jlorado .......................... 146.2 46.7 99.5 323.9 47.6 276.3
Connecticut ........................ 141.5 17.1 124.4 307.1 53.1 254.0
Delaware ......................... 36.1 5.0 31.1 84.9 10.4 74.5
District of Columbia ................. 101.7 15.0 86.7 225.0 24.9 200.1
Florida ....................... 449.9 91.6 358.3 1,391.0 228. 4 1,162.6
Georgia ....................... 485.1 140.8 344.3 1,451.9 231.0 1,220.9
Hawaii ............................. 43.8 4.7 39.1 111.5 13.4 98.1
Idaho .............................. 30.6 6.3 24.3 94.7 11.4 83.3
Illinois ............................. 639.5 90.9 548.6 1,760.3 226.9 1,533.4
Indiana ............................ 168.1 27.7 140. 4 695.1 88. 3 606.8
Iowa .......... ............... 116.2 26. 9 89.3 414.8 45.6 369.2
Kansas ............... ......... 104.0 18.4 85.6 366.5 70.4 296.1
Kentucky .................. ;" ..'.. 259.8 89.5 170.3 933.1 162.3 770.8
Louisiana .......................... 473.3 149.8 323.5 1,210.0 212.1 997.9
Maine .......................... 91.9 17.9 74.0 210.8 38.0 172.8
Maryland .......................... 217.5 28.3 189.2 577. 71.7 506.1
Massachusetts .................... 417.5 82.1 335.4 18. 3 145.2 673.1
Michigan ........................... 517.5 72.5 44.0 1,415.8 217.3 1,198.5
Minnesota ....----------- - 159.5 33.0 126.5 553.3 93.6 457
Mississippi ......................... 269.4 111.7 157.7 942.0 174.7 767.3
Missouri ........................... 332.3 124.9 207.4 932.7 187.3 745.4
Montana ------------------------ 26.0 6.1 19.9 102. 7 11.5 91.2
Nebraska .......................... 57.5 13.9 43.6 224.9 26. 6 198.3
Nevada ............................ 23.1 3.7 19.4 562 14.0 42.2
New Hampshire ................. 30.9 6.0 24.9 79.6 13.6 66.0
New Jersey ..................... 517.6 37.0 480.6 880.1 10.3 719.3
New Mexico ........................ 100.1 19.9 235.6 4.6 209.0
New York ...................... 1,550.0 201.7 1,3j. 3,072.8 499.1 2,573.7
North Carolina ................. 248.2 77.0 171.2 1,318. 6 186.2 1,132. 4
North Dakota ...... ............ 20.4 6. 3 14.1 110.5 12.3 98.2
Ohio ............-................. 532.7 97.3 426.4 1,452.3 230.0 1,222.3
Oklahoma ..................... 218.6 106. 7 111.9 589.0 108.1 480,9
Oregon ..................-- -. --- - 138.1 - 20.9 117.2, 296.2 55.2 241.0
Pennsylvania ....................... 880.2 116.0 764.2 2,021.0 337.0 1,684.0
Rhode Island ....................... 68.2 7.7 60;5 150.8 27.9 122.9
South Carolina ...................... 142.3 34.8 107.5 783.0 94.4- 688.6
South Dakota .............. .... 32.4 6.7 25.7 139.0 13.9 125.1
Tennessee ...............---...... 358.1 98.1 260.0 1,167.0 222. 0 945.5
Texas ----------------------.. . .- - 771.6 287.0 484.6 2,569. 0 373. 0 2,196.0
Utah .............................. 57.6 9.4 48.2 146. 0 25.5 120.5
Vermont ........................... ,.7.1 0 82.0 14.9 67.2
Virginia---- --- -- - 185.4 26.6 158.8 952.9 120.1 832.8
Washington .............. ..... 217.2 40.7 176.5 437. 57.5 379.9
West Virginia ....................... 128.1 25.2 102.9 499.9 69.4 430.5
Wisconsin .......................... 138.2 27.5 110.7 50. 9 93.7 413.2
Wyoming........................... 13.7 2.8 10.9 43.4 5.4 38.0
Guam-------------------------2.8 .5 2.3 .3 .9 4.4
Puerto Rico--------------------339.1 45.9 232 1, 638.1 76. 9 1,561.2
Virgin Islands ...................... 2.6 .5 1 6.0 .9 5.1

Total ........................ 15,025.1 3,385.3 11,639.8 40,300.5 6,189.2 34,111.7
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PROPORTION OF POPULATION RECEIVING WELFARE UNDER CURRENT LAW AND PROPORTION OF POPULATION

ELIGIBLE FOR BENEFITS UNDER RIBICOFF AMENDMENT, BY STATE, FISCAL YEAR 1973

lIn thousands

Federally aided Persons eligible for welfare
Civilian welfare recipients, current benefits under Ribicoff,

resident law, fiscal year 1973 fiscal year 1973
population

state 1971 Number Percent Number Percent

Alabama ............................. 3,449.5 408.2 11.8 1,207.7 35.0
Alaska ............................ 353.7 16.4 4.6 39.7 11.2
Arizona .............................. 2,151.3 97.7 4.5 155.3 7.2
Arkansas ............................. 1,958.6 149.0 7.6 663.1 33.9
California .......................... 23,052.0 2,335.6 10.1 3,847.9 16.7
Colorado ............................. 2,529.9 146.2 5.8 323.9 12.8
Connecticut .......................... 3,353.4 141.5 4.2 307.1 9.2
Delaware ............................. 621.9 36.1 5.8 84.9 13.7
District of Columbia .................. 734.3 101.7 13.8 225.0 30.6
Florida ............................... 8,195.3 449.9 5.0 1,391.0 17.0
Georgia ............................... 4,914.6 485.1 9.9 1,451.9 29.5
Hawaii ............................... 840.7 43.8 .2 111.5 13.3
Idaho ................................ 720.8 30.6 4.2 94.7 13,1
Illinois.; .............................. 11,643.9 639.5 5.5 1,760.3 15.1
Indiana .............-................ 5,503.8 168.1 3.1 695.1 12.6
Iowa ................................ 2,813.0 116.2 4.1 414.8 14.7
Kansas .............................. 2,252,8 104.0 4.6 366.5 16.3
Ken.ucky ......................... 3,247.4 259.8 8.0 933.1 28. 7
Louisiana ......................... 3, 792. 5 473.3 12.5 1,210.0 31.9
Maine.-..9 ......................... 982.7 91.9 9.4 210.8 21.5
Maryland ............................ 4,520.4 217.5 4.8 577.8 12.8
Massachusetts ........................ 5,990.7 417.5 7.0 818. 3 13.7
Michigan ............................. 9,504.7 517.5 5.4 1,415.8 14.9
Minnesota ............................ 4,034.5 159.5 4.0 553.3 13.7
Mississippi -------------------------- 2,145.4 269.4 12.6 942.0 43.9
Missouri ............................ 4,851.4 332.3 6.8 932.7 '19.2
Montana ............................. 687.3 26.0 3.8 102.7 14.9
Nebraska ............................ 1,508.4 57.5 3.8 224.9 14.9
Nevada .............................. 692.1 23.1 3.3 56.2 8.1
New Hampshire ....................... 815.5 30.9 3.8 79.6 9. 8
New Jersey .......................... 7,900.4 517.6 0.6 880.1 11.1
Now Mexico .......................... 1,032.5 100.1 9.7 235.6 22.8
New York ............................ 18,929.5 1,550.0 8. 0 3,072.8 16.2
North Carolina ......................... 5,273.2 248.2 4.7 1,318. 6 25.0
North Dakot ...................-.- 597.6 20.4 3.4 110.5 IL 5
Ohio ................................. 11,160.3 523.7 4.7 *,,452.3 13.0
Oklahoma ............................ 2,623.0 218. 6 8.3 589.0 2:4
Oregon .............................. 2, 282. 2 138.1 6.1 296.2 130
Pennsylvania ------------------------ 11,918.3 880.2 7.4 2,021.0 17.0
Rhode Island ....................... 968.5 68.2 7.0 150.8 15.6
South Carolina ----------------------- 2,624.8 142.3 5.4 763.0 29.8
South Dakota ......................... 641.1 32.4 5.1 139.0 21.7
Tennessee ......................... 4,038.0 358.1 8.9 1,167.0 28.9
Texas ............................... 12,098.1 771.6 6.4 2,569.0 21.2
Utah ................................. 1,179.9 57.6 4.9 146.0 12.4
Vermont ............................. 474.3 25.1 5.3 82.1 17.3
Virginia .............................. 4,988.7 185.4 3.7 952.9 19.1
Waihington ........................... 3,748.0 217.2 5.8 437.4 11.7West Virginia ........................ 1,600.6 '!8.1 8.0 499.9 31.2
Wionsin ----------------------- 4,678.6 138. 2 3.0 506. 9 10.8
Wyoming......................... 327.5 13.7 4.2 43.4 13.3
Guam .....---------------- - 104.0 2.8 2.7 5.3 5.1
Puerto Rico--------------------- 2,953.7 339.1 11.5 1,638.1 55.5
Virgin Islands ----------------....... 100.9 2.6 2.6 6.0 5.9

Total ......................... 220,106.1 15,025.1 6.8 40,300,5 18.3
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PROJECTED RECIPIENTS UNDER CURRENT LAW, PERSONS ELIGIBLE FOR FEDERAL PAYMENTS UNDER
RIBICOFF AMENDMENT NO. 559, AND PERSONS ELIGIBLE FOR STATE SUPPLEMENTARY PAYMENTS
ONLY, 1973-1977

[In millions)

Recipients

1973 1974 1975 1976 1977

Current law:
Families ......................... 11.6 12.6 13. 6 14.7 15.8
Adults ........................... 3.4 3.4 3.5 3.5 3.6

Total .......................... 15.0 16.0 17.1 18.2 19.4

Riboof-Federal:
WP ............................. 20.1 26.2 31.2 40.5 51.8
AFDC .......................... 12.6 12.9 12.9 13.1 13.2
Adult .......................... 6.2 6.6 7.1 7.2 7.2

'Total .......................... 38.9 45.7 51.2 60.8 72.2

Ribioff-State supplement:
AFDC ............................ 7 .3 .2...........
Adult. ............................ 9 .7 .5 .

Total .......................... 1.6 1.0 .7 .5 .5

Riblcoff-total:
Famllle ........................ 33.4 39.4 44.3 53.6 65.0
Adults ......................... 7.1 7.3 7.5 7.6 7.8

Total .......................... 40.5 46.7 51.8 61.2 72.8

PROJECTED POTENTIAL MAINTENANCE PAYMENTS UNDER RIBICOFF AMENDMENT AND UNDER CURRENT
LAW, FISCAL YEARS 1973-77

[In billions]

Federal 1973 1974 1975 1976 1977

Families ............................. 11.3 16.2 19.7 '0 36.2
Adults ................. ......... 4.1 4.6 5.4 .4 5.4
Fodsap.... ......... 00 0 0 0
Hold harmless ........................ .7 .5 .2 .1 .1

Total .......................... 16.1 21.3 25.3 32.5 41.7

Non-Federal:
Families ......................... 1.0 .5 .2...........
Adults .......................... 1.5 1.2 .9 . . 9
Hold hamless ...................... -. 7 -. 5 -. 2 -. 1 -. 1

Total .......................... 1.8 1.2 .9 .9 .8

Under current law:
AFDC ............................ 3.9 4.1 4.4 4.6 4,9
Adults ........................... 2.2 2.2 2.3 2.3
Food stamps ..................... 2.4 2. 2. 6 2.7 L

Total .......................... . 8.5 8.8 9.3 9.6 10.1

Non-Feeral:
AFOC ............................ 3.3 3.5 3.7 3.9 4.1
Adults ........................... 1.4 1.5 1.5. 1.5 1.6

lotal .......................... 4.7 5.0 5.2 5.4 5.7

Senator Rtwcor. I have no objections. I don't know of any tables.
Evidently it might have been handed to you this morning.

Senator Cuihr. Not to me, it is to the committee.
Senator Bmi. What report is that I
Senator Rinicon'. I don't think I asked for it but if they have got

some figures I am delighted to see them because HEW was certainly
very slow to give anyby figures on anything and those of us who have
had experience around tiis table realize it.

73-37O 01- 7t -pts - Is
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But I am glad they have some figures. I don't know what they are
about, but I am glad they are there, whatever they are.

The CHAIMAN. This is the estimate.
Senator CuRTis. I would certainly like to be fair to my colleagues,

if you wanted to look at them first.
Senator Rmicorr. Not at all.
Senator CuRIs. Then I have a request for some other figures from

the Department.
Mr. Chairman, in the last 10 days or 2 weeks there was an announce-

ment made that there was a change in the food stamp program; it was
enlarged. I would like to have this committee request of HEW
if that makes any difference in their proposal under -.R. 11 Is it still
their intention to do away with the food stamps and use a cash benefit
instead and, if so, will the enlarged food stamp program that was
announced in the last 10 days change the figures and, if so, would they
give us the figures?

(The following was subsequently received by the committee:)
Tun UNDER SoErAuy OF H][w] I, EDUCATION, AND WEUZAR=

Washington, D.A, Pebnsary 9,1978.Mr. TOM VAIL,
OChef 0ou"sel, committee on Ftanoc,.
U.S. Senate,
Washington, D.C.

Deak ML VAn: This is in response to your request for Information regarding
a reported change In the food stamp program and its possible effect on the cost
estimates for H.R. 1. Senator Curtis asked if it is still this Department's position
that the food stamp program be eliminated, and if so, What the current cost
of such action would be.

Neither this Department nor the AdminIstration has suggested the total elim-
ination of food stamps. What we have proposed, and what is ineuded in HAL 1,
(Sec. 502) is elimination of food stamp eligibility for persons eligible for cash
payments under titles XX or XXI of H.R. 1. Since there will be persons not eligi-
ble for title XX or XXI benefits, i.e., assistance to the aged, blind and disabled, or
assistance to families, but who will nevertheless meet eligibility requirements for
food stamm there would be a "residual"'food stamp program even after .LIL I
goes into effect. Most of those eligible for food stamps at that time would be
unmarried adults and childless couples

With respect to cost estimates, the changes recently announced In food
stamp regulations do not change the cost estimates prepared for the House
Committee on Ways and Means and published in that Committee's report on
H.R. 1. Those estimates were based, of course, on the food stamp program rega-
lations In effect at that time, May 1971. In July, 1971, the Department of Agri-
culture issued revised food stamp regulations (copw enclosed) which would, when
implemented, have had the effect of reducing the eligibility of certain food
stamp relents, principally those at the higher end of the allowable income
range, in order to Increase benefits to the neediest participants. However, after
lengthy discussions between several cenerned States and the Agriculture De.
partment, that Department issued new food stamp regulations (published in
the Federal Register January 26, copy enclosed (which will ensure that no eli.
gible participants in the food stap program will lose benefits as a result of
the regulations issued in July. Thus our cost estimates are not affected by
these changes in regulations since eligibility and program costs remain gn-
erally -where they were last s when we made our Initial estimates

Bsierely Yoms
,_ _Jolax G. (VmWAx, Ureter Seretarv.

*Reprints from the oderal Register of:
August 6. 1971 (86 P.R. 14463 and 14488);
December 29. 1971 (86 P.l4J1 4 ). and
Anuary26. 1972 (S F. 11) r Veed were made a part of the oflal tieso committee.- -
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AVISED ERLE TO EIAIN F0OO STAMP BENEFITS ANNOUNCED

WAsmrNoToN, Jan. 24.--The U.S. Department of Agriculture today announced
that changes in food stamp regulations to Implement actions ordered January
16 by Secretary of Agriculture Earl L. Butz have been filed with the Federal
Register for publication Wednesday, January 26.

The changes will be effective upon publication.

THE FOOD STAMP PROGRAM-MONTHLY COUPON ALLOTMENTS AND PURCHASE REQUIREMENTS
. (EFFECTIVE JAN. 26, 1972), 48 STATES AND DISTRICT OF COLUMBIA

For a household of (persons) ................. 1 2 3 4 5 6 7 8,
The monthly coupon allotment is ........... - -$32 $60 $88 $108 $128 $148 $164 $180

And the monthly purchase requirement Is-

Monthly net Income:
to $19 99 -------------------ot 9 .......... ................ 0 $1 $1 o 0 0 0 0
to $99 .......................... 4 4 $4 $5 $5"
to .99 ........................... 6 7 7 7 8 8 8 8
to .99..---------------.8 10 10 10 11 11 12 12
to .99 ........................... 10 12 13 13 14 14 15 16

70to 79.99 ........................ 12 15 16 16 17 17 18 19
to .99-- .- ............ 14 18 19 19 20 21 21 22

.to........ ."..... 16 21 21 22 23 24 25 26
lOto 109.99-------------------18 23 24 25 26 27 28 29
10 to 119.99 ..... -- ""-- "--.... 20 26 27 28 29 31 32 33

120to 129.99.'--------------- - 22 29 30 31 33 34 35 36
130to 139.99 -.... ..........". 22 31 33 34 36 37 38 39
140to 149.99 .......... . ". 22 34 36 37 39 40 41 42
150 to 169.99 ...................... 22 36 40 41 42 43 44 45
170 to 189.99 ......................... 22 40 46 47 48 49 50 51
90 to ................------------------ 40 52 53 4 55 56 7
1O to ... ....................... ---------- 40 58 59 60 61 62 63
30 to .4999 .................................. 64 65 66 67 68 69
50 to 6999 ......................................... 70 71 72 73 74 75
70 to 89 ...................-------------------- 70 74 78 79 80 81

to .. ......................................... 70 78 4 85 86 87
10 to .. ...................................... ---------- 82 86 91 92 93

to '99 ............................................. 82 90 96 98 99
to .99 .........-...........-. ."....". ................ 84 94 100 106 106
to 19.99 ....................................... 98 104 110 110

20to 9 ......................................................... 100 108 114 114
50 to 79.99 .........7 9.99-..----------------------------------------------- 112 118 118

9.......................................................... 9 - -- 116 122 122
0to -- ----------------------------------------------------. ............... 126 1
to "99........................................................................ 9-- 134
to .99 ............................................................................. 13450to 39 .. ...................................... . . . .. . . . .. . . . .. . . . .. . . .

NEWS FOX THE U.S. DEPARTMENT O, ABoBULrum

SEO& &ARY BUTS TAKES ATON TO GUARD AGAINST LOSS OF FOOD STAMP BENEFITS

WAsmNxTo, Jan. 16.--Seretary of Agriculture Earl 1& Butz announced
today that he has ordered actions to ensure that no eligible participants in the
food stamp programwill lose benefits as a result of new regulations that are now
being Implemented by the States.

The Secretary said he had taken this action after consulting with Governors
of several States now in the process of implementing the new regulations.

'The Governors asked me to review the impact of the new regulations on the
people in their States," Secretary Buts said. "I have determined that the
changes being ordered today are necessary to prevent any hardship to food.
stamp partepaq$s"
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These new regulations are necessary to Implement basic reforms In the food
stamp program, supported by the Administration and enacted by the Con-
gress in January 1971. These reforms bring the food stamp program into closer
conformity with the Administration's overall income strategy and increase bene-
fits to the neediest partlclpants by :

-establishing uniform national eligibility standards,
-ensuring an allotment for every family sufficient to purchase a nutritionally

adequate diet at a cost no more than 80 percent of recipient's income and free
to those with the least income,

-requiring employable recipients to register for work.
"I have ordered the Food and Nutrition Service-the agency which administers

the food stamp program-to modify the regulations so that the benefits available
to each household are as high or higher than they were under the old regulations,"
the Secretary said.

The Secretary stressed that modifications to the income standards will allow
all households who meet other eligibility requirements to continue their participa-
tion in the program.

Secretary Butz said that he will continue to make available to any State that
desires it, technical assistance to minimize any difficulty related to implement-
ing the new regulations.

"These changes will be effective in all States," the Secretary mid. "Our goal
remains the same-to have a national program with equitable benefits in every
State.

"While benefits paid are expected to Increase as a result of these modifications
to the regulations, the funds already appropriated by the Congress should be
sufficient to cover total program costs in fiscal year 197,," Secretary Autz con.
cluded.

Senator Rmicor' May I add, Mr. Chairman first, my staff *ust
showed it to me; I didn't ask for these figures. They are all right but
what is ironical, they have the number of welfare recipients under
current law and number of persons eligible under my proposals but
they fail to state the number under H.R. 1. Now, certainly the admin-
istration itself has added fantastically to the number of people on
welfare far under H.R. 1, which are some 14 million over current law.

Senator Cr s. They were more than doubled.
Senator RizcorF. I don't know what they are trying to prove. I

am not running away from any figures but if HEW is trying to prove
something, the least they could have done for the committee is put
three categories in, the number of people eligible under the present
law, number eligible under H.R. 1, and the number of people eligible
under my amendments; that is the least they could have done.

Senator Cum s. I am willing to modify my request and ask HEW
to prepare such a table all in one document.,

Senator RnicoFn, They should have it for our record.
Senator Currm. And to have it go into the record.
The CHArMAN. I will instruct the staff to prepare such a request

and ask that it be asnt down there. I will'be glad to sign it.
(The Department subsequently submitteda the following:) *

,*See also tables subnmtted for the record at p. 969ff.



TABLE 1.-Number of welfare recipients under current law, and number of persons eligible for benefits under H.R. I and
Ribicoff amendment No. 559 by State, flsal year 197$

[In thousands]

Number of persons eligible for Federal Number of persons eligible for FederalNumber of recipients under current law benefits under H.R. 1 benefits under Ribicoff Amendment No.
Adult Family Adult Family Adult FamilyState Total categories category Total categories category Total categories category

Alabama ---------------------- 408.2 149.0 259.2 761.9 174.8 587.1 1, 207. 7 174 8 1, 032.9Alaska ------------------------ 16.4 2.9 13.5 25.3 5.8 19.5 39.7 5.8 33.9
Arizona ------------------------ 97.7 24 3 73.4 163.2 55.0 108. 2 155.3 55.0 100.3Arkansas---------------------- 149.0 75. 6 73. 4 404.5 .14. 5 290.0 "663. 1 114.5 54& 6California .---- 2,335. 6 599.7 1, 735. 9 2,444.4 60& 7 1,835.7 3, 847. 9 608.7 3,239.2Colorado ---------------------- 146. 2 46. 7 99. 5 190. 6 47. 6 143. 0 323. 9 47. 6 276. 3
Connecticut -------------------- 141. 5 17. 1 124. 4 200. 2 53. 1 147. 1 307. 1 53. 1 254. 0Delaware ---------------------- 36.1 5.0 31.1 58.5 10.4 48.1 84.9 10.4 74-5District of Columbia ------------ 101.7 15.0 86.7 144. 9 24.9 120.0 225.0 24.9 200.1Florida ----------------------- 449. 9 91. 6 35& 3 917. 6 228. 4 689. 2 1, 391. 0 228. 4 1, 162. 6
Georgia ----------------------- 485.1 140.8 344. 3 96L 0 231.0 730.0 1,451.9 231.0 1,220.9Hawaii ------------------------ 43.8 4 7 39.1 63.0 13.4 49.6 111.5 13.4 9& 1Idaho ------------------------- 30.6 6.3 24.3 52.4 11.4 41. 0 94.7 11.4 83.3Ilinois--- -------------------- 639.5 90.9 548. 6 959.4 226.9 732.5 1,760.3 226.9 1, 533. 4Indiana ----------------------- 16& 1 27.7 140.4 355.4 88.3 267.1 695.1 88 3 60& 8
Iowa --- ---------------------- 116. 2 26. 9 89. 3 241. 7 45. 6 196. 1 414. 8 45. 6 .369. 2Kansas ----------------------- 104.0 18. 4 85.6 234. 1 70.4 163.7 366.5 70.4 296.1Kentucky --------------------- 259. 8 89. 5 170. 3 621. 0 162. 3 45& 7 933. 1 lb2. 3 '170. 8Louisiana --------------------- 473.3 149.8 323.5 823. 7 212.1 611.6 1, 210. 0 212.1 997.9
Maine ------------------------ 91.9 17.9 74.0 131.0 38 0 93.0 210.8 38.0 172.8Maryland --------------------- 217.5 28.3 189.2 388.5 71. 7 316. 8 577.8 71.7 506.1
Massachusetts ------------------ 417. 5 82. 1 335. 4 536. 3 145. 2 391. 1 81& 3 145. 2 673. 1Michigan ---------------------- 517.5 72.5 445.0 841.7 217.3 624.4 1, 415. 8 217.3 1, 19& 5Minnesota ----------------- 159.5 33.0 126.5 346.1 93.6 252.5 553. 3 93.6 459.7
Mississippi----------------- 269.4 111.7 157.7 626.3 174.7 451.6 942.0 174.7 767.3Missouri-------------------- 332. 3 124. 9 207. 4 555. 5 187. 3 36& 2 932. 7 187. 3 745.4
Montana------------------- 26.0 6.1 19.9 51.8 11.5 40.3 102.7 11.5 91.2Nebraska ------------------ 57.5 13.9 43.6 124.3 26.6 97.7 224.9 26.6 19& 3Nevada ------------------------ 23.1 & 7 19.4 37.8 14. 0 23.8 56.2 14. 0 42.2



TAniz 1.-Number of welfare rec ipentm under current law, and number of person eligible for benefit under H.R. 1 and
Ribicoff amendment No. 599 by State, fscal year 1973-Conihued

In thousands]

Number of persons eligible for Federal Number of persons eligible for Federal
Number of recipients under current law benefits under H.R. 1 benefits under Ribicoff Amendment No. So

Adult Family Adult Family Adult Family

State Total categories category Total categories category Total categories category

NewHampshire 30.9 6.0 2. 9 49.1 13. 6 33.5 79.6 13.6 (6.0

New Jersey -517. 6 37.0 430. 6 603. 3 160. 3 43. 0 830. 1 160. 3 719. 8

New Mexico ----------------. 100.1 '19. 9 8D. 2 141 1 23. 6 117. 5 233. 6 23. 6 209. 0

New York. ,---- 1550. 0 201.7 1, 313. 3 2,0-37.2 4).1 1 ,5-311 3, 0T2.3 49).1 2,573.7

North Carolina 243.2 77.0 171.2 831. 6 131.2 633.4 1,313.5 183.2 1,132.4
North Dakota--------------- 20.4 6.3 14.1 53.4 12.3 43. 1 110.5 12.3 93.2

Ohio ------------------------- 523.7 97.3 423.4 923.7 230.0 693.7 1, 4i2. 3 230.0 1, 222. 3

Oklho ------------------ 218. 6 105.7 111. 9 400.7 10& 1 292.6 539.0 108. 1 480.9

Oregon -------------------- 138. 1 20.9 117.2 203.5 55.2 143.3 295.2 55.2 24L 0

Pen sylva-i-.--------------- 880.2 116. 0 764.2 1,257.5 337.0 930.5 2, 021. 0 337.0 1,684.0

Rhodesand ----------- 68. 2 7.7 60.5 103.4 27.9 75.5 150.-8 27.9 122.9

South Carolina - --------------- 142.3 34. 8 107.5 466.8 94. 4 372.4 783.0 94.4 683.6

South Dakota-------------------- 32.4 -6.7 25.7 76.8 13. 9 62.9 139.0 13. 9 125.1

Tennessee ---------------------- 358. 1 98. 1 260.0 830.4 222.0 608. 4 1,167.0 222.0 945.5

Texas ------------------------- 77L 6 287.0 484.6 1,571.3 373. 0 1,1983 2,559.0 373. 0 2,193.0

Utah -------------------------- 57.6 9.4 4& 2 '95.3 25.5 69.8 146.0 25.5 120.5
Vermont-- 25.1 7. 1 1& 0 44.8 14 9 29.9 82.1 14.9 67.2

Virginia--.----------------------185.4 26.6 15& 8 566.5 120. 1 446.4 952.9 120.1 832.8

Washington -------- ------------ 217.2 40.7 176. 5 276. 8 57.5 219.3 437.4 57. 5 379.9

West Virginia- ------------- 128 1 25.2 102.9 326.8 69.4 257.4 499.9 69.4 430.5

Wisconsin -13 2 27.5 110.7 311.7 93. 7 21& 0 506.9 93.7 413.2

Wyoming ----------------- 13. 7 2.8 10.9 23.3 5.4 17.9 43.4 5.4 38. 0

Guam ----------------- 2.8 .5 2.3 &5 .9 2.6 5.3 .9 44

Puerto Rico ------------- 339.1 45.9 293. 2 995.8 76. 9 91& 9 1, 63 1 76. 9 1, 56L 2

Virgin Islands-2.6 .5 2.1 3.9 .9 &0 6.0 .9 5.1

Total ---------------- 15,025.1 3, 385. 3 11,639.8 25, 503. 3 6,189.2 19,314. 1 40,300.5 6,189.2 34, 11 7



TABLE 2.-Proportion of population receiving welfare under current l w and proportion of population eligible for benefits
der HiR. 1 and Ribicoff amendment No. 669, by Stce,fsca year 1973

[Persons in thousands)

Persons eligible for welfare

Federally aided welfare Persons eligible for welfare benefits under Ribicoff
Civilian recipients, current law, benefits under H.R. 1, amendment No. 559,
resident fiscal year 1973 fiscal year 1973 fiscal year 1973

State population.
1973 Number Percent Number Percent Number Percent

--aa------------------------Alaska ---------------------------
Arizona ------------------------
Arkansas-----------------------
California ---------------------------
Colorado -----------------------
Connecticut---------------------
Delaware-----------------------
District of Columbia---------------
Florida ---------------------------
Georgia------------------------
Hawaii -------------------------
Idaho --------------------------
Illinois -------------------------
Indiana ------------------------
Iowa --------------------------
Kansas---------------------------
Kentucky-----------------------
Louisiana -----------------------
Maine ---------------------------
Maryland-------------------------
Massachusetts, --------------------
Michianle-------------------------

Minn--ot----------------------
Misissippi ----------------------
Missouri------------------------
Montana-
Nebraska -----------------------
Nevada ------------------------

3, 449. 5
353. 7

2, 151. 3
1.95& 6

23,052.0
2,529.9
3, 353. 4

621. 9
734. 3

8, 195. 3
4,914 6

840.7
720.8

11,643.9
5, 503. 8
2, 813. 0
2 252.8
3,247.4
3, 792. 5

982. 7
4,520.4
5,990. 7
9, 504-7
4,034. 5
2, 145.4
4, 85L 4

687.3
1, 508 4

692.1

40& 2
16.4
97. 7

149. 0
2,335. 6

146.2
141. 5
36. 1

101. 7
449.9
485. 1
4& 8
30. 6

639. 5
168.1
116.2
104. 0
259.8
473. 3

91.9
217. 5
417. 5
517. 5
159. 5
269.4
332.3
26.0
57.5
23. 1

11. 8
4.6
4.5
7.6

10. 1
5.8
4.2
5.8

13. 8
5.0
9.9
5.2
4.2
5.5a.1
4.1
4.6
8.0

12. 5
9.4
4.8
7.0
5.4
40

126
6.8
3.8
a.8
33

761. 9
25. 3

163. 2
404. 5

2,444.4
190. 6
200.2

58. 5
144. 9
917. 6
961. 0

63. 0
52.4

959.4
355. 4
241. 7
234. 1
621.0
823. 7
131. 0
388 5
536. 3
841. 7
346. 1
626. 3
555.5

51.8
124. 3

37.8

22. 1
7.1
7.6

20.7
10. 6
7.5
6.0
9.4

19. 7
11.2
19. 6
7.5
7.3
8.2
6.5
& 6

10.4
19. 1
21. 7
13. 3
& 6
9.0
&9
8.6

29.2
1L.5
7.5
&2
5.5

1, 207. 7
39. 7

155. 3
663. 1

3,847.9
323.9
307. 1

84.9
225. 0

1, 391. 0
1, 451. 9

111.5
94.7

1,760. 3
695. 1
414.8
366. 5
933. 1

1, 210. 0
210. 8
577. 8
818. 3

1,415. 8
553. 3
942.0
932.7
102.7
2249

56.2

35. 011.2
7.2

33.9
16.7
12. 8
9.2

13. 7
30.6
17.0
29.5
13.3
U3 1
15. 1
12. 6
14.7
16. 3
28 7
31. 9
2L 5
12.8
13.7
14. 9
13. 7
43.9
19.2
14. 9
14. 9
&lI



TABLE 2.-Proportionofvopuk~ion receiving welare c*nd_ current law and proportion of population eligible for benefits
tundrII.R. 1 nRibioff amendment .No. 559, by State,fiecd year 197--Continued

[Persons In thousands]

Personseigible for welfae
Federally aided welfare Persons eligible for welfare b dmen t N i9dr ib co e

Civilian recipients, current law, benefits under H.R. 1, amendment NO. 559,

resident fiscal year 1973 fiscal year 1973

state 1973 Number Percent Number Percent Number Percent

New ------------------ ---- 815.5 30.9 3.8 49.1 6.0 79.6 9.8

New Jersey --------------------------- 7,900.4 517.6 6.6 603. 3 7.6 880.1 11.1

New Mexico ------------------------ 1,032.5 100.1 9.7 144.1 14 0 235.6 22.8

New York. ------------------------- 18,929.5 1,550.0 8. 0 2,067. 2 10.9 3, 072. 8 16.2

North Carolina ---------------------- 5, 27& 2 24& 2 4. 7 821.6 15.6 1, 318.6 25.0

North Dakota ------------------------ 597.6 20.4 3. 4 58.4 9.8 110.5 1& 5

Ohio-----------------------------11,160.3 523.7 4.7 92& 7 & 3 1,452.3 13 0

Oklahoma ------ -------------------- 623. 0 21& 6 8. 3 400.7 15.3 589.0 22.4

Oegon----------------- 2,282.2 138.1 6.1 203.5 9.0 296.2 13. 0

Pennsylvani ------------ ----------- 11, 918 3 880. 2 7. 4 1,267. 5 10. 6 2,021. 0 17.0

Rhode Isand ------------------------- 96& 5 68. 2 7.0 103. 4 10.7 150.8 15.6

South Carolina ---------------------- 2, 624. 8 142.3 5. 4 466.8 17.8 783.0 29.8

South Dakota ------------------------ 641.1 32.4 5.1 76.8 12.0 139.0 21. 7

Tennessee -------------------------- 4, 03 0 35& 1 & 9 830.4 20.6 1, 167. 0 28 9

Texas ---------------------------- 12, 09 1 77L 6 6.4 1, 571. 3 13.0 2,569.0 21.2

Utah ------------------------------ 1,179.9 57.6 4.9 95.3 8. 1 146.0 12.4

Vermont----------------------------- 474.3 25.1 5. 3 44.8 9.4 82.1 17.3

Virginiat ---------------------------- 4 9% 7 185.4 3.7 566.5 11414 952.9 19.1

Washington ------------------------- 3748 0 217.2 5.8 276.8 74 437.4 11.7

West Virginia: ...... 1, 600. 6 128.1 8. 0 326.8 20.4 499.9 31.2

Wisconsin --- ----------------------- 4, 678. 6 138. 2 3. 0 .311.7 6.7 506. 9 10.8

Wyoming ------ ---------------------- 327.5 13.7 t.2 23.3 7.1 43.4 13.3

Gua-------------------------------104.0 2. 27 35 &.4 5.3 5.1

Puerto Rico ------------------------- 2,953.7 339.1 11.5 995.8 33.7 1, 638. 1 55.5

Virgin Islands ------------------------ 100.9 2.6 2.6 3. 9 3. 9 6.0 5.9

Total ----------------------- 220,106.1 15,025.1 6.8 25,503.3 11.6 40, 300. 5 18.

00
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ASSUMPTIONS USED IN FIVE-YEAR PROJECTIONS

H.R. 1

The 5-year projections of maintenance payments costs under H.R.
1 as reported by the Ways and Means Committee result from separate
projections of payments to families, payments to the aged, blind and
disabled, and administrative costs.

The assumptions used and their rationale are discussed in the follow-ing pamagrphs.
A rnitt8trative c08t8.-It was assumed that all States would turn

administration of maintenance payments over to the Federal agency
and would incur no administrative costs under the proposal. Admin-
istrative costs under current law were projected by assuming that the
present State share of maintenance payments administrative costs
would grow at the same rate as the expected growth rate for wage
and salary income (6.3 percent pex year).

Payments to aged, blind, and disabkd.-The following annual
growth rates were used in the projections:

[In percent)

Current law Proposal

Cases:
Aged ---------------------------------- 2.0
Blind and disabled- ----------------------- 5.0 2

Payments: Aged, blind, and disabled.- - 2. 5 2

It was assumed that benefit levels would not change except as re-
quired by the proposal. For the proposed progi tm, and'for the current
law aged program, it has been assumed that income increases will
offset population growth. For the current law disabled program, it
has been assumed that growth in both cases and payments will occur
over the 5-year period as the program continues to mature.

Current law growth rates have been applied to estimated 1972 case-
loads in developing projections. Projections of cases and payments
under the proposal have been developed from census survey estimates
of the entire universe of eligibles at each of the proposal's three stages.

Payment, to familzes.-Projections of State payments to families
under current and proposal i,,w were based on the following annual
growth rates for female-hemded families:

[in percent)

Current law Propos

Cases --------------------------------------------- 8 3
Payments:

Total ----------------------------------------- 6 1
Federal ---------------------------------- 6 0

Benefit levels were assumed to remain constant over time for both
the current and proposed programs.
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The different growth rates for cases under current versus proposed
law result from the following considerations. It was assumed that
current law AFDC cases would grow at a rate which would use up 90
percent of the estimated potential caseload by 1977. The caseload
growth rate for the proposal assumes that all eligible families have
been included f rom an analysis of census surveys and that future
growth will be limited to general population growth. I1he primary
differences between AFDC and the proposed family program which
lead to these different growth assumptions are:

(1) replacing a monthly with an annual accounting period;
(2) replacing poor quality control with an efficient, automated

national system;
(3) changes in earnings disregards;
(4) replacing minimal efforts at training and job creation with

a much larger and more effective program.
Payments are assumed to increase more slowly than cases as a re-

sult of expected increases in income.
The projections of families headed by working males, and the pay-

ments for which they would be eligible under H.R. 1, were developed
on the basis of projected census data on all eligibles. This group of
recipients would decline over time since wage increases would more
than offset population growth.

RIBICOFF AMENDMENT NO. 559

These tables are based on the same assumptions, with a few ex-
ceptions which are inherent in the Ribicoff amendment. The differ-
ences in assum option are:

(1) food stamps are assumed to be cashed out entirely under
the Ribicoff amendment to H.R. 1;

(2) the tables take into consideration different benefit levels,
eligibility requirements, hold harmless, deductions, and tax rate
under the Ribicoff amendment.

(Prepared by the Department of Health, Education, and Welfare.)
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TABLE 3.-Projected recipients under
Federal payments under H.R. 1,
supplementary payments only, fiscal

current law, persons eligible for
and persons eligible for State
years 1978-77

[In millions]

Fiscal year

1973 1974 1975 1978 1977

Recipients under current law:
Persons in families with

dependent children-
Aged, blind, and disabled -------

Total recipients under
current law------------

11.6 12.6 13.6 14.7
3.4 3.4 3.5 3.5

15.0 16.0 17. 1 18.2

Persons eligible for Federal
benefits under H.R. 1:

Persons in families:
Not now covered under

present programs ---------- 9. 1 8. 1 7.2 6.4 5.7
Covered under present

programs ----------------- 10. 3 10. 6 10. 9 11. 2 11. 5
Aged, blind, and disabled---- 6. 2 6. 6 7. 1 7. 2 7. 2

Total eligibles under H.R. 1..

Persons eligible for State
supplementary payments
only:

Persons in families with
dependent children-

Aged, blind, and disabled .....

25.6 25.3 25.2 24.8

1.2 1.2
.9 .7

Total, State
supplementation ---------

Total persons eligible under
H.R. 1:

Persons in families with
dependent children- -

Aged, blind, and disabled-

Grand total, H.R. 1 -------

2. 1 1.9 1.7 1.8 1.8

20.6 19.9 19.3 18. 9 18.5
7.1 7.3 7.5 7.6 7.8

27.2 26.8 26.5 26.3

15. 8
3.6

19. 4

24. 4

1.3
.5

1.2
.5

1.3
.5

27. 7
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TABLIC 3.-Prjected reciients under current law, persons eligible for
Federal payments under H.R. 1, and persons eligible for State sup-
plementary payments only, fiscal years 1978-77--Continued

[In millions]

Fiscal year

1978 1974 1975 1976 1977

Persons eligible for Federal
benefits under Ribicoff
amendment No. 559:

Not now covered under
present programs ------------ 21. 5 26. 2 31. 2 40. 5 51. 8

Covered under present programs. 12.6 12.9 12.9 13.1 13.2
Aged, blind, and disabled ------- 6. 2 6. 6 7. 1 7. 2 7. 2

Total eligibles under Ribicoff
amendment No. 559 ------- 40. 3 45. 7 51. 2 60. 8 72. 2

Ribicoff-State supplement only:
Persons in families with

dependent children- .7 .3 .2----------7---
Aged, blind, and disabled- .... .9 .7 .5 .5 .5

Total, State supplementation-. 1. 6 1. 0 .7 .5 .5

Total persons eligible under
Ribicoff amendment No. 559:

Persons in families with
dependent children ---------- 33. 4 39. 4 44. 3 53. 6 65. 0

Aged, blind, and disabled ------- 7.1 7.3 7.5 7.6 7.8

Grand total, Ribicoff
amendment No. 559 ------- 40. 5 46. 7 51. 8 61. 2 72. 8



TABLE 4.-Potential frsal year 1973 co8ts of assistance provisions

Under H.L 1
[In billions of dollars]

Federal State and local I Net cost
toanCurrent law H.R. I Net cost Current law H.R. I Net cost governments

Payments to families ------------------------------- 3. 9
Less savings from public service jobs ....

Subtotal-
Payments to adult categories-

3.9
2.2

Cost of cash assistance ------------------------- 6.1
Federal cost of "hold harmless" provision. -
Food programs ------------------------------------ 2. 4

Cost of maintenance payments ------------------ & 5
Child care .............. 3Training ---------------------------------------- 2

Public service jobs ....- -
s---------------------------------------

n ------------------------------------- .4

25.8
-. 3

5.5
4.1

9.6
1.1
1.0

1.9 3.3 3.1 -0.2
-. 3

1.6
1.9

a151. 1
-1. 4

3.3
1.4

a 1
1.5

L7
--. 3

-. 3
-. 2.1I

.1 2.0

L42.0

4.7 4.6 -. 1 34
-1.1 -1.1......--- --- --- --- --- --- --- -- - L 4

11.7 3.2 4.7 3.5 -1.2 $2.0

.8

.5

.8

.1

1. 1 .4---------Cost of related and support activities. .9 3.3

Total cost of program ------------------------- 9.4
Impact on other programs4- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

15. 0
-. 1

5.6 5.1 a.5 -1.6
-. 1.............................

Grand total 9.4...14.9..5..5 5.1 -&5 -L6

2.4 .4
.4 2.0

4.0
-. 1

------------------------------------------------------------
------------------------------
------------------------------

.4 ---------- -. 4

-. 4 2.0

9.4 it.9 5.5 & 9



TABLE 4.-Potentialfia year 1973 costs of assistance proviions-Continued

Under Ribicoff Amendment 559

Federal State and local t Net cost
to all

Current law H.R. 1 Net cost CurrMnt law H.R. 1 Net cost governments

Payments to families ------- ------------------------ 3.9
Less savings from public service jobs-----------------------

Subtotal- _ ------------------------
Payments to adult categories--------------------

& 9
2.2

Cost of cash assistance ------------------------- 6.1
Federal cost of 30 percent matching and "hoidharmiess"

provision ------------------------------------------
Fod programs ------------------------------------ 4

511. 3
-. 5

10.8
4.1

14.9

.7
GO

7.4
-. 5

6.9
1.9

3.3 1.0 -2.3

a 3
1.4

47

1.0
1.5

5. 1-. 5

4.6
2.0-2.3

.1

2.5 -2.2 6.6

.7 -.7 -.---
-2.4 ---------------------------- --- -2.4

Cost of maintenance payments. - &5 15.6

Child care ----------------------------------
Training ------------------------------------------ .2
Public service jobs ------------------------------------
Supportive services..-----------------------------------
Administration ------------------------------------- .4
Equal employment compliance .........

1.5
1.0
1.2
.1

1. 1
.01

L2
.8
L2
.1
.7
.01

1.2
.8

1.2
.1
.3
.01

.4----------- -. 4
------

Cost of related and support activities--------- .9 4.91 4. 01 .4---------

Total cost of program ------------------------- 9.4
Impact on other programs -------------------------------

20.51 1L 11 5.1 1.8 -3.3
-. 1 -. 1 --------------------------

Grand total ---------------------------- 9.4 20.4 IM 01 5.1 L8 -a3

I Assumes that the States, through supplemental programs, maintain benefit levels
including the value of food stamp bonuses
I IncludMe ol 6 months of payments to families in which both parents are present,

neither Is Incapacitated, and the father is employed. The effective date for this provision
is.an. 1,197M.

& Net benefit increases to recipients.
4 The assistance prograns for Cuban refugees and for American India.
6 Assumes full year efect for working poor.
* Assumes food stamp program is completely cashed out.

7.1 4.7 1.8 -2.9 C4.

-. 4 & 61

7. 81
-. 1

7.71

rr--
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TABLE 5.-Projected potential maintenance payments under H.R. 1,
under current law, and Ribicoff amendment No. 559, fiscal years

1978-77

[In billions of dollars]

Fiscal year
1978 1974 1978 1976 1977

Under current law: 1
Federal share of AFDC
Federal share of aid to aged,

blind, and disabled.
Food stamps -------------------

Total, current Federal pay-
ments.

Non-Federal share of AFDC..--
Non-Federal share of aid to

aged, blind, and disabled .....

Total, current non-Federal
payments.

Under H.R. 1:2
Federal payments to families..---
Federal payments to aged, blind,

and disabled ........
Food stamps..
Federal hold harmless payments

to States -------------------

Total, proposed Federal pay-
ments.

8.5 8.8 9.3 9.6 10.1

3.3 3.

1.4 1.

3.7 3.9

1.5 1.5

4.7 5.0 5.2 5.4

5.5

4.1
1.0

1.1

6.0

4.6
.8

1.0

5.9

5.4
.8

.8

11.7 12.4 12.9 12.7

Non-Federal payments to
families.

Non-Federal payments to
aged, blind, and disabled

Hold harmless payments
received from Federal
Government ----------------

3.1 3.2

1.5 1.2

-1. 1 -1.0

3.2

.9

3.3

.9

-. 8 -. 8

Total proposed non-
Federal payments 3.5 3.4 3.3 3.4

$3. 9

2.2
2.4

$4. 4

2.3
2.6

$4.6

2.3
2.7

$4. 9

2.4
2.8

4.1

1.6

5.7

5.7

5.4
.8

.8

12. 8

3.4

.9

-. 9

3.4
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TABLE 5.-Projecte potenia maintenance payments under H.R. 1,
under current law, and Ribicoff 'amenment No. 559, f"tcai years
1973-77-Continued

[In billions of dollars]

Fial year

197M 1974 1976 197 1977

Under Ribicoff amendment
No. 559:

Federal payments to families ---- 11. 3 16. 2 19. 7 27. 0 36. 2
Federal payments to aged,

blind, and disabled ----------- 4.1 4.6 5.4 5. 4 5.4

Food stamps ------------------ 0 0 0 0 0

Federal hold harmless
payments to States ---------- 7 .5 .2 .1 .1

Total, proposed Federal
payments ---------------- 16. 1 21. 3 25. 3 32. 5 34. 7

Non-Federal payments to,
families -------------------- 1.0 .5 .2 --------- ---

,Non-Federal payments to
aged, blind, and disabled ----- 1.5 1.2 .9 .9 .9

Hold harmless payments
received from Federal
Government -----------------. 7 -. 5 -. 2 -. 1 -. 1

Total proposed non-
Federal payments .........- 1.8 1.2 .9 .8 .8

I Proooted benefit payments to actual recipients.
2 Projected benefit payments If aU eligibles participate.

(The Department subsequently submitted the following additional
material:)
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Di8hution of pajment8 and coverage in 1977 under amendment No. 559 to HIR. 1

[Payments in millions of dollars, coverage in thousands of families]

Families wIth 6 or eMTotals Unre&t Inividua Famile with no chidren :Famffies with children children
T"t family Iome
be alowance Coverage Pyments Coverage Payments Covep Payments Coverage Payments Coverae Payment

Under $500 ......---------- 819.5 2.7 316. 5 0.8 89.6 0.1 313.4 '1.5 13.9 0.1
$500 to $999-- ... 5814 1.6 268.6 .6 66.1 .2 146.6 .7 10.1 .1$1,000 to $1,499 ------ 759.6 2.1 333.1 .7 71.0 .2 255.4 L 2 22.7 .2$1,S0 to $1,999 ------ 732.4 2.2 345.7 .6 94. 8 .2 292.0 1.3 9.4 .1$2,000 to $2,499 ------ 794.7 2.4 300.7 .4 113.8 .2 380.2 1.7 16.0 .1

$2,500 to $2,999 ------ 696.1 2.0 222. 7 .3 126.2 .2 347.3 1.4 26. 9 .2,OOO to $3,499 ------ 715. 4 2.0 196.3 .2 139.6 .2 379.5 1.5 24.5 .2
$35 to $3,999 ------ 674.3 L 9 171.3 .2 96.5 . 1 406.5 1.5 37.7 .2
$4,OOO to $4,499 ------ 63L 3 1.9 128. 0 .1 131.3 .2 372.1 L 5 48.8 .4
$4,W to $4,999 ------. 62. 6 L 7 14L 7 .1 98.3 .1 386.6 1.4 53.5 .4

$5, to $5,999------ 1, 632.8 3. 0 466.5 .2 323.6 .3 842.7 2.4 56.7 .3
$6,000 to $6,999 ------ 1, 479. 0 2.5 184.1 .02 333.5 .2 961.4 2.2 64. 6 ..3$7,OOO to $7,999- - ---- 1, 150.9 2.1 -------------------- 213. 1 . 1 937.8 L 9 64.3 .3
$8,000 to $8,999 ------ 1,106.3 L 8 -------------------- 56.9 .04 1,049.4 1.7 5& 1 .2
$9,000 to $9,999- ----- 873.4 L 6 -------------------- 18. 9 .01 854.5 1.4 66.2 .2

$10,000 to $11,999 .... 1,536.8 2.0 -------------------- 37.3 .03 1, 499. 6 1.9 110.8 .3$12,OOO to $14,999 .... 1,328.2 L 5 --------------------- 18. 1 .02 1, 310. 0 1.4 164.5 .3
$15,000 to $24,999 .... 688. 6 .8 -------------------- 22.3 .02 666.4 .7 117.1 .1
Over $25,000 ---------- 54.4 .2 --------------------- 5.7 .01 48.8 .1 5.6 .01

Total _----------- 16, 88L 0 36.2 3,075.0 4. 22 .2, 057. 0 2.43 11,450.0 27.4 967.0 4.01
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DIscussioN Or "1NvRTr LINE"

The "poverty line" is actually not a line but is a set of lines which vary by such
factors as total family size, family structure, e.g. number of adults, children, fam-
ily composition, e.g. sex and age of family head, number of elderly, and the lo-
cation of the family, e.g. region, farm/nonfarm. The entire poverty structure
changes in the price level.

For convenience of discussion, a single number is generally used to represent
the poverty lines. The early 1960's saw the emergence of the famous $3,000; the
current poverty number is $3,944. By 1977, it Is estimated to be $5,150.

For the purposes of calculating the cost and caseload in 1977 of Senator Ribi-
coff's proposed revision of H.R 1 the $5,150 Is relevant only to a four person (two
adults, two children) urban family. While for a three adult, one child urban
family the poverty "line" is $5,333, and for a ten person (three adults, seven
children) farm family the number is $8,310.

The "breakeven income" level of a welfare reform plan depends upon the size
of three factors: the basic benefit, the earnings disregard, and the benefit re-
duction (tax) rate. Senator tibicoff's bill contains a $720 earnings disregard
and a 60% benefit reduction rate on earned income. The bill defines the basic
benefit for 1977, as 100% of the poverty line which means there is a complex
structure of breakeven incomes, paralleling poverty structure. For the "stand-
ard" four person intact urban family whose poverty line is $5,150 their break-
even income is $9,322. This breakeven income was calculated on such assump-
tions as no unearned income, no child care expenses, irregular, and student
earnings and without the income tax forgiveness provision.

Senator RmicorF. I not only point out that my amendments cer-
tainly are different, we take care of single persons and we also take
care under my proposal married people without children, which is a
large categor of unfortunates in this country that the administra-
tion has neglected and skipped. I don't mind going to the committee
and the floor to make my points and argue for them, but the least
HEW could do would be to be honest with their figures.

The CHAIRMAN. I would like to ask Governor Sargen---Senator
Ribicoff could probably give a better answer-are you aware that this
amendment would make 72 million people eligible to go on the welfare
rolls?
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Senator RmrOn. I wouldn't think so; it comes as a surprise to
me.

Governor SARGENT. Mr. Chairman, I haven't even seen the tabla
to which the Senator referred and I really couldn't comment on it
at the moment.

The CHA MAN. Well, Governor, if you really thoughtyou were
going to have one-third of the population of the entire Nation on
welfare, would you be advocating going quite that strongly for your
proposition?

Governor SARGENT. No; I mean, again I would like to make one
point that apparently I have not made clear and that is, the main
thrust of the proposal that we have presented to you is in relation to
work incentives. Now, if by work incentives that means increasing the
number of persons on welfare, that is one way of talking about it.
My feeling is that we have got to have people continuing to want to
work.

Mr. MoscovrrcH. Sir, may I just add a word?
I have not seen those figms either and I don't know how high the

figures would be. Most of the people added to the rolls that Senator
Ribicoff and the Governor had supported would be people who would
be getting $500 or $1,000 in addition to their earnings; they would
note dependent on welfare and wouldn'tbe dependent on it. It would
be a modest supplement to their earnings, something to assure they
would be better off working and keep their family together than leave
their family and have their family completely on welfare which is
the option they have now.

Senator RIBIcoFF. I think for the record, my staff informs me that
in July, the figures when my amendments were put in, HEW's figures
to my staff were 30 million; now they say 10 million. I don't now
who is in charge of statistics in HEW today but it seems inconceivable
that between July and January it would jump from 30 million to 40
million. I think this is one of the troubles this committee has had con-
stantly with all its programs and all its statistics. We act on one set
of statistics and find wien we get down to it that we are faced with
another' set of statistics. I think this has been a continuous problem
in this committee.

Senator BENNmr. May I ask the Senator a question?
Have you modified your amendments since July?
Senator Rmiconr. There were some modifications but my staff says

they were not based on this.
Senator BBENNT'r. They may not have been based on it but produced

this effect.
Senator Rwcorr. We will check it through my staff.
The JHAMMAN. Well, sometimes some of these things happen in-

advertently. I recall when Senator Prouty had his amendment out
there, I referred to it as the Prouty shoot-the-moon amendment. He
wanted to take aged people not drawing any other pensions from the
Government, and make them eligible for pensions from this govern-
ment. I think I said the costs ran upward of $1 trillion and he had failed
to require that they be American citizens. He would have made Nikita
Krushchev and M[ o Tse-tung and everybody around the world eligible
for his pension. So sometimes it is inadvertent that one includes some-
thing he didnt have in mind doing.
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Thank you very much.
Senator NXnso . Mr. Chairman, I would just like to comment on

this point. The point of the matter is that most of the working poor
will be earning 0 percent, 75 percent, 90 percent, 95 percent of their
income, so they are ending up with some benefit which we call welfare;
so everybody says they are on welfare when the fact is they are earning
a substantial percentage of the cost of living. J 9

Now, I think we ought to be using these terms correctly. We don't
say when some rich man makes an investment and a capital gain occurs
and then we tux him at 50 percent so he doesn% pay more than 25
percent tax level-we don't say that we have given him a welfare
payment. .

Soif you relieve somebody at a certain level for not paying social
security taxes that becomes a welfare payment, but we don% call tax
benefits welfare because it is a nice profit-making system.

Now we had 112 people in this country in 1970 making $200,000 or
more without paying any tax; are they on welfare? I think they are
as much on welfare as the fellow who is earning most of his income and
we are helping him with a benefit one way or another of 5 percent. So
we get hung up here witheemantics.

We talk about 75 million people on welfare; then we ought to throw
in all the beneficiaries of the tax system who are getting benefits back
from all the poor people who are paying their taxes.

The CHARmZAN. Senator, it is all a question of the point of view as
to who is hung up. .

Senator Nrsow. That is what I was saying.
The CHAIRMAN. It would seem to me if you pursue your argument

to its logical conclusion, if we vote to put a tax on gamblers, which
doesn't apply to anybody except gamblers, then every y except the
gamblers are therefore on the welf are, and that Just doesn't necessarily
add up at all to me. We can tax anybody we want to tax. That is one
thing I discovered being on this committee; we have the power to tax
anybody, whether it is right or wrong, but we had better be careful
about it if we hope to stay in office.

Thank you very much Governor.
Governor SARGENT. TIhank you, Mr. Chairman.
(Prepared statements of Governor Sargent and Mr. Moscovitch

follow. A subsequent letter with attachments of Governor Sargent to
the Committee appears following the prepared statements. Hearing
continues on p. 1027.)

ADDITIONAL TESTIMONY BY Gov. FUANOIs SARGENT

Because the present welfare system is a failure, everyone agrees that reform
is needed. To understand what kind of reform i needed, however, we must have
an understanding of why the present system is failing. Although the system has
many defects-a crushing financial burden on the states, inadequate standards of
ltving for many recipient-its fundamental defect i that it offers assistance to
families which break-up, but denies help to a man with a low-wage Job who
chooses to keep working end to keep his family together.

This deocri~mination against working, in-tact families has played a significant
role in the break-up'of millions of American families. Omy seven years ago, -there
were one million families on APD I-all but a handful beaded by a women.
Today, the number of such families is approaching 8 million. In the 12 years since
1959, the percentage of poor people living in female-headed families has risen
from 28 peroemt to 44 percent
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Not only does our pwesent yotem contribute to the break-up of families, it causes
bitter--and justified-resentment on the part of those who have low Incomes
but work to keep their families together. A man with a $2.00 an hour Job earns
$4,000 a year-and receives to help from the government in paying to support
his family. Yet the woman around the corner, whose husband left her, may be
getting $4,000 a year in welfare-plus medicaid.

By making it financially attractive for men to desert their families, the present
system encourages welfare dependency and penalizes millions of low-income

faknilies who choose to make it on their own.* We must replace this system with one which assures that a man i always
better off if he works than if he doesn't work. In the welfare reform proposal I
originally presented to the Governor's Conference last September, this was done
by guaranteeing a $3,000 annual payment to a family of four whose head met a
work tept, and then reducing this payment by 50 cents for every dollar of earnings.
Under H.R. 1, the benefit-reduotion rate--the ratio between the decrease In
benefits and the increase In earnigs--is 7 percent.

A second fundamental flaw in the present wilfawe system is the huge
discrepancy in state welfare payment levels. In some states, payments are so low
that children are suffering from hunger and from malnutrition, and often can't
go to school for lack of a pair of shoea On the other hand, states which have
provided a more generous level of support have, over the years, attracted
thousands of poor families, many of whom are now on welfare. These states are
suffering the staggering financial burden of caring not only for their own poor,
but for the poor of low-welfare states as well.

Because H.R. 1 extends assistance to the working poor, and because it sets a
national floor for welfare payments, it addresses both of the main flaws of the
present system. A is a useful step in the right direction, and I support it. However,
It can be Improved In three important ways: it offers Inadequate work incentives,
its payment levels are too low, and it does not provide sufficient fiscal relief.

Under H.3L 1, a family head can earn $720 per year with no reduction in
federal income payment As his earnings rise above this, his federal payments
axe reduced by 67 cents for every dollar he earns. Since he must also pay Social
Security taxel of 5 cent, a worker in effect "keeps" only 28 cents of every extra
dollar in earnings. What with car fare, lunch money, and the time involved, many
workers may simply not find it worthwhile to work for 28 cents on the dollar,
and may choose to limit themselves to $720 in amual earnings. By requiring
people to work, but not making It financially attractive, H.R. I Invites administra.
tive chaos.

The effect of the H.R. 1 benefit.reduction formula is illustrated in the first of the
three charts attached to this testimony. The chart shows that a family head
with earnings of $1,000 will receive a $2,218 federal benefit payment under H.R. 1.
Since he will also pay $54 in Social Security taxes, his total cash income will be
$8,150. If he increases his annual earnings to $2,000, his federal payment will
drop to $1,547 and his social security taxes will rise to $108, leaving him with cash
income of $8,489. Thus, as the table shows, a $1,000 increase in earnings leads to
a $666 reduction in federal benefit payments, and a $54 Increase In social security
taxes, leaving the worker with a net increase in income of $280 out of his $1,000
of increased earnings.

The amendment Senator Ribicoff lnd I have prepared contains a benefit-reduc-
tion rate of 60%, as opposed to the 67% figure in H.R. 1. In addition, our proposal
applies this 00% benefit-reduction to wages net of social security taxes. As the
table illustrates, our bill would enable a worker to Increase his total Income by
$379 for every $1,000 of earnings-a substantial improvement over the $280 under
H. 1.

In my original presentation to the Governors' Conference last fall, I suggested a
straight benefit-reduction rate of 50%. As the table suggests, such a program al-
lows a worker to keep $446 out of each $1,000 of increased earnings. Although I
am fully committed to the Ribicoff-Sargent proposal at this time, I would hope
that any welfare reform which is adopted would evolve toward a more generous
work incentive.

Because the cost estimates normally used In comparing alternative reform pro-
posals assume that these proposals will not affect work effort, the programs with
a high benefit-reduction rate appear to be less expensive than programs with low
benefitreduction rates. But high benefit-reduction rates will surely encourage
people to reduce their hours of work, and thereby Increase their federal income
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payments. In this way, such high rates will encourage rather than discourage wel-
fare dependency, and will be more expensive in the long run.

The problem of work incentives is even more serious than the discussion so far
suggests. Given the changes in medicaid proposed in HMR. 1, those with large
medical expenses would be expected to use 83. of every dollar of earnings to cover
those expenses-so that for each dollar of earnings, 670 would go to benefit reduc-
tion, 884 to medicaid deductible payments, and 5# to Social Security taxes. Thus,
as my table on work incentives illustrates, a family actually becomes worse off
as it increases its earnings. Similarly, state and federal income taxes, public
housing rents, day-care payments, and now housing assistance payments are
income-conditioned benefits which would combine with the 67% benefit-reduction
rate of H.R. 1 to destroy all incentives to work. These problems are alleviated by
the lower benefit-reduction rate In the Ribicoff-Sargent bill, and by the fact that
our proposal provides federal income-tax forgiveness for those who receive fed-
eral Income payments.

Although H.R. 1 provides a $2,400 national welfare payment floor, this is prob-
ably inadequate in light of the cost of living in most of the country. The $3,000
figure included in the Ribicoff proposals is a more realistic one. This higher pay-
ment provides increased fiscal relief to the high-welfare states; in low-welfare
states, it provided increased purchasing power to the poor, increased sales reve-
nues to local businesses, and increased sales tax collections for hard-pressed state
treasuries.

The final difficulty with H.R. 1 is that it does not provide sufficient fiscal relief
for the states. To be sure, it makes a very important contribution by protecting
states from future cost increases. But we need a reduction of our staggering wel-
fare burden. States such as mine are trying to live up to our responsibilities in
the areas of education, prison reform, environmental protection, and property tax
relief. But we are unable to do so because we have been forced to bear welfare
costs for what is essentially a national, not a state problem.

My second table contains a state-by-state illustration of the potential fiscal
relief offered by the Ribicoff-Sargent approach. The table shows that the states
as a whole would spend $0.1 billion of their own money on welfare in fiscal 1978
in the absence of reform. Under H.R. 1, they would spend $4.5 billion. With the
$3,000 payment level envisioned in our proposal, total cost of supplementary pay-
ments necessary to keep those presently eligible for welfare at current support
levels would be $2.9 billion-$1.4 billion for families and $1.5 billion for adults. If
the federal government bore 30% of such expenses, the burden on the states
would be $2.1 billion-$2.4 billion less than under H.R. 1. We would hope that at
the earliest possible date, the Federal government would assume 50% of the costs
of state supplements. This would provide an additional $.6 billion in relief to the
states.

As the table suggests, slightly over half of the state supplementary payments
necessary under the Ribicoff-Sargent proposals are for payments to adults. Thus,
it is vitally Important that the 30% or 50% federal participation in these pay-
ments apply to adults as well as to families.

A glance at the figures for individual states given in the table shows that our
proposal would relieve 16 states of any welfare burdens. The figures also show
substantial reduction in expenditures for other states. Thus, California would
spend $600 million less under our plan thani under H.R. 1, Illinois would have
additional savings of $158 million, and New York would receive $426 million of
additional fiscal relief.

There has been considerable discussion as to what level of government might
best administer a welfare system. In our mobile society, there are two tasks
which are practically impossible for the states-keeping track of recipients' earn-
ings, and keeping track of recipients who might apply for benefits in more than
one state, or apply for benefits in one state and work in another. As benefits are
extended to the working poor, keeping track of recipients earnings becomes more
important than ever. Because the Federal government, with its social security
and income tax data, can perform these tasks, It can administer a reformed
welfare system more fairly and more effeciently than the states could hope to do.

Let me close with a word on how much the Ribicoff-Sargent plan will cost. A
detailed break-down of the costs of this plan, as well as my originKfovernors'
Conference proposal, appears in the third table. The table shows that the Ribi-
coff-Sargent plan wIl cost $18.8 billion-$6.5 billion more than H.R. 1, and $10
billion more than the present system. (These figures refer only to income pai-
ments, not to training programs, job creation, or social services). ,



When federal payments are increased to $8,000 from $2,400, the money goes to
one of three destinations. In low-welfare states, the Increased payments raise
the income levels of those now on assistance--some of. the poorest people In the
country. In high-payment states, the increased federal payments reduce the need
for state supplementation, and thus provide increased fiscal relief for state
treasuries. And In all states, the increased Federal payment level means higher
payments to the working poor-people not now receiving any Federal assistance.

Our plan would cost $0.5 billion more than H.R. 1. Of this, $2.4 billion goes to
provide higher payments to those now on welfare in states with low payment
levels, and $3.4 billion goes to provide higher payments to those now on welfare
in states with low payment levels, and $3.4 billion goes to provide increased In-
come for the working poor. Thus, our bill is mainly to help the working poor and
to provide fiscal relief for the states.

Work Incentives Under
Alternative Welfare Reform Plans

Federal, Social
larni-As Payment Security Taxes

H.R. 1:
(No edical Dille)

*fference between
$1,000 and $2,000
of earnings:

0
1,000
2,000
4,000

1,000

$2,400
2,213
1,547

213

-666

0
54

108
216

Cash Income

$2,400
3,159
3,439
3,997

Riblcoff-Sargent: $ 0 $3,000 $ 0 $3,000
1,000 2,864 54 3,810
2,000 2,297 108 4,189
4,000 1,162 216 4,946

Difference between 1,000 -567 +54 379
$1,000 and 82,000
of earnings:

Sargent * 0 $3,000 0 $3,000
1,000 2,500 54 3,446
2,000 2,000 108 3,892
4,000 1,000 216 4,784

Difference between 1,000 -500 +54 446
$1,000 and $2,000
of earnings:

5.L. 1 -
Family Illness:

Difference between
$1,000 and $2,000
of utuinp:

Wrnings

0
1,000
2,000
4,000

Federal
Payment

$2,400
2,213
1,547

213

Security
Taxes

0
54

108
216

Medicaid * Cash
Deductible0 Income

0
93

427
1,09)

1,000 -6 +4 334

$3,000
3,066
f,012
2,904

-54

* The income level at which the iedicald deductible takes effect varies by state.
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FISCAL RELIEF UNDER TI RIBICOFF-SARGENT PLAN-
STATE SPENDING UNDER ALTERNATIVE WELFARE PLANS

IV- 0 81 biats Bpandiaure

IWhen podeosl Shie or

.. ... . .I i l l UO I m A L l

ZWelam Syams House m FimmIk Adults Toul 1130% so%

TOTAL. , 64.50 JJ1g55.9 1=I £3J2L LAMh

Alsbanm 43 50 0 50 50 7 1
Alaska 5) 10 6 16 33 55 11
Amsons 33 13 0 0 0 0 0
Arkans 20 * 0 0 0 0 0
Caliroml 1,314 5,049 i9 495 14 409 393

Colorado S5 41 1 12 20 14 50
coamnew les 93 71 40 26 76 3 )3
Dlaware 31 29 0 5 0 0 0
D.C, 4? 34 7 9 1561 11
Florida 191 3S 0 0 0 0 0
(5Orl1 9 0 0 0 0 0
l5ewam 30 3 6 I 1 S 4

Idaho 1 6 3 4 6 '4 3
lllnoa 335 33 109 137 16 165 111
Indiana 31 27 0 6 6 4 3

low$ S4 37 9 0 9 6 S
Kanm 48 34 9 0 9 6 S
Kentucky 36 24 0 0 0 0 0
Louiliatn 77 Ii 0 4 4 3 2
MAIne 1i 17 0 0 0 0 0

Mauyland lI 39 0 0 0 0 0
Maschulltt 234 23)9 91 14 20S 14) 102
Michigan 399. 253 63 64 141 ",|0$ 74
Minesots a4 73 30 31 61 42 30
Milsisippi 24 0 0 0 0 0 0

Mit sr 77 6S 0 37 37 36 59
Mont11 7 4 1 0 1 5 I 1
Nbeluka Is 13 0 51 51 7 S
Nevada 4 3 0 6 6 4 3
Now lisnpuhin 16 13 7 13 20 14 50

New erley 356 306 571 66 241 56t 120
New Mexico 17 9 0 0 0 0 0
New York 1,091 909 453 37 69 41) 345
North CatOthn 44 52 0 0 0 0 0
North Dakota 6 S 2 4 6 4 3

Ohio 191 I34 3 6 9 6 4
Okihoen S6 5? 0 3 1 3 2
Otesoat 44 21 7 0 0 S 4
PINntyivanhA 469 411 204 97 305 250 ISO
Rhode Idand 3? 30 9 9 is 53 9

South CArIOU" 26 13 0 0 0 0 0
South Dakota 6 6 6 I2 1 6
Tennote 44 50 0 0 0 0 0
Teaxs 1041 5 0 0 0 0 0
Utah 53 9 I 0 I 1 1

Vermont 3 7 1 3 5) 9 7
Virilusao 53 4) 3 31 I t 31
W9ttles t3 3 44 33 t? S4 39
w"t V25'0* 21 3 0 0 0 0 0
VIconaW 7l 31 4 0 4 1 2
wyofndl 4 3 5 I I
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COST OF LTERNATIVE PLANS

Ribicoff-Sargent ent

Allowance $3,000 $3,000

Benefit Reduction

Rate 60X 50X

$720. Exclusion yes no

Payments to Families "11.3 10.8

Savings - Job Creation -.3 -.3

Payments td Adults 4.1 4.1

Social Security
Exemption .5

Tax Forgiveness 1.0 1.0

Payments to the
Childless 1.3 1.3

Federal Payments to
the States .9 1.5

Total Federal Cost 18.8 18.4

Less H.P. 1 Co1t3 -.1293

Increase over H.R.l 6.5 6.1

H.R. 1 State Spending 4.5 4.5

State Sgendina 2.1 1.5

Savings to States
over HR. 1 2.4 3.0
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INCREASINo STATE FISCAL Rz"tzr--WuRovot WELFARE RE'oRM

(By lMdivard Moscovitch, Economist, Federal Reservu Bank of 'Boston,
July, 1071)

INTRODUOTION: A PROPOSAL TO IMPROVE THE WELFARE REFORM DILL

Our present welfare system is a failure, satisfying neither the taxpayers who
support it, tile government officials who administer it, nor tile recipients who
benefit from it. The welfare reform bill passed by the House of Representatives
and endorsed by the President goes a long way toward improving that system,
Its $2,400 minimum payment-more than twice that in seven Southern states--
will help many of the poorest people In America. For the first time, hundreds of
thousands of poor families headed by a man working full-time at low wages will
receive Federal payments to supplement his earnings. Thus, the bill ends the
current system in which the family of such a man might be better off if he were
to make them eligible for welfare by quitting his Job or by disappearing, The bill
would reduce the administrative burden on the states and increase the fairness
and efficiency of the system by having a uniform, nation-wide Federal adminis-
tration both of Federal income supplement payments and of any supplementa-
tion to those payments provided by the states.

While the House bill would limit any increase in current welfare expenditures
by the states, it would provide no reduction from current expenditure levels for
over half the states, including those industrialised states now suffering from
enormous welfare expenditures, Hard-pressed state and local governments, and
hard-pressed property tax payers, who had hoped for relief from welfare reform,
will be disa)pointe.

The failuieOfr tlef1 l-upprovide fiscal relief comes about because the $2,400
basic Federal payment is much less than tile support level already provided in
many states, To prevent a reduction In the income of those now on welfare, these
states would have to supplement any Federal payment. Given the share of
welfare expenditures now borne by the Federal government, the costs of these
supplements would not be less.thantha-diustrializedstates are now spending
on welfare.

The Congress can strengthen the welfare reform bill substantially b adopting
the modification proposed here-raising the basic allowance from $2,400 to $8,000,
and reducing the benefit reduction rate from 67% to 50%. By raising the basic
allowance, Congress would greatly increase the fiscal relief to the states, greatly
reduce the need for state supplementation, simplify the administration of the
program, and increase the cash income of the poor. By reducing the benefit
reduction rate, Congress can strengthen the work incentive and avoid the risk
that an Inadequate work incentive might undermine the whole income supple-
ment program.

The income supplement payments included in the House bill would cost $8.8
billion if fully implemented in fiscal year 1978. Together, the changes proposed

'here would raise the costs of the present bill by $6.4 billion. Of this, $8.8 billion
would go to increased fiscal relief for the states, and $2.0 billion to increased
payments to-the poor.

HOW THlE HOUsE BILL IMPROVES PRESENT WELFAIRI

The House Bill establishes a basic Federal income guarantee for all families
with children. For a family of four, with no earnings, this income floor will be
$2,400. This represents a higher payment level than that currently provided by
more than half the states. Because the bill also provides -that those eligible for
th 4 new Federal income payments will receive Food Stamps,' the increase in
benefits, if any, for recipients now receiving food stamps will be somewhat
smaller. Nonetheless, in five states, all in the South, the $2,400 payment exceeds
the coinbined value of Food -Stamps and present welfare payments, and fewer
than half the welfare recipients nationally, (fewer than 40% in the South) are
now receiving Food Stamp benefits. Thus, some of the very poorest people in the
country will receive substantially higher incomes as a result of this bill. Welfare
recipients in Mississippi will receive four times as much as they now do; in
six other Southern states nowwIVnlng lea than $1200 pa year, recipients will

1 The opinions expressed In this article are those of the author and do not neessarily
reflect th4eviews of the Federal Reserve Bank of Boston.
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have their incomes more than doubled. By increasing payment levels in the
poorest states, and by extending assistance to men with .low earnings, the House
bill assures that no family will ever lack the resources to feed its children.
In this way, the bill has the potential to virtually abolish hunger in America.

By reducing the discrepancy between payment levels in the North and the
South, the 'bill would reduce the incentive to migrate to the states with more
generous welfare levels, and alleviate the fears of taxpayers In the industrialized
states who feel that generous support levels in their states are attracting
additional recipients.

The now Federal payments will be administered directly by the United States
government. The uniform national determination of eligibility and the proposed
simplification of eligibility determination should make the system fairer and
more acceptable to its beneficiaries Federal administration of these new payments
will remove control of welfare funds from a bureaucracy which, in parts of the
South has on occasion used the leverage given it by these funds for political
intimidation of recipients.

The House bill goes a long way toward relieving the states of the administra.
tive burdens of welfare 'by providing that the Federal agency which administers
the Federal payment system will also administer any state supplements. In this
way, recipients will receive a single cheek, and need deal with only one agency.
And the states will be relieved of the responsibility to determine eligibility,
to avoid fraud, and to account for funds-in short, they will be relieved of
many of the problems which have made welfare such a headache for them.

The soaring costs of welfare have cut into the ability of the states and cities
to provide badly needed educational and local services, and have pushed up
regressive property and sales taxes to intolerable levels. To protect the states
against further increases in their welfare expenditure, tse Ways and Means
Committee bill provides that if state supplements cost more than a state spent
in 1071, the Federal government will make up ,the difference. The industrialized
states, however, cannot look forward to significant reductions in the staggering
amounts they now spend on welfare. The $8,000, (50% plan presented here will
substantially increase the amount of fiscal relief for these states.

In over half the states, families headed by men are ineligible for AFDO welfare
payments, so that men cannot obtain assistance for their families unless they
desert- them. Even the states which do make such assistance available have
rather strict eligibility requirements which have limited the number of men
who actually receive assistance.

It is not uncommon, then, for a man to lind that the only way he can get
assistance for his family ts to disappear, or to appear to do so This is one of
the most widely criticized features of our present welfare system. The federal
payments to families in the House bill will be available to all families with
Incomes low enough to qualify, whether those families are headed by men or
women. Thus, it will not be necessary to break up a family to obtain assistance,
and the present discrimination against low income families headed by men will
be eliminated from the Federal payments. Although such discrimination will
continue under the state supplement programs, it would be reduced substan.
tally by the 8,000, 509 plan proposed here.

In states which do make federally assisted welfare payments available to
families headed by a man, the man must be unemployed to qualify for bene.
fits. If the state offers generous benefits, and if his job doesn't pay well, the man
may find himself better off if he Is on welfare than If he works. Similarly, in
all states, a man with a very low paying Job may find his family better off if
he deserts them and allows them to collect welfare.

This situation can only be corrected if the present prohibition against giving
assistance to families headed by an employed man Is ended. Such a change is
one of the central features of the House bill. By making employed men with
low earnings eligible for assistance, and allowing them to supplement their
earnings with assistance payments, the House bill can be said to end the present
welfare system, in which payments are mainly a substitute for earnings, and
to have created a new program of income supplements. To emphasize this dif.

- ference, these payments will hereafter be referred to as Income supplement pay.
ments,'not welfare payments

Because this change Is so important, it might be useful to review briefly how the
so-called work incentive feature of the new bill allows the working poor to supple-
ment their incomes, and how it assures that a man is never worse off as a result
of an Increase in his earnings.
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WORK INCENTIVES AND BENEFIT REDUCTION RATES

Under a program of income'supplements, a basic payment level, or basic al-
lowance, is established for those with no earnings. This level is $2,400 per year
for a family of four under the House bill. If the family head gets a Job, this
payment is reduced by some percentage of his earnings, But this reduction in
benefits is always less than the increase in earnings, so the family head is always
better off if lie works than if lie doesn't work. The relationship between the
decrease in benefits and the increase In earnings is called either the benefit-
reduction rate, or the offsetting tax rate.

Under the House bill, there is no benefit-reduction applied to the first $720
per year in earnings. For every $8 in earnings above this level, benefits are
reduced by $2. A family with earnings of $720, then, has a disposable income of
$2,400 plus $720, or $8,120. If earnings rise by $800, to $1,020, benefits fall by $200,
to $2,200. Disposable income rises by $100, to $8,220. As a result of a $800 in-
crease in earnings, the family is $100 better off. With a benefit reduction rate of
07%, the family in effect "keeps" one third of its earnings, The government, in
effect, "takes" two thirds of the family's earnings,

A common misconception arises in discussion of an income supplement pro.
gram. "With the working poor eligible for benefits," people say, "many men who
now work at low wages will be better off on welfare--particularly if the basic
payment level is set very high," An example will show that this is not the
case. If a man finds work at wages as low as $1.20 an hour, his annual earnings
will be $2,400 if lie works full time. This is 1,680 above the $720 exclusion in
the House bill, so his benefit would be reduced by % of $1080, or $1120. If the
basic allowance were $2,400, this would leave a net benefit payment of $1280.
This combines with his earnings of $2,400 to produce a disposable income of
$8,680.

If the basic payment level were $8,600, and the benefit-reduction rates were
unchanged, his basic payment would still be reduced by $1120, leaving in this
case a net payment of $2,480, and a disposable income of $4,880. As long as the
benefit reduction rate is less than 100%, a man always has a higher disposable
income as a result of his work. A decision to quit work will always mean a
lower cash income. Whether a man's disposable Income is enough higher as a
result of work to induce him to take a job is a question we will return to shortly,

The operation of the work incentive allows a family with low earnings to
receive a supplement payment. As earnings rise, however, a point is eventually
reached at which the family Is no longer eligible to receive supplement payments.
This is the break-even level. Under the committee bill, this level is $4,820. Every
family with earnings below the break-even level is eligible for benefit payments;
families above are not. As the break-even level rises, the number of families
eligible also rises, as does program cost.

Because all families under the break-even level receive 'benefits, and because
the break-even level is always somewhat above the basic allowance, income
supplement programs will necessarily include far more people than do present
welfare programs. Left unchanged, current programs wpuld include some 18
million beneficiaries in January 1978; the income supplement plan now before
the Congress would include 26 million people. Because there are millions of
peol.le now living, in families with incomes in the $4,000 to $6,000 range, the
$8,0M, 50% plan, with its $0,000 break-even level, would include 42 million
people, In order to increase the payments going to those with no earnings, then,
it is noessary to greatly increase the number of people eligible for benefits.

ARE CURRENTLY PROPOSED WORK INCENTIVES ADEQUATE?

The beneft reduction rate included in the House bill is 67%. Earnings of
program beno.ficlarles are also subject to a Social Security tax of 5%. In all, then,
the earnings of program beneficiaries face an effective tax rate of 72% on income
in excess of $.720 per year. Workers will 'keep" only 28# out of every dollar
earned. A man \vith a job paying $2 ap hour will, in effect, be working for 5W
an hour. To be su-e, the worker will have a higher disposable income than if he
does not work, but 584 an hour may not be enough to induce him to seek steady
employment.

Current welfare rqulations allow-women on welfare (but not men) to keep
one third of their ea "nings--the same benefit reduction rate contained in the
House bill. This high tffsetting tax has been criticized as not offering current
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recipients enough incentive to work-indeed, improvement of work incentives
is one of the main arguments advanced in favor of welfare reform. Instead of
reducing this high rate, however, the House 'bill proposes to apply it not only
to mothers of small children (many of whom are not expected to work in any
case), but to fully employed men as well.

To be sure, there is a work requirement included in the bill; if a man refuses
work offered him, his benefits will be reduced by $800. To satisfy the work
requirement and take advantage of the $720 exclusion, then,_a man will be
tempted to find part.time work paying just about $720 per year and requiring
only a few hours a week. Such work may not in fact satisfy this requirement,
but enforcing the requirement will require a huge investigative staff. To avoid
the high offsetting tax rates, employers and employees might be tempted to
devise ways of giving payment in kind, Indeed, employees and employers have
shown considerable ingenuity in the past in devising ways to avoid the high
marginal tax rates included in the personal income tax system.

By requiring recipients to work, but making work financially unattractive, the
House bill risks administrative chaos, And since the cost estimates on which the
plan is based assume no reduction in work effort, any such reduction which did
occur would send costs soaring above original estimates. Such soaring costs and
administrative chaos might discredit the whole nation of an income supplementr ogram. This would be unfortunate, for these results are not inherent in the
dea of income supplements, but come rather from too high an offsetting tax rate.

If the benefit reduction rate were reduced, these risks would be substantially
lessened. And acceptance of the system would be increased as workers found
that they could retain a megningful share of their earnings. For these reason,
a decrease in the benefit reduction rate to 50% is central &o the amendment
offered later in the paper.

EVIDENCE ON woax INCE14TIVS

There is little direct evidence available upon which to evaluate the likelihood
of substantial reductions in work effort, and the evidence available is mixed.
The New Jersey negative income tax experiment has been set up to test the
work responses of recipients facing benefit-reduction rates ranging from 80% to
70%. Although the experiment is too young to draw firm conclusions, preliminary
results have apparently convinced Administration officials that people will con.
tinue to work even when faced with a 70% benefit reduction rate.

Under the Social Security program, retired persons under 72 years of age
may earn up to $1680 per year with no reduction in benefits, Benefits are reduced
by $1 for every $2 of earnings above $1680 but below $2880; above $2880 benefits
are reduced $1 for every $1 earned, Thus, the program offers some experience
with offsetting tax rates of 50% and 100%. In many ways of course, Social Secu-
rity recipients are different than potential beneficiaries oi an income supplement
program-they have pensions and savings to draw on, and they are unlikely to
have children to support. Indeed, over half of them choose not to work at all.
For all these differences, however, the responses of those who do choose to work
to 50% and 100% benefit reduction rates are worth noting,

Over half the Social Security recipients who do work have earnings low
enough that they have no reduction in 'benefits, and a substantial clustering
occurs Just below the level where the 50% reduction rate becomes effective. In
1980, when the income level at which 50% benefit reduction began was raised,
the cluster moved up with it.' And recipients over 72, who may earn as much as
they wish without reduction of benefits, show no clustering at the 50% income
level. Thus, it seems clear that Social Mecurity recipients can regulate income,
and do so to avoid 50% effective tax rates.

The argument underlying income supplement programs is that people will
work even when faced with rates of 50% or more. If this is so, we would expect
to find another cluster of social security recipients at about $2880--the income
level at which 100% taxation becomes effective, Interestingly enough, no such
cluster occurs. Thus, those whose earnings exceed $1680 presumably work either
because they enjoy work, regardless of the benefit reduction rate, or because
their earnings are so high that they far exceed any benefits available under
Social Security.

ts 1966 Ptlrem.ent Test Chang" on th, Earn.n of Workers Aed
61-T2 'by.Kenneth Sender; near Statistics Note; 197Wz Noteno,; Social SecurityAdmnfmd~ton,~
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If younger people are at all like Social Security recipients, then, we should be
a bit uneasy about imposing a benefit reduction rate even of 50%, let atong one
to high as 72%.

Defenders of high benefit reduction rates often point to the high marginal tax
ates in the personal income tax system, and note that doctors, lawyers, and
:orporate vice-presidents continue to work even when their income is taxed at

10%. But these are men with challenging and interesting jobs, Whether a man
at a car wash, who has no chance of promotion and has little opportunity for
learning at his Job, will continue to work with a 70% benefit reduction rate is
quite another matter,

WORK INCENTIVES AND PERSONAL INCOME TAXES

When the tax reform bill of 1969 becomes fully effective in 1978, a family of
four will pay no personal income taxes on the first $4,000 of its annual income,
It will pay a tax of 14% or more on income above $4,000. If an Income supplement
program with an offsetting tax rate of 67% were passed, a family eligible for
supplements which increased its earnings from $4,000 to $4,100 would have its
benefit reduced by $07. In addition it would have to pay personal income taxes
of $14 and Social Security taxes of $5 on that extra $100. Thus. It would "keep"
only $14, and face a staggering effective tax rate of 80%. Te House bill makes
no provision for dealing with this problem. In states where no supplement is
offered, the break-even level is $4820, and there will be no serious problem. But
in some states, the break-even level for women receiving supplements will be
over $0,000, and lack of an income tax forgiveness will mean very high effective
tax rates on income between $4,000 and the break-even level. Provision for an
income tax forgiveness is included in the $8,000, J50% plan offered here, which
has a break-even level well above $4,000 not only for families receiving state
supplements, but for all families.

THE STATE SUPPLEMENT TANGLE

Half of the states now pay welfare families $2,400 a year or more, and in all
but five states, some families receive a combined income from Food Stamps and
'elfare which exceeds $2,400. If the House bill is enacted, many families now

oa welfare will face a substantial reduction in income unless some provision
is made to supplement their basic federal payment. In discussion of this prob.
lem, it has commonly been assumed that the states involved would choose to
make such supplements and that they would absorb some or all of the expense
involved. There is, however, no legal requirement that they do so. Such supple.
mentation would preserve many of the inequities of the present welfare system,
and would impose a considerable financial and decision-making burden on the
states. An increase in the basic Federal payment level, therefore, would not
only mean substantial fiscal relief to the states Involved, but also would greatly

- simplify the fairness and administrative simplicity of any new system. To see
why this is so, it is worth exploring in some detail how state supplementation
would be carried out under the proposal now before the Congress, and how
much such supplementation would cost the states.

HOW STATE SUPPLEMENTS WOULD BE ADMrXISTERED

To allow recipients to deal with only one agency and to simplify the adminis.
trative burden facing the states, the House bill provides that the Federal Govern.
m nt will administer state supplements If the states meet certain conditions.
PExceut for the so-called "hold harmless" provision, discussed below, the Federal
government will not pay any of the payment costs of this supplementation,
although it will absorb administrative expenses. Thus, all the state needs to do
is establish a payment level (at or below the present level plus tme value of Food
Stamps) and make quarterly payments to the Federal government.

The Federal government will, however, administer state supplements only to
those in categories eligible for Federal payments-familie with children, the
aged, and the disabled. Since many of the people now on state General Assist-
ance rolls are childless, this means that the states must continue not only to
finance General Assistance,"but to administer it as well. For this reason, exten-
sio of the income supplement system to all persons with low incomes, included
in the $8,000, S0% plan presented later, would greatly simplify the administrative
burden of the state, allowing them essentially to close down their welfare
departments.
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COSTS OP SUPPLEUMNTATXON

The costs to the state of supplementing each family, and its savings (if any)
as against current expenditure levels, depend on the support the state currently
receives from the Federal government, and the basic allowance provided under
a new income supplement program. For states with high welfare payment
levels, the Federal government pays half the costs. Thus, a state now paying
$8,800 to an AFDC family must pay $1,000 from its own funds, Under theHouse lill, the Federal government will provide a basic allowance of $2,400,
but provide no financial support for state supplements. The state would then
have to pay $1,400, realizing a savings of $500. With a $8,000 federal basic
allowance, the state would need to pay only $800, Increasing its savings as
against current levels to $1,000.

A state now paying $2,000, on the other hand, would be able to eliminate all
state expenditure if a $2,400 federal program were established, 'Such a state
would receive no direct fiscal benefit from an increase in the basic allowance
to $8,000, although Its poor people would receive substantially more disposable
income, and its sales tax receipts would rise accordingly.

These examples show that With the relatively low $2,400 basic allowance,
the states which benefit most in relation to current expenditure levels are those
with the lowest support levels, They also show that fill fiscal relief for the
states now suffering the most from high welfare expenditures-and these are
the same states facing the most serious urban problems of inadequate local
services and staggering local property taxes--requires high basic Federal pay-
ment levels,

Under the House bill, recipients of Federal income supplement payments will
be ineligibe for Food Stamps. The states can include the value of these food
stamps in their supplementation. If they do this, however, they will find their
savings practically eliminated. A family now receiving $8,800 on welfare might
also be receiving food stamps worth $200 more than what It pays for them. The
state pays $1,000 toward the welfare cheek; the Federal government pays $1,900,
plus the full $200 cost of food stamps. As we have seen, it would cost the state

1,400 to keep the family's income at $8,800; It would cost the state $1,600
to bring the family's income up to the $4,000 needed to make it as well off as
It was before. Because of the phasing out of food stamps, and because states
will have to extend supplements to many female-headed families not now on
welfare (the reasons for this are explained below), many states would, but
for the "hold harmless" protection, actually have to pay more per family under
the new system than under the present system.

Until now, discussion has focused on the new Income supplement program for
children with families. Under the House bill, the aged-and disabled woutd also
be eligible for a federalized system of income supplements. The basic Federal
monthly payment levels proposed ($180 for single people and $195 for couples
In the first year) are less than many states are now paying, however, so state
supplementation would be required here. As with the program for families the
amount of the state savings depends on the Federal support level. The bill pro.-poses to have the Federal government administer these supplements in the sameway it administers supplements to families."

nSOAL RMC.1 UnD31 =N novUe DL

In calendar year 1971, the states aa'e spending some $5 billion on income main.
tenance programs (plus $8 billion on medicaid). If no changes are made,
increased growth in the welfare rolls will push total expenditure up to about
$6.1 billion by fiscal 1978, when any welfare reform would become effective.'
How much reduction in this expenditure can be expected as a result of the
passage of the House bill in Its present form? Roughly half the states would
spend less per family under the new system than under the present system I
the fiscal 1978 savings to these states amount to $.8 billion. This $.8 billion
represents the savings per family times the number of families eligible for
supplementation In 1978; the states will not spend $.8 billion less in fiscal 198

'The 85 billion estimat1 for calendar 1971 Is based on figures in tho oral f.idet forFleal V2:; the $0.1 bill on fihuRe for 19T$ Is taken {Iret~v fro the House waysMeans omnlttee report from , 1, Both fiuree Ine Uner uulatanc, Glvki the
growth In welfare eZpenditures In recent years, It is not unlikely that the Ways a Moans

11"res are too low.
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than they do in calendar 1071, because the normal growth in the welfare rolls
will erode some of their savings,

The other half of the states-those with higher present payment levels-will
realize no per-family savings. For these states, supplementation to present levels
(including the value of Food Stamps) would actually cost $.7 billion more than
they would spend under the present system. To protect these states, the House
bill includes the "hold harmless" protection,

Under the bill, the federal government guarantees that, subject to certain
conditions, no state need spend more on Income maintenance to families, the
aged, and the disabled than it did in calendar year 1071. If the cost of a state's
supplement program exceeds this level, the Federal government will make up
the difference. This "hold harmless" protection will only apply to supplements
given to family types eligible for federally assisted welfare In the state in
January 19T1. This provision means that in states which did not have an Un-
employed Father program, "h,14 harmless" protection will not apply to any
supplements given to families headed by men. And, as we shall see later, it pro.
videos a tremendous work disincentive for male-headed families even in the 28
states which did provide such aid.
I These "hold harmless" payments will be $1.1 billion in Fiscal 1)73. They

overcome the $.7 billion Increase in costs necessitated in half the states by the
new law, and provide these states an extra $,4 billion to cover costs of increased.
caseloads between 1071-and 1078. In addition, the Federal takeover of program
administration will save the states $.4 million. In all, the states will spend some
$4.5 billion in fiscal 1073-1.0 billion less than they would In the absence of
reform. This compares with 1971 state spending of $5 billion. Thus, although
the states are protected against, increases in welfare expenditure (no small mat-
ter given how fast.such expenses have risen In recent years), few states can look
forward to any reductions in current expenditure levels. What savings there are
will be limited to states with the lowest welfare payment levels.

Even if the 28% work incentive is successful in increasing the earnings and
work effort of the poor, the states which will have to provide supplements are
unlikely to receive any fiscal benefit, To see why this is so, consider the benefit-
reduction rate applied against the state supplements, Sainc the Federal govern.
meant leaves only 280 of each additional dollar of earnings, any reduction in state
supplements as earnings increase, would practically eliminate all incentive to
work. If New York decided that a mother with three children would be en-
titled to a $,000 supplement, for instance, such a woman with no earnings would
then have a $4,000 Income-a $2,400 federal payment plus her state supplement.
If she took a job and earned $2,000, her federal payment would fall to $1,547.
Her New York supplement would remain at $1,000, leaving her with a disposable
income ot $5,147. Thus, from $2,000 of earnings, she "keeps" $1,'147. If New York
were. to apply a benefit reduction rate of 15% to its benefits, then her New York
payment would fall to $1,800, leaving her with a disposable income of $4,847.

he now "keeps" only $847 of her $2,000 in earnings. And every time her earn-
ings rise an additional $100, her Federal supplement would drop $07, her New
York supplement drop $15, and her social security tax increase $5, leaving her
with Just $18,

For this reason, the House bill provides that the states may not apply a
benefit reduction rate to their supplements until a recipient's earnings reach
the Federal break-even level, ($4,820 for a family of four). When the woman
in our example has earnings of $4,820, then, she will still receive $1,600 a year
from New York, It would hardly be desirable to eliminate this altogether when
income rose to $4,821, so New York would choose to eliminate the supplement
gradually as income increased, applying some benefit reduction rate to earnings
in excess of $4,820. If this benefit reduction rate were 67%, the state supple-
ment would fall to $1,200 when the woman's earnings reached $4,920, and would
fall to zero when earnings reached $6,720. This would be the state break-even
level. (Since the woman would be paying federal income taxes of about 15%
on these earnings, as well as social security taxes, her effective marginal tax
rate would be 87%--47+15-J5. To avoid this, the state might want to set a
lower benefit reduction rate, even though it meant a still higher state break-even
level.)

Suppose that a woman on welfare finds a Job paying $8,000. Since current
law provides a benefit reduction rate for such a woman essentially the same as
the one envisioned under the House bill, her welfare payment would be reduced
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by $1,520 (% of the excess over $720), leaving her with a welfare payment of

$2,480, New York's share of this would be $1,240, and the Federal share $1240.
Under the new bill, this woman would still receive $2,480, but now the Federal
share would be $480 ($2,400 less the $1,520) and New York would have to pay
$1,000-the same supplement as if she hadn't worked at all, and almost $400
more than it would pay for such a woman under present law,

Thus, New York and similar states cannot expect any reduction in the costs
of state supplements until large numbers of women on welfare find jobs paying
over $4,820--an unlikely event,

The fact that New York must pay more for such a woman than it now does
helps explain why half the states would pay more in state supplements under
the new bill (but for the "hold harmless" provision) than they now pay. Another
reason is that the House bill contains a clause providing that if a state stlIple.
meant. the income of any family headed by a woman, it must provide all families
in that category with supplements, if their income is low enough to qualify.
Presumably, then, New York must pay supplements to all families headed by
a woman with income below the $0.720 break-even level. (It would hardly be
fair to pay supplements to women with incomes of $6,000 Who had once received
federal assistance, but not to those whose incomes had never dipped below the
federal break-even level.)

INEQUITIES AND DISINOENTIVES Or STATIC SUPPLEMIENTS

Because state supplements go to some, but not to others, the state supplements
retain many of the inequities and disincentives of the present system. As inl.
dicated above, all women with incomes below the state break-even level will
receive state supplements in those states which choose to provide supplements,
In states without an Unemployed Father Program, however, no male-headed
families will receive supplements. In these states, a father with a wife and two
children and no earnings will receive $2,400; a family of four headed by a
woman might receive a state supplement of $1,400 or more, bringing its income up
to $8,800. Nor will this discrepancy be limited to families with no income. This
same $1,400 discrepancy will apply to families with earnings anywhere up to
$4,82--the federal break-even level-and a woman working side by side with a
man on an assembly line paying $2.50 an hour might receive a state supplement
of $1,000 per year, while the man received none.

The situation in states not having Unemployed Fathers programs is not much
better. For the definition of an Unemployed Father is a man working 100 hours
or less a month. As soon as a man's hours of work exceed this level, he is con.
sidered employed, and no longer eligible for Unemployed Father benefits. And
under the provision limiting the "hold harmless" protection to families now
eligible for welfare benefits, the states are unlikely to provide the man with
supplements when his hours worked exceed this level. This seriously under.
mines the work incentive.*

Consider the following example: Suppose Massachusetts established $1,200 as
the standardized state supplement level for a family of five. Then a man with
a -wife and three children will receive a federal payment of $2,800 (the federal
payment is adjusted for family size) and a state supplement of $1,200. If he is
unemployed and finds no work, his disposable income is $4,000. As soon as the
employment service finds him a full-time Job, his basic payment level drops to
$2,800. In order for his work to pay, it must overcome that initial $1,200 reduc-
tion in benefits. And this is very difficult to achieve with effective marginal tax
rates of 72%. If his job pays the minimum wage of $1.60 an hour ($8,200 per
year), his federal benefit payment will fall to J1,147, giving him a disposable
income of $4,847-only $847 more than if he hadn't been offered work. This
amount is unlikely to cover commuting expenses and work clothes. Under the
circumstances, it would hardly be surprising for a man to hope that no work
can be found.

When the man in our example was offered work, he might seriously consider
rejecting it. The penalty for such refusal would be an $800 reduction in his
federal benefit payment. The state and federal government now treat his family
as if -he were not there, and make payments directly to his wife. She wool get
a $2,000 federal payment. The state supplement for a woman with three children
might be $1,000, giving the family a $8,000 benefit payment if the man doesn't
work at all. When work is offered to him our man must choose between $2800

t-Y O0-7sL -s O
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from the Federal government (plus one-third of earnings) on the one hand, and
$2,000 from the Federal government and $1,000 from the state on the other hand.
In this sense, the state supplement Just negates the Federal penalty for not
working.

The state could get around this morass by giving supplements to all male-
headed families, but this would be quite costly, and there would be no federal
"hold harmless" protection.

A technical difficulty with respect to male-headed families threatens a serious
administrative burden. Under current law, a man must meet stringent tests of
labor force attachment to be eligible for assistance under the Unemployed Father
program. Since "hold harmless" protection is limited to people In a category
eligible for assistance in January 1971, the Federal government might have to
continue to administer the 1071 labor force attachment test to unemployed men.
This would perpetuate one of the bureaucratic tangles the bill was intended to
avoid.

AN ALTERNATIVE i'ROPOSAL.-TIHE $8,000, 00 PEROENT PLAN

Congress can improve the House welfare reform bill by amending it to:
1. Reduce the offsetting tax from 07% to 50%.
2, Raise the basic allowance from $2,400 to $3,000.
8. Provide 50% Federal financing for state supplements.
4. Make coverage universal.
6, Allow the elderly to retain some of their Social Security benefits.
6, Mddify the work Incentive.
7. Provide an income tax forgiveness for program beneficiaries.
Taken together, these changes comprise what is called here the $83,000, 50%

plan. The first three elements in the package, if adopted, would, for all practical
purposes, end the state supplement tangle. An explanation of how tis comes
about is included in the discussion of these seven points below.

The House bill will increase Federal inccir, maintenance expenditures by $3.8
billion and Increase expenditure on administration, day care and job training
by $83.8 billion. Adoption of this package of amendments would increase Federal -
income payments by $10.2 billion over present law-an increase of $0.4 billion
over the House bill, (These costa are summarized in Table 1.)

THE $8,000, 50 PERCENT PLAN AND flSOAL MUSIF 0OR THE STATE

In the absence of reform, the states will spend $8.1 billion on welfare in fiscal
1978, Under the House bill, they would spend $4.5 billion, and under the $83,000,
50% plan, they would spend only $.7 billion. (State by state expenditures under
present law, the House bill, and the $83,000, 50% plan are shown in Table 2).

The decision explicitly before the Congress is whether to amend the House bill
along the lines recommended here. Such amendment would raise costs by $6.4
billion. Over half of this incraese-$8.8 billion-would go to increased fiscal
relief for the states, while $2.8 billion would go to increased payments for the
poor.
" Congress is under considerable pressure to provide fiscal relief for hard.
pressed state and local governments. Adoption of the amendment presented
above provides a way of giving fiscal relief which will, at the sane time, sim.
plify the administration of the income supplement program, reduce the inequities
associated with state supplementation, reduce the administrative burdens faced
by the states, improve the work incentive, and Increase the benefit payments
going to the poor.

Programs to provide fiscal relief to the states by having. the federal govern-
ment take over the costs of welfare, such as the one presented here, have been
criticized on the grounds that half the fiscal relief goes to a handful of states.
If the total benefits to each state-both fiscal relief to the state government and
increased income to the state poor-are counted, however, the distrinbau.#.tlg
much more equitable, as Table 8 makes clear. On a per-capita basis, the greatest
total benefits go to low income Southern states, and high welfare industrialized
states; total benefits are about the same for California as for Mississippi. The
Southern states, which receive relatively little fiscal relief from the $8,000, 50%
plan, will enjoy a great increase In personal income, with benefits for' local
merchants, and state and local tax revenues.

Indeed, the alternative suggested here offers an attractive distribution form-
ula: in states which have done well by their poor (sad are suffering from the
greatest financial burdens), most of the new money wift go for fiscal relief; in
states which have had low benefit payment levels, most of the new money will go
to Increasing the incomes of the poor.
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- ENDINO THE STATE SUPPLEMENT TANOLE

In all but three of the states, present welfare levels for either adult or AFDC
welfare recipients combine with rood Stainps to produce payment levels in excess
of the payments provided in the House bill. The Ways and Means Committee
expects that these 47 states will supplement federal payments to assure that
payment levels in each state remain at the present level plus the value of stamps,
Although there is no compulsion for the states to do this, the House bill provides
that states cannot roduce payment levels without an act of the state legislature.
If states do maintain payment levels, millions of welfare recipients not now re-
celving food stamps will experience an increase In their payments, because the
House bill requires that all recipients in a given category receive the same sup.
plement-e supplement which includes the value of rood Stamps.

Under the House bill, then, all but three states will presumably provide some
supplementation, with most of the money coming from the industrialized states
with high payment levels. Because the federal payments do not extend to low
Income childless individuals, even these three states will continue to bear some
General Assistance expense.

Increasing the Federal basic allowance to $3,000 and extending eligibility to
childless persons will substantially reduce the number of states which have to
provide supplements-28 states will be relieved completely of the financial burden
of welfare. In states which continue to finance supplement payments, the cost will
be no higher than 25% of that required under the House bill (see Table 2).

In those states which do need supplementation, the size of the supplements, and
thus the Inequities associated with them, will be reduced. Thus, a discrepancy
of $1,200 between families headed by women lind those headed by men under
current proposals will be cut to $600 by the $3,000, 50% plan.

Still, the state supplements will remain. They can, however, be structured to
practically eliminate administrative burdens and political decisions for the states,
To reduce the cost to the states, the plan envisions that the Federal government
will pay half the cost of any supplements, provided that the supplementation Is
desired to bring a family up to a level no higher than what a family is presently
receiving on welfare plus Food Stamps for those now on welfare, and no higher
than $3,000 for those not now on welfare. Total supplements will cost about $1.4
billion; the states will pmy $.7 billion. This compares to $5 billion they are now
spending on welfare, and $0.1 billion they would spend in fiscal 1078 in the ab-
sence of reform. The provision In the House bill authorizinp Federal administra-
tion of supplements only if the support level did not exceed present levels would
not be changed. This limitation on the size of the state supplements should
eliminate any serious debate within the states over payment levels.

As explained earlier, the definition of Unemployed 1'athers as those work-
ing less than 100 hours a month provides a serious work disincentive. Although
the Federal payments envisioned in tile Housp bill will not be cut off when a man
takes a fulltime Job, men in the 28 Unemployed Father states who receive state
supplements will lose these supplements completely when they accept work. Of-
course the state could eliminate this problem by simply making all families
headed by men ineligible for supplements, but with a $2,400 support level, and
with families headed by women getting $8,600 or more in some states, the result-
ing discrepancy would be far too great.
If the federal payment level were raised to $3,000, however, the inequity re-

suiting from declaring all families with both parents present Ineligible for sup-
plements would be far less. Under the $3,000, 50% plan, then, it is recommended
that supplements be restricted to families with only' one parent present (Those
few male-headed families now receiving payments above $8:000 could continue
to receive them, but new families coming eligible would not),

This procedure restores the work incentive. But It does not offer an incentive
to break up a family. This is so because the reduction In family size reduces the
basic federal payment in a way which Just counter-baltnnces the extra state sup-
plement. For instance, a father with a wife and two children would be eligible for
a basic Federal payment of $8,000. If he left, his family would )e eligible for a
$2,00 Federal payment. Based an present support levels, the Massachusetts sup-.
plement to a woman with two children would be $W, so the family would still
have a $8,000 support level.

One of the difficulties with supplementing a basic program with a 67% benefit-
reduction rate is that the supplements themselves cannot be reduced until the
'family is above the Federal break-even level. With a 50o reduction rate, however,
this is not the case. The state supplement could have a benefit reduction rate
designed so that the supplement and the basic Tederal payment had the same
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break-even level. Thus, a state with a $900 supplement would have a 109o bene-
fit reduction rate. As a woman's earnings increased, she would face -an overall
benefit reduction rate of 60%,

This procedure has several advantages. While the inequity between male and
female-headed families which will result from the House bill applies In full to all
families earning under $4,820, and in part to all families under the state break-
even level, the inequity In this plan applies in full only to families with no
earnings. In a state with a $1,200 supl emezjt for families with no earnings the
inequity for families with earning of $4,820 is $1,200 under the House bill but
only $168 under this plan.

Because the state supplement falls as earnings increase, this offers the states
some hope that their burden will fall if the work incentive is successful. The
plan now in Congress, on the other hand, would keep the states inthe business of
financing welfare indefinitely.

- WORK INOENTIVE AND COST ESTIMATES

All of the cost estimates presented here-those for the $ ,500, % plan, and
those prepared by the Administration for its program-assume that work effort
and earnings will be unimpaired by effective tax rates of 60, 55, or even 72%.
If earnings are reduced, all of these estimates will prove to be too low. The higher
the offsetting tax, the more likely it is that people will reduce work effort, and
the more likely it is, therefore, that costs will exceed estimates. Thus, the dif-
ference in cost between this plan- and the House bill may prove to be smaller
than these estimates suggest.

WORK INOZNTIVFS AND INCOME TAX FOROIVENESS

Since the Federal Income Tax is applicable to earnings above $4,000, and-
since this plan has a break-even level of $8,0000, it Is necessary to have an In-
come tax forgiveness feature tW avoid excessively high effective tax rates. The
cost of such a forgiveness-$1.7 billion is included in the estimates presented here.
The Income tax on a family with earnings at the $6,000 break-even level will be
about $800. It would be unfair to say that a family earning $5,990 and there-
fore receiving a slight benefit would pay no income tax, and a family earning
$6,010, and therefore not receiving benefits, would pay a tax of $800. To avoid
this "notch" effect, in which a family Is made worse off by increasing its Income
over a certain range, the $8,000, 50% plan would allow families to choose be-
tween paying their present income tax, and a tax equal to 50% of tLz. difference
between actual income and the break-even level, Families earning les than
$6,850 would find this alternative tax more attractive. $6,850, then, may be
called the "tax break-even level". All families earning less than this would receive
some benefit from this plan.

ADDITIONAL IMPROVEMENTS IN WELFARE REFORM

Utsitvraal Coverape.-Under the proposal now in Congress, no benefits are
provided to single people or to childless couples, unless they are aged or dis-
abled. A married couple with one child is eligible for a basic benefit of $2,000;
a childless couple Is ineligible. This offers a $2,000 bonus for a first baby-a
provision which would largely nullify the extensive financial support for family
planning included In the bill.

At present, a large share of the people supported on State General Assistance
are single people or childeih couples. Since these people will be ineligible for
Federal assistance under the House plan, the states will have to bear both the
financial and administrative burdens of assisting them. Because the $8,000, 50%
plan includes these people, they are eligible both for federal payments and for
federal administration of any state supplements.

Treafment of Bootal SeourOit.-Under the House bill, and Social Security
income received by the elderly will be subject to a 100% benefit reduction rate.
This has the effect of eroding the contributory nature of the Social Security
program. Under the bill, the minimum Social Security payment for a single, aged
Individual is $74 a month; the minimum Federal income supplement for such
an Individual will be $180 per month. A person who had worked a bit and en-
titled himself to $74 per month would receive a $5 per month supplement; the
person who was ineligible for Social Security would receive an income supple-
ment check of $180. Both would have the same disposable income, Thus, there
would be no distinction between those who had contributed and those who had
not.
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Under the $3,000, 50% plan, Social Security benefits would be treated like
earned income, and would be subject to a 50% offijetting tax, In this way, the
new payments would supplement Social Security benefits, and those who had
built up Social Security eligibility would be better off than those who had not.

Most of those who are disable receive direct Social Security benefits; those
who do not, receive disability assistance under welfare, The proposal here en%
visions that all the disabled would receive a federal payment from the Social
Security Administration (the payment for those not eligible for Social Security
would not come from the Social Security trust fund, but from general revenues) ;
these benefits would be treated in the same way as benefits to the elderly, and
would be supplemented by the income supplements.

Most of those now receiving Old Age Assistance payments also receive Social
Security payments; under the $8,000, 50% plan, their incomes would be higher
than under the House bill both because of the higher basic allowance, and be-
cause of the lower benefit-reduction rate applied to Social Security benefits. With
this substantially Increased Federal payment, state supplementation would be
unnecessary In all but a handful of cases.

Work Requrement.-The proposals of the Ways and Means Committee pro.
vide that all men receiving benefits, and all mothers who have no husband and
who have children under O (under 8 after July 1074) must register for work or
training, Subject to a $800 reduction in benefits, they must accept any Job offered
them as long as that job pays the prevailing wage in their community for that
kind of work, or $1.20 an hour, whichever is greater. If there Is available work
which better suits their training (or the skills they can achieve after training),
they can refuse a less skilled job; if more skilled work is not available, they
must take whatever is available. -

Because the penalty is only $800, rather than a complete elimination of
benefits, a man will not have an incentive to desert his family, as under pres-
ent law.

The work requirement han aroused considerable anger amongst the poor, who
fear that It could be used to force them into menial jobs offering low wages and
poor working conditions. Among the black poor, it may be an unhappy reminder
of slavery days.

Among taxpayer groups, however, the work requirement Is viewed as essen-
tial to protect their earnings against the ruinous taxes which would occur if
large numbers of people chose to do no work and live on their federal income
payment. Given the changing mores of parts of our society, some of the chil-
dren of the middle class might indeed choose not to work if Income oupplement
benefits were available with no work requirement.

The work requirement Is particularly important when the benefit reduction
rate is high, With a lower benefit reduction rate, as Included in the $3,000, 50%
plan, more people will find it in their Interest to work.

An income supplement program with a work requirement is better than no
income supplement program at all, It would be preferable, however, to hold the
work requirement in abeyance, If too many people choose not to work, it could
always be re-instated. If there is a work requirement, it should follow current
unemployment compensation practice, in which people lose benefits only If they
refuse work in a field in which they have previously been employed. In this way,
factory operatives would not be forced to take jobs as handymen; secretaries
would not be forced to work as maids.

Even if a work requirement Is imposed on men heading families in which both
parents are present, a strong case can be made for suspending such a require-
ment in the case of families with only one parent present-mainly those headed
by women. For these families, the work requirement will in any case be opera-
tive only if there are enough day care centers. If all the new day care facilities
made available by the House bill are filled as a result of voluntary decisions to
work on the part of eligible mothers, the same result will be accomplished as
if a work requirement had been imposed, and with a good deal less bitterness
and resentment. 4

FINANOINO THE $8,000, 150 PLAN

The $8,000, 50% plan would cost $0.4 billion more than the House bill. Where
can such funds be obtained? If every American family were eligible for cash
payments of $8,000 in addition to any food the family raised itself and in addi-
tion to the imputed rent on a home it owned, there would be little justification
for additional payments to support low income farmers with current farm price
support programs, which are nominally designed for low income farmers, costing
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in excess of $4 billion per year, a large potential source of funds for improved
welfare reform is available.

The President has budgeted $6 billion for revenue sharing. The plan for fiscal
relief to cities now being discussed in Conkgress would cost $3.5 billion. The $2.5
billion difference between these two plans, plus elimination of farm price sup-
port programs, would provide $6.5 billion-enough to pay for the $8,000, 50%
plan.

If unemployment remains high, the Administration has talked of speeding up
the effective date of tax relief promised in the 1969 tax bill. The desired extra
stimulus, however, could be obtained instead by using the funds for a better
income supplement program.

COMPLETE ABOLITION OF STATE SUPPLEMENTS

Very few people now on welfare receive more than $8,600. Thus, even the
state supplements remaining under the $8,000, 50% plan could be all but elimi-
nated if the $8,000 basic allowance were increased to $8,600 over a period of
years. (The provision that supplements to those newly coming on the rolls be
limited to $600 assures that few people will be entitled to more than $8,600.)

Alternatively, state supplements could be eliminated by putting a $8,600 basic
allowance into effect in the first year. A plan with such an allowance and a
55% offsetting tax rate, for instance, would cost $10 billion more than the pres-
ent system in fiscal 1978-about $5 billion more than the $3,000, 50% plan.
Since the states would spend only $700 million under the $3,000, 50% plan,
complete elimination of state supplements would not provide much in the Way
of extra fiscal relief, although it would eliminate those few inequities which
remain under the $8,000 plan. Such a plan was not recommended here because
it was felt that the extra funds might best be used for job training and job
creation, and for fiscal relief to the cities (the relief from welfare reform goes
mainly to the states). Nonetheless, those who feel that any additional Federal
spending for the poor is best spent on increased income supplement payments
might prefer to move to the $8,600 level immediately.

COST OF LMNG ADJUSTMENTS

To prevent erosion of the value of income supplement payments by inflation, a
cost of living adjustment paralleling that for Social Security payments could
be written into the bill. In years where there is no specifically legislated in-
crease, the basic allowance would increase in proportion to the consumer price
index, provided that the increase in that index was 8% or greater. If Congress
should provide for $800 yearly increases in fiscal years 1974 and 1975, to bring
the basic allowance to $8,600, then the automatic adjustment would first take
effect in fiscal year 1976.

SUMMARY AND CONCMOSIONS

The Welfare reform bill passed by the House ways and Means Committee and
endorsed by the President goes a long way toward improving our present wel-
fare system. It helps a large number of very poor people by raising payment levels
in the Southern states. By making it possible for the first time far employed
men who earn low wages to supplement those earnings with a federal paym-ent,
It ends the current system in which the families of such men would actually be
better off if the man made them eligible for welfare by quitting his job or by
deserting. Finally, it reduces the administrative burdens of the states by pro-
viding for a uniform federal administration both of federal income supple-
ment payments and of any supplementation to those payments provided by the
states.

The House bill provides for a $2,400 basic benefit payment, and a 67% benefit
reduction rate. By reducing the benefit reduction rate to 50%, Congress can
strengthen the work incentive and avoid the risk that an inadequate work in-
centive might undermine the whole income supplement program. By raising
the basic allowance to $8,000, Congress would greatly increase the fiscal relief
to the states, greatly reduce the need for state supplementation, simplify the
administration of the program, and improve the benefits received b.v the poor.
Together, these changes would raise the costs of the House bill by $6.4 billion.
Of this, $8.8 billion would go to increased fiscal relief for the states, and $2.6
billion to increased payments to the poor.
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Edward Hoscovitch Table I

COMPARISON OF HOUSE BILL WITH $3,000 502 PLMA. PSCAL YM& 1973

Present Welfers Hee Bill 3.000. -in

Basic Allowance $2,400 $3,000

Offsett ins Tax 672 sx

$720 bclusion2  yes no

Break-even Level $4,320 $6,000 3

Income Tax Forgiveness no yes

Beneficiaries
(in millions) 15 26 42

Federal Income Maintenance
Payments (in billions) $S.S4 $12.35 $18.76

Incres over Present L.o0
(in billions) $3.85 $10.2

Cost of Administration,
Day Care and Training
(in billions) ' $.9. $3.3 $3.3

Spending by States7

(in billions) $6.1 $4.5

Savinsa to States
(in billions) $1.6 $5.4

1. For family of four.
2. Under House bill, no offsetting tax t charged against first $720 of earnings.
3. Families below $6,000 would pay no Federal income taxi families with incomes

between *6,000 and $6,700 vould receive som tax relief. The $1.7 billion
cost of this forgiveness is included'in the estimates below.

4. Includes $2.4 billion for Food Stamps and $6.1 billion for welfere payments.
5, To provide a fair cost €om;arison between the House plan and the $3,000 plan,

cost estimates for both assse that they will be fully operational for the
entire fiscal year. Under the ouse bill as written, payments to the
working poor would not begin until January, 1973; this delay reduces first-
year costs by .6 billion.

6. Includes savinss of $1 billion in non-combat related Veteran's pensions.
7 Includes Gerarl Assistance.
8. State spending in calendar '71 will be *5 billion.
9. Includes .4 billion of Administrative costs borne by the states undek

present law.

Sources Eatimates'for the present system and the House bill are taken front
E.isl Security AftL.nd nts gi 19111 Ro g( th$ Compitesg n Wags and

aste for the #3,000, 5OX plan Are based on Income
pjecion* made by the Urban Institute.
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7dward hosCovitch

ame

Alsbasm
Alaska
Arisona
Arkansas
California

Colorado
Connecticut
Delaware

Florida

GOOrlis
iawali
Idaho
Illinois
Indiana

Iowa
Kansas
KAmtucky
Louisiana
maine

Maryland
Masschuset ts
Michipn
Minnesota
Mississippi

Missouri
Montana
Nebraska
Nevada
Now Hampshire

Now Jersey
New Mexico
Now York
North Carolina
North Dakota

Ohio
Olahoma
Oreeoo
Pennsylvania
Puerto Rico,

Rhode Island
South Carolina -

South Dakota
Tennessee
Texas

Utah
Vermont
Virginis
Vashin8ton
West Virginia

Wisconsin
Wyming

Table 2

. COMPARISON OF STAT& E PENDITURS
UKDR VARIOUS WELFARE PILAN fOR FISCAL '73

(in millions of dollars)

present Welfare
syste Due il '

36.145a

10 0
10 3
12 0
a 0

1,049 44

41 4
. ... . 71 .. . --_

29 0
34 4
2S 0

43
13
33
20

1,284

33
93
31
47
195

61
30
a

385
35

34
48
36
77
21

81
284
290

24

.44
0
0

0
45
31
1
0

256
17

1098
4'
6

30
13
6

10
31

* below $300,000;

SOU= 1 Istimates for the PreseatSy aom and-for U.K. I are taken from
the Report of the Rouse Ways and Ws Comittee to the estimates there are
added $983 million for general assistance and under the present system, $460
million in adminietrative costs, Costs of supplements under the 03,()O, 302
plan were based o the Wys and Neas Cimitteoef estimates of potential 1973
welfare recipients$ with the aswumptian that the states brought the income of
all of these recipients up to the current masmum state paymet, plus the value
of the blood Stmp bihus.
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Edword Moscovitch

INCRZASD SIMPITI TO THE STATES IT MOVING FROM
THE HOUSB BILL TO THE $3,000, so PLAN

Increased PaymentstU o Poor

TOTAL, vi,

Alabama
Alaska
Arlons
Arkansas
Califorals

Colorado
Connecticut
Delaware
D.C.
Florida

Georgia
Hawaii
Idaho
Illinois
Indians

Ioa
Kansas
Kentucky
Louisiana
Kaine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi

Missouri
Montana
Nebraska
Nevada
Nov Hampshire

New JerseyX NW Mexico
Mew York
North Carolina
North Dakota

Ohio
Oklahoma
Oregon
Pennsylvania

Rhode Island
South Carolina
Sduth Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
West Virginia

Wisconsin
Wyoming

%M
128

1
37
76
71

15

2
27

222

195
2
4

25
23

42
24

102
172

3

4016
20
14

126

27
3
2
4
2

30
27
57

139
5

56
73
28
29

3
72
6

141
232

16
1
41

51

32
4

Increased Total IncreaseFiscal &eIe A n Anaf
1on 0 O f "doll a rs)

10 139.7 82
12 46
* 768

1,005 1,077

37 52
51 56
29 31
30 3
25 247

23
30
24
11
17

39
194
22258so

65
3

12
3

10

119
9

682
112

4

133
17
24

316

26
t3
3
10
51

6
4

32
60
3

36
3

65
53

126
164
22

78
212
241
72

126

92
6

14
7

12

149
36

739
151

9
169
90
51

345

29
84
11

151
283

24
6

73
78
54

666

* below $500,000.

SOURCEs Eatimates for increased fiscal relief to the state* come from Table 21
estates for increased payments to the poor are rough approxiawtions based on the

'assumption that increased Federal payments to the poor resulting from an increased
basic allowance will be distributqd among the states in the samo ratio as the
Federal payments under the House bill. The figures here represent net increases in
payments to the poor, taking into account the decreases in state pAsnts, Per-
capita benefits are based on 1970 Census figure.,

Table 3

Total lenaiite

(IN dollars)

LU
41
27
26
41
55

24
t9
57
S
37

46
29
13
27
10

23
24
40
52
2

20
38
28
19
59

20
9

10
15
17

21
36
41
3015

31
34
17
39
26

23
13
16
23
32

16
19
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TH COMMONWEALTH Oi" MASSAHUSrrS,
EXL'UTIVU DEPARTMENT,

State House, B%'vton, February 11, 1978.
THOMAS VAIL, Esquire,
Ohief Counsel, Committee on Finance,
Senate Office Building, Washington, D..
DEAn MR. VAIL: Enclosed please find "An Evaluation oithe General Relief--

Division of Employment Security Program, Preliminary Riport" and copies of
a release put out by my Commissioner of Public Welfare &-, that report. As I
testified before the Committee on Finance, this report verl ,ldtihe conclusions
concerning efforts to secure employment for General Relief recipients.

Several members of the Committee requested additional informaton. I hope
the enclosed is sufficient.'

With best wishes,Sincerely, eRANCIS W. SARGENT.

Steven A. Minter, Commissioner of the Department of Public Welfare, is
publicly announcing today the completion of a preliminary study on the recently
implemented GR/DES program. This program, which was mandated by law, has
required all employable General Relief recipients since October '15, 1971 to pick
up their checks at the Division of Employment Security.

Commissioner Minter initiated this study when he contacted late in September
Dr. Martin Lowenthal, Ph. D., Director of the Social Welfare Regional Research
Institute located at Boston College. At this time Commissioner Mnter requested
that an objective evaluation of this program be made by the Institute. The Com-
misioner suggested that emphasis be placed on such matters as the number of
recipients who failed to pick up their checks and why and on the costs and
problems experienced in administering this program.

Having agreed to conduct this study, Dr. Lowenthal began gathering raw data
almost immediately. The Department of Public Welfare cooperated fully in
supplying all possible data to the researchers. Staff persons as well as partici-
pants in the program were interviewed. This week the preliminary report was
completed. A final report is expected to be finished by the end of February.
Dr. Lowenthal stated that the final report will not vary from the conclusion
stated in this report; it will only give a more in-depth analySis.

Attached is a copy of the summary of the report as prepared by Dr. Lowenthal.
Copies of the full report can be obtained upon request.

SUMMARY OF FINDINGS

The General Relief.-Division of Employment Security Program was initiated
by the Legislature of the Commonwealth of Massachusetts in the late summer of
1971 by the following provision in the appropriations bill: "that after October
first, nineteen hundred and seventy-one every person eligible for an assistance
check under chapter one hundred and seventeen of the General Laws, determined
by the Department to be an employable person, shall receive such chock from the

,nearest office of the Division of Employment Security." Little, If any, formal
study had preceded this provision so that its effects, problems, and possible
approaches toward implementation were generally unknown. Further, the Legis-
lature did not appropriate any additional funds at that time to the Department
of Public Welfare or the Division of Employment Security to develop a program
to meet this new requirement.

The overall result of this provision has been the following:
1. A great deal of human suffering and individual costs on the part of those

clients who were unable to obtain their checks and often went long periods with-
out sufficient funds to meet their minimal needs.

2. Administrative costs of the program in the local offices of the DPW alone
run over $70,000 a month, according to our survey of the social workers in the
Welfare Service Offices throughout the state.

8. When the costs of the central administration, overhead, and those of the
Division of Employment Security are added" to this figure, it will probably come
to two or three times this amount.

4. Of those who did not pick up checks, 88.7% were ill, disabled, or hospi-
talized, according to two surveys on the first pay period of the program. Another
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22.67% reported that they did not know of the new requirement and administra-
tive errors by DES and DPW were involved in 15.5% of the cases. Approximately
17% were already-working-those who were already working full time were not
supposed to report, and part-time workers stated they were working at the time
of the appointment with DES.

5. Only 220 clients actually obtained jobs as of December 15, 1071 according
to departmental releases.
6. Only 5 of the 20 clients surveyed, out of the 99 in Boston who got jobs,

obtained employment through the services of DES. Fifteen reported they found
their jobs through their own efforts. In other words, of this small sample which
represents over 20% of those getting jobs in Boston, only 25% obtained their jobs
through the new GR-DES Program.

7. Liberal estimates of the possible savings through the -program range from
approximately $51,000 to $71,000 a month from those who do not pick up their
check at the employment office without good cause and from those who find
employment through this program. These figures tend to be somewhat Infiated
due to the fact that they are not adjusted for normal turnover in the General
Relief program and assume that the average payments to these individuals are
the same as those for the program as a whole. -

8. Even if the human costs are disregarded, it is obvious that the administra-
tive costs alone far exceed the savings in this program.

9. In fact the payroll for General Relief, not including vendor payments, went
down only $48,929 from September through December which covers the first
months of the program when the highest savings were expected.

The total additional cost incurred by the local offices of the DPW as a result
* of the new GR-DES program is $1.69 per OR case per payroll period, or $8.88.per
case per month. This comes to $7.96 per unemployablee" GR client in the month
of December. Since no additional funds were appropriated for the program,
workers had to shift time from other work on the General Relief and from work
on the federal public assistance categories. Approximately $45,980 in the form of
worked' time was shifted in December from federal assistance categories to this
new OR-DES program. This made up a large part of the approximately $70,642
worth of social worker time spent on the new program in that month.

Our findings on the management problems in administering the new GR-DES
program concern the Department of Public Welfare which asked the Institute to
look at this subject. Six problem areas were identified which represent defi-
ciencies in the administrative implementation of the program by DPW. These
were the following: (1) overloading of DPW staff in the Welfare Service Office
(which is obviously due to the lack of additional funds for the administration
of the program), (2) incompatibility of DPW and DES operational definitions
of nonemployability, (8) problems arising from changes in the General Relief
payroll procedures, particularly the transitional problems due to the shift from
the local Finance Units to a central computer system forthe state, (4) inadequate
information and training in the new payroll procedures for the WSO payroll
clerks, (5) insufficient staffing, equipping, and procedures at the GR-DES Project
Office, and (6) low staff morale resulting from the manner in which the changes
in the General Relief program were developed and implemented.

In addition, the operational decision by the Department of Public Welfare to
consider clients "employable" unless they could be determined to be "unemploy-
able" inflated the number who bad to report to DES, many of whom were sub-
sequently determined to be unemployable.-This involved additional costs to DPW,
to DES, and to those clients who were unable to report due to illness and other
reasons. Further, it placed the burden on the clients to prove to the Department
that they were in fact unemployable and had good cause for not reporting to
DES. This resulted in suffering for hundreds of clients and additional problems
for the social workers to remedy incorrect classifications and check cancellations.
The Department could have operated on the opposite assumption that clients
were unemployable unless determined to be employable. Those who were seeking
employment and were obviously employable could have been classified initially
and then on the basis of a case-by-case intensive review, those who were found
to be employable in the remainder of the caseload could have been so classified.
This would have involved fewer errors which resulted in client hardships and
marginally lower costs in following up incorrect classifications. Further, it would
haAe permitted a phasing in of the program which would have allowed the
Department time for training and revision of procedures where problems arose.
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SOCIAL WELVA=E REGxONAL REsBARoxt INSTITUTE,
INSTITUTE Or HUMAN SCIENCES,

BOSTON COLLEGEC?&etut H~ll, Maas., January 1978.
Commissioner STvEN A. M RTHM,

Department of Publio Welfare, Oommonwealtlt of Maseachneetta, Bosto, Mana.
DzA COMMxSSIONzIA MINTER: It is my pleasure to forward to you this pre.

liminary report on the data and findings of our study of the General Relief-
Division of Employment Security Program. We plan to have all the data analyzed
and be able to present a final report at the end of February 1972.

I would appreciate any comments you may have and additional information
that you feel should be included and assessed. This will help us in preparing the
final parts of this study.

I want to thank you and your staff for the generous cooperation in the develop.
ment and implementation of this study.

Sincerely, MARTIN LOWENT11AI Ph. D., Dircotor.

PREFAOE

This study was undertaken at the request of Commissioner Steven Minter of
the Departinent of Public Welfare. In his charge to the Regional Research Insti-
tute, the Commissioner asked that an objective evaluation of the new General
Relief-Division of Employment Security Program to restore employable General
Relief clients to self-support,- be undertaken at the outset of the program in
October. The following points were to be covered:

1. How many recipients failed to pick up their checks and register, and why?
2 How many recipients were placed in jobs? What kinds of Jobs did recipients

receive?
8. To what extent was the administration of the program problemmatical, un-

manageable or excessively expensive? \
Without financial assistance from the Department of Public Welfare but with

full cooperation and generous amounts of DPW time, the Social Welfare Regional
Research Institute (SWRRI) at Boston College, which receives support from
the Social and Rehabilitation Service of the Department of Health, Education,
and Welfare agreed to do as much of thestudy as was permitted by its own re-
sources. This preliminary report represents the tentative findings and the initial
analysis of the data collected as of the beginning of January 1972. In addition,
the United Community Services of Metropolitan Boston generously collaborated
in the study of those recipients who did not pick up their checks at the DES by
conducting interviews and analyzing the data collected in those intervews.

The data and findings presented in this report are almost entirely concerned
with the Department of Public Welfare portion of the program. Part of the rea-
son for this was the general lack of cooperation from the Division of Employment
Security. Even after making prior arrangements with the Division, researchers
from the Regional Research Institute met with resistance in attempting to assess
the implementation of procedures within the DES as it dealt with the new check
pick-up program. After unsuccessful visits to four DES offices, the researchers
decided to reallocate their time to other parts of the study, particularly that
portion dealing with those recipients that found Jobs within the first two months
of the program.

The personnel who worked on this study were: Barry Bluestone, kevin Far-
rington, Michelle Leary, Martin Lowenthal, Thomas Naughton, Sue Ellen Press,
Mildred Rein, Natalie Weinrebe, and Robert Wintersmith from the Social Wel-
fare Regional Research Institute; Jean Driscoll and Michael Kerr from UCS;
and Steven Girton, a doctoral candidate at M.I.T. who worked on this study with
the SWRRI.

I. SUMMARY O FINDINGS

The General Relief-Division of Employment Security Program Was initiated
by the Legislature of the Commonwealth of Massachusetts in the late summer of

-1971 by the following provision in the appropriationoJl: "that afterOctober
first; nineteen hundred and seventy-one every person eligible for an assistance
check under chapter one hundred and seventeen of the General Laws, determined
by the department to be an employable person, shall receive such check from the
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nearest office of the division of employment security." Little, if any, formal study

had preceded this provision so that its effects, problems, and possible approaches
toward implementation were generally unknown. Further, the Legislature did
not appropriate any additional funds at that time to the Department of Public
Welfare or the Division of Employment Security to develop a program to meet
this new requirement.

The overall result of this provision has been the following:
1. A great deal of human suffering and individual costs on the part of those

clients who were unable to obtain their checks and often went long periods
without sufficient funds to meet their minimal needs.

2. Administrative costs of the program in the local offices of the DPW alone
run over $70,000 a month, according to our survey of the social workers in the
Welfare Service Offices throughout the state.

8. When the costs of the central administration, overhead, and those of the
Division of Employment Security are added to this figure, it will probably come
to two or three times this amount.

4. Of those people who did not pick up checks, 88.7% were ill, disabled, or hos-
pitalized, according to two surveys on the first pay period of the program. Another
22.607% reported that they did not know of the new requirement and adminis-
trative errors by DES and DPW were involved in 15.5% of the cases. Approxi-
mately 17% were already working-those who were already working full time
were not supposed to report, and part-time workers stated they were working
at the time of the appointment with DES.

5. Only 220 clients actually obtained Jobs as of December 15, 1971 according
to departmental releases.

6. Only 5 of the 20 clients surveyed, out of the 99 in Boston who got jobs, ob-
tained employment through the services of DES. Fifteen reported they found
their jobs through their own efforts. In other words, of this small sample which,
represents over 20% of those getting jobs in Boston, only 25% obtained their
Jobs through the new OR-DES Program.

7. Liberal estimates of the possible savings through the program range from
approximately $51,000 to $71,000 a month from those who do not pick up their
check at the employment office without good cause and from those who find
employment through this program. These figures tend to be somewhat inflated due
to the fact that they are not adjusted for normal turnover in the General Relief
program and assume that the average payments to these individuals are the
same as those for the program as a whole.

8. Even if the human costs are disregarded, it is obvious that the administra-
tive costs alone far exceed the savings In this program.

9. In fact the payroll for General Relief, not including vendor payments, went
down only $48,929 from September through December, which covers the first
months of the program when the highest savings were expected.

The total additional cost incurred by the local offices of the DPW as a
result of the new OR-DES program is $1.69 per OR case per payroll period, or
$8.38 per case per month. This comes to $7.90 per "unemployable" OR client in
the month of December. Since no additional funds were appropriated for the
program, workers had to shift time from other work on the General Relief and
from work on the federal public assistance categories. Approximately $45,980 in
the form of worker time was shifted in December from federal assistance cate-
gories to this new GR-DES program. This made up a large part of the approxi-
mately $70,642 worth of social worker time spent on the new program in that
month.

Our findings on the management problems in administering the new OR-DES
program concern the Department of Public Welfare which asked the Institute to
look at this subject. Six problem areas were identified which represent defi-
ciencies in the administrative implementation of the program by DPW. These
were the following: (1) overloading of DPW staff in the Welfare Service Of.
fices (which is obviously due to the lack of additional funds-for the administra-
tion of the program), (2) incompatibility of DPW and DES operational defini-
tions of nonemployability, (8) problems arising from changes in the General
Relief payroll procedures, particularly the transitional problems due to the
shift from the local Finance Units to a central computer system for the state, (4)
inadequate information and training in the new payroll procedures for the WSO
payroll clerks, (6) insufficient staffing, equipping, and procedures at the OR-DES
Project Office, and (6) low staff morale resulting from the manner in which the
changes in the General Relief program were developed and implemented.
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In addition, the operational decision by the Department of Public Welfare to
consider clients "employable" unless they could be determined to be "unemploy-
able" inflated the number who had to report to DES, many of whom were sub-
Sequently determined to be unemployable. This involved additional costs to DPW,
to DE, and to those clients who were unable to report due to illness and other
reasons. Further, it placed the burden on the clients to prove to the Department
that they were in fact unemployable and had good cause for not reporting to
DES. This resulted in suffering for hundreds of clients and additional problems
for the social workers to remedy incorrect classifications and check cancella-
tions The Department could have operated on the opposite assumption that
clients were unemployable unless determined to be employable. Those who were
seeking employment and were obviously employable could have been classified
initially and then on the basis of a case-by-case intensive review, those who were
found to be employable in the remainder of the caseload could have been so
classified. This would have involved fewer errors which resulted in client
hardships and marginally lower costs in following up incorrect classifications.
Further, it would have permitted'a phasing In of the program which would have
allowed the Department time for training and revision of procedures where
problems arose.

II. REASONS GIVEN BY GENERAL RSLIEF RECIPIENTS FOR NOT REPORTINO
TO D.E.S. DURIno OCTOBER 15 To OoTOBER 29 PERIOD, 1971

The check period of October 15 to October 29 was the first period wherein
"employable" General Relief recipients were required to obtain their assistance
checks at local offices of the Division of Employment Security. A total of 11,5)7
such individuals in the State of Massachusetts were sent notification by the
Department of Public Welfare, to report at a scheduled time within the above
period. Three hundred and fifty of these notifications to report were returned
by the post office. Of the remainder 9,016 recipients reported and 9,141 or 18%
who ostensibly had been notified did not report. In the following check period
of November 1 to November 15, 2,063 out of 10,087 or 20% did not report. This
section is concerned with the reasons for not reporting during the first period of
October 15 to 29.

The Methodology used to study the reasons for not reporting to D.E.S. was
twofold: (1) By questom imre sent by mail to all those in Massachusetts who did
not report, asking for a voluntary and anonymous reply by mail, (2) by personal
ttetwvew of a random sample of all those in Boston and Lowell who did not
report to D.E.S. for the October 15 pay period and who indicated a willingness
to be intreviewed by not mailing back a card stating unwillingness.

The questionnaire dealt purely with a list of reasons for not reporting Including
an "other" category where the respondent could write In alternative or additional
reasons, elaboration or clarification. The interview schedule was much more de-
tailed and contained questions about sex, age, race, residential area, type of hous-
ing, household composition, procedures of D.P.W. and D.E.S. regarding notifica-
tion to report and follow-up, maintenance and sources of income, and work history
and employability.

Both methods of study dealt with samples of voluntary respondents. Both
samples are not exclusive and to some extent, undoubtedly overlap. This was
unavoidable since the reply to the questionnaire had to be anonymous to insure
a large enough number of replies. Out of 2100 that were mailed, 600 completed
forms were returned. The random sample of those to be interviewed personally,
included 244 names and addresses. Of these, at least 40 individuals were no
longer at. the addresses reported. This preliminary report deals with data on 79
interviews. Forty additional Interviews will be conducted later. Since there is an
undetermined amount of duplication of respondents, the questionnaire sample and
the interview sample will be analyzed separately rather than cumulatively and
then compared with each other.

The results-of the questionnaire contain an analysis of distribution of reasons
and of the number of times each reason appeared In the 800 returns. The ques-
tionnaire listed 18 reasons, but the '"other" category resulted in the addition of
three new reasons: hospitalization, reclassification, and administrative error,
which made 16 in all. There were 1084 instances of these 16 reasons. Sixty
percent of respondents gave only one reason while 40% checked multiple reasons.
Thirty-eight percent of respondents wrote in "other" reasons. TABLE I distri-
butes respondents by reason while TABLE II illustrates the distribution of
reasons.
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TABLE 1.-DISTRIBUTION OF RESPONDENTS BY REASONS FOR FAILURE TO REPORT TO D.E.S.
OCT. 15-29, 1971

Percent
oI tots I

number of
respondentslving this

Number of reason (600
Instances respondents)

Reason,
1.* Didn't know ............................................................ if 22.67
2. Couldn't leave house-had to care for someone ........................... .1 .50
3. Too far to travel ......................................................... 41 O.3
4, Too sick or disabled to go ................................................ 184 31
5, Working full time ....................... .................. 57 90
6. Working part time ........................................ 23 3.83

-Not sure I was entitled to check:
7, Have other Income ........ ; ........................................... 61 10 17
6. New welfare rules ....................................................... 447 .33

Did not want to go to employment office:
9. Am already workIng ..................................................... 44

10. Cannot work ................................................ 11,17
11 Am too old .......................... .................. 2
12: Am dsbe ..... o.......o.................o..92 11:3131 Must care for someone In house........................................... 2.67

Hospitalized ................ ........................................... 46 7.67
SRoelassffled ............................... 4............................. 87 14.50

Error ................................................................. 93 15.50

TABLE 2;-DISTRIBUTION OF TOTAL NUMBER OF REASONS' GIVEN FOR FAILURE TO
REPORT TO D.E.S., OCT. 15-29,1971

Percent of
Number of total number

- Instances of reasons

Reason:R . Didn't know ............................................................ 1 13.14
2 Couldn't leave house, had to care for someone .............................. 2 Z. 03
3. Too far to travel ......................................................- 41 3.97
, Too sick or disabled to go ............................................... 184 17.79

5 Working full time ....................................................... 5.516,. Working part time .... ............................. 2
Not sure I was entitled to chock:

7. Have other Income ............ ........................... .61 5.90
8. New welfare rules ....................................................... 44 4:26

Old not want to go to employment office:
* Am already working ....................................... 44

.1 Cannot wk .......................................
Am tooold .......... ..........................

I. Am disabled .... o . ......
13, Must care for someone In u ............. ................. .. 9
14. Hospitalized ......................................................... . 4
15. Reclassified .....................................

. Error..... ........... ................................... ..............
Total reasons .................................................... 1,034 n

The two tables clearly Indicate that the reason given most frequently for
not having reported to D.E.S. was "too sick or disabled to go." This response
was offered by 81% of the respondents and there were 184 such instances which
accounted for 18% of total reasons. The next largest category "didn't know"
was cited by 28% of respondents and appeared 188 times which accounted
for 18% of total reasons.

Adding category (4) to category (12), but subtracting 66 of these as dupli-
eatory, there were 210 persons who listed Illness or disability as a reason. In
addition, of the 48 instances of "hospitalized," if also adjusted for duplication,
22 can be added to make a total of 282 persons who were disabled. This represents
88,7% of all respondents.

The category "didn't know" can be combined with "error" In order to arrive
at a figure of those that could be viewed as temporary. Eliminating duplicated
responses (82) and adding these categories, the total Is 197 persons or about
88% of the -respondents.



- 1010

In regard to those who did not report to D.D.S. because they were working,
we can add the part-time and full-time categories and get a sum of 80 to which
ca ui be added 17 unduplicated responses of "already working" under (9) to
become 97 who are At work, or approximately 17%.

- The Results of the Interviews showed a distribution of reasons for not bqing .
reported to D.E.S. remarkably like the distributiQn In the questionnaire pflUe
of the study. Thirty-eight percent of respondents said that they were ill. Just
as the questionnaire data shows that 28% of the respondents "didn't know"
they were supposed to report to D.ZS., the interviews illustrate that 80% of
those 79 respondents said they did not receive a notice from the D.P.W. in regard
to this requirement. An Additional 22% said they had gone to D.I.S. at the shed.
uled time and out of these, one-third said their checks were not at D.E.Sand.
consequently they did not receive them. In the interview results, 22% responded
that they were working and therefore, could not report to D.E.S.

The types of illness were not noted but the interviewers were asked to give
an estimate of visible handicaps of the total sample which was categorized as
follows:

Visible handicape of all respondents as noted by interviewers
Peroo"I ol

Type of handicap: repde"1
Feeble, senile, confused -------------------------------- - 8
Alcoholic -------------------------------------------- 5
Difficulty walking ----- --------------------------------- 9
Back brace ------------------------------------------- 1
Asthma, emphysema, labored breathing ----------------------- 4
Injury ------- ------------------- 8
Old, infirm, frail ----------------------- --------------- -8
More than one. .--------------------- -------------------. 1

Total --------------------------------------------- 87
No visible handicap ------------------------------------------------- 68

Total------------------------------- ------ (N-70) 1D
Some of the responses which indicated illness probably indicated temporary

illness, but the independent interviewer designation of illness which came to
87% of the whole sample as noted above clearly concerned more serious illness
having some bearing on employability. In addition, out of 79 respondents, 81 said
that they were not ableto work and out of these, 62% (a quarter of the-tokl -
respondents) gave illness as the reason.

The most frequent reason given by respondents in both parts of the study for
not reporting to D.ES. was illness. The significance of this finding can be, to
some extent, evaluated by relating it to date on the total General Relief caseload
and DPW procedure and practice regarding illness.

The Survey of General Assistanoe in Massachusetts (1971) concludes that "in
nearly one-half of the cases physical or mental illness or handicaps contributed
to the need for assistance." This is well borne out by total caseload data which
indicates that 87% of adults whose cases are known and recorded were unem-
ployed for reasons of illness, this being the most frequent reason for termination
of employment. Similarly among the reasons for application to General Relief.
14,000 concerned some form of Illness of adults out of 62,000 reasons (28%) In'
88,000 cases (42%). The analysis of services received by adult recipients also
reveals that 14s51 medical or psychiatric services were rendered out of 28,128
recorded services (68%). Medical care alone was obtained by 40% of the case-
load and was the most frequently provided service.

Given the assumption that such a large part of the General Relief caseload ap-
pears to have some condition of illness, the Issue of to-what extent the category of
Disability Assistance plays a part, should be taken into account. According to
the Harvey of General A8sitane, in only 20% of General Relief cases was eligi-
bility for Disability Assistance explored. Out of 7,106 cases that were submitted
to the Medical Review Team for certification, as many as 2,512 or almost one-third
were denied. So that a low proportion of cases are referred and a high propor-
tion denied. In addition, only 7 DPW offices use the presumptive Disability Assist-
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ance category for all pending Disability Assistance cases, while 19 offices use it
for obvious cases only, and in 9 offices it is not used at all.

But Disability Assistance applies only to the permanently and totally disabled.
There should be ways of aoc taining temporary disability in regards to enjploy-
ability. Before the new system of reporting to D.E.S. was instituted, the recip-
ient who claimed to be too ill' to work had to present verification of this obtained
by himself. However, it appears that this was not enforced in any comprehensive
way, so that in the initial periods of this program, a large number of recipients in
this category would not have obtained this verification and would have been
deemed "employable", as a result. Since the new requirement has gone into effect,
2,400 General Relief recipients have obtained-this verification.

Error, according to the questionnaire, aside from the 186 responses of "I don't
know" '(and eliminating duplicate responses), left 61 instances of other type
errors. Fifteen of these were "went to D.E.8. but check was not there"; the bal-
ance included such categories as : "social worker told me to go on the wrong day,"
"was notified too late," "sent to the wrong D.E.S. office," and many other assorted
designations. The Social Welfare Regional Institute which conducted the ques-
tionnaire aspect of the study, also received about 50 telephone calls from respond-
ents in response to the nua tionnnire. Although the content of these calls was not
recorded, the ImpressioA is that at least 80 of these calls were about mix-ups
regarding the new procedure, and resulting missed checks, about which recipients
were asking advice and assistance.

The third largest reason that respondents gave for not picking up checks was
that they were w.orkc no. i, Itsinditi, ahuld be related to the state of the General
Relief caseload in regards to employment before the current program went into
effect. At the time of that study (1971) 7% of the adult caseload were employed
either full or part-time receiving General Relief supplementation. Only 4,778 out
of 41,458 persons were registered with D.E.S. Thirty-five percent of total adult
recipients and 0o of those known and recorded had no marketable skills. A much
smaller proportion-28% of all adult recipients and 40% of those known and
recorded did have marketable skills. Nevertheless, only 88% of all and forty-three
percent of the known and recorded had been regularly employed, sporadically
employed, or seasonally employed.

The date of this study snows that 17% to 22% of the respondents indicated
that they did not report to D..S. because they were already working. We can
assume that a certain proportion of these, as suggested from the overall case-
load, were obtaining and entitled to supplementation. A certain proportion of
these, no doubt, were part of the group that is usually closed each rionth; 17%
are closed each month but the amount closed for employment is not known.
In addition, we must allow for administrative error as those already at full.
time work were not to be referred to J,' .S. but apparently many of them in-
correctly were so referred. The data does not permit us to make this analysis
of those at work in any more specific terms than these. It Is apparent, however,
from the over-all caseload data that, as a whole, the. General Relief caseload
seems to consist mainly of sporadic and seasonal workers who have marginal
skills and who have a high rate of return to General Relief. It is not clear then,
at which point in the work continuum this 17% to 22% falls.

It sould be noted that out of the 2141 recipients who did not meet the require-
ment of reporting to D..S. to obtain their assistance checks,'600 or 28% replied
to the questionnaire and 79 were interviewed. Both samples may have over rep-
retented those clients with good cause due to the voluntary nature of the sur-
veys, However, the anonymous nature of the questionnaire would tend to offset
this potential bias somewhat.

Of those who did respond, the major reasons for not having complied with
requirements were illness, error and work, in that order. What is important to
understand is the hardship that prevented compliance and that resulted from
non-compliance. People were either too ill to report or too ill to consider work.
Errors resulted in both confusion and deprivation which was clearly illustrated
by the data and corroborated by the phone calls received. Some respondents who
had good cause thought they had been simply dropped from the roles and did
not know how to deal with the situation. Many of these were still having diffi-
culties at the time of the survey. These hardships may be the highest cost im-
posed by the program, falling on those who may be least able to cope with
poverty and the administrative structures.

si 0-is- . $I.st
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III. GENERAL RELIEP RECIPIENTS WHO OBTAINED EMPLOYMENT T13ROUOH THE
CuHECK PIOK-UP SYSTEM

The ultimate goal of the check pick-up system is to restore "employable"
General Relief recipients back to self support. Out of the original 9,016 recipi-
ents who reported to D.E.S., only 220 actually obtained jobs as of December 15,
1971. This figure represents only 2.4% of those who reported in .October and 4.8%
of those found referrable by D.E.S. Further, it is reasonable to expect that many
employable recipients %fould have found jobs through their own efforts without
having to sign up for work at D.E.S. to obtain their checks.

In order to understand the job-finding process, a survey of 99 recipients who
supposedly received jobs through D.E.8. was conducted in the Boston area. In
this survey we attempted to get a qualitative picture of the recipients' work
and welfare history, present job characteristics, and their job-finding habits.
The results of the survey proved to be most interesting. Of the 70 recipients who
were willing to be interviewed, a quick survey of 21 recipients revealed that 15
obtained their own jobs without the aid of D.E.S. According to their statements,
all did in fact sign up for work at D.E.X., but only 5 actually received Jobs
through D.E.S. (one claimed he did not get a job). The results can be seen as
indicative of a phenomenon in which many General Relief recipients tend to
obtain jobs on their own initiative.

Of those 20 people surveyed who said they had gotten jobs, only 25% were
placed through referrals by D.E.S. Projecting this figure to the population of
those who got jobs, approximately 55 clients would be expected to have been
placed by D.E.S. This last figure must be qualified by the realization that the
number of people surveyed, while 21% of those finding employment in the Bos-
ton area and almost 10% of those in the state, is a small sample, not randomly
selected. Projections on this basis are subject to possible errors, but the findings
and projection do indicate a probable pattern to the Job finding process.

One recipient who is employed as a hospital housekeeper earning $1.85 per
hour obtained her job through her own efforts. Since she felt that there were
"no other opportunities available," she made the decision to "do it myself." As
a result of applications to a local hospital, she obtained a job similar in nature
to that of her previous work experience. Commenting on the welfare regulations
requirin' her to sign up for work at DES, she felt that the system was ineffective
and described it as "Just more talk."

Another recipient interviewed did obtain a job through DES. She inspects
razor blades which is also similar to what she had been doing on her lAst job.
Since she obtained her last job through DES, she felt that it would be easier
to get a job through the employment service again,

These examples suggest that recipients who have had previously successful
experiences with DES in obtaining jobs might have used the employment service
anyway. Whether they were required to pick up their checks or not. However,
for those 15 recipients in our survey who did not get jobs through DES, their
Job finding experiences had always been through other means: friends, news-
paper ads, or on their own initiative. They continued looking for employment
while on relief, and after a few months duration were able to restore themselves
to self-support. In this survey, we found no Instances in which people were
working and receiving relief at the same time.

Considering the very small number of recipients who have been able to obtain
employment since the system began on October 1, 1971, and also considering
the 'very small number of recipients who actually obtained employment through
DES, the check pick-up system appears to be relatively ineffective in achieving
its goal of restoring General Relief recipients back to self-supp t through em-
ployment services. b

Further research is needed to determine the connection btweeemployment
history, experiences with DES, and job finding success. Other Gener lI Relief re-
cipients such as those who have not been able to obtain jobs, should be surveyed
as well.

IV. MANAoEABILITY AND COST

INTRODUCTION

Two aspects of the new GR procedure will be discussed in this section: (1)
problems of manageability and (2) additional cost. In brief, this section is an
attempt to get at the Commissioner's third charge: "To what extent was the ad-
ministration of the program problematic, unmanageable or expensive?" The find-
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ings contained herein are based on field visits to selected Welfare Service Offices
and to the Project OR-DES office at 48 Hawkins St., Boston. The quantitative
remarks rely on responses to a questionnaire concerning additional time given
to the new OR procedure, sent to all workers and other rtaff involved in the new
OR procedure in all WSO's in the Commonwealth.

FINDINGS ON MANAGEABILITY

Although some of the problems in the administration of the new OR procedure
are doubtless attributable to' the fact that the system has been in effect only
a short time, six major problem areas were discovered from field visits. Each
problem area represents the most striking and significant deficiencies in the ad-
ministration which cannot be written off as temporary aberrations due to the
transition. The six problem areas are:

1. Overloading of OR staff in WSO's
2. Incompatability of DPW and DES operationalization of employability
8. Problems arising from change in OR payroll procedure-from local

Finance Units to a central computer for the state
4. Inadequate information and training in new payroll procedures for

WSO payroll clerks
5. Insufficient staffing, equipping, and procedures at the new Project OR-

DES office
6. Low staff morale.resulting from the way in which changes in OR were

implemented.
1. Overloading of OR Staff in WSO'a

We found workers and payroll clerks of WSO's hard pressed to fit in the addi-
tional tasks necessitated by the new procedures for OR. Whereas before OR had
been a low priority program which required little time on the part of the staff-
priorities going to federal category programs, especially AWPO-the now OR
procedures suddenly thrust OR to center stage. Workers had to take time from
federal categories to review their OR caseload, to make necessary determinations
of employment capablities of recipients (fill out Form OR-DES 1), keep up-to-
date on Form 860's returned daily from DES, follow up on clients who didn't
pick up checks or follow up with the Project Office for checks not received.

Many workers claimed that whereas before OR had taken a few hours of their
time a week, it now required twice to three times as much attention. Many
worked overtime during the first month. Some came in o their own time or stayed
later to keep up with the paperwork, in order not to detract time during the
work day from seeing clients, making home visits, troubleshooting problems with
checks, and doing work for the other categories. Many said they felt more like
clerks than social workers as so much of the time demanded by the new proce-
dures involved filling out forms, especially the 8660(s frbm DES. They felt es-
pecially desk-bound as a change in, AFDO had come through at the same time as
the new OR procedure, requiring additional time to re-compute the budgets for
the AFDO clients in their caseload.

WSO's with specialized OR uits were especially hard UIt as they are usually
large offices where the caseload i heavy and, the staff severely shorthanded.
Prior to the change many were doing little more than providing "over-thecounter
service" to the OR clients who walked in the door. In many cases they bad to
bring in staff from other, units or find temporary help to manage the initial re-
view to determine, which category---employable or, non-employable-4n which to
place their OR cases. In. one office the OR caseload dropped 'fromover 700 to
under 500 during this review process by simply closing out cases who left the
rolls long ago but the undermanned staff had not gotten to review the files
prevonsly., (Payrol clerks were also hard-hit by the change. This p*ilem will
be discussed In Item #4 below)
.,ln mpatibiltV of DPW and DES OpeaUotnaizatOn of Smp1oyablifto

One of the most Oifteolt and time consuming problems in the new procedure
for all partie--sO i a workers, employment counselors, and clients-is the bastc
conflict between the operating procedures with regard to employability of the two
agencies participating in the program' DPW operates as if a OR recipient is em-
ployable unless specifically exempted (refer to *at Letter 288). The six cate-
gories of exemptions listed ii the State Letter prided the grounds for deeming
a recipient non-employable. In order to classify a client as non-employable the
social worker had to fill out Form OR-DES 1--stating the reasons for the exemp-
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tions and verifying it. A worker is thus under severe pressure to place a recipient
1n the employable category unless he can produce written verification to the
contrary in the recipient's file (i.e., in most cases, a doctor's letter). Then, and
only then, is the recipient placed in the non-employable category.

However, DES operated on the opposite set of assumptions. Despite written
instructions to the contrary, we found in practice that DES staff operate from
the premise that a client 4s considered employable only if he is potentially em-
ployable, i.e., has work related characteristics-age, sex, previous work experi-
ence, education-which make it likely for him to be placed in a Job or in a train-
ing program. Employment counselors at DES are under pressure to deem employ-
able only those OR recipients who are likely to be placed and to deem non-employ-
able those with little chance of placement. This approach serves two purposes for
DES staff. First it conserves staft time--thb employment counselor does not have
to continually see clients who are not likely to get Jobs. Secondly, it produces
good monthly reports-the rate of placements per number of active cases is not
depressed by a large pool of clients who are not likely to get Jobs.

The result of these conflicting agency positions is that many OR recipients find
themselves constantly shuttled back and forth between the WSO and DES office.
The worker classifies the client as employable and sends him to DES. At DES the
employment counselor interviews the recipient, finds him or her not likely to be
employed and sends the Form 8860 back--checked #9, non-employable. The work-
er must then follow up-find out why the recipient was marked non-employable
and try to get verification in order to fit the recipient into one of the exemptions
for non-employability. The recipient often does not qualify for an exemption and
is sent back to DES where the process is repeated

We further discovered that these and other problems in the relations between
the local WSO and DES offices were more or less difficult depending on the quality
of previous relations between the two offices prior to new regulations. Where
two offices were In close proximity, e.g., WSO and DES offices in the same
city or towin-and had worked together before, i.e., workers had taken the pre-
vious department requirement that OR recipients visit DES once a month as a
beginning point for working with the local DES staff to find the recipient a job-
both were better able to manage the conflicts arising from opposing agency pur-
poses with regard to the^ new procedure. Further, the free flow of Information
between worker and DES staff prior to the new regulationsfacilitated communica-
tions under the new system. Information about a client which was valuable in
placing him in a Job was not provided for in the new procedure. The Form 8860
proved inefficient for exchanging the type of information needed by either the
social worker or DES staff.

The example given by a worker at one WSO we visited Illustrates the problem:
A OR recipient with no physical disability showed up at the DES office hunched
over a cane. Through previous contact with the DES staff, the worker was able
to correct this false Impression and to get the recipient placed. In the same
office we also found a number of cases of recipients who could not fit any of the
exemptions, e.g., widows in their late 0's or early 60's without previous work
experience. Both the workers and DES staff realized these people were "socially"
non-employable, but were unable to deal realistically due to the requirements
of the DPW State Letter to classify the recipient as employable.
3. Problems Arising From change in OR Payroll Procedure--From Local Pi-

nanoe Units to a Central Computer for the State
The portion of the new OR procedures which was most likely to oceur yet was

so ill prepared for was the change In the method of dispersing the OR payroll
from the local Finance Units to the Data Processing Center in the Boston Finance
Unit at 48 Hawkins Street.

One of the chief difficulties with this new procedure-which was repeatedly
brought out in our interviews with the staff of WSO's--was that processing
OR under the old system through the Finance Units allowed the kind of flexibility
and personal contact which enhanced the alms of the program, strengthened
worker-client relations, and seemed most appropriate to the kind of popula-
tion which OR serviced. As WSO staff described it, OR functions as a residual
category for those In need who are not eligible for other categories or other
programs, e.g., widows and widowers prior to age where they ire eligible for
OAA or Social Security, families not eligible for AFDC where the breadwinner
is unemployed temporarily, unskilled laborers who are not covered by work.
man's compensation.
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OR as dispersed through the Finance Units where a few WSO's are in close
proximity to the Finance Unit (in some instances in the same building) per.
mitted the worker to get cash quickly into the hands of a recipient, who in many
cases needed help immediately., Through the Finance Unit's the regular payroll
lead time was under a week. In emergencies the workers could often get a check
out of the Finance Unit the same day by personally going to the Finance Unit
and walking the authorization through, Among many of the staff at the WSO's
visited, there was 'a noticeable preference for a return to the Finance Units in
order to recoup this kind of flexibility now lout with the statewide computer
payroll.

In contrast, the payroll procedure under the new OR system seems to offer
the least flexibility and responsiveness to clients who need it the most. The
payroll lead time has Jumped from a few days to over two weeks We found that
in many cases due to the long lead time and errors in preparing the payroll
both in WSO's and at Data (6ntrol it took workers up to 8 or 4 payroll periods
to get recipients a computer payroll check.

In the meantime while waiting for the first computer check the procedure
of relying on vendor payments has proved to be unsatisfactory. For recipients
there was no cash for non-food or rent items. It was proving difficult to arrange
for certain types of bills,e.g., utilities. From the Department's perspective the
vendor system was proving costly as well as difficult to monitor. In some WSO's
the vendor payroll appeared to be soaring under the new GR procedure.

Further, the fact that recipients were not able to get computer checks for two
to three pay periods meant that workers were not able to comply with the De-
partment's regulation that a person eligible for aid receive the full amount he
or she was eligible for from the date of application. Vendor payments inevitably
fell short of the full grant, Computer checks were not retroactive as had been
the case for OR under the Finance Units and is still the ease for federal
categories.

The problems discussed below in the staffn, equipping, and operating of the
Project OR-DES Office aggravated what for many WSO staff was an already
intolerable situation. Lack of telephone lines and trained personnel made it
difficult, if not impossible, for workers to follow up errors in the computer pay.
roll, or for staff to get information about how to fill out the new forms in order
to avoid errors in future payrolls. I

The biggest headache for WSO staffs in the new computerized OR payMIll
was the procedure for releasing to the recipient checks returned from DES to
Data Control for not being, picked up. We found numerous cases where workers
received the Form 8660 from DES but were delayed in getting in touch with the
recipient. By the time the completed Form 8660 and Form OR-DES 4 was
returned to Data Control that check had already been re-deposted. In other cases
the worker completed the forms promptly, but stil could not get the check
released to the recipient.

While some of these problems may be due to the transition to the centralized
computer payroll, many of them Indicate the need for additional procedures
within the new system. Ways of, restoring flexibility and speed in responding. to
client needs should be developed,
4. InWequate lnformation bn and Trainine in New Pavroll Prooedures for WSO

Payroll Olerks
As mentioned above we discovered on field visits that payroll clerks in the

WSO's were confused by the change to the new OR payroll procedure. Prior to
the new system, preparation of OR payroll was relatively simple and consumed
little of the clerk's time. All that was involved in getting out the payroll was the
completion of one form-Form A-R-I. The sum of the adds and deletes to OR
was added to the amount of the previous payroll to get the payroll for the current
period. Under the new procedure the number of forms has quadrupled-Form
GR-DIDS-2-the OR payroll, Form OR-DES--2A-the payroll update, Form GR-
DES 2B-the computation and reconciliation form, and Form OR-DES 8--the
pull list, one for the employment payroll and one for the non-eanployable
payroll. The initial, OR payroll was filled out on Form OR-DES 2 and in-
cluded in addition to recipients' names as before-recipient's social security num-
ber, address, amount, date of birth, sex. The action code-add/delete/change--
was especlaily confusing tO clerks not familiar with computer progamming.
They could not understand the difference between adds, deletes, and change,'or
the reason that in order to change from employable to non-employable or vice
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versa they had to delete from one and add to other, where previously they simply
would add or delete.

In order to figure out this complicated new procedure, the clerks could rely
only one the general program guidelines in State Letter 288 and the briefest
instructions on the new forms. They received no explanation of the steps to
follow in filling out the forms nor explanation of the -rationale behind them.
5. Inuptoient sta0ifng Equipping, and Prooedures at the New Projeot GR.DktJ

01.00
On visiting the Project GR-DES Office at 48 Hawkins Street we discovered

that many of the problems discovered in the WSO's were due to the fact that the
change in the GR work requirement was coupled with a somewhat unsatisfactory
transfer of the OR payroll from the local Finance Units to the Department's
Computer Center in Boston. The brief lead time mandated by the Legislature's
statutory change in GR did not allow time or resources for putting together the
operation at 48 Hawkins Street to handle efficiently the GR payroll of the whole
state.

The first and most obvious deficiency was the absence of separate telephone
lines to the Project Office. Workers following up errors or staff calling for infor-
mation about the new procfroi hald one telephone extension through the switch-
board at 48 Hawkins Street. In the early weeks of the program workers literally
could not get through for days.

A further source of difficulty was that the only additional staff available to
set up the new office were 15 Grade 8 clerks who were hired 'as 80 day temporary
employees, They had neither the necessary skills nor the tenure to enable proper
training in putting together a payroll or troubleshooting errors (Initially, there
were not even enough desks for these temporary staff.) As a result no procedures
were developed for handling the queries coming in from the WSO's. The staff of
theWSO's reported that when they were finally able to get through to the Project

Office, the person on the other end of the line did not know what they wdre
asking about or'hoW to find.It; or if they did know something the WOO staff
were not assured thaftl. T :-ltit -up-oi-be-able to get in touch ,with the
same person on i return call.

At the time of our visit-in mid-December-to the Project Office, considerable
improvements had been made in correcting these deficiencies. The new director-
since mid-November-had attempted-to routinize procedures, to log in and follow
up promptly "problems" coming in fron-th-WSOs additional phones,
desks, and more permanent and experienced personnel, and to cut down on the
lead time for the GR payroll. These reported improvements corroborated with
our experience of our later.11eld visits in which interviewers reported some im-
provement in access and responsiveness at Data Control in recent weeks.

One problem originating in the Project Office, but not due to their own defi-
ciencies, is the lack of fit between the number of employable and non-employable
payrolls per pay period. There are currently four employable and two non-em-
ployable payrolls per month which Data Control must process. The reason for
the additional employable payrolls is the DUS procedure of distributing checks
by social security number. This results in the employable payroll being split into
two Groups, A and B-As a result of this non-comparability between the employ-
able and non-employable payrolls, it is difficult to transfer recipients easily from
one to the other. For this reason a change In category frequently results in the
recipient missing out on one computer check.
6. Low staff morale and negative attitude toward State DPW over the way in

whioh the OR changes were implemented.
Visits to WSO's generally revealed Ithat most staff were sympathetic to the

changes in OR but were negative toward their own Departmentwhich had
carried out the Legislative mandate. In some cases workers had been assisting
OR recipients to find work prior to the new program. Many workers felt that
those OR recipients who coulA, work ought not to live off welfare or that many
of their OR recipients were genuinely interested In getting off welfare into a job.
Thus, the availability of IES services under the new program was a benefit
to some workers and recipients. The staff was generally sympathetic to the
predicament of the Depae*me ttAn-having to make such drastic changes in such
a short time due to the nature of the mandate from the Legislature.

The feeling of resentment and hostility toward the DPW must be traced to
a number of causes. Much of the workers displeasure was directed at the loss
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df discretion over the clients and the extent to which they had to enforce the
DES registration provisions under the new regulations. The use of discretion
instead of rigid guidelines, some argued, would have been a valid use of pro.
fessional judgement given the mixed bag of clients who compose the OR popu-
lation; this was somewhat substantive by the dflculties that developed for
DES in not knowing what to do with those OR recipients who were obviously not
employable but who could not qualify for the non-employable payroll under
current exemptions. In addition, there was some lingering hostility among some
of the older staff against state take over of welfare. Further some remarked
about the incompetence of the "bosses" and their ,lack of sensitivity to the staff's
real problems, a common complaint in large bureaucratic organisations espe
cially governmental

However, the more serious problem which was uncovered concerned DPW
communications. Many staff voiced the criticism that they first heard about the
program through the newspaper and that they continued to learn more about,
lt--ehanges, progress, reports and other day to day feedback on the program-
through the newspapers not through the Department. A reading of the State
Letters on the subject, the occasional memos from Data Control, and the few

-articles in the monthly in-house newsletter of the Departments, tends to cor-
roborate these feelings. The insufficient flow of information from the top to the
bottom produced not only the feeling among lower echelons of being left out.,
but resulted In Inefficiencies due to the shortage of basic information on how to'
operate the new procedures, e.g. payroll clerks lacked Instructions on flling, out
the new OR payroll forms.

In addition, the criticism was made that the staff mos'affected by the change
In GB procedures were not involved in the planning and implementation of the '

changes. The new procedures were developed by the tenral office and presented,
as a faith accompli to the regional and local office with little apparent consider.
ation for the likely impact of these changes on the front line staff. In addition,
few, if any, orientation sessions for OX staff were held prior to the change. The
recently inaugurated training sessions conducted by Data Control for' OR pay,
roll clerks came only after, voluminous criticism of obvious Inadequacies of 'the"
new procedures and after the question of credibility of the central staff wal
raised.The general feeling among many of the staff might be summarized as follows:
The WSO workers were the ones who, had to bear :the brunt of the problems
brought. about by changes in welfare' policy# yet their Interests were not con.
sidered in shaping department policy. The central office was caught between
economy minded -Legislators looking for votes back' home and difitantf welfare
recipients. In the process they left the local workers in the Deeatknent to fend
for themselves, as they attempted to mediate between the two gtoupo as well as'
maintain, their .own positions..

X5OOMMOMDTIONS'ON ?O5LXUf INL MANAOSAMMIsY

In order to'deal with some of the problems of manageablity, the following'
recommendations are presented for consideration by tde,,Department. .,

1. l)iscoons 'between DPW and DES about the possibility,.of eliminating,
the duplicate employable payroll-Group A and Group B payroll should be in~t-
ated 4n; order tq simplify the. operation of the. computer center and eliminate
many of the problems now.owurring In changing a reciplei t from an employable,:
payroll to a non-emPloyable one.,

2. To rduce consion and time now mwmt negotiating employability between
DPW and DES the Depa rment. should adopt one of these two courses of action:
either a) reverse, present p io yto conform with the current DI8 operational
definition-i.e., consider , itentent employable only 'If able and likely to be
placed or, b) broaden the definition of "bon-employability" to Jnclude the large
number,.of OR recinients, who are "sociallY" employable . This could be accoin*
nllshe4' through numberr of means: 1),, by: expanding the medical category to,
Include emotional and, tber son-Physical, reasons for exemption, 2) by using the.
DES d6tmination of non-emploability as funconal verifiction thereof, 8) by.
giving workrs limited discretion to certify cient oonemloyable for mecal
eause s.nd 4) by setting un additional catepries of GR reeinients who would
be considered non-employable, e.g., wldows between, 58 and 02,wltherprous
wot* experence " " "" previously

. 4,
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IV
8. Workers should be granted limited authority to hold checks for employable

clients who are not able to make their DES pick up appointment. For e ample,
a worker could be allowed to authorize DES to keep the check an extra day' before
returning it, so the client could get into pick it up. Or alternatively h( could
be authorized to have the check forwarded directly to the WSO or to the client
if "good cause" was determined. Yn addition, the client should be permitted to
change his pick up time to suit his schedule rather than the arbitrary met iod of
assigning appointments by social security number, which obviously bears no
relation to the recipients availability or access to transportation.

4. The time needed to put together the OR payroll should be reduced to 5
working days, thus permitting tho WSO's 7 days lead time'for preparing their
OR payroll, which corresponds more closely to previous procedures and allows
greater responsiveness to changing client circumstances.

5. As soon as #4 is completed and the necessary staff is available an emergency
payroll should be initiated to handle clients prior to going on regular OR payroll
(currently 8 days for client to get a check in the Boston Finance Unit wherw the
emergency payroll is now in use), Thise would eliminate the vendor systemwhich
is presently inadequate to meet clients needs and costly for the Department.
6, In order to Improve staff morale, the needs of staff and potential impacts

of changes thereon should be given higher priority in planning and implementing
changes made In the future. The Department should be working towards an
operating style whicb seeks to involve staff in these changes, rather than I*
senting them to the staff as completed and unalterable. Such options as the fol-
lowing might be appropriate depending on the nature of the change: a) Supple-
ment the State Letters with concise but informative background pieces tobe sent
ahead of time to staff involved in different programs--to keep them abreast of
current programs in which they are involved and to prepare them for changes, b)
increase the role of the regional staff in working with WSO staff in preparing for
changes as well as serving as feedback units to the departments central staff,
and c) under appropriate conditions include other staff levels in the planning
process through task forces or committees drawn from local staff who would be
involved in the changes. This last approach would increase Information flow ao
well as participation and feedback, This would not only lead to greater "pro-
ductivity" and less of the counter productive energy we discovered resulting from
a failure to consider these Issues, but also to better inputs fo central planning-
Information on the state of the organization and ideas for improvement therein.

These additional recommendations are aimed at a more immediate
improvement:

1. the installation of a separate telephone line for the Project GRIDES office
might avoid the bottleneck at the 48 Hawkins St. switchboard which currently
cripples access and information flow between the W$O's and Data Control. It
would be preferable for Increased efficiency to have a separate number for each
region with one person handling all the calls from the WSO's in that region. This
would serve two purposes--the WSO staff would get to know one person they
could rely on and the Data Control clerk could have a manageable number of
WSO's to become familiar with. I t -'

2. The present'temporary personnel should be replaced with experienced clerks
who 'can be trained in procedures for preparing the OR payroll and 'handlinir
queries from the WSO's.

8. A brief Informal memo should be sent to WSO payroll clerks which -will
inform them on how the new computerized payrdl Works, what steps they must
folloW, what function each of the forms serves, and a Aimplified explanation of
how thenew procedures ar& related to the demands of a computer operation. In
addition, the Director of Data Control should cohttnte; and accelerate if i0sible,
the meetings with payroll clerks to familiarize thetW with the new system and
answer their questions.

4, The number of days, the Projeot Office holds cheeks returned by DES should
be extended to allow workera enough time a) to receive Form 8860, b) t0 contactthe client, and c) to return Form, GPDES 4 to theProject Office. This change
would eliminate some of the problems of recipients not getting comupter checks
and thus having to rely on the vendor system.

The purpose of this part of the GR-PEs study was tj0 compare the differential
in administrative eost of the OR program -before aid iftrImplementation of the
new proedure (Octtber 15, 1IM).
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After making several site visits and conducting numerous interviews with
Welfare Service Office (WSO) Directors, social workers and clerical and fl6cal
personnel, schedules were developed and pretested.

The schedule of items were selected from the comments of experiences con-
sistently and unanimously reported during the interviews. The schedule at-
tempted to elicit responses along four themes; (1) per cent of GR cases of the
total caseload, (2) time expended on each assistance category before and after
the new GR-DES program; (8) average number of clients referred back from
DES during one pay period, and (4) estimates of time and description of tasks
for which additional time was expended on the new procedure. Also each re-
spondent's Civil Service rating was requested.

Questionnaires were distributed from the Commissioner's office to each ofth
150 WSO's. Seventy-seven WSO's (50%) returned the questionnaires with a
range from 1 to 22 personnel responses per WSO.

While legislation was enacted which called for all employable recipients,of
General Relief to pick up bi-weekly checks at local DES Offices, no additional
funds were allocated for planning and implementation of this new procedure.
The intent of the legislation was to assist and encourage employable recipients
to register, be referred to, and placed on jobs, thereby reducing the rolls and
effecting a savings to the taxpayers..

Even though -no additional funds were expended on the new OR program ex-
penditure shifts (in man hours) were necesqary'to.meet the new requirements.
Also numerous additional tasks resulted from the new procedure,
1. Time Transferenoe

The average OR caseload of social workers (from our sample) who have OR
cases assigned to them as part or all of their load is 42. The average expenditure
of time (prior to the new OR system) per social worker (that service GR cases)
per payroll period (2 weeks) i 17.5 hours While we found no evidence, either
from our investigation or from DPW monthly statistical reports, that the OR
rolls had increased, an additional time expenditure of 8 hours per social worker
per two week period was reported by thOse with integrated case loads.

These eight additional hours per worker represents the amount of time that
social workers (whose caseloads are integrated) are taking from other public
assistance categories to meet the requirements of the new OR-DES program. The
cost being shifted from federal public assistance categories to service the Gen-
eral Relief population is $42.08 per two week, period per worker, (again, this
figure is only applicable to DPW personnel that assist .14 the Processing of OR
cases). Each OR case costs an average $1.10 of worker time per two week period
taken from other categories to process under the procedure of the new OR pro-
gram. The total cost of worker time trmserred from federal -public assistance
categories to the OR category approximately was $47,960.00 for November 1971
and approximately $45,960.00 for December 1971. (2).

To illustrate the impact of the time transferrence; the average totel caseload
(all categories) of social workers (having any OR cases in their caseloads) is
149. Of these 149 cases an average of 82 are in the OGR category, leaving 117 In
the non OR category. Average time allocated to OR cases prior to the new
system was 17.5 hours. It has been necessary for social workers to increase their
time to OR by almost 50% (8 hours) over time previously spent processing OR
cases (prior to the new system), bringing the average time expenditure per social
worker to 25.5 hours per two week period. The remaining 496 hours (per two
week'period) is left for servicing cases in other public assistance categories,
Therefore, 84% of the social worker's time is allocated to 21.5% of his total case-
load under the new system as compared with 28.8% time being devoted to 21.5%
on the old system,

9. Additional Tasks and Time Eeenditure
Prior to the new OR procedure social workers did not tend to refer employable

OR recipients to the DES for job registration. Under the new procedure three
clients per worker per two week peri6d, have been referred back from DES. The
cost of coordinating these elientsiand,.procedurally-related ?n ~terswith DES
personnel Is $.82 per case.

Vour additional tasks, (inherent In the new procedure) none of which werq
required under the old system, were identified during our site visits. They are
(1) determination of non-employabliity of OR clients,' (2) following up clients
who did not pick uP their check from the DES offices. (8) handling client prob-
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lems related to the new OR procedure, and (4) other. This last miscellaneous
category would include (according to our data) tasks relating to new forms,
clarification of unclear procedural instructions and efforts to trace welfare pay-
ments through central data processing.

The cost of social workers assisting clients in determining their non-employ-
ability was $.88 per case. The cost of social workers following up clients who did
not pick up their checks from the DES offices to determine current status was $,26
per case. The cost of social workers responding to clients' problems related to the
new procedure was $,75 per case. The cost of time expended on "other" tasks of
the new procedure was $.80 per OR recipient. These costs were obtained from
computations of individual hourly wage rates and hours expended performing
each task.

The total additional cost incurred by the local DPW offices due to the OR-Des
program is $1.69 per OR case per two week period. (based on a survey of over
1,700 cases) The assumption in reporting this $1.69 bi-weekly per case cost fig-
ure is that DPW personnel were working at relatively full capacity (time-wise)
prior to initiation of the GR-DES program. Indeed there is reason to believe
from our data that DPW personnel were over-extended in terms of caseload
size, of time for minimally required services, and of worker time avail-
able to reassess cases in each pay period. This was certainly apparent in the
larger WSO's.

For the months of November and December- 1971, DPW statistics reported
that there were 21,800 and 20,900 OR recipients respectively. The additional
cost in the local DPW offices of the new GR-DlES program was approximately
$78,684.00 for November, and approximately $70,642.00 for December.

Of the 20,902 OR recipients reported for December 1971, 12,089 were certi-
fied as non-employable. The remainder, or 8,873 (42%) were employable. There-
fore, the $70,642.00 additional cost for December represented the expenditure
of processing 8,878 so that the additional monthly cost of each employable OR
recipient under the new system is $7.90 per case.

In computing the total cost of the program ,for the month of December, the
cost to the central office 'of DPW, to the Division of Employment Security, and
the overhead would have to be added to this figure. Assuming that the costs to
the D.E.S. are similar to those of DPW, the total administrative cost of the pro-
gram per month would be in excess of $140,000, or over $1,680,000 per year.

An assessment of savings is difficult to determine in order to compare them
with the administrative costs. The difference between the payroll in September,
the month before the program began, and December, the third month of the pro-
gram, was only a savings of $48,929. However, this could have been due to many
other factors as well. The fact that the number of cases involved dropped sig-
nificantly and that the average payment went from $112.86 to f140.70 would
indicate that those who were receiving the lower payments tended to leave Gen-
eral Relief, possibly as a result of the increased costs of staying in due to the
new procedures.

For purposes of computing a figure of possible savings, the figures from the
questionnaire were used to arrive at the probable number who would not pick up
checks in December who did not have "good cause". This savings was then added
to the amount that would be saved if Mhe monthly average of 110 persons finding
Jobs held true. Since our findings are that most of these were not due to the pro-
gram, we made the liberal assumption that 50% of these persons found jobs
through DES. Further, the assumption was made that the average payment to
all individuals no longer on the rolls was the same as that for the OR payroll
as a whole, which, as has been pointed out, is probably not the case, These fig-
ures are also not adjusted for the normal 16% turnover in the General Relief
caseload, which would have also made them smaller.

The savings from the program for the month of December, if we subtract all
those who are ill, care for a person in the home, have been reclassified, are the
subject of administrative error, are too old, and who did not know but probably
have good cause, is 63.787 due to those who did not pick up their checks. If the
figure for those who find employment through DES is added, the total savings
comes to a high estimate $71,475. If the assumption is made that 80.5% of those
who did not pick up checks had good cause, which is the most reasonable accord-
ing to the surveys, then the total savings is estimated to be $50,792.

When these possible savings are compared to the administrative costs alone.
not counting the human costs, the administrative costs far exceed the potential
savings.



1027

The CiimLAN. Next we are pleased to have Governor Licht of
Rhode Island.

STATEMENT OF HON. PRANK LICHT, GOVERNOR OF THE STATE OP
RHODE ISLAND, ACCOMPANIED BY OHN . APPLCI, D RECTOR,
RHODE ISLAND DEPARTMENT OF SOCIAL AND REHABILITATIVE
SERVICES; AND OSEPH F. MURRAY, ACTING ADMINISTRATOR,
ASSISTANCE PAYMENTS PROGRAM

The CHAMMAN. Will you identify for the record, Governor Licht,
your assistants and aides with you today

Governor LxcHT. I am Governor Licht.
On my left is Mr. John J. Affleck, who is the director of the Rhode

Island Department of Social and Rehabilitative Services; and on my
right, Joseph Murray, who is the acting administrator of our assistance
payments program in that department.
I may say, Mr. Chairman, I appreciate this opportunity to come

before you. I am not sure that after the colloquy between the Senators
and Governor Sargent--

The CHAMMAN. Governor, hold up just a moment.
There is a little commotion in the room right now; everybody has

shifted around.
Governor LOHT. I am notsure- .
The CHAIRMAN. Hold on "just a second, Ggvernor.
There are copies of your speech being distributed and I wouldn't

want the committee to fail to hear your statement because sOmeone
was distributing copies of your speech.

All right; thank you, Governor.
Governor.LoHT. I w"s going to say I have distributed a statement

that- I thfinJ is longer than what I am going to say to the committee,
but I think it is fair to *that the discussion already with Governor
Sargent covered a gr=-t deal of the territory or area which I would
address the committee. It may be. a matter of emphasis but I think
it is fair to say that Qovernor Sargent comes from the Commonwealth
of Massachusetts and I come froi Rhode Island, and while Governor
Sargent is a Republican and I am a Democrat, the fact still reitiains
when it comes to this problem of financing welfare it is very, difficult
to find a difference between the views of Governor Sargent and myself.
Soyou will find we will be covering somewhat the same territory and,
if I repeat it, I would say that I-nam reenforcing, really, tho position
that'has been stated here earlier.

I appeared before this distinguished committee in Septvmber of
1970 to discuss *the family assistance plan then under consideration,
H.R. 16811, both as to its speciflo impact' on my own state and its
general adequacy, as a measure of national welfare reform,

'Since the first draft of, the fitmily assistance plan w"- introduced
into the U.S. Congress more than 2 years ago, there have been numer-
ous changes in the legislation and even more innumerable proposals
for changes. Thle intense and widespread nature of the surrounding
discussion point up tl~e very critical problems inherent in our present
social welfire system andthe growing awaIeness of the deper
financial position in which ate governments throughout the Nation
are being place because of the burTdens of this system.,
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I, for one am encouraged by the broadened scope of the present
legislation. knowing your very real concern in this area and your
obvious commitment to genuine welfare reform, I wish it were possible
for me to come before you today to advocate passage of H.R. 1 in its
present form. I cannot do this.

Instead, I believe that many of the words I used 16 months ago to
describe my stand on HR. 10811 are still valid in their application
to H.R. 1. At that time I noted that,- a

In H.R. 16811 there is for the first time a fundamental recognition of Federal
responsibility to establish a national minimum assistance level for the aged,
blind, disabled and family groups including those deprived of parental support.
Movement toward this concept is long overdue and I support this approach. The
legislation now before us, however, Is inadequate.

My position today is that certain standards of the proposed legisla-
tion continue to be grossly inadequate and that the bill, generally, still
fails to come to 'ps with some very fundamental social and financial
problems and I think that, if I may just digress for a moment, I think
the heart of the question has been put on several occasions and that
has been the question of what the State responsibility, should be with
respect to financing of welfare or to what extent or whether the Fed-
era1 Government should take over a larger share or all the share of
Federal financing.

When we finally clear away many of the real questiofis about social
yvelfare, I think we still get back to that fundamental question, and
so from the point of view of my State the income level of $2,400 for a
family of four without food stamps ialls far short of meeting human
need. •

There is no provision for the Federal Government td share directly
with the State any of the cost of supplemental assistance.

For example, increased State expenditures for medical assistance,
would be inevitable as new families became eligible for aid under the
provisions of H.R. 1. Moreover there are cutbacks in the current bill
for medicaid coverage, and the Federal program as proposed continues
to exclude single individuals and childless couples; and we take care
of them under our general public assistance. In other words, I believe
this measure falls far shorf of the massive welfare reform so desper-
ately needed both from the general and social need and the financial
need of the State&

I think you have heard this story many times and I think it was
suggested that there are six former Governors or more on this com-
mittee and really, the issue is social--but it is very, very definitely
financial. Some Governors have already said we have reached the end
of the' line in this field and I think it is true that with our other com-
mitments, education and other needs of State -governments, we have
j just about reached the end of the line.

For example, there was one question put-and I don't mean to antic-
ipate, but I think I would be better off to say some other things,
rather than just try to repeat what has been said-I think it was
Senator Fannin who said something about HEW regulations.

We get caught in these situations very frequently. I have this situ-
ation in which, for* example, the legislature of my State, concerned
with escalating costs, attempted to.cut out special needs for furniture
and furnishings; and we were going "to "then move to an averai
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stem, planning to go to an averaging system. We have not .yet gone
tosthait.

The State legislature i heated to us it didn't want us, without legis.
lative approval, to change standards. . . _ _ -

We attempted to cut out these special needs for furniture and fur-
nishings which, for example, in 967, cost the State some $800,000
and last year cost us $5 million; but the Federal district court in
Ro8ado v, Wyiman told us we could not do so. Unless we wanted togo
on a flat grant. system or ratable reduction we had to continue wit
these.

In some cases, for example, we are not sure, are we in compliance
with HEW, or are we not in compliance with HEW regulations; so
just as a diression, Senator Fannin, thete is a problem just in the
administration of social welfare which I think would be resolved if we
were talking about a national program of social welfare.

I speak as a Governor of a State which is doing everything within
its ability to meet the human needs of its citizens. .

As a frame of reference for my remarks, let me point out that during
fiscal year 1970, Rhode Island was sixth in the United States in the
amount expended per inhabitant for public assistance payments, fifth
in the United States in the amount expended per capita for medical,
assistance,* fourth in the United States in the amount of personal in-
Come per $1,000 spent in public assistance. I I

At the, same time we were 14th in the United. States in per capita
income and during fiscal 1970 we were 11th in the United States in
the number of public assistance recipients per 1,000 population.

When I caipe to testify before this committee in 1910 there were
some 43,000 people receiving AFDC. Today this number has increased
16 percent to 50,000. During this same period the rate of monthly
expenditure increased 28 percent from f2.5 million monthly to $8.2
million monthly. During the 10-year period from June 1961, through
June 1971, our AFDC regular caseload increased from 5,800 family
to 12,800, up 140 percent. Since June 1961, our rate of AFDCspending
for maintenance increased from $660,000 monthly to $8.2 million last
month. Rhode Island is, therefore, now spending at five times its, rate
of 10 years ago.

No one can dispute, I believe, Rhode Island's extraordinary invest-
ment in human resources, and no one can dispute the extraordinary
drain this has meant on my small State's limited fiscal resources. In
Rhode Island we already provide between $2,800 + and $8,200 for a
family of four. Welfare today, including medical assistance, accounts
for approximately one-quarter of the State's total budget which is
supporAed by both the income and the sales tax and a great many
other taxes.

It is my conviction that certain amendments to H.R. 1, offered by
Senator Ribicoff and endorsed by Governor Sargent and many other
Senators including the distinguished senior Sbnator from my State,
John 0. Pastore, an, I say, u number of Governors including
myself, would mark edly improve the proposed legislation.I partiul~arly'endorse: ++ +++

(15.The icrease in levels of payment for families; (2) Federal
participation in the cost of required State supplementation of the
Federal grant levels; (8) increasing'Federal responsibility on a phased
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basis to the point in 1976 where incdme maintenance payments would
be fully federalized; (4) the inclusion of single individuals and child-
less couples (5) continuation of the present matching plan for social
services; (6) the calculation of income availability on a current basis
rather than on the basis of earnings for the previous three-quarters of
a year; and (7) protection of civil service rights, retirement benefits,
et cetera, for career State welfare employees.

The passage of a bill including these amendments and the, present
provisions in H.R. 1 for strengthening the child welfare program
through Federal participation in the cosU of foster care, day care, and
adoption would, in my view, represent the most significant social legis-P
lation since the original passage of the Social Security Act.

It is estimated by the -t.S. Department of Health, Education, and
Welfare that with the passage of H.R. 1 the number of persons partic-
ipating in and benefiting from Rhode Island's welfare program Vould - -
increase by some 50 percent. For the most part, these additional persons
would include the heretofore neglected working poor, many of whom
Rhode Island already does try to supplement through a totally State-
financed general public assistance program.

Although the proposed legislation does not mandate the extension
of medical care benefits to these additional persons, it would be difficult
for a State to deny to some benefits received by others. Providing
additional medical care will mean a substantial increase in State costs
if these people are included under the title XIX program. We cannot-,- ignore t immediate increased costs by anticipating eventual enact-
ment of a national health insurance program.

H.R. f also proposes significant changes in the medicare and the
medicaid provisions of the Social Security Act. We applaud the pro-
posal to make -available to social security disability beneficiaries the
provisions of the Federal medicare program now available to individ -
uals over 65. -'9--- __

We are concerned, however, with the proposal which decreases Fed-
eral financial participation by one-third after the first 60 days of care
provided in a general hospital for title XIX medicaid beneficiaries.

Further, we oppose the proposal to allow for administrative discre-.
tion to reduce the Federal share of the cost of skilled nursing home
care and we oppose a decrease in Federal matching by one-third after
90 days of treatment for mental hospital patients under the medicaid
program. These provisions would have a most serious fiscal and pro-
gram effect in Rhode Island.

Although I support the efforts represented in H.R. 1 to intensify
medical utilization review and to develop greater reliance on htlt "-
maintenance organizations, I-cannot accept reduction in Federal par-
ticipation in appropriate kinds of care for title XIX beneficiaries.

- Such reduction would leave to the States once again a heavy respon-
sibility which they are unable to meet within their limited resources.
Indeed., in Rhode Island we estimate the cost of the proposed changes
to be in excess of '$3 million, offsettinR by half the $6.3 million of
State savings estimated for us by the House Ways and Means Com-
mittee under the H.R. 1 program.

Finally, let me bring dip an issue of immediate and vital concern.
I was delighted, Senator Ribicoff, when I heard you say you were.
proposing to introduce into the Senate today a hold harmless, as I call
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it, fiscal relief. I say this with the most profound respect for the
members of this committee. States must have fiscal relief now.

The impact on Rhode Island's resources of increasing numbers of
dependent individuals and families has been so severe as to create
what I termed in my 1972 annual massage to the legislature, "A Wel-
fare Crisis." I know that this situation is prevalent in other States.
I also know that the States must have immediate relief if we are to
cope with the urgent needs before us.

As I stated to the Rhode Island General Assembly, "The system's--
. welfare-flscal drain on the States is seriously impeding their efforts
to remain financially viable. This cannot long continue."

The various hold-harmless provisions thaf have been proposed show
a general recognition of the need for immediate flseal relief for the
Staes. I view these pro1 ls with some hope.

I would like to llnally conclude by saying that the question has
arisen, and I think I want to direct myself to it, as to whether indeed
each of the States does not have an obligation with respect to taking
care of its welfare recipients.

We 'have tried thai but I think we can address the Congress on
another point, and -that is, that to the extent that the economy plays a
role in the question of welfare, it must be said that that cannot be a
State's responsibility because we don't live in a vacuum when it comes
to the economic strength and health of this Nation.

What we produce is not sold primarily in Rhode Island; it is sold
outside of the State We have been up as high as 7 percent with our
unemployment; we are 6.2 right now. I think Connecticut, Senator,
has a larger unemployment rate than does Massachusetts.

We have no control over the question of the economic strength of the
Nation andwhile Governorshave on occasion taken crest credit for
the economic prosperity of the State when it was national prosperity
and perhaps they shared some problems when we don't have it, the
fact is we don't live in a vacuum and if employment is a national
responsibility then I think it can be said that poverty is a national
resjnsiblity. I

Sno, i my view, it becomes essential that we look at this, however the
finaning-as a national obligation. If you are talking about $2,400, the
State of-Rhode Island will get some $6,800,000 and-half of that will
go in some of the other changes-that is not meaningful reform as
far as financial relief to my State is concerned.

So I come here to say to the Senate, and to say to this honorable com-
mittee, that while I recognize that there may be arguments made about
the symmetry and the beauty of the national system, I am for it, I
would be less than candid if I did not say that many of us--I am talking
about the States we represent--are in severe financial difficulty and itis going to take the FedI Government'in t.s area.

In the last three Governors conferences which I attended I think
with respeq to welfare reform it was unanimous; every Governor
voted that welfare should be taken over by the Federal Government on
a phased basis .4 t S L and

So I am delighted to have this opportunity, Senator Long and
mem rs of the committee, to come down and join with Governor
Sent an4 the other Governors who feel so strongly about this
matter. , . ..
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The CHAIRMAN. Governor Licht, there are several things I am
convinced that we will do in the Senate; First, I have no doubt we are
goig to provide more benefits. We have differences but when we close
the door on this committee and start voting, we arrive at majority
votes and it puts us in one position and it decides the questions.

Now, there is no doubt in my mind that however we work this thing
out, we are going to provide more benefits for the deserving cases; we
are goin to do &4 ior the aged, disabled, blind, children.-There will
be more benefits.

Second the additional benefits that we provide are going to be paid
for entirely by Federal revenues. We are not going to expect the Staes
to put up additional money to do it; and third, by the time we get
through with it the bill will pay less and we will be moving in the direc-
tion of the Federal Government paying the entire cost of a uniform
type program.

Now, that does raise one question in my mind that we should
resolve and that is, in terms of administration; just who is going to dothe paperwork I

Now, we have had testimony before us for example, if we voted
H.R. 1 through the way the House passed it, it would. be 18 months
before anybody would receive the first check. They would have to hire
80,000 people. How many interviews would have to be conducted of
potential recipients ? I think maybe 80 40, 50 million interviews, some
such thing. There is so much paperworkr and so much redtape involved
that it would -be 18 months before people would get the first benefit
check.

Now, meanwhile we still have the States administering their pro-
gram. Admittedly, the program has a lot of discretion that the State
legislature voted and apparently, if the Federal Government is going
to do it *ll, that would mean that these people generally would have
to be discharged from State payroll. But most of them would, I expect,
apply to work for the Federal Government.

Now, we handle our unemployment insurance differently. The Fed-
eral Government votes the tax and the States -administer it. You had a
lot of objection to that when it started out but you couldn't change it
now; it has been tried and it can't be done.
, The people are very happy with the amount of State discretion that
is left in the program and State administration appeals to the people
in those States and it appeals to a majority in the Congress.

Now, it -seems to me that the next step should be simply to arrange
to pay for it but to leave the same people who are administering the
program now to administer it for the next several years to come.

Iknow in my State we provide benefits and will continue to provide
benefits for a long time to come beyond what' the Federal program
provides. Our standards for the ag d, for ,example, are far broader
than the Federal standards. We provide hospital care to a great num-
ber of people who apparently are not eligible for it under Federal
programs.

ow what would your reaction be to simply requiring that'we pay
for welfare but' that 'the Governor would continue to^ appoint the
administrator within the State and that they would administer it.
Why have a complete Federal takeover of the administration of it?

Governor LICHT. Well, I can appreciate- the fact, Senator, that
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certainly if you put a deadline for the changeover of administration,
you would have chaos; I can recognie that and, as a matter of fact,
it is a fair statement to make that while, for example, there are some-
times complaints about the department of employment security, the
fact is that it generally is not a problem department. It gets the checks
out and gets paid and we appoint a director and we have-they are
all on the Federal payroll but there is an organization as far as the
department of employment security is concerned.

We have tried in Rhode Island--and I can't say it has been wholly
successful-we have tried to-we think it is a progressive step-we
are tryin P to move from the matter of the social worker handing
both the 5igibility of payment and to the business or his business of
doing social work; and we have separated the departments where case
aides, by and large, are handling the eligibility and payment require.
ment ; whereas, the social worker is intended to help with the family
and in attempting to do the work for which that person has been
trained, and Y would still hope that even if there was a system in
which, for example payments were on a national basis that would
leave to the States that matter of the social worker, the person on the
scene who would be creative at least with respect to whether it is
marriage counseling or helping somebody get a job of helping in many,
many ways.

Now, if you were to say to me will I take a national system and well
administer it by the State, yes, I will, of course. I am not going to-
I- wouldn't let the change rise or fall based upon who is going to ad.
minister it and whatever the wisdom of the Senate would be in that
regard. But my own view is if we could get the eligibility and pay-
ments from the national, on the national level, or payments made over
a period of time so you wouldn't have chaos, we would certainly want
to continue the social effort with respect to the family in the State
of Rhode Island.

The CHAIRMAN. It seems to me Governor, if you retain some State
responsibility in this program, then when things develop in it that
are not good, those of us who vote for the program and try to over-
see it will come a lot nearer knowing about it than we will it you have
simply one enormous thing administered by one man at the top with
a lot of people in there that neither you nor I can do anything about.
By retaining some State responsibility for oversight and 'or admin-
itration we would come a lot nearer knowing ifit is not being run
the way it ought to be run and also doing something about it than
we would do if we just make this one vast Federal program which
theoretically is being-run by a Presidential appointee Where, as a prac.
tical matter, it is being run by people whom Iwill never know and you

.will never know.
Governor LIGHT." I think you would got a lot better accountability

if we retained some State responsibility in this matter.
Senator Bz~rerrr. No questions.
Senator RmIxcon. Just a few.
Mr. Chairman, again, because these statistics have suddenly gone

through, my staff points out ironically when HEW said our bill would
put 80 million on welfare they then said the cost would be $22 billion.
Today, according to their new tables when they say we have 40 million
on welfare, they say now the cost would be $16 billion. I point this

78573 0 - 72 -iV . -, 2
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out to indicate we have gone through all this with medicare and
medicaid.

You remember the hassles we had in the committee to try to get
some figures, and what bothers me about the basic dishonestly of this
table that was presented, which I saw for the first time, is that it talks
about the present law and my proposal but it leaves out the 14 or 16
million that would be on it under H.R. 1.

If you are going to compare these tables, the least that HEW could
have done would have beeh to have had the number of people under
present welfare, the, number of people who go on under H.R. 1, and
the number that go on under my proposal, because my proposal does
add more people than H.R. 1 and I think that is the least that HEW
could have done to play honest with this committee, Mr. Chairman.

A few questions, Governor.
The unemployment rate is some 6 percent?
Governor LicHT. 6.2.
senator Rwicon. How many people?
Governor LIOHT. 24,000 plus.
Senator RnizoonF 24,000.
Let us say that we had adequate public service job programs in this

country. How many people could you legitimately put on in construc-
tive employment in public service employment in the State of Rhode
Island?

Governor Licirr. I would like to answer it this way, Senator: Wo
are now training under the WIN program people ana we have more
people who want to be trained than we have slots for, but the point
is at this stage after we train them what do we do with them?

Senator RaiBOFOP. Which is a tragedy; you train people for a job
and not have any jobs existing for them.

Governor LIOUJT. That is precisely the case.
If you were to say to me let's make a distinction between just make-

work and meaning ob-
Senator RMnoT. Meaningful work ?
Governor LIGHT. I think you would have to put it that way because

I don't think we are going to advocate juA makeshift, makework
jobs. I am not able to tell you but I am certain that considering it is
not fair to say that everybody-i am talking about the AFDC cases-
that everybody who in F is going to be able to go to work, but
take those who can go to work, that if in your proposalthere are some
300000 jobs you are talking abut, we would take a fair percentage
of that and we would ut them to meaningful work.,

Senator RmIrorr. Iam just curious about your experience.
You heard me questioningGovernor Sargent anit you must have

the same problem with al the grant prgrams--there are some 1$8
programs supposedly addreIed to alleviating poverty, and the cost
is some $81 billion.

Do you consider that each and every one of those 168 programs does
alleviate poverty? . I I

Governor LIcHT.. No; I do not. I think, for example, the OEO
program that has perhaps been one of the most successful has been
the health care centers around the community in theProvidence area.
There have been a number of jobs in OEO where I think, on the
administrative level, were persons who otherwise might never have
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had an opportunity toward administrative positions and to come to
the point of holding jobs of this kind, have taken a position. But if
you mean has it eliminated poverty or has it given great numbers of
meaningful jobs, many of these programs, I have to frankly say, no.

Senator RnicoFF. In other words, if it came to a choice with a $40
billion deficit this'year and maybe another $50 billion deficit next
year, of trying to find the money, would it be preferable to supple-
ment the wor ing poor or people on welfare with the cash to bring
them up to poverty rather than many of these 168 programs that as
far as I can determine-

Governor LICHT. You can go to programs and eliminate them to get
the money to financethe program; no question about it.

Senator RiBICOFF. Thank you very much.
May I commend you, Governor, living in the State of Connecticut

I am interested in my fellow New England Governors. I follow your
activities with great interest and I want to commend you for the excel.
lent job you are doing in the State of Rhode Island.

Senator BEoxiEmr. The chairman has asked me to call on Senator
Jordan next.

Senator JORDAW. Thank you. I just have one or two questions,
Governor.

Your State, obviously, is doing a better than average job with re-
spect to your welfare people-sixth in the United States, and I think
you said you are above the national average in degree of effort.

The point has been raised about people going to the welfare mar-
ket rather than the job market. Are you aware of in-migration into
your State?

Governor LicnT. Ve have attempted, Senator, to make a deter-
mination with respect to that and I must say to you that we have no
demonstrable evidence to indicate that we have a large shift based
upon movement in the welfare market rather than the job market.

Senator JORDAN. You haven't any figures ?
Governor LICHT. Well, I think the figures we have, we do--the

figures we have are really not significant figures. We have some figures
and I can get them to you; but I know the results of what we sub-
mitted to the Senate, our own State senate, with respect to these mat-
ters indicated that the movement was not significant.

Senator JORDAN. I wondered how extensive it was because we keep
hearing various witnesses say there is a movement.

Governor LICHT. We have not found that to be the case and I will
submit, with your permission I will submit those figures.

Senator JOnDAN. Very weli; if you will, please.
(The following information was subsequently received by the

committee:)

STATE OF RHODE ISLAND & PaOVY wEOz PLANTATIONS,
EXEWUTIVE OHAMBE,

Providene, February 7, 1972.
Hon. RUSSELL B. Lozo,

pfhairman, Finance Committee, U.S. senate, Washington, D.0,
DEa ML VHAI1MAwI. During discussion following my testimony on HR 1

before the Honorable Members of your Committee on January 24, 1972, a ques-
tion was raised concerning residency and public assistance expenditures. Since
data on this matter was presented to our Rhode Island Senate last year in



1036

response to a Resolution by that body I said that I would be~pleased to make
copies of the material available for Your' Committee's use. I am enclosing fifteen
copies of the response to the Senate Reeblution prepared by tohn J. Aff6k, ti- I
rector of the State )epartment of Social and Rehabilitative; Services, and John
0. Murray, as State Budget Officer. , _ _1

I very much appreciated and enjoyed the opportunity to again discuss with you
and the Honorable Menibers of your Oommlttee my thoughts on the need for
welfare reform. Certainly, the subject is one of the major issues faein*' the
American people.today, and it is my hope that some meaningful resolution of
the issue can be reached which will include essential fiscal relief to the states.

With best Wishes and appreciation for your courtesy and consideration.
Sincerely, RA t._ Fx Licz,ovemtor.

Enclosures.

JuNx 18, 1971.
To: The Honorable Senate.
From: John J. Affleck, Director, Department of Social and Rehabilitative

Services.
John C. Murray, Budget Offcer, Division of the Budget, Department of

Administration.
Subject: Resolution S. 911-Re Residency and Public Assistance: Further Data.

In further reference to S. 911 and as planned in our response of June 7, 1971,
we are pleased to provide the Honorable Members of the Senate with the follow.
ing data secured from the study of Aid to Families with Dependent Children
cases newly accepted during-the October-December 1970 quarter and the General
Public Asistance cases newly accepted during May 1971.

AID TO FAMZLIR5 WITH DEPZNDT OHILDRE1

There were 990 AFDC families newly accepted during the October-December
quarter. All such newly accepted Aid to Families with Dependent Ohldren cases
in Providence (828) were read by members of the Social Audit Unit of the Public
Assistance Agency. In order to complete the statewide findings promptly,- a
random sample of one-third of the total of 661 cases, accepted outside the City of
Providence" was read, namely, 220 cases. The findings of the sample caes outside
Providence (220), were factored by three to arrive* at statewide findings.

Table I below shows the recorded-length of-residence in Rhode, Island.

TABLE I

Number of Percent of
Recorded length of residence in Rhode Island cass cases

Lived In Rhode Island entire lito ...................................... 8
5 ers or mo .......................................
3 to ys ....rs ........... .........................................
I to 3 Year ......................................................... 6
Under I year ....... .. .1 1.

Former Rhode 5lnders ..................................... 0
Now residents .......... ............................. ........... 121

Totl ....... ............ .................................................... 100.0

Nearly two-thirds of the 990 AFWD families had lived in Rhode Island their
entire lives. An analysis of the 171 who had less than one ymr of Ithode-island
residence showed that 50 had hid -some prior Rhode Island residence. Some
were born and raised in this State before marrying and moving away or had
lived for some years in Rhode Island before moving out ot State. Some had par-
ents or other relatives still living in Rhode Island.

Table I below shows the breakdown between Providence and outside Provi-
dence for the 171 newly accepted Aid to Families with Dependent Children cases
with less than one year -residence in Rhode Island. ,
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TABLE 11

Outside
Providence Providence

actual projected
total total

Total
State

Number with under I yar:
Former Rhode Islinders ....................................... 20 30
New residents ................................................. 55 66

Total ..................................................... 75 96 171

Total new cases accepted .......................................... 328 662 990
Percent with under I year:

Former RhodeJsianders.-------------------------.. 6.1 4.5 5.1
New residents ................................................. 16.8 10.0 12.2

Total percent ...... ; ......................................... 22,9 14.5 17.3

TABLE IIIl

Former Rhode
Islanders All other Total Percent

To be with or near relative# ................. ... 3i 46 77 45.0
Ho a ob to come to ............................... 8 1 19 11. 1
To seek w1rk .......... ............................ 15 16 4
Other reasons ...................................... 4 39 43 1
Not reported... ............................. 6 10 16 9.4

Total ........ ............................ . 50 121 171 100.0

Percent ............................................ 29.2 70.8 10 .........

1 Table III shows the reasons why families with less than 1-year residence In Rhode Island came to the State.

The mQst frequent reason reported for coming to Rhode Island for those fami-
lies with less than one year of residence was to be near or tO live with relatives
(77 of 171 or 46%), including several who came to care for ill parents. Another
20.5% (35 of 171) represented either those having employment to come to or seek-
Ing employment.

Table IV below indicates two-thirds of the cases with under one year ret-
dence came from the Northeast (114 of 171) ; 27 came from the South (15.8%) ;
18 came from western States; seven from the north central region; and five
came from outside the continental United States.

TABLE IV

Total Percent

Northeast ....................................................................... 114 4
South .............................................................. 278
aorta central..............::::::::::.... ..... .... ... "............

All other ...................................................................... 5 3.4

Total .................................................................... 171 100.0

The 171 Aid to Families with Dependent Children cases accepted during the
quarter studied, with under one year residence in Rhode Island, received $45,000
1t AWI)C money payments during that quarter, representing $21,700 in' State
funds. 'The length of assistance rendered varied from a minimum of two weeks
to the total quarter.

The current status of the 171 cases studied, which had less than a one-year
residence in Rhode Island prior to acceptance on Aid to Families with Depend-
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ent Children, was reviewed as part of the study as of May 80, 1971. S'xty-eight of
the 171 cases have been closed. These include 24 who obtained employment; 17
who moved out of State; 10 because the absent father returned to the home;
three because of increased support from the absent father; and 14 closed for a
variety of other reasons.
IThe -review as of May 80, 1971 indicated the 68 cases closed had received
Aid to Families with Dependent Children for an average perid of 8.4 months
and hed been closed to assistance for an average period of 8.1 months. One
hundred three of the 171 cases studied continued to receive assistance as of
May 30, 1971.

It is significant -to note that during the October-December 1970 quarter, 140
Aid to Families with Dependent Children cases were closed because they moved
from the State.

GENERAL PUBLIC ASSISTANCE

The Social Audit Unit reviewed the total number of Providence cases newly
accepted and a random sample for areas outside of Providence for the month
of May 1971. The sample outside of Providence included both rural and urban
areas. The study revealed that eight of 204 new caces accepted for a General
Public Assistance money payment during the month had lived in Rhode Island
less than one year. This was 40% of all such acceptances.

As noted in our memorandum to the Honorable Senate under date of June 7,
1971, the current stud# documents again the increasing mobility of the American
family. This is seen in the movement into and out of the State of individuals
who for whatever reason may need financial assistance at a point in time end
shows an intensification of this mobility since the 1967 study noted in our June 7
memorandum. Again, as in- 1967, no evidence developed during the study to
demonstrate moving to Rhode Island was directly attributable to the lack of
residence requirements in the Federal/State categories of assistance and the
authority of the Local Welfare Directors to waive the residency requirement
under certain circumstances in General Public Assistance. Families and tidi-
viduals moved to Rhode Island primarily for a variety of economic and social
factors involving seeking employment opportunities and/or Joining families.

Senator JoRDAN. Does your State have a graduated income tax ?
GovernOr LicHT. I think you would have to say we do, but you

wouldn't call it that. WO have thov piggyback.
Senator JoPAN. I see; you take percentage? . i __ • e•
Governor Liomt. A percentage of the Fed iy soweave

built in to our tax the Federal graduated income tax of the Federal
Government.

Senator JORMAN. Of course, you graduate it; you are, just the same
as the Federal Government?

Governor LicHT. You mean we don't have our own graduated
income tax but we follow the Federal?

Senator JORDAN. But if you follow Federal rates, then you are
graduated? - ..

Governor LzonT. Precisely.-
Senator JORDAN. That is all.
Senator BENNm'r (presiding). Senator Nelson ?
Senator Hansen?
Senator HAzsaN. No questions, Mr. Chairman.
Senator Bviz.n: Just one observation 4- Rhode Island being the

kind-of a State it is and being so, close to':Boston a:d New York,
might'not be expected to have the kind of initri tion that they havq
had because particularly in New York the people who arelooking for
welfare tend to go to thebig urban cities. That has been the pattern
in the pst

Governor LIonT. Senator, I was not attempting to suggest that New
York or Massachusetts might not have a different experience; but I
think Senator Jordan was directing his question to our experience
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Senator BENmNrr. That's right.
Governor LioHT. And I wouldn't like the impression to be left that

I think that might be a factor.
We just have not had that experience.
Senator BENNETT. No further questions, then, Governor.
Governor LICTIT. Thank you very much.
(Governor Licht's prepared statement follows:)

WRITTEN TESTIMONY BEFORE THE SENATE FINANCE COMMITTEE ON H.R. 1, sY
GOV. FRANK LIGHT, RHODE ISLAND

I am Governor Frank Licht of Rhode Island, and I thank you for giving me
this opportunity to present my views on H.R. 1. I am accompanied today by
John J. Affleck, Director of the Rhode Island Department of Social and
Rehabilitaive Services, and Joseph F. Murray, Acting Administrator of our
Assistance Payments Program In that Department,

I last appeared before the distinguished members of the Senate Finance Com-
mittee in September, 1970, to discuss the Family Assistance Plan then under
consideration, H.R. 16311, both as to Its specific impact on my own State and Its
general adequacy as a measure of national welfare reform.

Since the first draft of the Family Assistance Plan we introduced Into the
United States Congrew Tmore than two years ago, there have been numerous
changes In the legislation and even more innumerable proposals for changes.
The Intense and widespread nature of the surrounding discussions point up the
very critical problems Inherent in our present social welfare system and the
growing awareness of the desperate financial position In which Stato governments
throughout the nation are being placed because of the burdens of this system.

I, for one, am encouraged by the broadened scope of the present legislation.
Knowing your very real concern In this area and your obvious commitment to
genuine welfare reform, I wish it were possible for me to come before you today
to advocate passage of H.R. 1 in Its present form. I cannot do this.Instead, I believe that many of the words I used 16 months ago to describe my
stand on H.R. 16311 are still valid in their application to H.R. 1. At that time
I noted that, "In H.R. 16311 there Is for the first time a fundamental recognition
of federal responsibility to establish a national minimum asistance level for the
Aged, Blind, Disabled, and family groups, Including those deprived of parental
support. Movement toward this concept is long overdue, and I support this
approach. The legislation now before us, however, is Inadequate."

My position today 1A that certain standards of the proposed legislation con-
tinue to be grossly Inadequate and that the bill generally, still falls to come to
grips with some very fundamental sgclal and financial problems.

For example, the proposed income 4pvel of $2400 for a family of four, without
Foo Stamps, falls far short of meeting minimum human need.

There Is no provision for the Federal Government to hare directly with the
State any of the cost of supplemental assistance.

Increased State expenditures for Medical Assistance would be inevitable as
new families became eligible for aid wider the provisions of H.R. 1.

Moreover, there are cutbaokp in the current bill for Medicaid coverage.
And, the Federal program as proposed continues to exclude single Individuals,

and childless couples.
In other words, I believe that this measure falls far shot of the massive

welfare reform so deperately needed.

THE RHODE ISLAND PROGRAM

I speak as a Governor of a State which is doing everything wfthln Its ability to
meet the human needs of its citizens. As a frame of reference for my remarks
let me point out that during fiscal year 1970, thode Island with sixth in the
United States In the amount expended per inhabitanit for Public AssIance pay-
nents; fifth In the Uited States in the amount. expended per capita for Medical
Assstance; fourth In, the United States1ih -the, amount of personal income per
$1,000 spent In Public AssistMnce. At the sa4ie time we were fourteenth In the
United States In per capita Income and during fiscal 1970, we were eleventh in
the Uni bed States in the number of publle assistance recipients per 1000

polthii
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When I came to testify before this Committee In 1970 there were some 48,000
people receiving AFDC. Today this number has increased 16 percent to 50,000.
During this same period the rate of monthly expenditure increased 28 percent
from 2.5 million dollars monthly to 8.2 million dollars monthly. During the
ten year period from June, 1961, through June, 1971, our AFDC regular case-
load increased from 5800 families to 12,800- up 140 percent. Since June, 1961
our rate of AFDC spending for maintenance increased from $660,000 monthly
to 8.2 million dollars last month. Rhode Island is, therefore, now spending at
five times its rate of ten years ago.

No one can dispute Rhode Island's extraordinary investment in human
resources, and no one can dispute the extraordinary drain this has meant on my
small State's lindted fiscal resources. In Rhode Island we already provide
between $2800 and $3200 for a family of four. Welfare today, including Medical
Assistance, accounts for approximately one quarter of the State's total budget
which is supported by both the income and the sales tax.

THE ECONOMY

As you know, our nation has experienced the worst economic crisis in a
generation. The unemployment rate in the country is reflected in the unem-
ployment rate in Rhode Island.

Many persons within my State have been out of work for more than a year and
some persons are presently recefrkn extended unemployment benefits. Many
others will now be able to take advantage of the new national legislation pro-
viding for additional weeks of emergency unemployment assistance.

There is a direct connection between the health of our economy and the
welfare aseloa4 as can be seen by the fact that from July 1, 1970, to June 80,
19,71, our AFDC caseload for Unemployed Fathers Increased almost 250 percent.

A IicOFF AMENDMENTS

It is my conviction, that certain amendments to H.R. 1 offered by Senator
Ribicoff and endorsed by many other Senators, including the Senior Senator
of my State, Jdhn 0. Pastore, and a" number of Govenors, including myself,
would markedly improve the proposed legislation. I particularly endorse-

(1) The Increase in levels of payment for families;
(2) Federal participation in the cost of required State supplementation

of the Federal grant levels;
(8) Increasing Wederal- responsibility' on a phased basis to the point tv

1976 Where income maintenance payments would be fully federalized:
(4) The inclusion of single Individuals and childless couples;
(5) Continuation of the present matching plan for social services,;
(6) The calculation of income availability on a current basis rather than

on the basis df earning for the previous three-quarters of a year:
(7) Protection of Civil Service rights, retirement benefits, etc. for career

State welfare employees.'
The passage of a bill including these amendments and 'the present provisions

in H.R. 1 for strengthening the child welfare program through Federal partici-
pation in the costs of foster care, day care and adoption, would, in my view,
represent the most significant social legislation since the original passage of the
Social Security Act. .'I-W

It is estimated by the U.S. Department of HEW that with the passage of
H.R. 1, the number of persons participating in and benefiting from Rhode
Island's welfare program would increase by some 50 percent. For the most
part, these additional persons would include the heretofore neglected working
poor, many of whom Rhode Island already does try to supplement, through a
totally State financed General Public Assistance Program.

Although the proposed legislation does not mandate the extension of medical
care benefits to these additional persons, it would be difficult for a State to
deny to'some benefit# received by others Providing additional medical care will
mean a substantial Increase in OtAte costs, if these people are included under
the Title IX program. We cannot ignore these immediate increased costs by
anticiPting eventual enactment 'f a National Health Insurance programs
H.A. 1 also proposes significant changes in the Medicare and Medicaid provi-

sions of the Sohia! Security Act. We applaud the proposal to make available
to social security disability beneficiaries the provisions of the Federal Medicare
program now avalQble to individuals over 65. We are concerned, however,-with
the proposal which decreases Federali financial participation by one-third.after
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the first sixty days of care provided In a general hospital for Title XIX Medic-
aid beneficiaries.

Further, we oppose the proposal to allow for administrative discretion to
reduce the Federal share of the cost.of skilled nursing home care and we oppose
a decrease in Federal matching by one-third after 90 days of treatment for men-
tal hospital patients under the Medicaid program. These provisions would have
a most serious fiscal and program effect in Rhole Island.

Although I support the efforts represented in H.R. 1 to intensify medical
utilization review and to develop greater reliance on Health Maintenance
organizations, I cannot accept reduction in Federal participation in appropriate
kinds of care for Title XIX beneficiaries. Such reduction would leave to the
States once again a heavy responsibility which they are unable to met within
their limited resources. Indeed, in Rhode Island we estimate the cost of the
proposed changes to be in excess of three million dollars, offsetting by half the
6.8 million dollars of State savings estimated for us by the House Ways and
Means Committee.

ADULT CATEOORIES

I continue to support strongly those aspects of this legislation which will
transfer the determination of eligibility and the payments of monies for the
Aged, the Blind, and Disabled into the Social Security Administration. In my
State some 80 percent of our Old Age Assistance caseload receives supplementa-
tion of low Social Security benefits. One cannot quarrel with the suggestion
that those who are aged, blind or disabled receive from the Government an
amount of money which will enable them to spend their remaining years in
dignity and in a decent environment.

ADMINISTRATION

When I appeared here previously I expressed my concern that the Family
Assistance Plan would place a ceiling on expenditures for social services and
that collections made on behalf of clients, especially the support from absent
fathers, would go to the Federal government. I continue to oppose both of these
provisions. While I recognize that H.R. 1 provides for greater Federal partici-
pation in the cost of Day Care and Family Planning Services, limitations on
other forms of social services would hamper a State's ability to design programs
directed at ensuring and enhancing family stability and Individual self-sufficiency.

INTERIM FISCAL RELIEF

Finally, let me bring up an Issue of immediate and vital concern-itnterim
fiscal relief for the States. I say this with the most profound respect for. the
members of this Committee-the States must have fiscal relief now.

The impact on Rhode Island's resources of increasing numbers of dependent
individuals and families has been so severe as to create what I termed in my
1972 Annual Message to the Legislature, "A Welfare Crisis." I know that this
situation is prevalent in other States. I also know that the States must have
immediate relief if we are to cope with the urgent needs before us. As I stated
to the Rhode Island General Assembly, "the system's (welfare) fiscal drain on
the States is seriously Impeding their efforts to remain financially viable. This
cannot long continue."

The various lold-harmless provisions that have been proposed show a general
recognition of the need for immediate fiscal relief for the States. I view these
proposals with some hope.

CONCLUSION

Gentlemen, the legislation under your consideration is complex and intricate.
lEach section of this very extensive bill will have far-reaching effects. I have
only attempted to bring forth those issues which,'will have the most profound
Impact on my own State. If I have expressed the concerns of others, it is because
we face so many- similar problems and have had such common experiences.

Thank you.
Senator BBxxw. In the absence of the chairman and assuming that

when he told me to call on SenatorJordan, my power wle to tge end
of the period, the meeting will be ad Journed and wewill be together
again at 10 o'clock tomorrow morning.

(Whereupon, at 12: 25 p.m., the heapring was adjourned, to reconvene,
410 O.m., Tuesday, January25,19'.)

.4, 'J"





SOCIAL SECURITY AMENDMENTS OF 1971

TUESDAY, JANUAY 25, 1972

U. S. SENATIS,
Commn-m oN FxxANox,

Wa8Aingt~n, D.C.
The committee met, pursuant to recess, at 11:05 a.n, in room 2221,

New Senate Office Building, Senstor Russell B. Long (chairman)
presiding.

Present: Senators Long, Ribicoff, Byrd, Jr., of Virginia, Nelson,
Bennett Curtis, Miller Jordan of Idaho, Fannin, and Hansen.

The CHAtRMAN. The hearing rill come to order.
I would like to explain that he absence of our Democratic members

at this moment is due to the fact that a Democratic conference is going
on. The Democratic members will be along when the conference breaks
up.

We are honored to have today three of the Nation's outstanding
Governors, the first of whom will be Hon, Richard Ogilvie, Governor
of Illinois.

STATEMENT OF HON. RICHARD B. OGILVIE, GOVERNOR OF THE
STATE OF ILLINOIS, ACCOMPANIED BY EDWARD T. WEAVER,
DIRECTOR, ILLINOIS DEPARTMENT 0 PUBLIC AID

Governor OcOILvx. Thank you, sir.
Mr. Chairman and members of the. committee, I have with me

Edward T. Weaver who is the director of the Illinois Department of
Public Aid, in the likelihood that you are going to ask me some
techical question and I may need an expert witness, if that meets
with your approval.

The CHAIRMAN. Fine; he can sit beside you, Governor.
Governor OGILVIE. He is sitting right here, sir.
Gentlemen, I am grateful for the opportunity to testify here today.

I regard the issue at stake in your discussions to be of paramount
importance to the future of this Nation and its constituent
governments.

In the bluntest possible terms, I believe the present disaster in the
administration of public welfare presents a serious challenge to the
viability of our Federal system.

In the first place, the imposition of a detailed and increasingly rigid
structure of administrative regulations has given the Federal welfare
bureaucracy, quite literally, a life-or-death grip over the ability of
State governments to act in the best interests of their citizens in this
important activity.

(1048)
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But of even more immediate concern; the present system is threatn-
ing the States, especially the major industrial States like my own, with
financial chaos.
Imt October we determined that our present appropriation of $1

billion, $58 million for welfare would fall $180 million short of ade-
quately funding, Illinois' present program, Of that total, the shortage
in State resources, exclusive of Federal reimbursements, would be $107
million.

Faced with this urgent dilemma, we have attempted to accomplish
two major goals in the Sdministration of our Illinois welfare program:

First, we are doing everything possible to maintain existing grant
levels for the blind, the aged, the disabled and families with dependent
children, in other words, those in the federally assisted categorial
programs.

Second, in order to save sufficient resources to a complish the first
objective, we have attempted to make some selective changes in other
aspects of the welfare system.

-At the outset, I should say that we in Illinois reognized 8 years ago
the urgency of the first objective,' as I mentioned, so we also saw the
need for increased aid to our schools, expanded day-care efforts, reform
in our penal system, tougher laws and nmachinery for fighting pollution,.
and more humane facilities for our mentally retarded.'

In a spirit of bipaTtisan responsibility, the-legislature at my urging,
enacted in 1969 the first income tax in our State's history. With that
action we raised more than $1 billion in the first full year of the levy
and increased by nearly P50 percent our State's general revenues.

Substantial increases in most other State levMes, except for the
regressive sales tax, also were enacted that same year.

Yet, just*8 years later, we find ourselves in a financial straitjacket
once again. Why? The reason is quite simple and is best illustrated
by citing this one fact:.

Eighty-four percent of the increase in State revenue during fiscal
1972 in our State is being absorbed by the welfare budget alone, and
even that is now proving to bo insufcient. That leaves 16 Percent of
our new revenues to meet the growing demands of our colleges, com-
mon schools, hard-pressed local governments, park system, correc-
tions system, and other traditional activities of State government

Accomplishment of our first objective has proven difficult because
we are at the mercy of national conditions beyond the control of the
States, especially the recent economic recession with its hiafher rates
of unemployment and the growing awareness of poor people of their
right to relief and their increasing propensitv to claim it.

These trends have converged on in Illinoiswith devastating human
and fiscal results.

During calendar, 1971, some 208,000 new people joined the rolls
6f those claiming welfare benefits in Illinois. Our monthly disburse-
ment rose from $8 to $91 million. To illustrate the impact of that
growth, it is as if the entire population of our second largest city and
all of its surrounding suburbs were added to the caseload in just 1
year'stime.

Needless to say, keeping up; with this growin. burden has severely
crippled our capacity to provide other essential services-those in
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education, health, child care and manpower development-services
which are intended to help keep families off the welfare rolls in the
first place.

Despite these pressures, however, we have thus far succeeded in
maintaining the existing grant levels in the federally assisted categori-
cal programs of assistance.

Indeed, I believe Illinois is the only major industrial State which
has increased its grants in the past 2 years to reflect the rising cost
of living.

But our effort to make selective changes in other aspects of the pro-
gram has been temporarily stymied, thus casting serious doubt on
our ability, that is, the ability of the State to continue maintaining
present grant levels in the categorical programs.

At present levels of spending, our entire welfare appropriation will
run out next May, several weeks before the end of the current fiscal
year.

Our efforts to accomplish the second objective-selective reforms-
have been centered in three areas. I would like to cite each of them
briefly and the nature of the delay we have encountered.

First, medicaid. Only 6 years old, this program already comprises
44 percent f our total welfare budget and constitutes by all odds
the fastest growing component of the welfare systems.

We have sought to make selective cutbacks and eliminate duplica-
tion in what we feel are nonessential services to reduce, the sort of
overuse we have found.

These changes have been obstructed in court by a series of allega-
tions that the State must do these things: (1) provide individual
hearings upon request to each of the 800,000 recipients who might
be adversely affected; (2) commit itself-the State to commit itself-
to a-definition of comprehensive health care far exceeding anythingenvisioned by Congress when it enacted that provision; and- (3) im-
prove its utilization review program to control costs.

Despite HEW administrative approval of our program revisions,
the Federal regulations are so contradictory and so confusing that
they open wide loopholes which allow welfare rights groups to initiate,
interminable litigation to delay proceeding with the federally-
approved changes.

The second focus of our concern has been public-service employment.
Our attempt to utilize Emergenhcy Employment Act -funds for the

hiring of welfare recipients for jobs i State and local governments
wa& played by legal maneuvering and administrative diflicultios.

Our third- effort at selective reform involves the relationship be-
tween Federal categorical assistance and our county relief or general
assistance program.

For years Illinois has met its welfare responsibilities well beyond
JFederal requirements with a State-local program for aidingthe work-
ing poor, single employables, childless codpres, and other persons who-
do not fit the narrow definitions of the Federal categories.I think it is worth noting that the local contribution to this effort
presently consists only of a 1-mill levy at the -county or township

-level, and that the remainder, which is about 92 percent of the total
dollar commitment, is provide solely from State source.
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In the face of the financial pressures I have already described, we
sought to force local governments, especially Cook County where more
than 90 percent of the general assistance funds are expended, to shift
their eligible recipients to the Federal categorical programs where
that was possible and thus save the State some $20 million.

We proposed to shift funds within our existing appropriation from
the general assistance effort to the categorical programs that were
funded by the Federal Government in order to avoid making the
rant reductions which would hit hardest those least able to sustain&h cut&
And it was that effort which has been enjoined by the Illinois courts

and 'they have done that on the intriguing grounds that we cannot
make distinctions between those poor people who are eligible for
Federal assistance and those who are not.

In light of these experiences and considering the legislation now
pending before your committee, Mr. Chairman, I would like to make
two basic recommendations:

First, it is essential that the bill which emerge from this committee
include a pgrvision holding the States harmless from the present
skyrocketing increases in welfare.

Because of the relatively narrow tax base of most States and local
governments and the preemptive nature of the Federal income tax,
the States simply are not able to sustain these sudden cost increases
of the dimensions we have been experiencing in the past-few years,
an average of 80 percent a year for the last 3 years.

As evidence of the relative abilities of different levels of govern.
ment to meettheir needs, we may cite those figures, with which you are
probably familiar with: During the past 5 years State governments
were forced to increase their tax collections by 67 percent; for local
governments the figure was 50 percent; but for the Federal Govern-
ment tax collections in the same period went up only 25 percent or
less than half the rate of increase for State and local units combined.
I Senator Percy's proposed amendment to H.R. 1, which is suDported
by the Governors of the States, would authorize the expenditure of
$561 million to help the States meet a portion of the increase in welfare
costs incurred in the year beginning last uly 1.

Because Federal Payments would be limited to 120 percent of theoutlays for fiscal 1971, this bill would offer incentives to the States
fot1tiehter administration while relieving them of the present intoler-
able financial burden. I would urgently commend the Percy amend-
ment t6you for your favorable consideration.

Seiatr Mrixi. Mr. Chairman, could I interrupt at this point?
In my fe it'has $1 billion 89 million as the cost.
Governor OGILvI. That was the first cost-out, Senator. We have

since received further information that was originated in HEW and
I have viovided a copy of that schedule which shows, the total flUrW.

for all States would bethe fire I cited.-$561million. ta "
Senator MmLruL. $561 million? I -

GovernorOGmvm. $561 million.--
Senator MrLER. Thafk you.
Governor Oomvr.. Secondlv, I would urge you to consider the pas-

sage of reform legislation, such as .R. 1, as an opportuiity for Ram-
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plifying an exceedingly complex tangle of contradictoryjcostly and
virtually incomprehensible laws and regulations.

An effective federal system requires that the State and Federal
Governments complement each other and not function as adversaries.
Yet, the present administrative morass makes inevitable such adver-
sary relationship.

One one hand, too much has been delegated to agency determina-
tion, permitting and, in fact, encouraging the, kind of judicial inter-
action we are experiencing in Illinois. On the other hand, State admin-
istration has been paralyzed by Federal rules when flexibility at the
State level was most needed.

There are some very important steps forward contained in the bill
now before you which I believe are essential to your final product:

1. It corrects one of the most glaring inequities of the existing sys-
tern by making provision for the working poor, a vital step toward
reversing the debilitating welfare psychology.

2. It also establishes the principle of a national floor of assistance,
thus allowing for the elimination of the present gross disparities among
the States.

8. It takes cognizance of the need for a greater Federal role in the
financing of public assistance., a recognition of the truly national na-
ture of the problem we face.

If the legislation you enact can retain these vital principles, while
coming to grips with the incredible complexity of the existing system,
y6u will have performed an enduring service not only to our be-
leaguered Federal system but also to some 15 million Americans now
on relief.

As an aid to the administration of welfare in the future, I have di-
rected our State agencies in Illinois to undertake a section-by-section
analysis of H.R. 1 to assess its impact on the implementation of wel-
fare programs. I would like to request permission of this committee
that this analysis be submitted at a later date, to be included as an
appendix to this testimony.

Mr. Chairman and gentlemen, I thank you for the opportunity to
appear here this morning and we are prepared to try to answer your
questions.

The CHAmmAx. Well, thank you very much, Governor. To the ex-
tent that we can find the money to provide some welfare relief for
State governments we will do so. At the same time, we will try to pro-
vide more generous benefits where we think we can.

There is a great deal of harassment against your State government
in your efforts to try to use what funds are available to you for the
benefit of people as best you can that the majority of us, I think, and
I know on this committee, would like to relieve you of.

I knowyou are doing the best you can with the present situation.
Governor OGILvI. Thank you, sir.
Senator BNNETt. Mr. Chairman, I have five questions on which the

Governor felt he would like to expand. I suggest because it is now 11:20
and the Republican members of the committee have an appointment
at 12:30, like the Democrats had at 10 o'clock, that we ask the Governor
to submit these questions and answers for the record without taking
the time to read the questions and answers.

May I do thatI
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Governor OGILVIE. Yes, sir; we will be happy to do that.
The CHAIRMAN. Yes.
(Questions and answers referred to follow:)

Question: You mentioned, Governor, that you have not been able to imple-
ment changes in the Medicaid program in Illinois. Would you be more specific
in outlining the reasons for this failure?

Answer: Illinois' experience in attempting to reform the Medicaid program
further illustrates several points I made In my testimony. Illinois entered into
the Medicaid program In July, 1966. We have since developed one of the most
comprehensive Medicaid programs in the country. At this time, however, we are
anticipating a budget deficit of $90 million in Medicaid for Fiscal 1972-we simply
have not been able to keep up with soaring Medicaid costs.

In order to alleviate this situation I proposed several program changes lnclul-
Ing a reduction of benefits to the medically needy (the MA-NG program), adjusted
reimbursement rates for hospital care, a hospital utilization review program, and
a freeze on payments to hospitals. The courts have enjoined us from making most
of these changes. In each case our actions have been paralyzed by regulations
promulgated by H.E.W. One regulation requires that a hearing be granted to
any recipient requesting one, even if the change In benefits is a "policy decision",
and across-the-board reduction. Another requires the State to pay "reasonable
costs" for medical care.

I cite these cases as examples of federal regulations that only serve to frustrate
state Initiatives to control costs of a program that everyoni agrees Is too costly.
I have noted that HR 1 will give the states more latitude in setting rates for ex-
ample. These provisions, however, are only beginning steps toward improving our
Medicaid system. While I realize that major health Insurance proposals are being
considered by Congress, I urge you to reconsider strengthening the Medicaid por-
tions of HR 1. Without further changes, states like Illinois will not be able to
sustain comprehensive medical programs for the poor.

Question: What other changes have you proposed to control welfare costs in
IlUnos ?

Answer: As I also mentioned in my testimony, I proposed changing the General
Assistance program (Home Relief In other states) in Illinois. Faced with-fiscal
problems that had no immediate answer, we were forced to choose among the
poor. Let me stress the point that Illinois, unlike many other states, has not
reduced benefits to AFDO and AABD recipients. I have held that we have a
primary responsibility to protect our children and the aged. I therefore pro-
posed that General Assistance payments to Chicago be reduced. The State pays
90% of G.A. costs in Chicago. The funds originally allocated were transferred
into the AFDC program where federal reimbursement would be received. Again
the State was taken to court, and we have been ordered to continue General
Assistance payments at their previous levels.

Illinois' experience with General Assistance is again related to HR 1. While
this program remains local in nature in many states, states like Illinois are also
assuming a greater share of the program's costs. At the same time General
Assistance exemplifies arbitrary and inequitable treatment of a portion of our
poor population. A next step in major welfare reform Is to deal with both the
human and fiscal inequities of this situation.

Question: It would be helpful if you would elaborate on the "hold-harmless"
funding proposal that was introduced by Senator Percy as an amendment to the
Tax Bill. Would you also state your opinions on the "hold-harmless" provisions
of HRI 1f

Answer: The need for fiscal relief in the states is immediate. In Illinois we
anticipate a public aid deficit of $108 million in State dollars, or $180 million
in total expenditures. This deficit has been somewhat alleviated by trimming the
General Assistance caseload of persons ineligible for any program and persons
eligible for the federal categorical programs.

I therefore have worked with Senator Percy to support an interim fiscal relief
measure that would provide 100% federal reimbursement for 20% of the in-
crease in public aid expenditures during Fiscal Year 1972. The proposal re-
quires that states maintain present benefit levels In order to receive 'hold-
harmless" finding. This waA added to prottw~t recipient grant levels. Since the
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Percy. proposal only covers 20% of the increase in expenditures, states are
encouraged to control public aid costs. The Administration supports this pro.
posal, and I strongly urge its acceptance.

Furthermore I support the "hold-harmless" provisions of HR 1. I would sug-
gest, however, that in order to make these provisions consistent with the Percy
proposal the base year be changed to Fiscal Year 1971 instead of Calendar Year
1971. (This would also afford the states greater fiscal relief.)

Question: Governor, I realize that Illlnoia has been planning a public service
jobs program for welfare recipients utilizing Emergency Employment funds.
Since the present version of HR 1 requires that a portion of funds for work and
training programs be used to create public service jobs, I would* like you to
outline the major provisions of your program and point out what you hope it
will accomplish.

Answer: My staff has spent a considerable amount of energy designing the
public service Jobs program for welfare recipients. As a result we have gained
invaluable understanding of what must go into such a program. Illinois received
$12 million in Emergeney Employment funds for this program. With these funds
approximately 8,700 Jobs will be created through grants to cities, counties, and
the State itself. The program has several important aspects. All Jobs have been
designed to include career development opportunities. We take great pride In the
fact that these are not "dead-end" Jobs. Jobs were chosen to meet unmet public
needs and cover the areas of mental health, correctional rehabilitation, children
and family services, education, and conservation of our state and local parks.
While our program has been designed to provide people with a work experielve
that will eventually lead them into an unsubsidized Job and independence trom
welfare, we have emphasized the need for a program that, at the same time, pro-
vides meaningful work experiences. I would be pleased to offer to this committee
Illinois' expertise to ensure the effectiveness of public service Jobs programs ar;
proposed in H.R. 1 and mandated under the Talmadge amendments. Utilizing
work and training funds in this manner is an extremely important contribution
to improving the effectiveness of our work programs. In Illinois there are many
welfare recipients who want to work-we must provide them with Job oppor-
tunities.

Question: As I'm sure you are aware, H.R. 1 introduces a major change in the
provision of social services by placing a ceiling on available federal funds. What
implications will this have for Illinois?

Answer: Illinois has greatly expanded social service programs in the past few
years. A ceiling on services would significantly hinder further progress. The
Federal matching support in such areas as foster care and adoption services are
examples of the kind of new initiative undertaken by our State which would be
slowed or reduced by a ceiling on expenditures.

Furthermore, the provision of day care services in H.R. 1 is very important.
We need to develop a greater capacity and in Illinois we have increased our
budget for day care sixfold in the past three years. Open ended support for
further development is essential If we are to help potential wage earners get off
the welfare rolls. At the same time day care must be quality care. Simply pro-
viding a storage place for children so mothers can be forced to work will not
solve the dependency problems that lead to the perpetuation of welfare reliancy
from one generation to the next. Day care must provide a means for breaking
the poverty cycle by providing comprehensive development for children.

Senator BrNxNvTr. I have one other comment.
Governor, I am the author of an amendment to H.R. 1 which would

set up a voluntary system of peer standards review in an attempt to
control the rising cost of medicare that grows out of improper utiliza-
tion, unnecessary medical services and the use of unnecessary sites, the
treatment at the wrong sites.

I am very much interested to notice in a story in the Chicago Sun-
Times of October 12, 1971, that you have organized a plan to cover
your medicaid problem in Illinois which probably is very much like
theamendment that I will suggest to this bill.

Has it been successful I

72-78 O-72---pt. 2-28
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Governor OoLVIE. I believe, Senator you are referring to the pro-
gram we have described as HASP--H-A-S-P-Hospital Admission
and Surveillance Program?

Senator BENNETr. Right.
Governor OGILVIE. Yes, sir. We went to the Illinois Medical Society

and asked for their cooperation in assisting in a monitoring of the
hospitalization of our public aid recipients. They have agreed to co-
operate in this program. It has been estimated, I think reliably, if we
could cut the hospital stay of welfare recipients by 1 day we could
save $12 million in Illinois of the overhead that is presently committed
to medicaid.

Let me make it clear, too; that we feel, in fact we have indications
that public aid~recipients, when they get into hospitals tend to be the
last ones that get attended to in operating schedules and things of
'that nature and a doctor perhaps would le more inclined to take a
so-called paying patient, private paying patient, earlier than he might
take a public aid recipient who is in there for attention. They go in,
we will say, on a Friday for a workup and operation Saturday and
they get knocked off the operating schedule and may not get on until
Monday and Tuesday. 0 _

'In the meantime we are paying over $100 a day to keep that indi-
vidual in that institution. HASP was put into operation just a few
days ago.

Senator BENNETT. I assume then that you would welcome a Federal
counterpart to HASP? And I would like to suggest that you have
your welfare people or the people who are operating HASP take a
look at what has been done recently in the State of New Mexico
where New Mexico is a small State; they have only 800 physicians';
they have set up a foundation, as you have and they have reviewed
all the medicaid cases in that State.

They have discovered that 32 percent of the people now in nursing
homes shouldn't be there; and they -have succeeded in reducing the
number of hospital days drastically; and this is a whole statewide
effort. They have been over all the State and it is a very dramatic
thing.
Governor OGILVIE. It is very encouraging.
Senator BENNETr. I hope that my amendment will again be ap-

proved; it was approved by the Senate when it was offered in 1969,
to the bill which was fin.allv not passed, 1970, but I hope that if it is
approved it can then be linked in to State efforts on medicaid so
perhaps the same group can be checking the medicare patients and the
medicaid patients and others who get hospital treatment for one reason
or another, because if we don't have something like this, I think the
cost of medical care for the indigent and for the people who are
entitled by law to Government support in medical care will, get to
the point where it will bankrupt social security and greatly increase the
cost of State medical services.

I personally would be interested in a report of the success of your
Illinois experience; I think this committee would, because we are
facing the same problem.

Governor Oaovm. We will be happy to provide that.
Senator BENNETT. Thank you.
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(At presstime the material referred-to had not been received by the
committee.)

Senator BiNzNrr. No other questions,Mr. Chairman.
The CHAIRMAN. Senator Ribicoff I9--
Senator RmiconF. Thank you very much Mr. Chairman.
Governor, Senator Percy's proposal would limit State payments to

120 percent of your 1971 outlays. Congressman Mills of the House and
myself in the Senate have introduced an amendment to reimburse
you on the basis of 100 percent instead of 80 percent of your 197L
expenditures.

Would you prefer Senator Percy's or my proposal?
Governor OoILvi. I think the answer is obvious; we would prefer

yours. I helped Senator Percy develop the amendment and, very
f rankly, sir we asked for what we thought we were likely to get.

Senator aIBICOFF. And I remember that I told Senator Percy as far
as I was concerned there was a lot of justice and we would look into it.
I do believe that your State as well as my State and other States des-
perately need this help.

Now, would you tell me what is the average payment in Illinois for
a family of four ?

Governor OOiLvic. We have a monthly card put out, Senator, which
I will be happy to give you and I will recite from this. It shows a
breakdown of all the categories, the amounts that went into funding
that particular category or the last available month which happens
to be November in the case I have here, and in the month before that,
October; so we get some indication of a monthly change as well as
the yearly change from November 1970 to November 1971.

It was $237.71 in Novembet ..I........ o od-samps.
Senator Rirncon'. In other words, that is about $2,800?
Governor OGILvr. That is approximately right.
.Senator Rmicor. Do you believe that any beneficiary should receive

less than he or she is now receiving undeiany welf reform-il
GOvernor OoILvm. Certainly I would hope we would not see any re-

duction in grant levels involved. That is why we in Illinois are work-
ing so hard to keep grants at existing levels in the program we have.

Senator RmicoFr. Under H.R. 11 the Federal payments are at a per-
manent level of $2,400. Do you believe a family of four in Illinois can
live on $2,400?

Governor Oorvm. Well, they probably can survive but not live.
Senator RmicoFr. Not very well a
Governor Oovrz. That's eight.
Senator RmxcoF. And that is on a permanent basis without any pro-

vision for increased costs due t6 inflation.
How would you react to the Federal Government by 1976 taking

over the entire-burden of welfare costs with a declining State partici-
pation between now and 1976 .

Governor OorLvm. Senator, that would depend on what else would
go along with it. I am not prepared to accept as a static condition
that any family of four is going to have to stay on welfare indefinitely.
There are other programs-not necessarily other programs but fleXi-
bility for the State 6f Illinois to work through Some of the areas that
I described in my earlier testimony-where we could work to get them
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off. We, of course, are interested-concerned that a family have enough
not just to survive but to live on.

Senator RmiCOFF. That's right; but basically you would be in favor
of federalizing whatever welfare still exists by 1976?

Governor Oomv. Senator, the millennium will have arrived when
that happens.

Senator RmicoFF. When that happens. And that, as far as you as
Governor are concerned would be devoutly hoped for?

Governor OGILvIE. If I could get the CongTess to take over welfare
and funding education, it would be a delightful experience.

Senator Rmicoiv. Is there any reason you can see why a person who
is working as hard as he can at the most menial task who is receiving
$2,000 or $2,400 a year should be receiving a total income smaller than
a family on welfare who is not working ?

Governor OomvW. I think that is a deplorable situation. I had an
earlier office. I was sheriff of Cook County and I had some policemen
who were at that time--we have since improved this--who were so
poorly paid that they were asking for opportunities to get food stamps
and other assistance, just to get by.

Senator RrxCOF. So, in other words, the family assistance part of
the President's program you believe is most important?

Governor OomvE. I do.
Senator RmicoFr. And the fact that many people condemn welfare,

which is a great semantic mistake which was made by this adminis-
tration, doesn't scare you, the fact is that there is basic justice in pay-
ing somebody who is working and doing their best and not being able
to keep body and soul together, financed by the Federal exchequer?

Governor OGmvi. I think one of the great disservices--and I won't
point my finger at any individual-that has happened is we tend to
generalize welfare so that in the ordinary citizen's mind when you
are talking about the aged, the blind or the permanently disabled,
they are lumped in with those people who do take advantage of the
system. We tend to generalize from the particular deplorable case that
does come to the attention of the public and assume this is an indictment
of the whole system.

Senator Rmicon'. Let me ask you what is the rate of unemployment
in Illinois?

Governor OGmvm. 4.9
Senator Rmicon'. That would be about how many people out of

work in Illinois?
Governor OGmv . Well, we have a total population of approxi-

mately 11 million. I would suppose that 250,000 are out of work.
Senator Rmicon'. So in that 250,000 I would assume you have

trained workers, experienced workers, educated workers who can't
find a job in Illinois today I

Governor Oomviz. That is correct.
Senator RraIcor. From your experience as Governor, m"ny people

on welfare lack education, lack skills, lack experience; isn't that
correct?

Governor Oaviz. Right.
Senator Rmicoon. So it would be difficult for them to find a job in

their present market with the high unemployment rate?
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Governor Oouvn. Not only difficult; I would say virtually impos-
sible in some cases.

Senator RiBioCoF. Virtually impossible. So if we talk about making
people work in order to get welfare this is a great illusion if we have
no obs to give people I

Governor OomvrC. I would say at the present time it would not be
possible. With an improving economy it could be possible sometime
in the future.

Senator Rimicor. All right. But now we are talking about the pres-
ent or a bill that goes into effect July 1 1973.

Now, take the State of Illinois. i it weren't a question of money
and a shortage in revenue funds that you have in your State treasury,
could you develop a program of public service jobs in fllinois, not
leaf-raking but jobs of sigiflcance that would add to the overall
benefit of all the people of Illinois ? Could you find public service jobs
to put people to work? 1

Governor Oomviz. Yes; we can. In fact, we have. Illinois, under
the EEA program, is involved in a voluntary type of approach to
public service jobs: We have been required, as you know, by HEW, or
the Labor Department, excuse me, to indicate twice the number of jobs
funds are available to fill. We have done that rather easily and these
are jobs, I might say, Senator, that have been identified because they
have the potential of developing into a career of some nature-of a
career nature with the opportunity to develop dignity.

Senator Rmzcon'. Would you please give us some examples of the
type of work that this type of emplovee is now engaged in?

Governor Oomvm. We have identified in the area of mental health
technician trainee 200 individual positions in State government at a
beginning salary of $4,610 annually; mental health technicians,
$2.750: sumort service workers, 100 of those, $4,850 a -year; laborers,
skilled and semiskilled workers in conservation-there is a great need
for this in a State like Illinois to develop and improve our recreational
area--58 positions at $6,000 a year.

Resident counselors-this just happens to be 12 in an expanded cor-
rectional Program-pri'son guards; we need 25 of those, at an averagesalary of *7,013, for improved security at our state penal institutions.

In the department of public aid, a Position described as eligibility
aide, 198 positions there at 5,117 annually.

I have a component of the Governor's Office which we call the Gov-
ernor's Office of Human Relations and we are looking for field or
neighborhood representatives to go into the communities as eyes and
ears for that ground: 10 of those positions at about $5,500 a year. Social
service trainees, clerical positions--these are examples of what we have.

Senator RmicowF. These are examples of people who otherwise
would have been on welfare but if you had money allotted to you for
these jobs you could take these neople and put them in these jobs?

Governor Ooamv,. That's right.
The CHAIRMANi. Would you submit the list for the record, Governor.

I would like to have the whole list in the record.
Governor Oumvrn. All right.
(At Dresstime, the material referred to had not been received by the

committee.)
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Senator RIBICOFF. Do you see any justification for this or any other
society to allow people to remain on welfare without working as
against providing public service jobs at an additional cost to put peo-
ple to work constructively for the benefit of society as a whole ?

Governor OGILVM. It is a desirable objective and I would have to say
consistent with our ability to fund it.

Senator RIBIcoFI. All right.
Now I am curious, Governor. I suppose you are involved, like every

other Governor, with all these lists of poverty programs, these cate-
gorical programs. There are 168 programs, maybe more, designed sup-
posedly to remove people from poverty.

If the Federal Government comes to you and says, "We have got 0
amount of dollars and if you were to go into this particluar type of
program and give us 10 or 20 or 30 or 40 percent in a matching pro-
gram,"-I am just curious-how many people do you know in the
State of Illinois who have been removed from poverty because of these
so-called 168 poverty programs in the Federal category ?
Governor OGILVIE. Senator, we cannot, unfortunately, give you a fig-

ure with any precision. I met yesterday with the administrator of our
State employment security office. I do recall his mentioning some fig-
ures but, unfortunately, I didn't make a note of them. We will inquire
and I will provide that.

Senator RnSIcoFF. Let me ask you, do you think that each one of
these 168 programs is worthwhile and necessary ?

Governor OciILvm. Well, what I would, of course, prefer is that we
get a block grant. I think we have got the ability, the dedication, the
integrity in our public aid and other social service delivery agencies,
if we had the flexibility which we do not now have, to develop
programs that would be far more meaningful than all these, limited
categorical efforts.

Senator RmicoF. In other words, if you had block grants or you
had funds, instead of trying to slot 168 different programs along the
lines of the list that you named, you could probably put more people
to work and take them off of poverty--

Governor Oouvm. We could.
Senator RmicoFF (continuing). That would be more effective than

the big bureaucratic apparatus that you have got working in Illinois
now?

Governor Oonviz. It is amazing how much money could be saved
in administrative costs that would then be available for more mean-
ingful applications.

Senator RmIcoFF. In other words, the only beneficiaries of many
of these so-called 168 programs is the bureaucracy that is built around
to administer them; isn't that right ?

Governor Ooizvx. Yes, sir; although I suppose that is somewhat
counterproductive because if we-put them out of work then we would
have to find a place for them, too. [Laughter.]

Senator RmIcoFF. Yes, but that is still no justification I
Governor Oumvn. Right, and I agree with you.
Senator RmicoFF. I am sure you, as Governor, are not just filling

the jobs for the sake of a job-I mean, if they have no basic
meaning-

Governor OoMv. Well, the trouble is that frequently I don't per-
sonally find that. It is reported to me many of these people in oider
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to justify the niche that they have in the bureaucracy have to do some-
thing; and usually what that something is is to foul things up for us.

Senator RimcoF. I am just curious if you have in your experience
as Governor-how many people were actually taken out of poverty
and stayed out of poverty because of any of these 168 programs?

Governor OGILVIE. I would have to investigate this; I will have to
provide that.

(At presstime, the material referred to had not been received by
the committee.)

Senator RwIcorr. Thank you very much.
Governor OonmvIE. Thank you, Senator.
The CHAIRMAN. Senator MillerI
Senator Mnuitu. Thank you, Mr. Chairman.
Governor, if there is, let's say, a family of four on welfare in

Chicago, do they receive any more than a family of four on welfare
in one of your small towns for example, like Rushville, Ill. ?

Governor OmILvnc. I believe it is the same, Senator. My director
points out the only distinction would be that in some communities,
smaller communities, rentals are not as high as they would be in an
urban area like 'Chicago and there might be a differential in the rent
allotment.

Senator MnAmn. Outside of that ?
Governor OOILVIE. They get the same.
Senator MILL=. Welfare funding is the same ?
Governor OoILvIE. Yes, sir.
Senator MIUAR. Don't you think there should be a differential tak-

in into account the cost of living differential?
Governor OGILVIE. I would say that there would be some validity

to that at some point but at the levels that we are paying now, no, I
would not.

Senator Mnzum. If I understand it, in New York State, for example,
they take the New York metropolitan area and two or three counties
and they receive one level; and- then the rest of the State receives an-
other level. But you have not sought to refine your program to take
into account cost of living differentials between Metropolitan Chicago
and the smaller towns?

Governor OGILvIE. Right.
Senator Mmun. But you do think this is worthy of some study, I

suppose?
Governor OoIvi. Well, I think that, as I indicate, if levels were

pushed up there would be a reason for a differential between some-
body residing in one of our more rural areas where costs of living are
not as high; transportation costs are not a factor of the type tha you
get into in a highl-y urbanized area. Rents are not as high. Food costs
are not so high; maybe they can have a garden and raise some of their
food, which a person living in a ghetto in Chicago cannot do.

Senator Mumt. Doesn'tthe Bureau of Labor Statistics have a cost-
of-living index for Chicago itself?

Governor Oomvm. I am sure they do.
Senator Mnaum I am wondering if it would be feasible for you to

use something like that to make a dilerential ?
Governor Oomvm. I would suspect that the level of funding that we

are providing would be well under that.
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Senator MILLER. Well, but let's say we do something down here in
this bill by way of a level of funding; the question then poses itself
whether we ought to provide for a level of funding with a cost-of-
living differential cranked into it so that the people in Chicago, for
example, will receive more than the people in a smaller rural com-
munity or perhaps the people in Chicago would receive more than
a similar ;amily who located in a very low cost-of-living Southern
State. This is one way, it seems to me, that we might avoid unneces-
sary costs and also might avoid what concerns many of us, the addi-
tional very large number of people eligible for welfare.

Governor OoILVIE. Yes.
Senator MILLER. For example, I talked to Governor Ferre of Puerto

Rico a year ago and he was aware of the fact that under this bill as it
stands now, some 800,000 people in Puerto Rico would be eligible for
welfare of one kind or another.

Governor OOILvIE. And would be living better than most of the peo-
ple who are working in Puerto Rico at the present time.

Senator MILLER. Well, he didn't say so but that would be a possible
conclusion and I guess the situation would be somewhat similar in
some of our other States--Southern States in this country, so it seems
to me that a cost-of-living differential approach might avoid that kind
of situation and also it would do equity among the welfare recipients
themselves.

Would you-
Governor OOILVrE. I would agree, Senator, that clearly there is a

very reasonable area of investigation in the amounts of money that are
necessary to live in different parts of the United States. It costs more
to live in Illinois than it would to live in one of our more southerly
States. It costs more to live in the northern part of our State than it
does in the southern part.

Senator MILLER. Yes. Thank you very much.
The CHAIRMAN. Senator JQrAan I
Senator JolinAN. Thank yod, Mr. Chairman.
Governor, several things have been brought out in these hearings

and the most important one, I think, we all agree, is that the present
system has to be replaced. It is wholly inadequate.

You spoke earlier in your statement about the inefflmcies that arise
because of the divided responsibility, the fact that administrative reg-
ulations have given the Federal welfare bureaucracy quite literally,
you say, a life or death grip over the ability of the State governments
to act.

That being true, and we got that from a good many witnesses, there
are two ways to go: totally Federal or totally State under block grants.

Now, the HEW has told us that in order to implement H.R. 1, they
will require 80,000 employees. It will still not eliminate the States
entirely from welfare administration. What if the States had total
responsibility, that is,- administrative responsibility such as you have
now under State employment service, supplemented by block grants
from the Federal Government. Can you do a better job of administra-
tion in welfare than the Federal Government or are you going to sur-
render and say that the Federal Government can do the better job ?

Governor OGILviz. No, sir; I would say emphatically to you that
we can do a better job than the Federal Government can do.
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Senator JoRDAN. The money is coming from the same pockets any-
way and, if it comes, itis a question of who can do the more efficient
job for the taxpayer dollar. It seems to me that you can make a strong
case for State control and State administrative authority over the
welfare program as opposed to total nationalization.

Governor OoILIE. Yes, sir.
Senator Jo AN. Thank you.
The CHAMMAN. Senator FanninI
Senator FANNxN. Thank you, Mr. Chairman.
Governor Ogilvie, I want to commend you for your statement and

the way you have answered these questions. I just wish that we could
keep the administration at the State level and that is why I am con-
cerned when the Governors testify that they approve H.R. 1, and
recommend that we go forward with the program, I think they are
going against their own feelings regarding the bureaucracy that has
been working with them at HEWand the inefficiency and inadequacy
of the activities of that department.

Governor OGILVIE. Senator, could I interrupt just a moment and
give you a personal observation of something rather current I

Last Friday, I think it was, the executive committee of the National
Governors Conference, of which I have the honor of being a member,
and, of course these are Governors of both political parties-met over
at the Office oi the Vice President for kind of an off-the-record session.
It will be off the record, except that I would like to say that I listened
to Governor after Governor around the room saying precisely, reciting
exactly the same frustrations of trying to conduct the- affairs of his
State, particularly as it relates to the problems of welfare.

Democrat, Republican, we are all in the same boat and it is the most
aggravating, frustrating experience you can imagine.

Senator FANNIN. Well, I have written my Governor and I have the
same message carried to me from the Governor of Arizona, Governor
Williams.

Governor Oo.vx. Governor Williams-yes, sir. -
Senator FANNxN. And of course, he has been involved in some law-

suits recently you probably know about.
Governor OoILVU. We are all involved in those.
Senator FANNIN. Yes; because they are trying to carry through a

pro ram that would be very advantageous.
The difference seems to be between the Federal and State Govern-

ments that you can't spend money that you don't have and we can, and
at the Federal level---

[Laughter.]
nator FANNiN (continuing). We are spending money that we may

never get.
Governor OGmvI. One modification: now you are making us spend

money that we don't have.
Senator FANNIN. That's right. Our programs are adverse to the

very goals that you have. You are trying to take care of the people
to the greatest advantage possible und, as-I stated first, I do commend
you for those efforts. You have given us a very forthright formula for
solving some of these problems; but, unfortunately, the legislation is
not being supported and I understand the predicament because I, too,
had the experience as a Governor.
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I feel we need your services; we need the services at the State level
to try to keep a balance in this welfare program and I really feel from
your testimony that you would favor that type of approach rather
than the approach that is taken in H.R. 1.

Governor OGomvI. Well, unfortunately, H.R. 1 is so complicated
and there are so many things in it that it would be difficult-in fact
I would have to take a week, frankly, to discuss effectively and effi-
ciently what is in there.

There are parts of it that-you know I said a bill like H.R. 1-I
was hoping you would pass out. I think that if we can take these cate-
gories suchas the aged, the blind, and permanently disabled, thoseconditions that are established that are not going to change, and take
them out of public aid, don't even call them that, put those under
social security, we are going to begin to reduce or at least refine what
precisely our problem is in, terms of public aid people, those who can
be helped, those who can be restored to be a meaningful part of our
society.

Right now it is so confused we are all over the place.
Senator FANNIN. I agree with you, Governor, but in your statement

you say: "Des ite HEW administrative approval of our program
revisions, the Federal regulations are so contradictory and confusing
that they open wide loopholes which allow welfare rights groups to
initiate interminable litigation to delay proceedings of the federally
approved changes."

You have testified to that but now how are we going to correct these
inequities that are involved in your statement if we bring the Federal
level in ? The pressure then will be right here and they can bring
greater pressure. When you speak of these groups, we fare rights
groups, to initiate interminable litigation they can also come to Wash-
ington and do the same 'here as they are doing now in the States?

Governor Oomv'. We are hoping that you are going to produce a
simplified procedure.

Senator FANIN. Well, I commend you for that hope.
Governor Oomvm. It is encouraging.
Senator FANNIN. And I trust it will come true.
Thank you Governor. I am very pleased with your testimony.
Governor 6 omvr. Thank you, sir.
The CHAMMAN. Senator Hansen?
Senator HANSEN. No questions, Mr. Chairman.
The CHAIMAN. Governor, I do think I would like to ask you about

a couple of things here.
Governor O7myVn. Surely.
The CmuaxAN. Even though, and I extend my apologies to the

other two Governors that might push them over to an afternoon
session; I promise them I will be here to hear what you have to say
and hear the suggestions of the Governors so far as the are concerned.

I think we might explore a couple of things and ak the other two
Governors to comment on these.

In the first plice, Governo, with all this talk about the Federal
Government can do a better job, let me say, to begin with, the States
have been imposed on by court decisions that were contrary to the
intention of Congress. In some cases we hero in the Congress havw
needlessly" imposed on you.
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For example, I think I was one of the initiators of what now is a
maintenance of effort provision that is being used in ways not intended
and would not support in the beginning any part of it if I knew it was
going to work out in that way.

There have been court decisions that have misconstrued the inten-
tion of Congress and have placed burdens on the States that nobody
ever for a moment intended; and so if that is not bad enough, HEW
regulations have also misconstrued the intent of Congress to the extent
that I just marvel that you have managed to do as good a job as you
have done at the State levels.

But even so, I don't find any basis whatever to say that a Federal
administrator can do a better job than a State administrator.

I would just like to point out a couple of regulations that to me
are utterly ridiculous. 1 didn't know it until a few nights ago when
the administrator of my State pointed this out.

[ want to ask you if this is true, to your knowledge, in linois:
Let's take a situation where a man is obviously the father of children
and admits he is the father. He is living under the same roof with
the mother and the children, and has an income adequate to support
that family. Are you aware of the fact that it appears that HEW
regulations require that that family be placed on welfare for the full
amount without taking into account the father's income merely by
virtue of the fact that that father says he is not contributing any of
his earnings to the support of that family ?

Governor OouMvE. The director says that is true.
The CHAMMAN. Well, frankly, Governor, I had been working in

the welfare area before I became a U.S. Senator, and I have been
up here 28 years, and on this committee for a long time dealing with
this problem. To me I couldn't believe it because obviously that is
ridiculous.

Let's assume the man is making $10,000 a year. Why should the wife
and children be drawing, let's say $4,000 a year, in welfare when that
man has the legal obligation to support those children and he is living
under the same roof and everbody knows he is there?

Wouldn't the logical answer be to file a lawsuit-against the father
for support and have a court order him to pay part of that $10,000 tW
those children and to the mother of those children ?

Governor Oomvm. Yes, sir.
The CHAMMAN. Now, every time I try to suggest that somebody

ought to go to work--somebody comes in here an calls it slave labor
or. something or other. It seems to me that the slaves in this country
are the people who are out working for ever nickel they are getting
and having to contribute their hard-earned tax money to support
somebody who refused to work or somebody who is chise or ch¢at-
ing-on his neighbor.

ow if I -have anything to say about that we will correct that. But
to my knowledge, so far as I know, the State administrators never
wanted that; that was imposed on them by HEW; it is utterly ridic-
ulous. A lawsuit should bie filed to have the man declared to be the
father of the children, and order him to pay for the support of that
family.

Governor OomvI. Senator,-we have-another situation where the
States are now forbidden to require a woman to identify the father
of her children.
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The CHAIRMAN. Absolutely, utterly ridiculous; at least she could
give you her best guess. [Laughter.]

But, Governor, there is another regulation and, mind you,
it is backed up by a court decision. It is my understan ing
that HEW let that erroneous court decision stand without appealing
it when it could have easily been appealed; and, as ridiculous as some
of these Supreme Court decisions -have been, I have my doubts they
would have upheld that one that you don't have any right to even
insist on her telling you who she thinks is the father of her children,
or at least tell you-honestly swear, that she doesn't know and has not
the slightest idea. She ought to at least tell you what she thinksabout I . •

Now, further than that, we were confronted last week with an honest
and sincere, diligent State district attorney seeking to prosecute these
families who were fraudulently on the rolls and we find that HEW
has propounded themselves a regulation to say that for the protection
of privacy that you can't inquire or can't ask that State records be
made available to a State prosecuting attorney so that he can see
whether this father is making that, let s say, $1,000 a month working
at some point either in the county or some place just beyond the
county, so as to prosecute that family for fraud in obtaining tax-
payers' money fraudulently, which is about the same thing as steal-
ing-a totally ineligible family.

Do you see any sense in that kind of a regulation !
Governor OOuvVIE. Was there any distinction made between com-

pelling that testimony before a grand jury, or was this merely for
investigative purposes--I say merely-

The CHAnMAN. You see, Governor, I would be willing to support
a regulation that you not needlessly make public the information about
the needs of a family; there is no point in spreading that business
around the countryside. But if anybody on this committee or anybody
in this audience, including you, does not pay his income tax, there
will be some fellow show up, and he will want to know all about your
business, and you cannot decline to tell about that. If you have a bank
box, he would get an order to go into it, just anything about your
business he can know about. You cannot protect yourself from telling
about all of your private affairs and especially your income under the
guise of privacy from Uncle Sam and that is on money you earned.

Why do you have any greater right on money that you are cheating
the Government out ofF

Now, it is utterly ridiculous to say that a prosecuting attorney in
the proper performance of his duty cannot have made available to
him the information which is a pub ic record about the fraud.

Now, in the State of Louisiana, we had some argument about it in
the aged category about the privacy, and so we assed a law that
anybody can see those books but he could not publis? that information
unless he had some justifiable basis to publish it. Having seen how
the issue was resolving in our State--even the newspaper reporters
can see it, but they are enjoined from needlessly embarrassing some-
body by publishing his financial plight, which is to be made avail-
able only in the event there is some mischief involved there. But
imagine--can you see any point in denying that to a grand jury
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investigating criminal violations of a law, or denying that to a prose-cuting attorney who might have the decision or be required to make a
decision whether prosecution should be requested?

Governor Oon~vi. I don't think they could deny it to a grand jury.
The CHAIRMAN. Well, they have gone about as far as can be gone;

they have even said the time you go to court and ask for a sub pena
that this regulation is to be shown the court. Let's look here: 'The
same policies are applied to requests for information from a Govern-
ment authority, the court, or law enforcement officials, as from any
other source."

As I understand, it says you are supposed to show this to the judge
and tell him he is enjoined by the Department of Health, Education
and Welfare from issuing a subpena for these records of criminal
violations of the law.1

Now, the point I have in mind is this: Every time I have run across
one of these things where a State administrator says, "This doesn't
make -any sense and I don't want to do it," we find that the HEW has
been forcing them to do that.

How did you feel about this thing of people putting themselves on
the welfare by their own certification rather than having somebody
inquire of the facts, the so-called certification method of going on the
welfare rolls?

Governor Oomvz. Well, I don't particularly like it.
The CHAmxAz;. Well, I don't know of any conscientious adminis-

trator who did, and our understanding, where we looked into it, is
that the number of ineligibles on the rolls appear to be at least 10
percent greater where you use that method than where you don't. That
leads me to this question:

It seems to me that rather than fire all the State employees or dis-
place them from the job they are doing, that if we could find the
money for full Federal funding, all right, go ahead and provide full
Federal funding. But I don't see any point in having HEW in com-
plete control of this, when I think that there is a place for State
responsibility, and it would seem even if we go to full Federl funding
that there still ought to be some State responsibility here.

I think most of the mischief with the prom hasn't been in the
case of HEW telling it to me; it has been dicult to get it even with
a staff to help us. Where I found out about it generally speaking, is
that State administrators tell us about it and suggest this is wrong
and we should correct it.

Would you find some appeal to a proposal to simply say that this
would continue to be administered by the States, With the Federal
Government paying expenses of it insofar as we can find the money
to do so?

Governor OomvIE. I think in very general terms, yes, sir; that
would be what I would stand for. I want the State to run the program.
I have given some thought to the States controlling the service aspect
of these public aid programs, with the Federal Government monitor-
ing or controlling the cash or the fiscal implications.

The CnAwAz. Well, Governor, it just seems to me if something
is wrong--

A The regulation referred to appears on p. 85.
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Governor Oomvrs. With the State, I might say, as a participant?
The CHAuIAN. Right.
Governor OGILVIE. I don't think, frankly, the States ought to be

relieved totally of some responsibility for public aid.
The CHAIRMAN. Well, particularly when you get to the very dif-

ficult decision of putting someone on the rolls whom we will have to
support because a person alleges that they either don't know or can't

- find the father of the children. Now, I believe we will find the votes
in this committee and in the Senate, and so far, HEW says they won't
oppose us on this, to provide that we will pursue and provide a mother
with a lawyer to institute litigation, if need be, against the father to
make him accept his responsibilities.

But where we are going to have to support somebody from the time
the child is born until the time the chiffd reaches the age of maturity
and becomes a wage earner in his own right, in those situations it
seems to me as much as you can obtain participation of the local people,
the nearer you will become getting the correct answer.

If you want to have accountability you can come nearer getting it
by calling upon the local administrators or even the district office and
then if something is wrong and you can't get it corrected call upon the
Governor to correct it and if he can't then at least he will tell you he
is powerless to correct it and then you can go to the top in Washington
if need be.

But is there any real need, why you should have to go all the way to
Washington, D.C., to get it corrected when the local people could be
placed in responsibility?

Governor OGILVIE. It is very time consuming and unless there are
some abuses that can be shown, it ought to be handled on a local basis.

The CHAIRMAN. Thank you very much, Governor.
Senator RIBICoFF. Mr. Chairman, a couple of questions.
The CHAPMAN. Yes.
Senator RmicoFF. Governor, you have about 650,000 people in Illi-

nois on welfare-in September you had some 642,000?
Governor OGILvIE. Ve have got 920,985 in November, 1971, all

categories.
Senator RIBICoFF. 900,000?
Governor OGILVIE. Your figure probably was just those federally

supported-yes, that was just FDC cases.
Senator RimcOFF. But total welfare about 900,000?
Governor OGILVIE. 920,000.
Senator RIMCOFF. Let me ask you, In your appraisal what percentage

of those 900,000 people on welfare in Illinois are guilty of fraud?
Governor OuivIE. A very small percentage.
Senator Rmrxoorr. What is your guess ?
Governor OoIvLV. Five percent.
Senator RmiooFn. All right. Five percent.
Let me ask you, going to a basic philosophical point here, let us

say we should close all the loopholes that allowed fraud should we
be designing a welfare program to take eare of the 5 percent of the
people who are guilty of fraud or should we be designing a welfare
przram that takes care of the 95 percent of the people who are not
guilty of fraud?
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Governor OoIvIE. I think you have got to address yourself to both
parts of this because if -you are going to get public support for public
aid, you are going to have to address yourself to the problem of fraud
because

Senator RIBICOFF. That is right.
Governor OGILVIE. Because this really affects attitude. But, of course,

the objective, the overall objective is to take care of the 95 percent
that truly need the assistance.

Senator RiBICOFF. That need the assistance. So, in other words, what
you are faced with if you have a responsibility as a Governor or Sena-
tor is not just going and making speeches indicating that that 5 per-
cent of the people who may be guilty of fraud represent everybody
who is getting-welfare. So while you try to close the loophole, respon-
sible men in public life must address themselves to the overall prob-
lem of the 95 percent who aren't guilty of fraud. In other words,
in your State if you have 900,000 people and 45,000 people are guilty
of fraud, I mean it is unfair to condemn 855,000 people who are not
guilty of fraud; isn't that correct?

Governor OGILVIE. Yes, sir.
Senator RIBICoFF. So, therefore, if it is a question of humaneness, a

question of 'equity and a question of justice, you have to construct
a welfare system based on what the problems really are that confront
society?

Governor OGILVIE. Senator, I don't think we are condemning the
95 percent. I think that the words I heard from Senator Long, and
I have said something not dissimilar, we are condemning a system.

Senator RIBoFT. That is right, but in the process of condemning
the system there is a big broad brush dipped in black paint.

Governor OQILVIE. There is no question about that.
SenatorRmIoOF. That smears everybody who is on welfare.
Governor OGILvIE. There is no question about that.
Senator RMICOFF. And even though most of them are blind, infirm,

aged, and children, you have 126,000 ablebodied men in the entire
United States -on welfare who can work and yet the impression is
everybody on welfare is ablebodied, who could work, who don't want
to work.

So we have got a basic philosophical problem that we address our-
selves to.

Thank you, Governor.
Governor OGILVI. Senator, I do want to give you this because it

does have this breakdown.
Senator RmICOFF. I would like to see it personally and would you

make another copy available for the record, please I
(At presstime, the material referred to had not been received by

the Committee.)
Senator FANNIN. Senator, it is not misleading to say 95 percent are

not quilty of fraud. Here you are talking about 5 percent may repre-
sent the head of the family would be the one who would be guilt of
fraud. If there is a fraudulent act committed but there may be our
or five in that family so you can't say that 95 percent are not guilty of
fraud; isn't that right, Governor?

Governor OGILviE That's right.
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Mr. Chairman, the director here, I think, has a point on this if you
would be willing to listen to him.

The CHAIRMAN. Yes.
Mr. WEAVER. There is a fine line, I think, between what is fraud

and what are normal errors of management in a very complex system.
Fraud in many of these cases, even in the 50 percent that I suggested
to the Governor, would be an approximately correct figure. Many of
those instances are not actually fraud. The major source of error in
our State,. for example, is miscomputation with respect to earnings
exem options when people are going to work and they are receiving a
supplementary payment under public assistance. So it gets very diffi-
cult to define what are errors in administration of an exceedingly
complex system and what are intentional cases of actual fraud.

The CHAIRMAN. Let's just take the kind of case, sort of case I am
familiar with. I know it happens and I can give you examples. I don't
want to embarrass the people; I Mnow some of them, but here ig a
situation where a man has a wife and a large number of children.
Let's say this man is poorly educated and poorly motivated so he dis-
covers that he can make just a lot more money by separating from that
family unit, by getting them on the welfare; so by the time they get
on the welfare they would just get a lot more money that way than
they do by the man working ashe had in the past to make a living.
And so we just support them right on. We have all sorts of regula-
tions: You shouldn't harass people; you can't ask any questions.

That is another regulation, by the way, that you can't ask the neigh-
bors about the situation of a welfare client without first obtaining the
client's consent-give him a chance to go down the road and tell theneighbors what to say in the event somebody comes around asking the
questions, or if you are going to see if some body is living in the home
with the mother if the father is home or not, yo'u first have to make an
appointment to imake sure papa won't be there when you come by to

ask the questions.
But ii any event, there is a father available to support the family

but they make a lot more money on the welfare than they do by the man
working. I want to help that poor family but I would rather do it by
supplementing the man's wages than I would by making it to her
advantage going on welfare. I see you nodding your head, Governor.

'You know what I am talking about?
Governor OGILvIE. Yes.
The CHAIMw. It is not classified as fraud but it is a very prevalent

thing in this country today. I am perfectly content to add something to
his earnings if it is not adequate to support that family, but I don't
want to vote for these situations where you are encouraging people to
load the rolls with welfare clients where it would make better sense to
provide a better job or supplement his witges.

Governor OoILvo1. That is why the working poor program is so im-
portant because the system right'now compels a family to do that.

The CHAIRMAN. Governor, I hope I can get together with Senator
Ribicoff on the working poor. I am willing to spend a lot more money
provided the fellow is actually working. But what I am opposing is a
fellow putting his name on a sheet of paper and saying he is avaiable
when he has not done a lick of work up to that time. Maybe we are going
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to resolve our differences by saying we will provide the jobs if need be.
Well, maybe it is desirable to hire domestic help; we will provide

assistance to day care to help working mothers.
Governor OGILVIE. Go back to WPA.
The CHAMMAN. Give the cities the money to put them in a job and

then we will add something to what they are making. I think that the
majority of people in this country would be happy to add something
to a person's earnings if the person is doing the best he can.

What the people of the country object to so much is that people find
it more profitable to apply for welfare than to go to work.

Senator BENNETT. Mr. Chairman. I hate to continue this but there
is one set of figures on this little card that I have been handed that
amazes me and I would like to ask the Governor if he can give us an
answer not necessarily now but in writing for the record.

In November 1970, in Illinois, there were 110,000 families on aid
to dependent children; November 1971, a year later, there were 167,-
000 families, an increase of 50 percent in 1 year, yet he tells us, the
Governor tells us that the rate of unemployment in Illinois is around
5 percent, which is lower than the national average; so it hasn't been
that kind of a thing that has caused it?

Governor OGILVIE. Well, it was lower than that before, Senator, in
some areas of the State that have been much more heavily impacted
than others.

Senator BENNETT. It would seem to me there must be some reason
for an increase as great as this.

Governor OGILVIE. What I could do would be to break this out on a
district basis, identify the areas of the State where the larger increases
have taken place. I suspect in the Rockford area as an example, where
machine tool business has been so hard hit, this would be one of the
impacted areas; and Chicago, of course.

Senator BENNETT. There has been no change in the method of oper-
ating the system which would get more people on it?

Governor OoILVIE. No.
Senator BENNETT. That is all, Mp.-ChaJrman.
The CHAIRMAN. Governor, I have a memorandum provided me here

that indicates that you ran a sample study of your general assistance
program in Illinois, and discovered that 33 percent of those on these
rolls were ineligible for any type of assistance.

Governor OGILvIE. General assistance in Cook County.
The CHAIRMAN. Yes.
Governor OGILVIE. Can I ask the director, because he has more cur-

rent information on that than I do?
Mr. WEAVER. Yes, Senator, that was probably one cut at that par-

ticular effort. The actual number ineligible as of the last cut in terms
of the total review that we have7done was 17 percent, and we expect
that to actually diminish. Ineligibility was determined at a point
when people did not report for an interview and maybe subsequently
it was determined that they were in fact eligible, did not report on
that day and may report subsequently. I think the 33 percent was at
and earlier point in the review. We had a larger number. It has not
proven out over the entire caseload in the city of Chicago, general
assistance to be that way. I

72-. 78 0-72--pt. 2- 24
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The CHAIRMAN. Well, the figure we have on the family category
indicates that 70 percent of these children have a father somewhere
who ought to be able to make a meaningful contribution to the support
of that family.

Now, it may be that some of them are unemployed, but I would
hardly think that more than about 20 out of that 70 are unemployed.
That is a major area we are going to have to try to do something
about.

Governor OGILVnM. Gentlemen, thank you very much,
Senator RIBIcoFF. In order to make the record clear, general as-

sistance is not covered by the present law or H.R. 1; it is completely
State funded?

Governor OGILVIE. That's right.
The CHAIRMAN. Thank you very much.
(An analysis prepared for Governor Ogilvie and a communication

subsequently received by the Committee from the Governor follows.
Hearing continues on p. 1088.)

ANALYsIs Or TTLES 1 IIl (XX), IV, (XXI), AND V or H.R. 1

(Prepared For Governor Richard B. Ogilvie By Illinois Institute for Social
Policy, Welfare Division, January 28, 1971)

FOREWORD

On December 30, 1971 in a letter to State agency directors, Governor Ogilvie
stated :

To date extensive analysis has been done on H.R. 1. Much of this work, how-
ever, has frequently been general in nature with little detailed consideration of
the bill's content. Thus, I am proposing that Illinois undertake a project that will
.produce this kind of section by section analysis.

Determining the administrative feasibility, internal consistency, and technical
quality of H.R. I is critical if the proposed programs are to work. As a State
director you are aware of how vague, contradictory and restrictive Federal guide-
lines frustrate the State's ability to initiate and administer needed programs. As
a state experience in administering a wide variety of federally funded programs,
we must help assure that these problems are kept to a minimum under H.R. 1.

I am asking each State agency that will be affected by H.R. 1 to submit a de-
tailed analysis of those portions of the bill that apply directly to the agency's
operations.

This analysis, compiled by the Welfare Division of the Illinois Institute for
Social Policy, is the result of responses from the various State agencies to the
Governor's request. Because of the amount of debate which has already occurred
concerning the major provisiais of HAL 1, e.g., level of payments and populations
covered no analysis of such issues is included. In the interest of brevity comment
has been made only on those sections of the Bill in which specific recommenda-
tion for change was suggested by an individual agency.

The-following Illinois State Agencies contributed material incorporated in the
analysis:

Bureau of the Budget
Department of Children and Family Services
Department of Mental Health
Department of Public Aid
Divislou of Vocational Rehabilitation
Governor's Office of Human Resources
Institute for Social Policy
Office of Health Economics

INTRODUCTION

The recommendations made in this analysis are based upon the operational
experience of State agencies in working with the existing welfare programs. Our
purpose is to suggest ways in which the bill in its current form can be improved in
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order to make operational provisions more effective in terms of meaningful wel-
fare reform. There are four major areas of concern which have significant impact
upon the effectiveness of welfare reform at the State levi. These are: eligibility,
cost control, administration, and delivery of services. The report is organized ac-
cording to title and area of major concern.

ELIGIBILITY

[Title II: 254(d) (1) (2)]

SECTION DESCRIPTION

This section provides definitions of health or rehabilitation services and active
treatment as they apply to intermediate care facilities that are primarily engaged
in the care of mentally retarded persons or persons with related conditions.

EXPLANATION

The definition of these terms, as they refer to care for the mentally retarded,
affect the State's funding for the care of the mentally retarded. It is Important
for the states to be able to interpret these terms in the same context as they are
set forth In the Title XIX standards for intermediate care. This specification
Is necessary so that the states can determine the status of matching funds for
this type of patient.

The proposed language clearly delineates the meaning of health or rehabili-
tative services and active treatment. This permits the State to evaluate the status
of the matching funds available foth care of the mentally retarded patient in
Intermediate care facilities.

RECOMMENDATION

264(d) (1) (8) should read:
The primary purpose of such institution is to provide health or rehabilitative

services for mentally retarded individuals as defined in the Title XIX standards
for intermediate care and which meet such standards as may be prescribed by the
Secretary.

The mentally retarded individual, with respect to whom a request for payment
is made under a plan approved under this title, is receiving active treatment as
defined in the Title XIX standards for intermediate care under such a program.

COST CONTROL

[Title II: 207(a)]

SECTION DESCRIPTION

Paragraph (2) (C) of the new section 1903(g) decreases the Federal medical
assistance percentage by 88% percent for inpatient services furnished an indi-
vidual in a hospital for mental diseases after he has been furnished such services
for 90 days after June 80, 1971, and for up to an additional 80 days if the State
agency demonstrates that such additional days would provide an opportunity
for combined therapeutic improvement, with Federal payment for inpatient serv-
ices furnished any individual in a hospital for mental diseases being completely
eliminated after the individual has been furnished such services for a total of
865 days during his lifetime.

EXPLANATION

By reducing the population over age 65 in State mental institutions from 7,751
to 8,846 from November 1968 to November 1971, Illinois has made great strides in
eliminating the problem to which this provision is addressed. Placement of the
elderly out of mental institutions is continuing at the maximum rate permitted
by the availability of private resources. This provision does not address the real
problem in Illinois which is the expansion of alternate care resources and may
unfairly penalize the State. In addition, the State is controlling the utilization
of mental institutions by Medicaid recipients through the Hospital Admission and
Surveillance Program (HASP is more fully explained on the next page).

Finally, this provision would appear inconsistent with the recently passed
Harri*Bellmon amendment to H.R. 10604 which authorizes Federal matching to
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care in intermediate nursing and shelter care facilities under Medicaid Title XIX.
This type of care was previously matchable only under Title X, XIV and XVI.
The above amendment recognizes the propriety of financing under Title XIX
services to patients in need of health-related supportive institutional care such as
that provided to geriatric patients in State mental institutions.

RECOMMENDATION

Priority should be given to the elimination or alteration of the provision in
paragraph (2) (o) of the new section 1908(g) which reduces Federal matching
by % after a patient has been hospitalized in a mental institution for 90 to
180 days and eliminates matching entirely after 365 days. I

Alternative revisions: (1) The current effective date of this provision should
be changed from 7/1/72 to 7/1/73. (2) Federal matching would be reduced only
when states do not show progress its reduiong the stay of patients.

SECTION DESCRIPTION

The new section 1908(g) (in paragraph (1)) provides a 25 percent increase in
the Federal medical assistance percentage, not to exceed 96 percent, for amounts
paid by States after June 80, 1971, under contracts with health maintenance or-
ganizations and other facilities providing comprehensive health care. Such
percentage may be Increased only if such contract provides that payments for
services provided under the contract will not exceed the payment level for
similar services provided in the same geographical area and rendered under an
approved State plan.

EXPLANATION

Increased Federal matching for outpatient and clinic care will encourage states
to emphasize this source of treatment, reducing total outlays by economizing on
the use of expensive inpatient care. Illinois is attempting to emphasize outpa-
tient care. The State also recently) introduced a program designed to control the
utilization of inpatient care by Medicaid recipients. The Hospital- Admission
and Surveillance Program will identify unnecessary hospitalization and deny re-
imbursement where required, develop criteria for determining necessary lengths
of stay, and improve the function of hospital utilization review committees, It
has been estimated that if at least one hospital per day stay were eliminated,
Medicaid expenditures would be reduced by $25 million in Illinois.

This Is not to say that HMO's are not supported in Illinois. State policy as
expressed in the Governor's Health Care Message strongly supports the formation
of HMO's and includes several initiatives designed to encourage their develop-
ment However, it Is unlikely that H.R. 1 will have a strong effect on encouraging
HMO's which are faced with- high start-up and development costs well before
they can open their doors and receive Medicaid reimbursement. H.R. 1 could be
greatly strengthened' if a mechanism such as Federal guaranteed loans for the
development of HMO's were included.

Under present circumstances the HMO limitation in H.R. 1 is harmful fiscally
since the State is unlikely to buy much care from HMO's this fRcal year or in FY
1978. Very few HMO's now exist in Illinois and it takes two to three years to
develop a functioning HMO. In addition, buying into an HMO increases the State's
cash outflow due to the customary requirement for an advance payment. Illinois
would instead argue that an increase in Federal matching for outpatient and
clinic care would do more to encourage HMO's at present by strengthening the
resource base of outpatient facilities so vital to the effective performance of
Health Maintenance Organizations.

REC00MMENqDATION

It is recommm d"th the 85-percent iiwease be provided for outpatient and
oli io hospital oare rather than for NH0's or other comprehensive health care
facilities. Tis was the original language contained in the House version of H.B.
17550 (Ways and Mean. Committee Report, 5/14/70, p. 8).

SECTION DECIPMTION

The new section 1903(h) (1) authorizes the Secretary to compute for reimburse-
ment purposes a reasonable cost differential between cost of skilled nursing home
services and cost of Intermediate cost facilities If the Secretary determines for
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any calendar quarter after December 81, 1971, that a reasonable cost differential
does not exist between the cost of skilled nursing home and intermediate care
facility services In a State, he may reduce the amount which would otherwise be
considered under the State plan by the amount he Judges to be a reasonable
equivalent of the differences between costs for these types of facilities. The new
section 1902 (h) (2) requires the Secretary to consider the range of cost differen-
tials In various States.

The new section 1902(h) (8) defines "cost differential" (determined by the
Secretary on the basis of data for the most recent calendar quarter for which
satisfactory data are available) as the excess of the average amount paid in such
State per inpatient day for inpatient skilled nursing home services over the
average amount paid for such services In intermediate care facilities.

EXPLANATION

According to 207(a), if the Secretary determines for any calendar quarter after
December 81, 1971, with respect to any State that there does not exist a reasonable
cost difference between the cost of skilled nursing home services and the cost of
intermediate care facility services in such State, the Secretary may reduce the
amount which would otherwise be considered as expenditures under the State plan
by an amount which, in his Judgment, is a reasonable equivalent of the difference
between the amount of expenditures by such State for intermediate care facility
services and the amount that would have been expended by such State for such
services if there had been a reasonable cost differential between the cost of skilled
nursing home services and the cost of intermediate care facility services.

This provision Is inconsistent with the section that permits states to develop
alternative methods for reimbursing the reasonable costs of inpatient hospital
services. It Is inflexible and-arbitrary. It does nothing to control costs but simply
restricts government payment to providers. This provision would ultimately
preclude the constructions of new Intermediate care facilities. This action on the
part of providers will escalate overall health costs because in the absence of a
sufficient supply of intermediate care facilities the consumer utilizes higher cost
hospital facilities. Illinois Is in the process of developing a system of prospective
rate reimbursement that will establish Incentives for providers to control cost

RECOMMENDATION

Deletion of the eWS e new subseotion: section *07(a) whioh amends the
Social Security Act by adding section 1908(h) (1) (2) (8).

[Title II : 208 (a)]

SECTION DESCRIPTION

Section 208(a) of the bill amends section 1902(a) (14) of the Social Security
Act to provide, effective January 1, 1972, that (A) in the case of cash assistance
recipient adults or foster children or individuals meeting appropriate income and
resources requirements no enrollment fee, premium, or similar charge and no
deduction, cost sharing, or similar charge may be Imposed for required services,
and any deduction, cost sharing, or similar charge imposed for optional services
must be nominal in amount (as determined in accordance with standards ap-
proved by the Secretary and included in the plan), and (B) in the case of those
adults or foster children who are not receiving aid or assistance under any such
State plan and who do not meet the appropriate income and resources require-
ments there will be imposed an enrollment fee, premium, or similar charge which
(as determined in accordance with standards prescribed by the Secretary) is
related to income and no other enrollment fee or premium may b, imposed.

EXPANATION

The section makes no specific provision for cost sharing or co-payment for
non-cash recipients.

Since there is a provision for co-payment or cost sharing for optional services
utilized by recipients of cash assistance, an inconsistency is created between the
non-cash recipient program and the cash assistance program. This inconsistency
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may tend to provide the non-cash recipient with an incentive to seek optional
care and services that are not essential. The proposed language provides con-
sistency between participants not receiving cash assistance and recipients of cash
assistance grants. It also provides a deterrent for the demand of non-essential
services by including the recipient as a participant in the cost in a nominal way.
In addition, it gives states the flexibility to plan for and control use of optional
services.

RECOMMENDATION

Delete section 208(a) (14) (B) (R) and substitute the following provisions:
no deduction, cost-sharing, or similar charge with respect to the care and services
listed in clauses (1) through (5) and (7) of section 1905(a), will be imposed
under the plan. Any deduction, ost sharing, or similar charge imposed under the
plan with respect to other oare and services will be nominal in amount (as
determined in accordance with standards approved by the Secretary and included
in the plan.)

[Title 11: 2211

ZMTON DORIPCMON

Subsection (a) of the new section 1122 expresses the congressional intent that
funds appropriated under titles V, XVIII, and XIX of the Act should not be used
to support unnecessary capital expenditures and that reimbursement under such
titles should support State health planning activities.

Subsection (g) of the new section 1122 defines the term "capital expenditure"
as an expenditure which, under generally accepted accounting principles, is not
properly chargeable as an expense of operation and maintenance and exceeds
$100,000, changes the facility's bed capacity, or substantially changes the facil-
Ity's services.

ZXPLMATZON

The purpose of this section is to assure that Federal payments are not used to
support unnecessary capital expenditures made by, or on behalf of health care
facilities or health maintenance organizations and that, to the extent possible,
reimbursement under such titles shall support planning activities with respect
to health services and facilities in the various states.

This provision, while reinforcing the control of State planning bodies, has no
effect on controlling excessive costs being paid to providers for depreciation inter-
est expense and return on equity capital. It has no effect on capital acquisitions
below $100,000.00 and, in addition, makes no provision to control expenses
claimed by providers that are cash outflows but are simply accounting entries.
Non-cash outflows may ultimately be reimbursed a second time In the form of
interest payments. This pseudo-cost is continuing to drive the cost of medical care
upward at the Federal and State level.

The purpose of the recommended alternative language is to strengthen the gov-
ernment's ability to avoid duplication in the health care Industry while mini-
mizing the cost for capital acquisition. This provision is designed to reduce the
unit cost of health care to all levels of government, other than third party pur-
chasers and the consumer.

IKOOXMZANDATON

The following should be incorporated in the provisions of section Bet (new see-
tion 1122):

The SecretarV shall etclude ani expenses related to a capital expenditure that
has not been approved by the State ,planning agency. Interest expense requires
the approval of the local planning agency prior to t4e date that the ependiture
was made. Depreciation eaense must be fully funded and controed Jointly by
the State planning agency and the individual provider. At the discretion% of the
governor of a state, the agency organized to control health oars costs mdy be
designated to control the depreciation funds in lieu of the planning agency. Paor
purposes of this section, a capital expenditure may be defined as any expenditure
over $1,000.00 which, #ider generally adopted accounting prinoples, is .,t prop-
erly ohargeable as an eapene of operation and maintenam.
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Title IT: 224(a) (i) (ii)

SECTION DESCRIPTION
This section provides that no charge may be determined to be reasonable inthe case of bills. submitted or reequests for payment made under this part if itexceeds the higher of (I) the prevailing charge recognized by the carrier'andfound acceptable by the Secretary for similar services in the same locality Inadministering this part of (1i) and the prevailing charge level that, on the basisof statistical data and methodology acceptable to the Secretary, would cover 75percent of the customary charges made for similar services in the same localityduring the last preceding calendar year elapsing prior to the start of the fiscalyear in which the bill is submitted or the request for payment is made.

EXPLANATION
The ambiguity of the first part of this provision will tend to confuse the carrierand the Secretary to the point that no set criteria for the establishment of reason-ableness will be established. The second part of the provision will be impossibleto apply in many cases where the frequency distribution is diverse. The over-all result will be an inconsistent approach to the application of limits toprevailing charges.
This recommended change in language provides for specific statistical criteriato be used In establishing the prevailing rate limit and also permits the use of arelative value scale, if and when a scale is approved by the Secretary.

RECOMMENDATION

24 (a) () (i) should read:
No charge may be determined to be reasonable in the case of bills submittedor requests for payment made under this part if it exceeds the modal charge forsimilar services in the same locality or if it exceeds the charge computed from arelative value scale approved by the Secretary.

Title II: 225

SECTION DESCRIPTION
This section provides that in determining the amount payable to any statewith respect to expenditures for skilled nursing homes services or intermediatecare facility- services furnished in any calendar quarter, there shall not be In-cluded as expenditures under the State plan any amount in excess of the productof (A) the number of in-patient days of skilled nursing home services or thenumber of in-patient days of intermediate care facility services provided underthe State -plan In such quarter, and (B) 105 percentum of the average perdiem cost of such services for the fourth calendar quarter preceding such

calendar quarter.

EXPLANATION

This provision is entirely Inconsistent with the provision that would allowstates to develop methods and standards for reimbursing cost of in-patienthospital services. It would appear that, on one hand, Congress is encouragingstates to develop more effective methods for reimbursing providers, however,In this section the restrictions are so inflexible that it will ultimately limit thenumber of providers that will be willing to participate in the program.This section mandates a limitation on the rate of increase for the average perdiem costs for skilled nursing homes and intermediate care facilities to a maxi-mum of 105 percent of cost related to the same quarter of the previous year.This limitation is not-only restrictive but it is Impractical and conflicts with the
spirit of the rest of the bill.

In this state, reliable cost data is not available from nursing homes. As a re-sult, nursing homes are compensated on a negotiated rate' basis. These rates,on a per diem basis, should constitute average per diem costs for the purposeof this section. In addition, since utilization of these homes tends to reducethe length of stay in more expensive acute care Institutions, this alternative to
average per diem cost should be provided.
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RECOMMENDATION

It is recommended that this section be eliminated and be combined with the
incentive provisions for the reimbursement of hospital care. In the event that the
provision is not eliminated, it is recommended that the following language be
incorporated in an effort to clarify average per diem costs for those states that
negotiate nursing home and intermediate care facility rates.

Por purposes of determining average per diem costs where providers are oom-
pensated on a negotiated rate basis for skilled nursing care and intermediate
facility care, because of the absence of reliable cost data, negotiated rates are to
be considered to be average per diem costs for the purpose of this section.

[Title 11: 282 (a) ]

SECTION DESCRIPTION

This section provides for payment of reasonable cost of in-patient hospital
services provided under the plan as determined in accordance with methods and
standards which shall be developed by the State and included in the plan, except
that the reasonable cost of any such services as determined under such methods
and standards shall not exceed the amount which would be determined as the
reasonable cost of such services for purposes of Title XVIII.

EXPLANATION

This section limits the standards for reimbursement developed by the states
to the standards developed by the Federal government for Title XVIII recipients.
These standards are based on a limited population and the statistics will tend to
be skewed for some elements of cost. For example, the Medicare group does not
have pediatric or maternity services, and therefore, costs for this type of care
would not be included in the Medicare standard. If these standards are applied
to the total hospital population, It will result in mandatory reimbursement by
the states based on statistics that are inappropriate.

The recommended revised language provides for reimbursement ceiling to be
based on entire hospital population rather than a single segment. This will result
in a more equitable compensation for the provider and more meaningful controls
for the purchase of health services.

RCOMMENDATION

030(a) which amends 190S(a) (18) (b) should read:
Provides for payment of the reasonable cost of inpatient hospital services

provided under the plan, as determined in accordance with methods and standards
which shall be developed by the State and included in the plan, except that the
reasonable cost of any such methods and standards shall not exceed the amounts
which shall be determined by the Secretary. Amounts speoified by the Secretary
shall be based on statistics and standards for the entire hospital population.
Maximum reimbursement standards may be applied by category, type and geo-
graphic area of providers. Titde It: 288

SECTION DES0RPTION

This section provides for a reimbursement rate for hospitals of less than rea-
sonable cost in cases where the customary charge Is less than cost.

EXPLANATION

At minimum, this provision will be difcult, if not impossible, to administer.
It attempts to reconcile the Medicare, Medicaid, and-Blue Cross type cost formu-
las to the individual providers' schedule of charges which is subject to change. In
cases where hospital charges are less than cost, the hospital will be compen-
sated at a rate less than cost. The bill provides for the reimbursement of charity
hospitals with an -ambiguous statement related to fair compensation.
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BEOOMMZNDATION

It is recommended that -the entire section 288 be deleted and that hospital
reimbursement be made on the basis of reasonable cost or on a plan of prospec-
tive reimbursement approved by the Secretary and the State.

Title II: 284

SZOTION DESCRIPTION

This section provides for an annual overall internal plan and operating budget
from each Institutional provider. It also requires the execution of a capital-
budget for at least a three-year period for all capital expenditures exceeding
$1,000.00. It fails to provide for other vital operating statistics that are necessary
for an evaluation of the efficiency of the institution.

EXPLANATION

It is necessary that State government have free and detailed access to all
financial and statistical information concerning institutional providers that par-
ticipate in any and all state welfare programs. 'rhis information is paramount in
order to provide the State with the ability to purchase health care under pro-
grams at the lowest cost while maintaining the viability of the state health de-
livery system. In order to determine the purchase rates for care, the State must
not only have, access to operating and capital budget projects, but also to his-
torical data and forecasts of patient statistics, ancillary service statistics,
patient census statistics by type of patient, incidence of service statistics, pro-
ductivity analysis and other data that the state may deem necessary for rate
determination. Capital expenditures should be identified and Justified for all
capital expenditures exceeding $100,000.00 because of the significance of capital
expenditures on the rising cost of health care and the necessity to plan for them.
The words income and expense should be changed to revenue and expenditures in
an effort to avoid any misinterpretation or exclusion of any flow of funds.

The recommended language tightens the accountability controls for capital
expenditures and expands the requirements for information to be included in
the annual operating budget. The primary purpose of the language is to force the
institutional providers to make a full and detailed disclosure to the State so that
they may effectively control costs in the State health delivery system.

RECOMMENDATION

284(z) (1) (2) should read:
Provides for annual operating budget which includes all historical annual

revenues and-ewpenditures for the past two years and a forecast of all annual
revenues and expenditures for the newt year. The historical breakdown and
forecast shall include patient statistics, ancillary services statistics, patient cen-
sus statistics by type of patient, incidence of service statistics, productivity
analysis and any other financial and statistical data which is deemed necessary
by the State to facilitate the rate setting function.

Provides for a capital expenditures plan for at least a three-year period (in-
cluding the year to which the operation budget is applicable) which includes and
identifies in detail the anticipated sources of financing fort, and the objectives of
each anticipated expenditure in excess of $1,000.00 related to the acquisition of
land, the improvement of land, buildings, and equipment which would, under
generally accepted accounting principles, be considered capital items.

Each provider under Medicare agrees, as a condition o participation, to pro-
vide the appropriate State agencies with copies of their annual budget and capital
plans v .er Medicare.

ADMINISTRATION

[Title II: 222(a) (8)]

SECTION DESCRIPTION

Section 222(a) (3) of the bill provides that the Secretary may waive reimburse-
ment requirements of titleS V, XVIII, and XIX with respect to such experiments
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and demonstration projects. Any costs incurred in such experiments or projects
in excess of amounts which would normally be paid under such titles will be
borne by the Secretary. The Secretary will obtain the advice and recommenda-
tions of competent specialists prior to instituting any such experiment or project.

EXPLANATION

State agencies charged with the responsibility of developing innovative methods
for reimbursing providers of health care will be utilizing this section of the bill
frequently. The present wording in Part (3) is ambiguous and leaves the approval
of the Secretary of experiments and demonstrations open to attack by providers
that will resist constraints on reimbursable cost.

The revised language, while maintaining the criteria for approval of the project,
eliminates the portion of referring to qualifications of qualified specialists to be
used in the review process. This will tend to limit the possible attack of special
interest groups and possible litigation over projects that are not in their best
interest.

RECOMMENDATION

222(a) (8) should read as follows:
All experiments and demonstration projects submitted to the Secretary for

approval shall contain an adequate showing as to the soundness of its objectives,
the possibilities of scouring productive results, adequacy of resources to conduct
it, and its relationship to other similar experiments or projects already completed
or in process.

Dziawi or Szavicts

[Title II: 226(b)]

SEOTION DESCRIPTION

The language of H.R. 1-Title II and the Report of the Committee on Ways
and Means on H.R. 1 often speaks of "health maintenance organizations, group
practice prepayment plans, comprehensive group health, comprehensive health
plan, comprehensive health care, health services, scope of services, inpatient hos-
pital services, health coverage, benefits, etc.," but nowhere, to our knowledge,
does it specifically and simply state that the provision of mental health services
is included in the above and/or similar language. (On the other hand, however,
no where does it specifically state that mental health services are excluded.

EXPLANATIONN

Services for the mentally ill and mentally retarded are just now beginning to
move away from their traditional source--the State as sole provider. The com-
munity is taking on an ever increasing share of responsibility for care and treat-
ment of the mentally ill and mentally retarded and should be strongly encouraged
to do so.

WOMMUNDATIOq

To further strengthen this concept of comprehensive health care, we strongly
urge inclusion of oomprehenstive community mental health centers as integral
parts of Health Maintenanoe Organluations.

[Title II: 2651

SECTION DESCRIPTION

Tbi section removes the present requirement for Social Services in an Extended
Care Facility. Under existing regulations a professional social worker, or,an
individual supervised by-a professional caseworker, attends the medically related
social problems of patients, (This requirement is not specified in the statute but
was promulgated under the authority of the Secretary of HEW.)
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EXPLANATION

According to House Committee on Ways and Means, experience has tended to
indicate that while the provision of these services have great emotional and
social adjustment values, the substantial cost to an extended care facility cannot
be Justified by the value derived by its total population.

It is unclear from the language of the bill or the report of the House Committee
on Ways and Means if the intent is to make medically oriented social services
an optional matter (the individual facility to decide upon its appropriateness and
feasihIiiy) or if it is no longer part of the approved program and therefore non-
reimbursable.

We would not favor the total cessation of reimbursable social services as our
experience clearly indicates that in the long run this service Justifies its expen-
ditures as persons are progressively moved to lower levels of care and often to
Independent living.

We can appreciate the feeling that it is difficult, expensive and perhaps in-
appropriate to use Social Services in some facilities, under certain conditions, but
we must recognize that some individuals' medically related social problems must
be met, if not by a professional social worker, than by an individual close to the
patient/resident. Extended care facility personnel, as an irreducible minimum,
ought to have access to a professional social caseworker for educational and con-
sultative purposes.

RECOMMENDATION

Sooal services in extended oare facilities, if not required, should be on an
optional basis. [Title II: 287]

SECTION DESCRIPTION

Section 267 of the bill amends section 1902(a) (28) (B) of the Social Security
Act (which requires skilled nursing homes to have an organized nursing service
under the direction of a full-time professional registered nurse) to authorize a
State agency with the approval of the Secretary to waive this requirement for
any one-year period (or less) ending no later than December 81, 1975.

EXPLANATION

Our experience indicates that carefully prepared and on-the-job trained per-
sons in the allied fields of nursing care can perform at an adequate level, under
proper medical guidance, without the intensive day to day supervision of a regis-
tered nurse, for short periods of time. This, of course, lowers the professional
level of care for a short time but this is preferable to a facility failing to qualify
and thus depriving an area of, perhaps, much needed services.

However, we would not favor a waiver of this Skilled Nursing Home require-
ment at the federal level as dilution of this standard may ultimately lead to pres-
sures sufficient to force adoption of this section as a new minimum standard.

RECOMMENDATION

T1he decision to waive the requirement that Skilled Nursing Homes in rural
areas have at least one full-time registered nurse on the staff be left to the appro-
priate State licensing agency.

ELIGIBILITy

[Title XX : 2011 (c) (1) ]

SECTION DEsCIPT0o1

"Benefit eligibility and benefit amounts are to be determined for each calendar
quarter..."

EXPLANATION

Unlike Title XXI for FAP and OFP, this title and section do not specify how
income received in previous quarters affects the applicant's current eligibility for
benefits. We are opposed to applying three quarter approach to the AABD popu-
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lation as previous income is not a predictor of current assets and income. If he is
eligible except for Income, this could create strain on the General Assistance rolls,
since he may need both cash and medical care concurrently.

RECOMMENDATION

Initial benefit eligibility should be based on current income for AABD category.

Title XX: 2012(a) (8) (A) (B) (C)

SECTION DESCRIPTION

Section allows blind individuals to deduct "reasonable" employment expenses
and does not allow the same provision for the aged and disabled.

EXPLANATION

A change is suggested in order to maintain uniform benefit levels, simplify
eligibility requirements and assure equitable treatment for all individuals re-
ceiving assistance under this title. In the above provisions, the disabled and
aged are penalized and deprived of incentives. This is a particularly important
issue because of the "trial work" previsions for disabled delineated in section
2014(a) (4) (D).

RECOM UENDATION

Make deduction of "reasonable" employment ea'penses applicable to disabled
and aged as well as blind.

Title XX: 2014(a) (8) (D)

SECTION DESCRIPTION

This section provides that the Secretary will prescribe by regulations, criteria
for determining if earnings demonstrate an ability to engage in employment. If
individual meets these criteria, whatever his income, he will not be disabled.

EXPLANATION

Title XX described aged person in terms of "age" and blind person in terms of
"visual acuity". Disabled persons are described not only In terms of "disability"
but also in terms of present or potential earning capacity. Consequently, earnings
can penalize the disabled much more than the aged or blind. A test of earned
income before total income discriminates against a person with little or no
unearned income. Furthermore, Medicaid may be denied to a disabled indi-
vidual dependent on minimal earned income whose total income is under the
statutory limits; but the aged or blind would not be denied. This again, would
put pressure on the General Assistance Program.

RECOMMENDATION

The section of the definition dealing with present or potential earning capacity
should be deleted.

[Title XX: 2014(d) (1)]

SECTION DESCRIPTION

To avoid encouraging couples to live separately to get a higher total benefit
(two singles get more than a married couple) the bill provides that an eligible
Individual and spouse will receive a couple's benefits even though they live apart.

EMPANATION

In effect, these provisions implicitly define any legal spouse as a responsible
relative without giving the agency authority to enforce support, and establish a
strictAr eligibility requirement for AABD than existing titles. In June, 1970 there
were almost 12,000 individuals in the State of Illinois on AABD, married but not
living with a spouse. In effect, this provision will work a hardship on these 12,000
wh9 may have been separated for many years but cannot afford to take legal
action. In addition, it may penalize married women separated from a spouse,
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whose benefits are reduced because her spouse's income is enough to meet all or
part of her needs, but whose spouse refuses or fails to provide this income. This
provision would then increase pressure on the State's General Assistane pro-
gram.

RECOMMENDATION

Continue definition of spouse as responsible relative in current law, and give
agency authority to enforce support provisions.

ADMINISTRATION

[Title XX: 2011(c) (1)]

SECTION DESCRIPTION

"Benefit eligibility and benefit amounts are to be determined for each calendar
quarter and redeterminations are to be made as provided by the Secretary....

EXPLANATION

This section provides for quarterly redetermination of eligibility for benefits.
Eligibility for AABD is now redetermined on an annual basis in most states.
There is no evidence to suggest that quarterly redetermination will increase the
efficiency of the payments system, reduce the number of people receiving pay-
ments or otherwise result in savings. To require a determination of eligibility
four times a year rather than once a year may represent a substantial increase in
time and staff required to fulfill this requirement.

The method for redetermination of benefits are left unspecified. We suggest
that based on Illinois experience, AABD redeterminations be handled by declara-
tion on an annual basis. A Quality Control report for 4/70 showed that there were
no differences in error rates for cases redetermined by client contact. Error rate
on eligibility was 0.4 percent. Error rate on payment showed overpayments for
0.9 percent and underpayment of 5.9 percent.

RECOMMENDATION

The statute should mandate provisions for annual redetermination of eligibility
of AABD clients by declaration.

[Title XX: 2015]

SECTION DESCRIPTION

This section requires quarterly review of blind and disabled by the Division
of Vocational Rehabilitation.

EXPLANATION

To make a quarterly referral and review of each case a mandatory provision
will mean a substantial increase in time and staff of Department of Public Aid
and Division of Vocational Rehabilitation. The current Illinois caseload contains
approximately 70,000 disabled and blind recipients.

RECOMMENDATION

Referral of individual for vocational rehabilitation services should be based
on potential benefit from referral as diagnosed by a physician.

[Title XX: 20831(a) (1)]

SECTION DESCRIPTION

Section provides that benefits under Title XX are to be paid at such times and
in such installments as will best effectuate the purposes of the title.

EXPLANATION

If a person is now eligible for a grant, he receives a monthly check, regard-
less of the amount. The assumption is that if the person is eligible for money
for that month, he needs the money that month. Statute at present is so loosely
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constructed that Secretary can set up schedule to pay all eligibles on a quarterly
basis.

RECOMMENDATION

Require payments to eligible individuals for each month except in instances
where benefit is less than $5.00.

(Title XX: 2081 (c) (2)]

SECTION DErAIPTION

This section provides that failure or delay on the part of the client or delay

to report changes will result in fines to be deducted from the assistance check

unless "good cause" exists. SMM"sATxoN
This section contains no criteria for procedures to be used in determining

whether "good cause" exists, and may permit arbitrary admialistrative action.

RECOMMENDATION

This provision should be changed to read that client must be notified of right

to hearing, before benefits can be reduced.

[Title XXI : 2152(d) (L) (2) (3)]

SECTION DESCRIPTION

Under current provisions extent of current eligibility is determined on the
basis of income for the prior nine months with any Income in excess of the allow-
able to be deducted from benefits due in the current quarter.

EXPLANATION

Because of the eligibility provisions of section 2152(d) it is possible for nu-
merous families currently covered by AFDC to be without income for as long
as nine months before becoming eligible for OFP or FAP. Their only-recourse, in
these circumstances, would be General Assistance. This gap in coverage can arise
in the following circumstances for sizeable numbers of persons: A female-headed
family employed at a high enough wage to permit carryover into several quar-
ters who loses a Job not covered by unemployment insurance. (Some 500,000 Illi-
nois workers are not covered by any form of unemployment protection.) It is
possible for her to face a number of months with zero income and yet be in-
eligible for OFP and FAP. Under today's law the family would be eligible for
AFDC but would have to be picked up by FA if H.R. 1 we've in effect.

For Illinois, in October 1971, 31.7 percent of AFDG case openings were due
to loss of employment because of layoff or Illness. For the AFD(.-U program the
comparable figure was 89 percent. It is clear that large numbers of these people
would be ineligible for OFP benefits due to earnings in prior quarters under the
current provision of H.R. 1. It is equally clear that large numbers of these people
while working full time had not been earning at levels sufficient to allow savings.
The only recourse for such individuals, who are willing to work but cannot
through no fault of their own, would be General Assistance or no income.

RECOMMENDATION

Payments of benefits shall be made during any quarter of a calendar year on
the basis of the Secretary's estimate of the families income and resources aotu-
ally available for current use.

[Title XXI: 2152(g) (1)]

SKOTION N)ESORMIPTION

This section provides that n-o family will be eligible If any family member fails
within 30 days after notification by the Secretary to take all necessary steps to
apply for any other benefits due him.
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EXPLANATION

The present language of section 2152(g) (1) would deny an entire family beie-fits because of the refusal, inability, etc. of a single family member to apply forother benefits. Thus, even though the family-might have no control over the lackof cooperation of a particular member, the entire family would be penalized.Even though the family cooperated fully with the Secretary in attempting tohave the individual family member apply they would be denied benefits until theapplication was made. The only recourse for such a family would be General
Assistance.

RECOMMENDATION

Benefits for the individual failing to make application would be denied. Theremainder of the family would be eligible if application requirements were met
by them individually.

(Title XXI: 2102-Basic eligibility for benefits]

SECTION DESCRIION

Section 2102 provides that every eligible family whose employable membershave registered for manpower services, training, and employment will be paidbenefits by the Secretary of Labor under the Opportunities for Families Program
(Part A), and that eligible families in which no members are employable will bepaid benefits by the Secretary of Health, Education, and Welfare under the Fam-
ily Assistance Plan (Part B).

EXPLANATION

Employability which fluctuates is the ruling factor for program eligibility.Depending upon the status of employability, families will be assisted by eitherPAP or OFP. Changes in employability Will apparently necessitate shifting fromone program to another and, therefore, administrative responsibility will shiftfrom HEW to Labor. Although it is stipulated that regulations are to be similar
(Section 2151), there, nevertheless, appears to be the probability of confusion,delay, etc. Consideration of other record and reporting requirements placed uponenrollees in other areas of H.R. 1 further- support the probability of administra-
tive problems.

RECOMMENDATION

Administrative responsibility for the payment of benefits for both OPP andPAP should be vested with a single agency rather than with both DHEW and
DOL.

[Title XXI: 2117(a) ; 2182(a)]

SECTION DESCRIPTION

Section 2117(a) requires the Secretary of Labor to review at least once eachquarter the continued need for vocational rehabilitation services by an individualreceiving benefits under the OFP who is referred due to an incapacity. Section2132(a) requests the Secretary of Health, Education and Welfare to make aquarterly review (except for those permanefitly incapacitated) of the continuedneed for vocational rehabilitation services by an individual receiving benefits
under FAP who is referred due to an incapacity.

EXPLANATION

It has been conservatively estimated that an additional 200 personnel wouldbe required in Illinois to meet the quarterly redetermination requirements ofthe sections above. These people would not expand the service program but onlyperform redeterminations. In many cases the efforts of these personnel would bewasted because the need for redetermination is dependent upon the form of dis-ability of the individual concerned. Quarterly redeterminattons are necessary forsome individuals but certainly not for all. Departmental regulations shouldgovern the frequency of redeterminations and should be based on the type of
disability which exists.
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RECOMMENDATION

Requirements for quarterly redeterminations should be changed to periodic
redeterminations as determined by the Secretary.

SECTION DESCRIPTION

Section 2117(a) provides that any family member receiving benefits under
part A who Is not required to register due to an incapacity will be referred for
vocational rehabilitation services under the Vocational Rehabilitation Act. The
Secretary of Labor is required to review such individual's continued need for
and use of rehabilitation services at least once each quarter.

Section 2117(b) provides that any family member who is referred for voca-
tional rehabilitation services under a State plan approved under the Vocational
Rehabilitation Act is required to accept such services' except where good cause
exists for failure to do so, and that the Secretary of Labor will pay to the State
agency administering the State plan the costs incurred in the provision of such
services.

EXPLANATION

It is conceivable that in addition to present practices of State VR agencies
under HEW, separate contracts for services from State VR agencies and others
could be negotiated by HEW, SSA, FBA and DOL and in certain instances such
services could be directlyy provided and delivered on the local level by Federal
agencies.

Every agency must, of course, have control of its own program and be respon-
sible for its total outcome. They must defend their budget and their procedures
and results. They should therefore control the standards for the services which
they supervise or purchase. Such standards could most effectively be established
and maintained by utilizing a single channel. RSA has the experience, expertise
and machinery for the delivery of such services and would be the logical channel
for such negotiations.

The possibility of all these agencies being required to separately negotiate with
each and all of the states and each and all of the services, practices, etc. is horrify-
ing. A multitude of problems would be created in State agencies by a divided and
different administration, procedure, funding, accounting, record keeping, report-
ing, communication, responsibility, accountability, organization structure and
other such consequences.

RECOMMENDATION 1

Rehabilitation Services Administration under HEW should be the Pederal
agency responsible for determinations of disability and incapacity and as such
RSA should negotiate and contract wilth other Federal agencies for their needs and
with the states so that the process is centralized with the Federal agency which
is the major counterpart of the State VR agencies.

RECOMMENDATION 2

On the local level there should be one point of responsibility for determinations
in the .State and this point should be an expansion of whatever agency is doing
disability determinations under Title II.

RECOMMENDATION 3

RSA should be responsible for budgeting for determinations and VR services
to assure adequate estimates and to show inter-relationships to VR budget. A
two party negotiation at h4s point should greatly simplify and resolve complew,-
technical and delicate problems in this area.

[Title XXI : 2117(b) ; 2132(b)]

SECTION DESCRIPTION

These sections authorize payment to State vocational rehabilitation services
provided to OFP and FAP recipients referred.

EXPLANATION

No appropriation is provided for payment of these services, but the services
themselves are mandated. State vocational rehabilitation agencies may be reluc-
tant or unable to provide services under what represents a greatly expanded pro-
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gram if payment is not guaranteed. State agencies are currently operating on
budgets which would not allow massive program expansion and the necessary
staffing required under H. R. 1. Therefore, it is essential that funding be guaran-
teed if these agencies are to be in a position to adequately service those individ.
uals referred under the provisions of the bill.

- RECOMMENDATION

Payment to State VR agencies by DHEW and DOL for mandated services
should be required.

(Title XXI : 2151 (e)]

SECTION DESCRIPTION

Section 2151(e) requires that after 24 months of receiving benefits a family
must reapply and that no benefits may be paid until the eligibility. redetermina-
tion has been completed.

EXPLANATION

The section makes no provision for families to receive notice of a discon-
tinuance of benefits before the 24 month period ends. Under the assumption
that eligibility determination would require an amount of time not dissimilar
to thatnrequired presently under the OASDI program, the lack of provision
for notice could surely penalize individuals who remain eligible but do not
realize that reapplication is necessary for continued payments. If payments
are interrupted these families will have to rely on General Assistance pro-
grams for interim income. It is also likely that costly litigation would occur if
individuals were denied benefits without notice of their opportunity to reapply.

RECOMMENDATION

This section should require the Secretary to notify all families receiving as.-
sistance when a redetermination is necessary. Such notice must be provided
with adequate advance time to ensure no loss of benefits to families which are
redetermined eligible.

[Title XXI: 2112; 2133; 2184]

SECTION DESCRIPTION

These sections deal with the provision of child care for children of parents
enrolled in Title XXI programs.

EXPLANATION .

Under H.R. 1 both the Departments of Labor and Health, Education and
Welfare are given responsibility for administering child care services. While
sections in Title XXI attempt to clarify and separate their roles to a certain
extent, there is much room for duplication of effort and confused administra-
tion at the State and local level. Since HEW will have primary responsibility
for developing resources, establishing standards, etc. under H.R. 1, we -propose
that all major responsibilities for providing child care be vested in HEW.

In recent years Illinois has made a major effort to coordinate day care pro-
grams and funding at the State level. One agency in Illinois, the Department
of Children and Family Services, now administers almost all day care programs.
Over the past three years Illinois has increased funding for day care from less
than $5 million to approximately $50 million this year. A large part of this
money is targeted at the poverty population. At present there are approximately
75,000 children in Illinois being served in 1,680 licensed day care centers and
4,470 licensed day care homes. Provisions in H.R. 1 that provide for Federal
administration at the State and local level, thus by-passing the State, will only
serve to reverse the progress Illinois has made to date in expanding day care
resources.

RECOMMENDATION

A single agency at the Federal level should have the resoonsibilit for the
administration of all day care funding provided under Title XXL The states
should be assured a major role in the development, procurement, and arrange-
ment for child care services.

72-573 O-72-pt. 2- 25
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EXPLANATION

H.R. 1 does not provide for clear and meaningful local participation. The
language of the bill gives broad discretion to Federal administrators in setting
standards and evaluating programs white it provides minimal apparatus for pa-
rental involvement. Illinois has developed local and State 4-C committees as
proposed by HEW. H.R. 1 should encourage these and similar efforts.

RECOMMENDATION

Provision should be made for the guaranteed involvement of parents in child
care programs and for substantial local community participation in the estab-
lishment, operation, and review of day care services.

EXPLANATION

Under H.R. 1 the availability of day care services will be a major factor in
determining whether or not a welfare recipient is able to accept a job. Since
more day care slots will be available and recipients will be required to utilize
them, government will take on increased responsibility for assuring that these
services are high in quality and protect the physical and mental well-being of
the child. H.R. I should therefore explicitly state that no day care facility must
be accepted by a parent unless it is proven to be standard.

RECOMMENDATION

Protions should be made explicit in H.R. I to insure that parents can refuse
to accept training or employment if day care offered to them is of inadequate
quality as Judged by the standards developed in accordance with sections 2134.

[Title XXI: 2171(a)(4)]

SECTION DESCRIPTION

This section allows the Secretary to make emergency cash payments of no
more than $1.00 to families initially applying for benefits. Such payments are to
be deducted from future benefits.

EXPLANATION

Title IV of the Social Security Act provides that states may establish emer-
gency assistance plans to avoid the destitution of children of families currently
receiving or applying for assistance. Funds appropriated for emergency assistance
are used in cases of fire, storm, theft, etc. Which deprive the family involved
of the means to prevent their destitution. H.R. 1 has no such provisions for in-
dividuals who are recipients. This lack will force states to maintain emergency
assistance programs which will result In further administrative complexity in
the integratibn of Federal and State programs and reduce the effectiveness of
H.R. 1 in money toward a Federal assumption of assistance programs.

Deduction of emergency benefits from future benefits may deprive the family
of an income sufficient for subsistence if, for instance, the emergency grant must
be used to replace household goods destroyed by fire.

]RECOMMENDATION

Expand section 2171 (a) (4) to include the provision of emergency assistance to
recipients. Deduction from future benefits should occur only if the emergency
resulted from mismanagement of previously granted benefits.

[Title XXI : 2178(a) (b)]

SECTION DESCRIPTION

This section provides fbr the establishment, membership, and expenses of local
advisory committees which will evaluate and report on the effectiveness of the
Title XXI programs.
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C UKPLANATIOiN

No requirement is made in paragraph (b) for the inclusion of program partici.pants on the advisory committees. Illinois and other states have had excellent
results from the inclusion of recipients on various welfare advisory groups. The
information provided by such persons on program performance from the stand.
point of a user can be extremely valuable in evaluating effectiveness and rede-
signing program content. Including program participants would not significantly
increase the costs of operating the committees.

RZOOMMMDATION

Each local committee will include representatives who are former or current
partio4pants in Title XXI programs.

ADMnINxsTATON

[Title V: 501(a) (8)]

MOTION DE5RIPTON

This section authorizes but does not mandate payment for the administrative
expenses incurred by the states in implementing the new programs during the
transitional period.

EXPLANATION

Since the State, per 507, may be required to be responsible for administering
XX and XXI during the transition period, they should be reimbursed for admin-
istrative expenses incurred due to placing the new programsln operation. Placing
these new programs in operation will require substantive planning, new opera-
tional designs and procedures, and retraining of staff on the part of the states

RZOOMMENDATON

Section 501 (a) (3) should read as follows:
Appropriation for administrative expenses incurred by the states during the

Fiscal Year ending June 80, 1972, in developing the staff and facilities necessary
to place in operation the programs established by Titles XX and XXI of the
Social Security Act, as added by this Act, and for child care furnished pursuant
to section 508 during such fiscal year, shall be included in an appropriation Act
for such fiscal year.

[Title V': 503(a) (1) ]

OMON DESCRIPTION

This section provides that the costs of assistance supplements to the states shallnot exceed the non-Federal share of expenditures for quarters in calendar year
1971.

EXPLANATION

In order to make this section consistent with various proposals for interim fiscalrelief, FY 1971 should be substituted for calendar year 1971. Both the "hold-
harmless" to H.R. 1 introduced by Senator Percy and the Mills-Collins measure
in the House based fiscal relief on FY 1971. To use a different base once H.R. 1
s in effect would complicate administration. States would also be afforded a
greater amount of fiscal relief if FY 1971 were used due to the greater increases In
caseloads and expenditures during that period.

RECOMMENDATION

Section 508(a) (1) should read: The amount payable to the Secretary by aState for any fiscal year pursuant to its agreement or agreements under sections
#016 and 8156 of the Social Security Act shall not exceed the non-Pederal share
of expenditures as aid or assistance for quarters in the fiscal year 1971 under the
plans of the State approved under Titles I, X, XIV, and XVI, and part A of Title
IV, of the Social Security Act (as defined in subseotb& (o) of this section).
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[Title V: 511(a) ; 511(b)]

SECTION DESCRIPTION

These sections define services to mean specific activities.

EXPLANATION

The definition of services should be broadened to be consistent with the defini-
tion of child welfare and family services currently contained In Title IV. A list of
services raises the possibility that the range of services offered and funded will be
limited to narrow interpretations of those specified in the Act. This may dis-
courage and prevent State agencies from developing innovative service delivery
programs and, if narrowly interpreted, may force cutbacks in programs currently

-being matched by DHEW. There are no criteria which define the minimum quality
and content of the individual services.

RECOMMENDATION

Section 511(a) which amends the Title IV Social Security Act definition of
services should be amended as follows and a new category added:

"(d) The term servicess for any individual receiving assistance to needy fami-
lies with children' includes any of the following services provided for any such
individual:
(13) Services to a family or any member thereof for the purpose of preserving,
rehabilitating, reuniting, or atrengthceningithe family, and such other services
as will assist members of a family to attain or retain capability for the maximum
self-support and personal independence.

RECOMMENDATION

Section 511 (b) should be amended to include the definition of services for the
aged, blind, and disabled currently contained in Title XVI, section 163(a) (ii)
and (O) (1).

[Title V: 512]

SECTION DESCRIPTION

This section creates a formula which will determine the State's share of the
$800,000,000 closed-end appropriation for services. -

EXPLANATION

This section contains a closed-end appropriation $800,000,000 and allotment
formula for services and training (exclusive of day care and family planning).
In the case of Illinois, the following situation will exist:
Allotment of $800,000.000

X Federal Share of State Exp. FY 72
800,000,000 - Total Federal Shares to States FY 72

FISCAL YEAR 1972

Illinois Federal

Services +---- --------------------------------------------- $86,069 $8, 200
Training -........................................................ 43,866
Child care (-)--------------------------------------------------------18,287 108,000
Foster care service (-) .......................................................-". - 13,100 ..............

Total ..................................... -- --------------------- 55,510 744,066

I Covered under sec. 513.

X 74,510"
800,000,000 744,06
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X $57,870,000 however, we would be frozen at $55,510,000 (WY 1972 level).
Since Illinois will be substantially above the average, we will be frozen at the

FY 1972 level. We would not be in a "service deficit" position unless the appro-
priation was subtantially above the $800,000,000 level for a nmnber of year.

Therefore, assuming that the appropriation will remain around $800,000,000,
Illinois will receive approximately $000o,000 less on an annual basis than our
allotment.

In addition, the freeze would not provide for normal program expansion. As-
suming a 17 percent rate of increase, the freeze will cost Illinois approximately
$12,000,000 that we would have been able to claim under the present open-end
provision of Title IV-A and Title XVI.

The above discussion has been predicated on-the assumption that Illinois will
receive the full benefit from the Title IV-A plan amendments in Fy 1972. How-
ever, the WY 1972 appropriation bill for HEW contains a provision limiting any
State to 110 percent of what it collected in Federal dollars for services under
Titles IV-A. and XVI during WY 1971. Since our plan amendments are effective
for only part of WY 1971, this limitation has a severe Impact on Illinois. This
provision, coupled with section 1125 would freeze Illinois at 110 percent of the
FY 1971 level of Federal collections. This would cost Illinois $20,000,000 to $25,-
000,000 in WY 1972 and each year thereafter.

At the Federal level, the 110 percent limitation and the $800,000,000 closed-
end appropriation achieve the same purpose; however, the advantage of the
latter for Illinois is great. It is extremely important that 110 percent limitation
be removed from the HEW appropriation bill.

RECOMMENDATION

(b) (1) should be amended by striking the words ".... but in no case shall
such amount with respect to any State for any fiscal year exceed the Federal
share of such expenditures in such State in the preceding fiscal year exclusivee
of any amounts realloted to such State for s ch State for such preceding fiscal
year under subsection (o) ;")

[Title V: 518]

SECTION DESCRIPTION

This section provides for subsidies to adoptive parents on behalf of physically
and mentally handicapped children.

EXPLANATION

Older and other hard to place children, such as the mixed racial or minority
group child, are equally in need of specialized adoption services as are physically
and mentally handicapped children. Illinois began a subsidized adoption pro-
gram In October, 1969. Its purpose is to allow parents who lack necessary fi-
nancial resources to adopt physically and mentally handicapped children, older
children, minority group children, and other hard to place children. Not only
can adoption provide a more stable home for the child, but it also saves the State
money since the State only subsidizes a portion of the child's expenses rather
than paying full foster care fees. To date, 294 children, 130 are Black. A total
of 85 have handicaps, 9 are retarded, 4 emotionally disturbed, and 12 have multi-
ple handicaps. 33 children are under two years of age, 189 are from two to six,
and 122 are over six.

RECOMMENDATION

Section 513 which amends section 27 (a) (8) (13) should be revised to include
"older and other hard to place children" in the definition of those children for
whom payment may be made to adoptive parents who have financial need.

SECTION DESCRIPTION

This section appropriates funds for foster care and adoption.
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EXPLANATION

This section appropriates for foster care and adoption:
-$150,000,000 in FY 1972
-$165,000,000 in FY 1978

etc.
Allotment
Appropriation Ill. Children under 21

U.S. Children under 21
FY 1972: 150,000,000 X 5.4%=$8,100,000
FY 1973: 165,000,000 X 5.4%=$8,900,000
Federal Share

X Ill. per cap income
.50 U.S. per cap income
X 8994
.60 8412

X=58% (State share)
100-58=42% (Federal Share)

The Illinois foster care and adoption programs, exclusive of the ADFC-foster
care program exceeds $40 million annually. Therefore, we would be able to claim
our full allotment. However, recent admendments to our State plan for Title
IV-A allow us to claim 75% Federal reimbursement for the cost of providing
foster care services and adoptive services to current, former, and potential AFDC
recipients. Under these amendments, we anticipate receiving between $8,000,000
and $10,000,000 annually. Therefore, Section 513 does not provide any fiscal
relief to Illinois.

The Federal share in percentage terms is much higher under the current IV-A
(75%) than under Section 513 (40%). However, the 75% applies only to services,
whereas section 513 includes both services and care. In addition, section 513 ap-
plies to all children for whom the public agency has responsibility, whereas Title
IV-A is limited to current, former, and potential recipients.

RECOMMENDATION

The appropriation for foster care and adoption should be on an open-ended
basis.

STATE OF ILLINOIS,
OFFICE OF THE GOvERNoR,

Chicago, Ill.
Hon. RussELL B. LONo,
Chairman, Senate Finance Committee, Old Senate Office Building,
Washington, D.C.

DEAR MR. CHAIRMAN: Your committee graciously heard me at length last month
on H.R. 1, and ordinarily I would be reluctant to add further to your record of
testimony. However, major developments have occurred since then, particularly
affecting the probable timing of the effective date of full implementation of the
Family Assistance Plan in final form. Therefore, I would like to add my views
on the urgency of immediate assistance to state and local governments, to bridge
the transition period.

A recent New York Times editorial aptly refers to the "Perils of Pauline"
fashion in which welfare reform was rescued from death In Congress. The rescue
was accomplished by means of a compromise under which there will be extensive
tests of the plan for a guaranteed minimum family income before it is adopted
on a nation-wide basis.

All this may be well and good, but it means that the present system of Aid to
Families with Dependent Children will be with us until 1974 or later. It means
also that, unless Congress moves to help them, many states will need a similar
rescue because they will run out of funds for welfare payments. They also will
be crippled in their capacity to deal with other essential services,. including
education, corrections, health, and child care-all services which help keep fam-
ilies off the welfare rolls.
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The problem is not one that can be postponed. The states need additiona4funds
before the end of this fiscal year. To meet the crisis, Senator Percy of Illinois,
backed by the governors of 20 states, has introduced an amendment to H.AL 1
which would authorize an expenditure of $600 million to help the states meet
a portion of the increase in welfare costs incurred in the year beginnflg last
July 1.

At stake here is the solvency of the states. The disastrous effects of the
national welfare apparatus upon our state and local governments--upon our
cherished federal system-raise an issue which today looms as important for
American federalism as the great questions before John Marshall in another era.
Now we must ask whether the federal government can require the states to
spend themselves into debt and bankruptcy for public aid programs established
by Congress, without providing meaningful federal relief.

The public aid programs were established with the best of intentions. Gener-
ally they were embraced gratefully by the states, because the federal grants-in-
aid helped them meet their obligations to care for those unable to care for
themselves.

The original social security theory was that much of the need for welfare
would wither away as soon as the old age and survivors benefits were spread
widely throughout the nation. Unfortunately it hasn't worked out that way.

Welfare costs have been rising steadily, in food times and in bad. Lately they
have been soaring. A prime example is the newest of the major programs--
medicaid. When it was started nobody In Illinois realized that seven years later
It would be taking 40 per cent of the state welfare budget. But now it does.
During calendar years 1970 and 1971 over 860,000 additional people claimed
welfare benefits in Illinois, an increase of 62%.

As a result, Illinois faces a deficit in state funds of more than $100 million by
this June 30, If federal help is not forthcoming. Many other states have worse
problems than Illinois.

The United States Department of Health, Education, and Welfare reports that
20 states have tried to meet their welfare fund crises by reducing benefits in the
program of Aid to Dependent Children (AFDC). In Illinois we have maintained
the level of AFDC benefits, as well as those for the blind, the aged, and the dis-
abled. Our attempts to make savings in the local general assistance and medicaid
programs have been blocked in the courts.

Other states have met similar. legal blockades when they have tried to cut
costs. Some cases have dealt with the basic rights of welfare recipients. Others
involve the interpretation of federal guidelines. The well-intentioned federal-
state programs have become administrative nightmares for state officials. Even
the most able find themselves immobilized by federal rules that are impossible
to administer and by legal entanglements resulting from the proliferation of
federal requirements.

We have not been shirking our duties in the hope of being rescued by the
federal government. We have tried to cut welfare costs. We have been taxing
ourselves heavily in an effort to help ourselves. Tax collections per person by the
state governments increased 67 per cent from 1966 to 1971. Tax collections by the
local governments rose 50 per cent.

The State of Illinois in 1969 adopted an income tax which is yielding about a
billion dollars a year. In 1969 the cost of welfare was about $500 million. Next
year the cost of welfare may exceed 11A bill6n dollars if present trends continue
unchecked. We cannot continue to survive as an effective state government if
this continues.

The Percy Amendment, by protecting state and local governments against
further worsening of welfare costs, would provide time for the experimentation
called for by Senator Ribicoff of Connecticut before massive funds are committed
to untested welfare reforms.

Senator Percy and other leaders wh5 have endorsed the concept of his amend-
ment, such as Chairman Long of the Senate Finance Committee, Chairman Mills
of the House Ways and Mearip Committee, Senator Ribicoff, and the President,
deserve commendation for coming together on this issue without regard to pride
of authorship or partisan advantage.

T w@%4 appreciate having these views considered and included in the record
of your hearings on H.R. 1.

Sincerely, RiiAw' B. Oomvm,
OovMor.
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The CHAIRMAN. In view of the fact that our Republican members
will have to depart now, I will suggest we stand in recess until 2:30
this afternoon. I would like to have both the Republican and Demo-
cratic members present.

(Whereupon, at 12:15 p.m., the hearing was adjourned, to recon-
vene at 2:30 p.m. this date.)

AFrERNOON SESSION

The CHAIRMAN. Next we are pleased to hear from the Governor of
Texas, the Honorable Preston Smith.

Governor, we are very happy to have you here. Louisiana is a
neighboring State of the State of Texas.

Governor SMITH. Thank you Senator.
The CHAIRMAN. Sometimes I am the only Senator Texas has on this

Finance Committee. Louisiana has always had a way of going to
the aid of Texas when they needed some help and we sort of expect
reciprocity from time to time.

STATEMENT OF HON. PRESTON SMITH, GOVERNOR OF THE STATE
OF TEXAS, ACCOMPANIED BY RAYMOND VOWELIU COMMIS-
SIONER OF PUBLIC WELFARE, AND FD POWERS

Governor SMITH. Thank you very much, Senator, anci members of the
Senate Finance Committee. Let me ex press to you my gratitude for the
opportunity to appear before you and-present my views on welfare re-
form; and I will say this to you, Senator Long, that I was privileged to
hear your views as they were expressed at the National Governors
Conference in Puerto Rico.

You gave many examples that I think are extremely interesting
and some I heard again this morning in connection with some of the
welfare abuses.

The problems of welfare and their solutions have been some of the
most serious that I have faced in the 53 years that I have served the
people of Texas as Governor. State welfare costs in Texas have in-
creased from $55 million annually in 1960 to $260 million annually in
1972, and I am sure that these costs are no different from those experi-
enced by many other States. These costs in Texas have nearly doubled
every 2 years and such expansion not only presents fiscal problems
to a State but also problems of another nature.

No State government in the Nation can plan intelligently for the
future under such a burden of uncertainty as has characterized the
welfare program and possible welfare legislation for the past 2 years.

It is imperative, in my opinion, that positive action be taken on
meaningful welfare reform by this Congress.

Slightly over a year ago I came to Washington with other Gov-
ernors and had the priviege to meet with President Nixon. At that
time the President was advised that Federal assumption of the wel-
fare program offers the only realistic road out of the welfare jungle
in which we were; and I am even more convinced today of the validity
of a Federal takeover of the welfare program.

In my opinion, we now need a new definition of responsibility between
the States and the Federal Government, with the Federal Govern-
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mount assuming omplete and immediate responsibility for the opera-
tion and funding of the four public assistance categories, instituting
a fiscal hold-harmless poI" for medical assstance costs, a gradual
elimination of all State medical assistance costs and with the States
assuming primary responsibility for providing direct social services to
its citizens.

H.R. 1, as it passed the House of Representatives, is a step toward
welfare reform; however there are a number of provisions hi H.R. 1which were not fully understood at the time of its passage and which
hitter careful scrutiny a pear to make meaningful welfare reform and
esy more difficult to achieve.

I IIll now discuss specific changes in H.R. 1 which I believe will
make it a better welfare reform bill for the entire Nation.

First, it seems essential to me that we improve the living condi-
tions of our elderly citizens.

It is miy recommendation that the proposed social security benefitincrease in H.R. 1 be raised from 5 to 10 percent. This will result notonly in a better life for our senior citizens' but also will have theeffect of decreasing the old age assistance rolls by a significant number.In Texas we estimate such an increase would decrease the old age
assistance rolls by 14 percent,

In other provisions related to our senior citizens, v wiM stronglysupport the increase in widows' benefits to 100 percent and would a161recommend that the amount of earnings of a retired social securityrecipient may be increased from $1,680 to $8,000. The stimulus andmotivation to work should not 1e snuffed out simply because a person
reaches a certain ase.

It also seems tolie inconsistent with the philosophy of H.R. 1 andwith the concept of aiding our senior citizens to increase the medicarepart B deductible from $50 to $60. I would recommend that ratherthan increase the deductible, serious consideration be given to reduc-in it...tis my hope that the Finance Committee will also give considera-
tion to the new provision in H.R. 1 extending medicare benefits to thedisabled, but with a change in the waiting period from 9 years to 6months to make the eligIbility the same as for cash benefits. Certainlythis Nation should not-hesitate to provide help for people -who aretruly in need,Theestabhshment in H.R. 1 of a totally Federal program for the
aged, blind, and disabled is one of the most far reach and desirable
features of the bill. This provision has my support andl look forward
hopefully to it being enacted into law. rSi's also my feeling that the Social Security Adiminstration cancompetentl and effectively handle this new program.

he most controversial portion of H.R. 1 deals with programs for
families. It is in the fai ator r.Iand .costs occurrlg y area that our greatest increases in rollsand costs are occurring,.

It is also in this area that our greatest opportunities for real wel-
fare reform exist.

I stronrIly support the complete takeover of the family programby the F'eral Government and the basic welfare payment of $2,400to a family of four for those families presently in the welfare program.
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I would also recommend that provisions be included for optional
State supplementation at the current Federal matching formula. Such
a system will most effectively meet the diverse needs and problems of
the States in this area.

It is my belttf that the inclusion of the working poor under welfare
is too massive a step to take all at once. I would recommend instead
that provisions be added to H.R. 1 calling for the inclusion of the
working poor in certain experimental States for the next 3 years. Dur-
ing these 8 years there would also be experimentation and testing of
dilerent approaches concerning the working poor and the methods by
which they are trained and employed. At the end of the 8 years cover-
age of the working poor would be expanded to include the entire Na-
ton unless Congress took different action.

Such an approach would allow all of us to evaluate and more fully
understand the tremendous impact that inclusion of the working poor
may have on the development and economy of the States.

It seems essential to me that strong work requirements be included
in any successful welfare reform measure. The recent amendment to
the work incentive program by Senator Talmadge may have taken
care of this matter; however, it is important that we realize that in
many cases jobs are simply not available and that for these jobless
people the Government must become the employer of last resort.
.The public service job program contained in H.R. 1 is a step in the

right direction but contains neither adequate funding nor number of
jobs to meet the employment goals of this bill. I would support either
the provisions recommended b Senator Ribicoff in this area or the
provisions of the 1970 Senate bill.

It will also be necessary that adequate child-care provisions be in-
cluded if these work requirements are to succeed. It is my hope that the
committee would careNfly examine this area and also determine if the
appropriation authorization contained in H.R. 1 is adequate to meet
the employment goals of the bill. I would also hope that the commit-
tee would consider the quality aspects of child development as well as
just the babysitting functions of child care.

The H.R. 1 changes in the social service area would not be as ef1ec_
tive as the present program and for this reason I would recommend
section 512 of Senator Ribicoff's amendment which, in effect, con-
tinues the present program of social services.

I mentioned ear ier the great increase in welfare costs that we have
experienced in Texas, a doubling nearly every 2 years for the last
decade. In some other States the increase has been even greater and
placed burdens on their tax resources of an unbearable nature.

It is essential that some type of immediate fiscal relief be granted
the States. I would, recommend inclusion of a fiscal hold-harmless
amendment and a provision similar to Senator Ribicoff's providing
a radual reduction in remaining State welfare costs.

Financially for the States, the provisions in H.R. 1 relating to medi-
care and medicaid are the most far reaching.

Many people do not realize that although public assistance costs
are causing serious fiscal problems it is actauly medical assistance
costs within the welfare program tat are the unbearable burdeii for
the States. H.R. 1 contains the same fail ir.
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While much ado is made about saving the State's money through
federalizing the income maintenance parts of the welfare program,nothing ne aboutncreasing medical costs.

In 1970, just 2 years ago, Texas was spending $57 million on medi-
cal assistance; now, in 1972, medical assistance costs have increased
to over $100 million, an increase of nearly 100 percent in just 2 years.
Presently, there is little to indicate any change in the rate of increase
in medical costs.

H.R. 1, instead of saving the States money, will multiply the medi-
cal assistance costs which a State must pay.

Section 209 of H.R. 1 clearly says that States are not required to
provide medical assistance for new recipients made eligible for wel-
fare assistance because of the provisions of H.R. 1. Certainly, this was
the intent ofthe House Ways and Means Committee because the fiscal
burden of providing medical assistance to the new recipients would
quickly. wipe out any savings to the State generated because of the
Federal takeover of the income maintenance functions.

However, most-observers agree it will be very difficult, politically
and socially, not to provide medical assistance for the new recipients.

If Texas were to provide medical assistance to the new recipients
projected in H.R. 1, the additional new State costs for the first
year would be $170 million. However, if a State exercises its option
and does not provide medical assistance to the. new recipients, it must,
include as medically needy all these new recipients when their medi-
cal expenditures reduce their income below the State eligibility level.

The potential costs of this provision in the bill are tremendous.
Section 209, which is extremely difficult to understand, must be

totally changed if the States are to be able to operate the program
within their financial ability.

There are several other provisions under section 207 which will also
add to the States' medical assistance costs and seem unreasonably arbi-
trary. I would recommend that the allowable length of hospitalization
and'Federal medicaid matching be changed only if a State's utilization
review program is not adequate.

The totalfiscal impact of the H.R. 1 medicare and medicaid provision
is overwhelming. If these new costs were added to the already difficult
burden of medical costs, our fiscal crises of the past would seem small
in comparison to-this new burden.

For these reasons I am strongly recommending a fiscal hold-harmless
amendment for new State medical costs attributable to H.R. 1 with a
provision fir-thi gradual elimination of all State medical assistance
costs.

I plan to contact my .llow Governors and urge their support of this
amendment. This provision could well become the most important reve-
nue-sharing measure considered by this session of Cong s It is my
hope that Iou wll gie it 'our full consideration.J am also encuraged y senator LWngs statement in hi openN
remarks last Thursdaythat tb ' Fedet! Government must Make more
comprehensive effort on medical insurance coverage in order to relieve
the States of the large anj growimg cost of medicaid

I mentione4rlier thi need for a new defthition of responsibly
between tha States and tie Federal Government., It is important that

,
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the States be' allowed to provide human services to its citizens. For this
reason, I would recommend an amendment which would allow the
States to submit a plan for a comprehensive employability development
plan combining manpower services, training, employment, child care,
and other supportive and rehabilitative services. Such an amendment
would provide for a primary State roll in the provision of these
services. This is similar to an amendment suggested by the National
Governors Conference.

It is also important that present State welfare employees be con-
sidered. I would recommend an amendment providing for priority
to be given present State welfare employees for Federal employment
in new Federal welfare programs and full protection of retirement
benefits.

H.R. 1 or its successor is one of the most massive and far-reaching
bills this Nation has seen in some time. The problems in its implementa-
tion and administration are going to be challenging.

I would recommend that an amendment be added which will allow
the Secretaries of HEW and Labor to implement H.R. 1 beginning this
next fiscal year in a small number of States in order to test administra-
tion of the new programs. Such an approach seems essential to me for
such a complex and massive measure.

I am offering Texas as one of the experimental States and will be
willing to establish a task force which Iwill personally head to assist
in this experiment. We will also welcome personnel from other States
to work with us. It is my hope that you will give this recommendation
your most serious consideration.

Certainly I want to thank you for the opportunity of testifying
before you.

Now, I and my staff members, Raymond Vowell is here. He is the
commissioner of public welfare in Texas, and Ed Powers. And I have
Jim Oliver with us and we will attempt to answer any questions that
any of you might have, Senator.

The CHAIRMAN. Well, Governor, for some time-was thinking of
offering an amendment to try to protect, at least offer a right of first
refusal, you might say, to tate employees in the new Federal pro-
gram. But the more r think of it the more I believe it will be better
to follow the type of approach we have in the unemployment insurance
program where the Fedekal Government assumes the responsibility
for raising the money but the State administrators continue to do the
job, being appointed by the Governor but being subject to regulations
that the overall program requires.

For example, in my State, HEW is talking about setting up 100
new offices and they ell us it will take 18 months for these family
assistance people to get their first checks. How many interviews are
they talking about-18 months-80 000 Federal employees--how many
interviews-,-probably to pay benefits to 26 million people? I suppose
that would 1e 30 million interviews.

In a great number of cases the file is there; the information is there;
the people are there; the caseworkers are there and know the Cae
that they are working on and about all you really have to do is to take
the information that you have and apply it tothe new standards.

For example, I think we will do at least what the House did in the
aged, for example, in providing $180 as the basic level of assistance
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for the aged. We will give you some relief from your budget in doing
it; maybe we will pay the costs but- we will do the best we can afford
so far as finding the money to pay for all of this.

Now, what would be wrong with just providing that the Federal
Government will pay for these benefits but that the State would
administer it?

Governor SMTI-, I would see nothing wrong with it;
Raymond, you are the director of publi welfare in Texas. I think

you are talking about the same method which our Texas Employment
Commission is using; that is? the unemployment.

The CHAIRMAN. When this type thing was proposed for unemploy-
ment insurance there was an enormous opposition to it but since that
time we have had experience as to how it could work out with the
States administering the program and you couldn't take it away from
the States if you tried to now. In fact, efforts have been made un-
successfully to take it away.

If something is wrong with the program, you can at least talk to
the Governors about it, and hold them accountable. If you have to go
all the way to Washington to talk about the fact that they did not
properly adjudge your case and you weren't treated fairly, it is much
more difficult to obtain satisfaction or a response to what you think
is a meritorious plea than it is if You can go to the statehouse or even
to the seat of county government.

What is your reaction to that?
Mr. VOWELL. I am Raymond Vowell.
This approach would be entirely satisfactory as far as I am con-

cerned and I think as far as many other commissioners over the coun-
tiy would be concerned.

Yhe CHAMAN. Well, we will have a chance; they will be able to
speak for themselves later on, but I am frank to tell you that I have
thought about it for some time. I became convinced ihat that would
be a better approach and I know Louisiana's representatives have
submitted that to other commissioners and my impression is insofar
as it has been suggested that it has just met with an overwhelmingly
favorable response; I wouldn't say unanimous. Some are wedded to
what they have already recommended but there has been tremendous
acceptance and it seems to me as though that is a better approach.

Put this enormous program into effect and appoint a man who could
hardly hope to know where all of the offset are, by the time he com-
pletes a 4-year term, and if you are lucky, 8 years--it is just too in-
superable a job for one person to keep complete account of. The pro-
fessionals in touch with it will be those hopefully at the State level,
professionals who stay with it such as yourself who work with a pro-
gram like this day in and day out and know what the old regular ion
was and know what the new regulation is.

Now, couldn't you process an application for an aged person to re'
ceive $130, for exam a lot faster by just taking out the old file and
if there is any new information requested, to know that you have toask about two simple additional questions rather than have to process
the whole thing allover again

Mr. VoWzLL. Right. Certainly we have the files.on all of them regu-
larly available.
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The CHAMMAN. It seems to me as though we would get there quicker
that way.

Now, I want to assure you that I am going to propose to the com-
mittee that, within the limits of the money we can raise, and we are
the taxing committee here, we give you additional help to relieve some
of this burden that medicaid has involved and insofar as we provide
additional payments that we will find the money to pay for the costs
of it. I realize what that is doing to your State buagets; it is doing it
all over the whole country and we will certainly try to see that you
receive the help that you mention in there.

Senator Ctms. Governor, in the past years has there been an at-
tempt in Texas to reduce the costs, lessen the rolls, eliminate abuses,
and the like I

Governor SMrm. Yes. As a matter of fact, we have a program
exactly like that going on at the present time.

Senator CURTIS. Are you aided or hindered by the Federal Govern-
ment in those efforts?

Governor SmiTH...I think we have been hindered to a great extent
by some of the decisions that have been made that have destroyed the
guidelines.

Senator CuwRns. Yes?
Governor SMrrH. Your residence requirements.
Senator Cuirrs. The residents of Texas are also taxpayers of the

United States, are they not?
Governor SMITH. Right.
Senator Ctrirs. Now I can understand why a governor is extremely

anxious to take something out of his budget. and put it in somebody
else's, but what makes you herald this program as welfare reform if
you turn it completely over to the partner who has hindered any im-
provement in its administration in the past ?

Governor SMITH. Well the problems, I think, largely that we have
had have been some of tiie Federal court decisions, Senator.

Senator CuRps. Yes. Now, b turning it all over to the Federal
Government, what makes you think that That is welfare reform?

Governor Smrr. I just believe that you should not have divided
responsibility.in a case like that.

Senator CirrTs. That is true.
Governor Sxrm. And it is my feeling that the States could do a lot

better job than is being done if they had-it all to themselves but I don't
think you are ever going to have it all to yourselves as a State, as long
as you have Federal courts that are going to determine so many
different factors.

Senator Cums. Now, if you, as Governor of Texas, instituted a
plan that doubled the number of people eligible for welfare, would
the citizens of Texas regard that as welfare reform ?

Governor S I -H. You know, I don't believe that they would. I
think, generally s that the ordinary person looks at welfare
as something sort of r evil, something sort Qi bad, and I heard the
discussion tLis morning with Governor. Ogilvie. Senator Ribicoff, I
believe, was talking with him about it. Sometimes, you know, 5 per.
cent can discolor an entire picture.
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Senator Cuwrs. Now if we passed this bill it doubles the welfare
rolls, if we pass it as the house passed it.

Governor Smrii. I believe we pointed out, didn't we--we had some
problems with this bill-H.R. 1. don't believe that we completely en-
dorsed it, Senator.

Senator Cnrzs. Now you recommend a number of things that are not
in H.R. 1. What would be the Federal cost of those?

Governor Sxrm. Well, of course, I am not familiar with the costs
involved. We would have to be-that would have to be determined,
from some of the information we would have to have, Senator.

Senator Curs. You recommend that the amount of the social se-
curity payment be doubled?

Senator BzxrETr. The amount of the increase.
Senator CuRTIs. Out of the House bill, that is, the amount of

the increase?
Governor SmTH. Right.
Senator Cums. And you gave as the reason that that would take

certain-people off old age assistance ?
Governor SmiTH. That 14 percent we estimate in Texas.
Senator Cusr s. How many of your social security beneficiaries in

Texas are drawing old age assistance ?
Mr. Pow=. Nearly half of our welfare recipients receive some type

of social security benefits. That would be nearly 100,000 people.
Senator CcnITs. No; that was not my question.
Mr. Powxs. I am sorry.
Senator Cumrs. How many of your social security beneficiaries are

receiving welfare-are receiving old age assistance'-wht percent of
them I

Mr. Powias. I believe it would be roughly one-fifth, but we will have
to get the specific answer.

Governor Smrim. Do you have the specific information?
Mr. Powmts. I will get it.
Senator Curris. In order to get 14 percent of one-fifth off the old age

assistance rolls, it is suggested here we double the increase in social
security for the other four-fifths.

Mr. POWELL. I think, if I might comment, Senator, there are prob-
ably 110,000 or 120000 old age who are drawing social security bene-
fits and old age assistance. These 'people largely were phased in. They
moved into the program late in life. We have a rural Sate and 57 per-
cent of our old age recipients are over 75 years of age. They were not
greatly involved until late in life and their pay is small but that would
reduce, I think, that number,

Senator Currs. I understand. But the testimony here is that four-
fifths of your social security beneficiaries are not old age assistance
beneficiaries and the Governor has recommended doubling the House
increase on their benefits. I don't know exactly what it would cost. It
would cost quite a little money.

What would your proposal-that we raise the work limit to $8,000--
what would that cost I

Mr. Pownm. If I could try to answer that, sir, we didn't attempt to
project costs for every State in the Nation but we would be glad to
work with the Senate Finance Committee staff in working out the
financial cost projections on any of these provisions.
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Senator CuRTIs. Well, I am just interested in knowing whether you
paid any attention to these costs before you recommended them. Wecan get the costs run down here, so far as mathematics are concerned.

If this committee followed the recommendations that you have
made in reference to medicaid, what would the increased costs to the
Federal -Government be?

Mr. PowERs. Here again, we have not projected costs for the entire
Federal Government but the cost would be enormous; there is no
doubt about that.

Senator CURTis. Enormous?
Mr. PowERs. Right.
Senator CURTIs. And the same would be true about medicare and

the costs of the overall package would be higher than H-R. 1, particu-
larly after the trial period is over?

Mr. PowERs. If the ( riLti period ended up with the inclusion, of all
the working poor, but that is not the automatic outcome of the Gov-
ernor's recommendation.

Senator CURTIs. It is automatic unless it is rejected?
Mr. PowERs. Right.
Senator CuRTIs. Now, if you got your package that you recommend

here, including the requests that Texas be included in the trial run of
benefits to the working poor, how much would it relieve the budget of
Texas?

Governor SMITH. It is estimated $100 million the first year, Senator.
Senator CuiRs. But the load on the Federal Government would be

terrific?
Governor SMITH. No question about that.
Senator CURTIS. If we move into these programs and double the rolls

and start paying welfare benefits of any size to millions of people who
are not on the rolls now, no one can call that welfare reform, that is
welfare expansion.

Now, I do not blame the Governors and the members of State legis-
latures for feeling the budgetary pinch but the Federal Government
is not without its problems financially and there is all manner of in-
dication here that the people don't want to go on with these burdens.
We will get requests that this group be excused from their income
taxes. On the floor last time we had an amendment to exclude a group
by occupation. It has been proposed in this room that we excuse from
income taxes more individuals of lower income.

I can understand your problem but I think that instead of calling
it welfare reform when you are more than going to double the bur-
den on the Federal Government, it should be caffed a request for re-
lief to the States and certainly should not have high officials sending
the word out to the public.thlis is welfare reform. It is welfare ex-
pansion, tremendous expansion.

The staff have handed to me a memo that the $8,000 work test would
cost between $1.5 and $2 billion. Is that in addition over the figure that
is in the House bill ? That is annual ? That is all, Mr. Chairman.

Governor Sxrrn. Senator, let me say this, there is a lot said about
revenue sharing and this to us would be the best revenue-shAring
proposal we could have.

Senator Cums. But in order to get some revenue sharing I do 't
think you should come in here and recommend that Federal expenses
be more than doubled in activity.
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Governor SMITH. Well, if there is revenue sharing, Senator, it is
coming from somewhere and we would just as soon, in our case, that
the Federal Government assume, if we are going to have revenue
sharing, some of these programs like this because we don't believe
you are ever going to give us the cash.

Senator CviRs. If there is going to be revenue sharing and the
States are to ask us to take over certain of their burdens, I don't know
what right the State has to advocate that we increase that burden
after we take it over.

Governor SMITH. Well, I suppose it would be your decision to make.
Senator CURTIS. That is what H.R. 1 would do; it would more than

double the number of recipients.
Governor SMITH. That's right.
Senator Cvnns. I think that the Governors who have appeared here,

not all of them, I guess, but some of them have asked that they be re-
lieved of their burden but in order to give this legislation a boost
that would do that they recommend that which would increase the
costs for the Federal Government so much-

Governor SMITH. Senator, Isn't H.R. 1 a recommendation by the. ,dministrationI

Senator CuRs. Yes sir; and I think it is terrible.
Governor SMITH. I don't think the States recommended it; did theyI
Senator CURTIs. No.
Governor Smrri. I think-
Senator CURTIs. I think the administration is around drumming up

some support from the States because they don't have enough on this
committee.

Governor SMITH. I believe-
Senator Ctris. Because we have studied it and we have the

reponsibilit-
Governor SMTH. I believe the President has--
Senator CtrTms (continuing). Of raising the money to pay for it.
Governor SMITH. Didn't the President call this welfare reform?
Senator CURTIS. Yes; I think he was mistaken. He is a busy man

and I think that he received poor advice. I think the people who have
the responsibility of carrying that part of the burden for him are in
error because I don't think you could go back home and convince any
Texans that to double a problem is reform.

That is all, Mr. Chairman.
The CHAIRMAX. Senator Jordan ? Senator Fannin
Senator FAN.NI. Thank you Mr. Chairman.
Governor, I know your philosophy; I have correspondence from

you and I realize you do favor fiscal responsibility and I think you
are in the same position as many other Governors; and I know my
Governor in Arizona, Jack Williams talked to me about the fact the
Federal Government is preempting tAe States so far as taxes are con-
cerned the income taxes, and so where do we 01

Well, isn't it a fact that the support for I.R. 1, and I am not saying
that you are solidly supporting it because you are not-i realize from
your statement-but isn't this support one of almost frustration to
know what to do about the problem which has been created in your
State partly because at the will of the Federal Government or the

"l-.7 0 - is - Vks - 36
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compulsion of the Federal Government-isn't that one of the great
problems the Governors face ?

Governor SMxITH. That is one of the big problems we have had,
Senator, of course.

Senator FANNIN. Well, don't you think then, if we could work on
a program, a workfare program-I note in your statement here that
you would elaborate on that in one place; you would try to have a
comprehensive employability development plan, and I certainly am
with you on that. I think this is the only way in which we are going
to circumvent all of these other problems or at least make headway in
circumventing them. I am sorry that the Governors found it necessary
to plead for, if not the complete plan, but for a plan whereby the
Federal Government would be paying the money out of the same tax-
payers' pockets as would be utilized at the State level, and I would
just hope that we could get support from the Governors on a real
workfare program, one that has fiscal responsibilities and still would
accomplish the objectives.

We know this is going to be very difficult but I am concerned that
because the Governors are in an untenable position now they have
followed the line of least resistance.

Don't you think that you can do a better job at the State level, just
looking at it from the standpoint of what has happened in administer-
in&a welfare programI
I Governor SMITH. I don't think there is any question about it,
Senator, if the Federal courts would just quit destroying our
guidelines.

Senator FAz;NiN. And you would favor that I I know my Governor
objects to what the Federal Government has been doing recently in the
lawsuits-I think you heard me mention this morning and, of course,
as I mentioned earlier this morning, the unfortunate position that we
are in at the Federal level, that we can spend money we don't have but
you can't do that?

Governor SMrrH. That's right.
Senator FANNzN. And I said that this morning because I feel this

is of real significance because we are going into debt spending the
money we don't have; and with the present position of the dollar, i
feel we are all worried about that. But I would hope, Governor, that
you could give support to a practical program that is workable and
that will last and [think that is what we are all seeking.

I don't think that you can do that and support some of the items
that you have listed here today, and I hope that, you would just re-
think this and see if you could not come up with something that you
could heartily recmmend.

Governor Srm. Al 'right. We will surely do that. We will surely
reevaluate and take into consideration the things that Senator Curtis
and both of eu have staed,

Senator FrANNIN. Thank you Mr. Chairman.
The CHwUMAN. Senator Riblcofft
Senator Rmtooir. In the event I ask you a question, Governor Smith,

that you have already answered, please don't feel the necessity of doing
it agam. I hadto go tothe floor 16or a few minutes.

First my thank for approving some of the amendments that I have
for HI 1.,
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How many people are on welfare in the State of Texas?
Governor SMITH. You mean employed or on the rolls ?
Senator Rmicon. What's that?
Governor SmiiH. You mean recipients ?
Senator RmicoFF. Recipients; yes, sir.
Governor SMITH. About 650,000,675,000.
Senator RmUiCOFF. 650,000, 675,000?
Governor SMITH. Somewhere around that; yes.
Senator Rmicorr. What is the average payment in Texas for a pay-

ment to a family of four ?
Governor SrrH. $116.61.
Senator RmIcoFF. $116-pretty low payment. What do you find

happens to a family of four at $116 a month; how do they get by?
Governor SmiTH. Well, I imagine, Senator, it is pretty tough.
Senator Rmucon'. Pretty tough
Governor SM TH. Yes, it is.
Senator Rmiconr. Do you have many low-p aid employees in Texas,

people who might be working and doing the best they can and are not
on welfare and might be earning $2,000, $2,400 a year

Governor SMTH. I would believe so.
Senator RIBICOFF. There are a lot of people like that ?
Governor SrrH. I am sure we do havd.
Senator Rnacorr. Pretty tough for them to get by t
Governor SMrrH. No question about that.
Senator RnBiCorr. How do you react ? Do you think it should be the

objective of a nation to remove all its people from poverty ?
Governor SmITH. Well, of course, that would be a desirable end, but

sometimes it is not possible. I heard the testimony this morning of
Governor Ogilvie, and he said the taxes they had imposed the last 2
years or 4 years, a great percentage of it went for welfare. But in
Texas, a greater percentage went ior education and especially in the
field of technical vocational education whereby we can train people.

Senator Rmxcopr. Let's say it wasn't a question. of money. Would it
be possible for you to put people to work on public service jobs in the
way Governor Ogilvie was describing? Could you find constructive
work for people in Texas ?

Governor SmITH. It is my belief that we could, Senator.
Senator RrnIcopF. You could supply constructive work for people I
Governor Sxmm. I believe so.
Senator Rmicorr. What is the unemployment rate in Texas as of

today?
Governor SMrrH. About 3.8 percent.
Senator RrmoorF. In other words, you are much lower than the

national average.
I suppose you have got a big agricultural population in Texas?
Governor SMITH. Yes; we have i good deal of agricultural popula-

tion.
Senator Rmnon. How many people would you estimate receive

agricultural subsidies in the State of Texas?
Governor SRmi. I just don't know.
Senator Rmicorr. Would you have any guess ? Ten thousand I One

hundred thousand?
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Governor SxrrH. I just wouldn't have a guess on that.
Senator RmIBCoFF. A substantial number
Governor SMITH. Yes, no question; we have a good deal of agri-

culture.
Senator RmiIop. And, I suppose a reason for an agricultural sub-

sidy is that you have got a farmer who is doing his dardnest to farm
the land and make a living and keep his self-respect and just isn't
making it because of farm prices and circumstances and a nation feels
that a farmer is worth saving so you give him a subsidy to keep his body
and soul together and keep him on the farm. Would you say that that
is one of the objectives in an agricultural subsidy?

Governor SmIrH. Well, probably; that probably has a good deal
to do with it, and then there is the need, of course, for the food that the
farmer produces.

Senator RIBicoFF. Yes, that's right. I suppose that low-paid worker
who may be earning $2,000 a year, he is doing a job that somebody has
to do, whether it is in Texas or ConnecticutI

Governor SMITH. That's right.
Senator RmIcopF. And he doesn't have much skill. Do you see any

difference in having a person with an unskilled job who isn't on welfare
and who is working as hard as he can and earning a couple of thousand
dollars a year, is there any reason why society shouldn't feel an obliga-
tion of maintaining him and keeping body and soul together as it does
a farmer ?

Governor SMiTH. Well, it would occur to me there would be some
reasons why he should be helped.

Senator RmcoCoF. He should be helped, too?
Governor SxiTH. Yes.
Senator Rmicorr. So do you think it would be a proper objective

for a great nation to try to move its people out of poverty?
Governor SmrrH. ) es, I subscribe to that theory, but it is difficult.
Senator RiBicoF. What is that ?
Governor SMITH. I subscribe to that, of course, but it is rather diffi-

cult to do.
Senator RnucoFF. It is difficult because it costs money?
Governor SMrrIH. That's right. . -- L
Senator RmicoFF. So the problem we have is a question if we are

going to pay subsidies whom do we pay subsidies to ?
Governor SxrrH. That's right. .
Senator Rmicorr. And, of course, there are-in your State there are

many multimillionaires who are in the oil business and whose income
is in the millions of dollars and want for nothing and yet because of
the oil depletion allowance pa no taxes whatsoever, so basically they
are being subsidized by UncSe Ram,.too I

Governor SMTH. They are being subsidized, all right, but, you
know, I come from an oil State.

Senator Rymtcor?. I know.
Governor SMrH. And I recognize the. importance of the deple-

tion insofar as finding new fields are concerned.
Senator Rmrcor. That's right. In other words, if we can subsidizePaul Getty or H. L. Hunt, what is so sinful t0 subsidize some tenant

firmer or some employee who is doing odd jobs on-H. L. Eunt's or,
Q(etty's farm and maybe getting $2,00 a year and having trouble
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keeping body and soul together ? Why is-it right for us to subsidize
Getty and Hunt and not subsidize someone earning $2,000 a year ?

Governor SMITH. Well, of course, it is right to help these other
folks and I suppose you mean with money?

Senator RmircoFr. Yes.
Governor SMITH. Sometimes money is not the only thing.
Senator RIBOoFF. He can't find a job.
Governor SMITH. Sometimes we ought to help them to help them-

selves; money is not everything.
Senator RIBICOFF. But that is just the point I make.
Governor SMITH. Yes.
Senator RmICOFF. This is a man who isn't on welfare; he is working;

he is working as hard as he can, whether it is 30 hours a week, 40 hours
a week; he is picking up any odd job that he can; he is just scroung-
ing around to make a living, so he is not a loafer; he is not a cheater,
you know.

Governor SMITH. That kind of a person certainly deserves every
assistance that he canget.

Senator RmIcoFF. That's right, so, therefore, if we are a group of
responsible Senators, and this person is worth saving and nurturing,
then maybe we have got an obligation to try to figure out some sort
of a program to help that kind of a person.

Governor SMITH. Yes, sir; that is right.
Senator RmiconF. Thank you very much, Governor.
The CHAIRMAN. Senator Byrd ?
Senator BYm. I yield to'Senator Nelson.
Senator NELsON. I have no questions.
The CHAIRMAN. Thank you very much, Governor Smith.
Governor SMITH. Thank you, Senator.
The CHAIRMAN. The next witness is the Governor of Ohio, the Hon-

orable John J. Gilligan.
While you are finding your place, Governor, permit me to express

our regrets that we could not arrange to hear you earlier today. We
...- did discuss your timing problem but unfortunately Governor Smith

had the Ekame problem you have. You both are under great pressure to
be back in your States, and we regret that circumstances were such
that we couldn't have heard you sooner today.

STATEMENT OF HON. JOHN . GILLIGAN, GOVERNOR OF THE STATE
OF OHIO, ACCOMPANIED BY ;OHN E. HANSAN, DIRECTOR, DE.
APARTMENT OF WELFARE, OHIO

Governor GILLIoAN. Mr. Chairman, I think we are all inder pres-
sures of time and other commitments, but I want to say to you and
to the distinguished members of this committee that it is an honor for
me to appear before you, especially following, I might say two very
distinguished Governors of two great States-one, I would notice, a
Republican and one a Democrat, whose views and statements before
this committee I would support almost without reservation.

Mr. Chairman and menbersof the committee, with me today is
Mr. John E. Hansan, who is director of the Department of Welfare of
the State of Ohio; if after I have concluded my statement to the com-
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mittee, there are any questions that are to be put to me, I will answer the
easy ones atid he will answer the hard ones--that is why I brought himalong.M". Chairman, I must be frank and admit that I am a little weary

and somewhat angry. I am weary, Mr. Chairman, with the endless de-
bate over welfare stretching over the last 5 years or more.

I am weary of the endless charges and countercharges flung about
on this issue.

I am weary of the seemingly endless stream of myths and miscon-
ceptions that make a reasoned and reasonable discussion of welfare
nearly impossible.

And I am angry, too, Mr. Chairman. I am angry at those who have
found it expedient to foster those myths and addto the misinforma-
tion.

I am angry that the pillory pf welfare has found such an eger
audience among people in this country who are anxious to find a
scapegoat for our society's problems.

Bu most of all, Mr. Chairman, I am angry at what the outcry over
welfare indicates, that almost 200 years after we declared our free-
dom as a nation, we stumble abot in confusion, unable to come to
grips with our problems, unable 6ven to distinguish the real problems
from the false, unable to recognize the human rights which give this
Nation its meaning and its purpose.

Mr. Chairman, I was asked to come before this committee and testi-
fy on H.R. 1, the administration's welfare bill, and I would liWO to
honor that Invitation.

As far as the details of H.R. 1 are concerned, I think that the bill
as it now stands does contain two substantial improvements:

First, it provides the agedi blind and disabled a uniform, guaran-
teed income with uniform eligibility standards through a program
administered by the Social Security Administration.

Second, the two new programs the bill provides to replace AFDC
are based on the principles of Federal financing and administration,
and national uniform eligibility requirements. However, I support the
amendments to the bill proposed by Governor Sargent who appeared
before this committee yesterday and by Senator Ribicof, which would,
first, increase the basic Federai payment from $2,400 to $8,000 in the
first year; inthe second year to $8,800; and in the third year to $8,600.

Second, the amendments would have the Federal Government pay 80
percent of any State supplements required to maintain current assist-
ance levels.

Third, the amendments would lower the benefit-reduction rate from
67 to 60 percent of each dollar earned.

Fourth, they would completely relieve the State of welfare programs
by making childless individuals eligible for the benefits under this bill.

These amendments will -help give real substance to the promise of
reform by providing adequate payment levels, reasonable eligibility
and work requirements, adequate legal protections and desperately
needed fiscal relief to States.,

But, Mr, Chairman, I do not believe, nor, I think, does anyone in
this room believe, that H.R. 1, with or without the amendments I have
just mentioned, will solve the problem of welfare in America.
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For nothing in H.R. 1 nothing in the Ribicoff amendments and
nothing in existing law will get welfare recipients off the welfare rolls
and onto payrolls because nothing in H.R. 1, nothing in the Ribicoff
amendments and nothing in existing law comes to grips with the cen-
tral problem now facing the American economy-massive unemploy-
nent, unemployment that has affected even the most highly trained
and experienced members of our work forces.

Mr. Chairman, the basis on which President Nixon has appealed for
support for his welfare program is that it will get people off welfare
rolls and onto payrolls.

Mr. Chairman, this is a commendable goal.
Who doesn't want able-bodied welfare recipients to work for their

k'Who doesn't want welfare chisellers cut off from assistance and

forced to go to work?
Everybody wants those who can work to go out and get a job.
Bit what job?
Mr. Chairman, over the past 3 years millions of jobs-millions--

have been eliminated due to the policies of the Federal Government,
policies initiated by the same administration that is exhorting wel-
fare recipients to go out and find a job.

How many stories have we read of skilled employees thrown out of
work because plants and factories were closed down?

How many stories have we read about the long and fruitless ef.
forts of 1971 college graduates to find employment?

How in the world, then, does Mr. Nixon expect unskilled and un-
educated welfare recipients to find jobs ?

Only.a concerted national effort at job creation can eliminate the
economic stagnation that has left 5 million unemployed men and
women to pore over the want ads.

Only that effort can give a toehold in the Nation's economic life,
to the 2.6 million heads of welfare families that H.R. 1 proposes to
employ. Up to now there has been no leadership for that effort.

The President, who has already vetoed two bil s to create public
service jobs, is apparently beginning to feel that job creation with
Federal funds is permissible, but only if done in a suitably back-
handed manner, and through private industry.

He announced this month that the Government was prepared to
finance construction of a-space shuttle, a gravity-defyig ferryboat
that will purportedly cost a mere $6 billion.

First of all, I think that considering the history of cost estimates
for space and defense projects, we should approach that $6 billion es-
timate with considerable caution.

More importantly, the 50,000 jobs the administration says this
exotic piece of hardware will provide is only a tiny drop in the bucket
when you consider that it takes about 1 million jobs just to reduce un-
employment by 1 percentage point.
. Two more drops in the bucket are the estimated 150,000 jobs to be

created by the emergency employment program enacted last July, and
the 200,000 jobs supposedly to be create by .R. 1.

A few figures will show why this total of 400,000 jobs is simply not
sufficient:
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Since 1947-25 -years ago-and 24 years after the passage of the
Federal Full Employment Act in which the Federal Government
guaranteed to every ablebodied American who was seeking employ-
ment, employment at a living wage-the unemployment rate has been
at or above 5 percent every year except for the Korean and Vietnam
war years.

What these war years masked, then, was a growing elimination of
productive jobs in the private sector.

As for the 1970's, to achieve full employment in this decade will
require an additional 1.5 million new jobs a year without even con-
sidering those who are now unemployed.

Mr. Chairman we haven't had- even 2 peacetime years in a row with
more than 1.5 million jobs added per year since 1947.

And I would point out that 80 percent of all jobs created from 1960
to 1970 were in State and local government.

Mr. Chairman, what these figures indicate is that it is time for us
to recognize that we are not living in an emergency situation in which
private industry can eventually pick up the slack in employment. The
jobs to support full employment simply do not exist in private indus-
try and never will again.

The answer to-our employment problem lies not in the manufacture
of Buck Rogers gadgets or the creation of a relatively few temporary
high-priced jobs. I would point out that in depression years before
World War II the Works Progress Administration employed 7,800,-
000 heads of families between 1937 and 1943.

The Civilian Conservation Corps gave some 2 million young men
useful work.

Beginning in the 1960's programs such as the Neighborhood Youth
Corps, Headstart, Foster Parents, and Project Green Thumb provided
jobs for useful services that cold not have been funded in the private
sector.

These are all precedents for the kind of effort that will be necessary
if we are to insure the dignity and self-respect that comes Nvith useful
employment for the poor and nonpoor alike.

I hasten to add that I am not advocating a new Work Project
Administration, but I would point out that in the great cities of the
United States, and especially in Ohio which has more cities of 100,000
population than any State in the Nation, we are confronted with a
crisis of unprecedented proportions. For instance, in the city of Cleve-
land during the last year, calendar year 1971, 1,700 municipal em-
ployees were fired because the city of Cleveland couldn't afford any
longer to Ray for them.

In the first 2 months of the new Republican administration in the
city of Cleveland, 850 additional employees have been discharged.
Now if that is t continue very much longer, the city vf Cleveland,
which is the ninth largest city in the United States, will very soon
become uninhabitable.

In Ohio we are doing what we can in the absence of strong leader-
ship from the Federal Government. Since I became Governor we have
filled all our 4,600 WIN slots and have asked the Department of Labor-
to increase this number to 6,500.

At my direction, Ohiobecame the first State in the Nation to iden-
tify and loca jobless veterans of the Vietnam war,
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We set out,-lMr.' Chairman, early last summer to find every young
man in Ohio who had served in Vietnam, find out where he was and
what he was doing, whether he -was employed, whether he was in
school, what had happened to him.

We found 32,000 Vietnam veterans in Ohio who could not find a
job, some of them who had been home for 20 months, who had been
searching high and low for employment. They had served this Na-
tion gallantly and well in the rice paddies of Vietnam and had come
home to an economy where they could not find employment; they
could not find their way into higher educational opportunities, and
they were left walking the streets. Of that 32,000, some were young
men wh-o-had-not finished high school, but many of them werepeo-
ple'who w-le-iighly skilled, who had been drafted by the Feeral
Government to go to Vietnam, taken" out of highly lucrative occupa-
tions for which they were very well adapted and then returned to an
employment market in which those jobs had vanished. And to say
that these young men were bitter, Mr. Chairman, bitter about what
America had done to them, and for them, is to understate the case.

My administration in Ohio has also initiated a two~county pilot
project to employ welfare recipients, a program that we believe to be
unique in the Nation.

Lfnder this 7-month project, 92 welfare fathers have been employed
by the county welfare departments with regular wages and fringe
benefits; in other words, we didn't require them to go through some
make-w k-program for their welfare allotments, but we found them
jobs and put them to work at regular wages.

I would emphasize that the costs of- employment are the same as
or less than the State welfare payments to those men and their families.

The fathers are being paid to work, such work as home cleaning,
moving and improvements and household tasks for needy people,
particularly the elderly and the disabled.

The initial reaction to the project has been excellent and if all con-
tinues to go well, I intend to see the project expand into other counties.

Mr. Chairman, the kind of project now underway in Ohio is the
kind of a project that should be undertaken on a massive scale nation-

is no lack of work to do.

If we are sated with material objects, we are starved for a whole
range of services-medical and health care, cleaning up our cities,
restoring our environment, and a host of others. . on

And it is clear that in an era when the predominant influence on
employment opportunities is the Federal Government, the Federal
Government has the responsibility of insuring that there is a job for,
all those who can work.

Unless and until the Federal Government can assure those on wel-
fare or any unemployed person that there is a job for them Mr.
Nixon's workfarel proposals are not just an empty promise, but a
cruel hoax.

I urge the Congress to make the work incentives of H.R. 1 more
than that by providing the public service jobs needed to allow this
country's, unemployed to assume the benefits and responsibilities of
full participation in the work force and in society.



1106

No welfare system can take the place of an aggressive policy of full
employment that opens up opportunities for alT who are able to work.

So, Mr. Chairman, in summary, I support H.R. 1, especially if it
includes the amendments proposed by Governor Sargent and Senator
Ribicoff.

The CHAIRMAN. Senator Nelson ?
Senator NELsON. Concerning your program of providing jobs for

90 heads of househlds-part of the work being to assist the elderly
in household tasks and so forth. How long has this program been in
existence?

Governor GILLIGAN. It is just 2 months, Senator.
Senator NELsoN. I see. So it is too early to make a judgment, but

it is a very creative idea and you ought to be commended- for it. In
designing the programs, did you have in mind that providing some
of this kind of- service would permit these elderly citizens to remain
longer in their own home rather than being transferred to a nursing
home because they can't handle their'own household I

Governor GILLIGAN. That certainly is part of it Senator.
Mr. Hansan, who is with me today, was the chiei architect of this

pilot project. We don't plan for its absolute success; we don't know
yet, but in his earlier capacity as a director of the war on poverty in
the Cincinnati area, he was responsible for administering such pro-
grams as the foster grandparents prom. It is a simple idea. The
idea is, you take elderly people, talented, warmhearted, compassionate
people with no income, with nothing to do. nothing to use their talents
on, and send them into institutions where there are young children who
are starved for tender, loving care and you let the elderly people
adopt as foster grandparents these children, maybe mentally retarded,
maybe just abandoned, and you give a living wage or something close
to it, to the foster grandparents; you restore their dignity; they
know they are not just drawing a check now; they are doing some-
thing that is worthwhile and they know it is worthwhile. ,

And it is a very badly needed service in our society. In our very
inhuman and mechanistic society, it gives to those, children something
that money in itself can't buy.

Now, we can expand that simple concept into a great many other
fields. ks I say, if you ride through any city beginnngn hero in Wash-
ington, D.C., through any major city or any of the small communities
of America, you are confront on every side by work that needs do-
ing--,decaying, delapidated cities, the need for daycare centers, the
need for homes for the aged, the need for programs of all kinds-
and yet we have people standing around idle who can't be employed;
and yet we have plenty of money.

Well, we have the need; we have the idle people we have the money.
What is needed is to put the three elements together and we have kot
a program that can make America a pretty attractive place to live m.

Senator N~sox. It is interesting to note that in the green thumb
foster randparents and the green light proms, each of the last
two a ministrations has tried to' kil hem. "e have had to fight
to p reserve them. I had a fht with the Johnson administration, had a
fight with this admi istration, to keep them from destroying the
thumb program. This program isn't understood by all those Vall



1107

Street lawyers who come down here in each new administration and
run it. No. 2, there isn't any commitment by this administration or
the previous administration to provide this kind of program, particu-
larly for our elderly citizens who can make a very fruitful contribution
in al the fields that you mentioned and are making a fruitful contribu-
tion in very tiny programs. These programs could be dramatically ex-
panded at mininal costs since a substantial percentage of the elderly
are going to have to go on welfare rolls if you don't give them some
productive work to do.

So I had never thought of assisting the elder citizens in the manner
you suggest but if you could in your program, add home nursing care
and some advice on diets and some assistance in managing the home,
you could postpone expensive nursing homes for these people.

All of us know a half dozen people who ended up in a nursing home
because they physically couldn't handle a househol any longer but who
would have stayed in their own surroundings for a much longer time
and enjoyed a pleasanter old age and cost less money, if they could have
afforded somebody to come in and help them.

So I would be interested in knowing what your evaluation of this
program is 6, 8, 10, 12 months from now, because I think it is a very
creative idea.

Governor GLTGAOA. Thank you, Senator. We will be more than
happy to keep you abreast on it.
T heCHAIRMAN. Senator RibicoffI
Senator RmicoFr. Governor Gilligan, first may I say I have watched

your work as Governor with great interest. I commend you for your
imagination and courage that you show in a very, very difficult task.
Along the lines of these programs you and your administration have

instituted, if it was not a question of money restriction, how many
people could you put to work in public service jobs in Ohio I

Governor GLLIGAN. Senator I would have a little difficulty in giv-
ing you a very fast answer. As i said, the city of Cleveland, our largest
community, has fired over 2,000 people in the last year and they were
understaffed to begin with; and I would have to guess that the number
would range up in the thousands, hundreds of thousands of people. It
all depends on what kind of work we want to get done.

Senator RmiconF. Constructive work for the benefit of the people of
Ohio, general community work.

Governor GILLIGAN. We could absorb, you know, as many people as
there are around. The only question is money, and the tragic part of it
is that we are paying people welfare allowances to do nothing or we
are *turning them off completely.

But there is an endless amount of work to be done. It is a question
of how much we want to divert to this puirpo , and that is why I use,
for instance, the example of. a space shuttle. Fine. I think it might be
grand to have a spa e shuttle, but a similar amount of money diverted
putting people to work to clean up our cities and make them more
livable seems to me a far more rewarding use of that kind of resource.

Senator RnIconp. What is the unemployment rate in Ohio today?
Governor Gv~uoAK. The latest figures are 5.9 percent.
Senator RmIcor. So in people that would be how many I
Governor GLLIOAN. We L, in people, we have a hard time getting an

exact figure on it. Let me say it this way, Senator; 2 years ago last
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month we had 27,000 active unemployment claims in Ohio. A year ago
last month we had 69,000; last month we had 109,000, with 60,000 ex-
pired cases that had exhausted their benefits. We figure that beyond
that there are at least 50,000 people who do not qualify under unemploy-
ment compensation, so there are at least % million people in Ohio who
are 'actively seeking work who cannot find employment today.

Senator RMwcor, Let me ask you, while you have talked about your
cities, Ohio is quite an agricultural State, too, is it not I

Governor GU.UGAN. Yes, sir; we are indeed.
Senator Rmicory. And you must have quite a number of people, a

number of farmers who receive agricultural subsidies ?
Governor Gn~oAx. Yes, not on the scale that some of the Western

States enjoy because we are a State that is still largely a family farm
operation as opposedto the large corporate enterprises. Still, we re-
ceive a very substantial amount of farm subsidies.

Senator Rmico r. And you believe that it is worth preserving the
farmer, don't you I

Governor GmoLIAN. I do indeed.
Senator Rmicorr. Now, if this country spends $7.5 billion in sub-

sidies to 2,400 000 farmers to preserve them because you believe a
farmer is worth keeping and saving, would you feel it would be worth
this country's while to spend $7.5 billion to save 2,400,000 people who
are working, for starvation wages, not earning enough; they are not
loafers; they are not bums ;they want to work and they are working
but only earning very small sums of money-do you think it would
be wrong to bring these people up to poverty at a cost of some $7.S
billion ?

Governor GmmoAN. No, sir, obviously I do not, and let me add onA
further statement to your line of reasoning. "

If we were to take agriculture as an economic activity, there is
probably no field of economic activity since World War II that has
advanced as rapidly in terms of productivity, which is what everybody
in America wants to talk about today-increased productivity. The
agricultural people have raised productivity beyond C wildest dreams
of our fathers, with the result that they have disemployed millions of
Americans who aren't any longer needed to produce an agricultural
product.

Now, if we had segregated out the agricultural community and we
had said to them, "Every one you dipemploy by iraprovin your pro-
duct.ivty you must support out of the agricultural income,' we would
have a hell of a situation in this country today.

Senator Rmior. Let's pursue that.
Governor GmLLAx. Now we are doing it in manufacturing.
Senator Rmicor. Let's pursue that. The truth is that many people

who are on welfare today in the cities, blacks and whites, have been
agricultural workers who have been disemployed by the industrializa-
tion of agriculture ?

Governor GLoAN. Absolutely.
Senator RinicorP. And these are the people in most instances in

America today who are called the working poor!
Governor GdlLIAN. Absolutely.
Senator Rimicor. And they come off the farms with the tradition

of hard work and they want to work and they will take any odd job;
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they are too proud to be on welfare and they are scrounging around
all over America with a job that they can't keep body and soul
together I

Governor GILLxGAN. That is exactly right.
Senator RmIcoFT. So if we can subsidize the farmers who have a

farm and still a job, is there any reason why we can't subsidize the
former agricultural worker who is either in the rural areas or in the
cities working at starvation wages I

Governor ILLIGAN. No, sir. There is'not and as we increase pro-
ductivity in the manufacturing sector, following agriculture, and as
we disemploy in the industrial sector more and-more and more work-
ers which was what we were actually doing, we must be prepared to
pick them up, too.

Senator RiBIcOFF. In other words, what you are saying is that if
we have a highly industrialized productive economy with a $1 trillion
gross national product and because of our policies we can't put people
back to work, 1.5 percent is a low figure to pay as part of the over-
head for America's failures.

Governor GLmGAN. Exactly.
Senator RmicoF. And these aren't just bums and no-goods we are

talking about; these are the people who have'been cast aside because
of the failure of our system to put them into productive employment.

Governor GILLIGAN. Yes, sir. If somebody wants to call the unem-
ployed bums and loafers, I want to bring them out to Ohio to talk to
the 82,000 Vietnam veterans who can't find work and let them call
them bums.

Senator Rmicon. So, in other words, when you indicate your anger
and your dismay at the verbiage or the language that is being used
against everybody who receives a welfare payment, you want them
to come out to Ohio and take a look at the people who can't find a
job and want to work?

Governor GIGAN. Yes, sir, and I will walk with them.
Senator Rmicon'. Thank you very much.
Governor GILLIoAN. And thank you, Sex4ator.
The CHAIRMAN. Senator Curtis ?
Senator CUnrrs. Governor, what your recommendation is is that the

States be relieved of the welfare program; is that right ?
Governor GMLIGAN. Yes, sir; the costs, essentially ;* right. I think

it is a national obligation and a national program. -
Senator CURTIS.-ow big an item is it in the budget in the State of

Ohio?
Governor GIWGAN. In fiscal 1972-73, the appropriation I requested

was $1.8 billion. The legislature approved, for the fiscal biennium,
$1.8 billion. About half of that is State money, so about $650 million.

Senator Cvus. What proportion is that of your total budget?
Governor GLLIGAN. The $650 million would be out Of an annual!

budget of about $4 billion. d b o a
Senator Cum s. Do your localities .bear any part of the welfare

costs?
Governor GLUGAN. Yes, sir; ifthe State picks up, as we generally

calculate it, about 50 percent of the costs of welfare, the counties in
Ohio, the 88 counties, pick up about 5 percent, so we are really picking
up 45 percent, 5 percent from.the counties, 50 percent from the Fed-
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eral level. We proposed in our budget message last spring that the
State absorb that 5 perceht--the administrative costs and subsidy costs
at the county level--but that,was rejected,

Senator CUrIs. But if the program that you advocate were adopted,
the State and localities would be relieved- •

Governor GmUoAN. Yes, sir.
Senator Cumsrs (continuing). Of the total burden ?
Governor QILLIOAN. They would be relieved in the sense that they

wouldn't be pai for welfare through State and local taxes; they
would be paying lor it through their Federal taxes. They are the
same taxpayers.

Senator Curs. Yes, sir.
And then you also recommend that in addition to H.R. 1 that those

amendments sponsored by the distinguished Senator from Connnecti-
cut, Senator Ribicoff, and testified to by Governor Sargent yesterday-
you are in favor of those additions ?

- Governor GILLIGAN. Yes, sir.
Senator Cumrs. I won't take any further time at this time because

yesterday the costs of those were developed here for the record.
That is all, Mr. Chairman.
The CHAnRMAN. Senator Benhett I
Senator B~z wmr. I have just one question.
Governor GLLGAN. Yes, Sir.
Senator BEirrr. The impact of the Federal income tax burden on

the various States is, of course, different because of the level of in-
come, per capita income, in the States ?

Governor GmtGAN. Yes, sir.
Senator BxNNr-r. Is Ohio above or below the median ?
Governor GILLIGAN. Well above, sir.
Senator B TNEr. So if you load the welfare burden on the Federal

taxpayer the burden to the people of Ohio will be substantially,more
than if the funds are collected- at the State level because. your tax-
payers pay more than -the median level and therefore, you wil not
only take care of your 'ownburden but you will probably take care
of a large part of tie burden inthe StateolUtah I'

Governor GUL"GAN.' Senator, I can only, say t6 you that I don't
think the citizens of Ohio are afraid of being recognized as Amen-
cans and we are evenwilmg 'to recognize the citizens of Utah as our
brothers and as our fellow citizens and to shai , alike both the oppor-
tunities and the bountiful riches of America; and-if we have more than
our share we are willing to bear our responsibilities in proportion to
our blessiNgs ., 61 I°Uenat0 wnwrWell, I am grateful for that but I am gladI
asked the question because the.last 8 or 4 days the blanket 'statement
has been made the t kes--it is the, same taxpayer thatpaysthe costs
i.d therefore,-it d ,doe notf'matter whether you put' it at the StAt

level'or the Federal level; and you v me et ity
to oint out that the tar burden on'th tax payers of Ohio will be on-
stdirably heavier tha n it will be on thetaxpayers of many other States
if otload his burden the Federal Government".

Oo~rrGuiLYiGN. $eaoIcnol ~ n ~sonse that I b6
~~loieerul y in the bai prnil; fabiy tpAy a h d
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ing principle for taxation. This morning's Washington Post carried
an article which pointed out the fact that, while the Federal Govern-
ment is reducing its tax rates and its tax revenues $22 billion-as Mr.
Nixon pointed out in his budget message yesterday, $22 billion less than
would have been the rates prevailing before he signed the tax reduction
bills of 1969 and 1971-tax rates and levels at State and local govern-
ments are going up, but by their character local and State taxation
structures are regressive; they hit the low-income people and the mod-
erate income people a lot heavier than do the Federal tax revenues.

So if we are going to use a tax structure to raise the revenues we
need for public purposes, I would far rather use the Federal system
which requires of those more blessed with the bounties of the world
than the poor what they are able to pay. I would like to rely, for
what we need to get the job done far Iess upon State and local taxa-
tion which is basically regressive.

Senator BENNmr. I can understand all the Governors who come
before us make it perfectly clear to us that they would like the Federal
Government to take over more and more of their tax burden, and you
have told us the same story.

Governor GILLIOAN. There may be a difference, though, Senator,
between people who speak from this side of the table and the other in
that each one of the Governors who have appeared here today has gone
to his constituents within the last year and advocated a masmive in-
crease in taxation-massive. I proposed to the people of Ohio a 50-
percent increase in general fund spending in the State of Ohio, $1.1
billion in new taxes, including, for the first time in the history of
Ohio, personal graduated income taxation and corporate income tax-
ation. The distinguished gentlemen on the other side of this table are
in the happy position of being able to go to their constituents saying,
"I voted for lower tax rates," but they are the same taxpayers.

Now it just happens, you know, the luck of the draw, which side of
the table we are sitting on. [Laughter.]

Senator BENi-TT. I would like to point out that the citizens of the
State of Utah have been paying both individual' personal income taxes,
and corporate income taxes sincethe middle thirties, so welcome to the
clan; welcome to the club.

Governor GnMLxoAN. Glad to be there, sir. It took a struggle, but we
made it.

Senator Curm. Mr. Chairman, one more question.
Governor Sargent yesterday, in reference to his proposal that we

increase H.R. I by about $10 billion a year, said that he. preferred to
pay that by means of a Federal deficit rather than increased Federal
States. What would be your position I

Governor GnLLIGAN. Sir,-i don't know that I would be ready to pro-
pose any increase inthe Federal deficit already projected by President
Nixon, which has reached rather breathtaking proportions, but I would
say that increased Federal taxation is obviously the answer. The peo-
ple of this Nation have the wealth to do what is needed, so let's do it.

Senator Ctn s. So the increases in Federal welfare costs that you
propose, your recommendation to this committee, would be to accom-
pany it with the necessary increased taxes
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Governor GHJLOAx In general, yes. I would like to examine the
proposition in greater detail as you address yourself to the problems
of Federal tax structures and so forth, but in general, yes.
* Senator CtIns. That is all, Mr. Chairman.

The CHARMMAN. Governor, I want to commend you for what you
have to say here in support of providing jobs to people. It seems to
me that we have now reached the point where, in fairness, if we have
large numbers of people out of work, it is mainly because we weren't
wise enough to devise policies that would give those people an employ-
ment opportunity. t

I say that recognizing there are a lot of jobs that people won't take
either because they don t pay enough or don't have sufficient dignity,
matters of that sort, and perhaps we can do something about that.

But, at this point I would think that the overwhelming majority of
the American people do not agree that you ought to guarantee a per-
son a wage whether he works or not. I would say the overwhelming
majority, probably 80 percent, would agree that every person who
wants to work ought to be provided an opportunity to work. I believe
they would say that the Government ought to assume the burden of
finding work for them.

Any oy who wants to take a position to the contrary, I think, is
privileged to do so, but he will be out of step with the thinking of the
overwhelming majority of the people in this country.

What has concerned me about this proposal of the President from
the beginning has been that he was talking about asking people to
register. To me, we ought to ask them to take a job and then when
they take the job if they are not making enough we will add some-
thing to what they are making, so that you are doing, as Senator
Ribicoff suggested you might be doing for fdrmers or for others; you
are supplementing their income. . *

I applaud you for what you apparently have done in your State to
try to followthrough on that concept anyway, to give your people an
oprunit to work for a living.

Do you Fike the idea, of trying to provide the jobs and then if need -
be supplementing whatever 'those jobs pay rather than simply Maing
a person to register and put him on the welfare without the j]ob

Governor GILLGA W. Yes, sir ; I certainly do, ind it is a concept, as
you kiow, that was at least implicitly embodied in the preamble to
the 1946 Full Employment Act that every American was going to be
given an opportunity by the Federal Government, if necessary, for a
job if he were ready to take it at a living wage, at a wage that would
able him to live in dignity and raise a family. It isa pledge we have

not kept.,
The CimzSXAi. Now, if my vote would doit, we would: (1) try to

provide enough jobs in the private employment sector; and (2) failing
that, provide hunds to the States, to the local governments, to pick up
theo slack and pioide public service jobs whexe there are no other
jobs available and for those who can't work we would provide s higher
level of assistance and assume Ithe burden of finding themoney'to pay
for all that.

Now, I have my doubts that we ought to take enthusiastic persons
like yourself and your administrator sitting there completely out of
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the picture by total Federal administration. To me it has much more
appeal for us to find the money to pay for this and to continue State
administration insofar as the tate administrators can do the job.

I know as far as providing aid to these people they will get it a lot
sooner if we would use the same offices and the same personnel who
have been interviewing these people and who have a file on what their
needs are, to get the help through to them, than it would be to start
all over again by having to hire 80,000 employees and establish 100
offices in Louisiana. We are about the size of the average State, so
multiply that by 50--that means 50,000 offices. Then try to find people,
slot them in the right positions, engage in the personality conflicts that
will arise because you have people in the Federal Government who
don't want somebody in State government to have the same position
ini the Federal hierachy because-he couldn't agree with him in previous
years. I should think that we would do better where the States have
what it takes to administer this, to simply provide the funds and have
State administration to do it.

How does that appeal to you I
Governor GILLM0AN. Sir, I think it'matters very little whether the

employees-and we have a very great many very dedicated, very ex-
perienced very hard working people in our welfare department all
over the State of Ohio headed by Mgr. Hansan here--are in the Fed-
eral employ or in the employ of the State of Ohio.

If the Federal Government wants to set down some reasonably sini-
ple guidelines, determining eligibility, setting benefit levels, letting
these people go to work and give us the money to do the work, I am
sure we can get a very good job done.
I think that what a happened inadvertently over the years has

been the growth of this com 1exity of categorical programs and the
very kinds of regulatory interpretations judicial interpretations and
so forth, about which you were commentin this morning, which have
made such a bureaucratic jungle out of this whole program that the
very hard working, very dedicated people at both the Federal and
State levels of government are unable to make work for the benefit
of the people of the United States.

So simplifying, collecting it up, properly funding it-if we ac-
complish those goals, then whether or not tho people In the vineyard
are actually working for the State of Ohio or for the Federal Govern-
ment is of lessimportance than itis today.

The CHAumiw. Would you agree with me that it is probably bet-
ter rather than putting a person on the welfare rolls and then trying
to make that person takethe job, and I am speaking now of the so-
called wor poor, it is better to make jobs-available and then tell
the person this is a program for the working poor and he becomeseligible only when he has accepted some job rather than our trying to
assume the burden of forcing him to take some job and after he is
already on the rolls I
,'Governor GIIoAN. Yes., sirI wou d say the greatest thing possi-

ble would be to confront him with the job:
Here is your chance; go take it. If you can't make It for one reason or another,

we will backstop you and we will help you out. Here is your Job and go to it.

YS4~O-U.pt.8.27
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The CHARMAN. Well, thank you v~ry much Governor, I think you
made a very fine statement.

Senator RIaicorr. Mr. Chairman, I just want to say I am very
excited about the prospect of how you and I are rushing toward'each
other's arms on this. [Laughter.]

I think the chairman makes a point that has convinced me, too, that
I was not convinced of before, in other words, what he is saying to you:

I would rather have that Governor Gilligan in Ohio be responsible to make
sure this works than have one of 80,000 bureaucrats directed from Washington.

I think that is what the chairman is saying here and I think that
with broad guidelines and, as I have been indicating, these 168 poverty
programs this must be driving you people absolutely nuts back in
the State?

Governor GILLIGAN. Yes, sir.
-Senator Rmiconl. And you wonder with all the billions being spent

what are they producing. If we could take a big chunk of the money,
as other members are worrying about, including myself, where do
we get the money for this, and I see that a great deal of the money
that will be needed to put in a program for the working poor with
jobs and public service jobs and implementing the working poor, can
be found in many of these categorical grants which look good on
paper but take nobody off poverty and out of poverty.

Governor GILLIGAN. I would agree, sir.
The CHAMMAN. Well, there is one thought that occurs to me, Gov-

ernor, and that is, we already are providing the cities a substantial
amount of money to help put people to work where they can use them
effectively. Now, what would- be your thought toward requiring at
least a certain portion of those jobs be made available, to persons
whose families either are on welfare or would be on welfare if they
didn't have that job?

Governor GHUOAX. Senator, you have touched a very sensitive
nerve a matter that is under constant discussion in our administration.
Mr. lansan has said, as welfare director of the State of Ohio, when
these emergency funds and others have been made available, that a
good deal of that money ought to be diverted to taking people on
welfare and putting them to work.

But when the funds flow in as they did recently under the emer-
gency public employment act, directly to the cities, then they go,
ror instance to the mayor of Cleveland who has seen 2,000 of his em-
ployess fired in the last year. Obviously, the first people he is going
to put back on when he gets a few dollars are the 200 people that the
Federal largesse now provides to him, so there were no people taken
off welfarein Cleveland or the other major urban centers in Ohio
by the Emergency Public Employment Act. All that money was being
used for was to hire back employees-trained, dedicated employees-
who had been fired because of a dearth of municipal :funds at the
local levol.

So those are actually the proportions Mr. Chairman; they fired
something like 2,000 people in Cleveland and the Federal funds en.
abled them to get 200 back.
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So, far from eliminating or even taking care of even those they had
fired, they never got into the enormous, Ihe absolutely enormous, un-
employment backlog in Cleveland; so it iS going to require a great
deal more effort than that.

The CHAIMAN. Well, it seems to me, though, if our purpose is to
provide support for these poor families in providing these job oppor-
tunities, we would do welI to earmark or require at least half these
jobs be made available to people who had these families, becauseotherwise, as desirable as it is to help persons who dontf have that
problem ending employment, we are passing up the chance to put
people in the fobs who can support the families.

I would ike to have a comment from your administrator.. He is
nodding.

Mr. HANswN. I would agree 100 percent. But the only problem is
that when you have scarce jobs, whether it is a welfare client or the
persons who soon will be, it becomes academic. The Governor's com-
ment about the Emergency Employment Act is so true because most
-of the people who were employed under that were better trained and
better educated than any ol us had any reason to expect. They were
not marginal employees; they were really first rate men and women
who were out of a job for a considerable length of time and the wel-
fare rolls are swelling with the marginal workers, so that, as the
Governor said in his testimony, what we need then is a massive num-
ber of new jobs from some source.

The CHAUMAN. Well, of course, everybody has his own economic
theories but to me it is economic waste when you have able bodied
people who are able to make a contribution either to clean up the place
or to build new roads, provide new facilities for the public, new serv-
ices, to have those people sitting around idle in a demoralized situation
when you could have those people constructively creating new wealth
and providing new services as well as a better environment for them-
selves and their neighbors. We will certainly propose in connection
with this bill that funds be made available to put people to work.

Governor GILLIGAN. Mr. Chairman, let me give you just one little
tiny example of that. I am responsible as the Governor of the State
of Ohio, for 8,000 mentally retarded children in the State who have
become the wards of the State. By and large, they are kept in institu-
tions in the State of Ohio that it would be hard for any of us sitting
here to imagine.

Forty-six mentally retarded children, for instance, in a ward, with
two women attendants, children who are severely retarded, who can-
not sit up straight, cannot feed themselves, cannot of course, dress
themselves; they are'not toilet trained, lying in their own excrement
while these two women attendants try to get around from one to the
other of 46. We could use'hundreds, literally hundreds of women to
goi mto those institutions to give the kind of tender loving care that
those children need; and they don't need a degree from MIT to do
that job.

We can't get the work done. Those children are suffering needlessly.
The women are sitting around idle; the work isn't being done. I could
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multiply that example 1,000 times over, but that is what I am talking
about. It need not be the production of aspirin tablets or deodorant
cosmetics only. It can be people-to-people work that needs doing for
a better society for all of them.

The CHAMtMAN. Thank you very much for your statement,
Governor.

The committee will meet at 10 o'clock tomorrow.
(Whereupon, at 4:20 p.m., the hearing was adjourned, to reconvene

at 10 a.m., Wednesday, January 26, 192.)
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THE SECRETARY OF HEALTH. EDUCATION, AND WELrARC

WASHINGTON. D. C. 30201

FE 0 t 19,72

Senator Russell B. Long
United States Senate
Washington, D. C. 20510

Dear Senator Long:
S

Thank you for your recent letter in which you requested the
Department's views on the testimony of Mr. Samuel A. Weems,
Prosecuting Attorney for the Seventeenth Judicial District of
the State of Arkansas. We are happy to have the opportunity
to respond to Mr. Weems' testimony.

As the enclosed information indicates, the charges which Mr. Weems
made are unjustified. Department regulations have not hampered
prosecution of suspected welfare fraud, desertion, or child
support case. On the contrary, you will note that HEW regula-
tions require State welfare officials to cooperate with law
enforcement officers in cases in which fraud or desertion are
suspected or in which the paternity of a child born out of
wedlock must be established. State welfare agencies are also
required to report to law enforcement officials all cases in-
volving suspected fraud, desertion or abandonment. Disclosure
of relevant information about a particular suspected case of
fraud identified by law enforcement officials is also permitted.
A general suspicion of fraud in a welfare program, however, does
not warrant a fishing expedition into welfare case information
by law enforcement officials; such disclosure would clearly
violate Congressional intent to protect welfare recipients from
unjustified public exposure.

I feel compelled to point out that the structure of the present
welfare system makes consistent enforcement of regulations very
difficult. Varying interpretations of regulations as well as
alternative methods of Implementing regulations may occur among
the States. The Department recognizes these problems and believes
that the welfare'system proposed in H.R. 1 would greatly alleviate
them. A federalized welfare system would standardize the handling
and control of welfare fraud. As you know, strict procedures for
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Page 2 - Senator Russell B. Long

determining eligibility and income such as using social security

-- numbers, verifying allegations, and intensive personal interviews

would minimize the possibility of ineligibles becoming recipients,

while validation and review control would curb other types of

welfare fraud. Moreover, in addition to penalties for fraud,

H.R. 1 also provides penalties for interstate flight to avoid

parental responsibility.

With warm regard,

Sincerely

Secretary

Enclosure

cc:
Senate Finance Committee Members
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MEMORANDUM DEPAAM OMMN, AND WEA

OXo, of fth dulnsar

DA : Janary 28, 1972

TO: The secretary

1RJ: Iidnistrator
Social and Rehabilitation Service

SUIJEC: Comments on testimony of Samuel A. Weems before the Senate

lane Coemttee on January 21

You have asked m to respond to certain aspects of the testimony given by

8smut A. Wesms before the Senate Finance Committee on January 21, partic-

ularly those parts which concern EW's policy toward disclosure of information

to local law enforcement officials in eases where welfare fraud Is suspected.

The testimony does not accurately describe the Federal laws or M's

regulations concerning the disclosure of information relating to welfare

recipients, Shere may also, however, be some misunderstanding by State

welfare agencies of H1's policy in this area, and copies of this memo

will be sent to all MIV regional offices so that any erroneous i~ressos

can be Cleared up.

I. federal law and regulations governing disclosure
- in the welfare area.

Ass onditLon of receiving Federal Llfare funds, the Social Security

Act requires each State welfare agency to undertake to "provide safeguards

which restrict the use or disclosure of informati concerning applicants

and recipients to purpoes directly coneated with the administration of

the State (welfare plane", (2ab la). Eaeh public assistance title of the

Federal statute contains a stmlar provision. 2he BW regulations wbich

implement this statutory requirement elaborate on those words, but do not

impose any condition an disclosure of Information which cannot be fairly

inferred from Congress' general interest in preserving the Confidentiality

of welfare case-files. ,tab lb).

-U. Rules on disclosure in cases of suspected
welfare fraud.

S a. ° Dicosr re•rd udrmnaoy fadrfra rcdrs

=I'S regulations specifically require State welfare agencies to cooperate

with lav enforcement officials in developing procedures for referral of

situations In which the existence of oelfare fraud is suspected by tk.e

welfaregenc itelf. (Tab 2a)6 .Uner such procedures,# of.- coirct, the
State welfare agency has an affirmative obligation to disclose to law

enforcement authorities all information it has Concerning a welfare recipient

which is pertinent to the question of welfare fraud.

Welfare fraud can sometimes take the form of a false, Claim of

desertion by the father. Federal law and 9W's regulations expressly
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he secretary 2e

provide that, in aj cases where a recipient claims desertion, the State
must so advise the authorities and supply relevant information. (Tab 2b).
The data which States must give to law enforcement officials under this
requirement may well lead to the detection of welfare fraud involving a
supposedly absent father who is Lreally in the home.

b. Disclosure nerMitted in other cases of susnected welfare, fraud.
Although a well-run State welfare program should turn up mst cases of
.welfare fraud, it is not possible for the State or local welfare agency
to identify all such cases. Where law enforcement officials identify a
case of suspected welfare fraud which has gone undetected by the welfare
agency and wish to take action, e s ed r tu i

Disclosure of Information unrelated to the suspected fraudulent conduct
is, of course, both unnecessary and undesirable, and the welfare agency
therefore has the responsibility to make available from the case-file only
such information as is needed for the investigation of the fraudulent activity
in question. Also, it would be administratively disruptive and a violation
of the lesislatLvely-mandated principle of confidentiality to permit unlimited
access to all case-files when the law enforcement officials have no specific
instance of welfare fraud in mind, but merely suspect that such fraud exists
generally in the program.

Co Ldrateism eaedt aenivadc~l-~~L

welfare agencies are required by Federal law adEW regulations to develop
programs to establish the paternity of illegitimate child welfare recipients
and to locate and secure support from parents who desert or abandon their
children. (Tab 2c).

There is no Federal law or HEW regulation which prohibits a
law enforcement official from making any inquiries he chooses from any
source of information, including friends and neighbors, concerning an
individual's suspected fraud on the welfare system. Moreover, I an aware
of no informal policy to discourage the making of such inquiries.

d. Advce aiven by HE's Dallas ReAonal Office. A few months ago,

HEW's Dallas Regional Office Save certain advice to the Arkansas State
welfare agency concerning the Federal laws and regulations on disclosure
of information by the State welfare agency in cases of suspected welfare
fraud. That advice was in no way inconsistent with what I have said above.
I do not know what interpretation has been given that advice by State and
local officials in Arkansas. herefore, I am directing the Dallas Regional
Office to contact the appropriate Arkansas welfare officials to reiterate
HU's position on disclosure in accordane with the views I have expressed
herein.
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as Secretary t"

III. Oonelusion

I em distressed that *t. VemOs considers HEW uninterested in or,
indeed, acively opposed to the cooperation of State welfare agencies in
the investigation and prosecution of welfare fraud. 2he facts as I have
indicated, are to the contrary. Ironically, a problem reported by ony
State welfare agencies involves lack of interest on the part of State law
enforcnt~ authorities in following up.oe fraud-related information
provided to them by welfare employes, -(Tab 3, pp 29-31), This problem
can often be reduced by i:prov"d procedures in the welfare agency, such

as the hiring of more personnel trained in fraud investigation who can
devote all or a large part of their tims to this activity. I -= advised,
and 1W# Wems' testimony confirms this, that Arkansas ° welfare aSency has

increased the mnber of employees engaged in the identification and

preparation of welfare fraud and related cases. Mhile not all of the 21

lawyers referred to by Wr. Wems are employed full-time by the agency, the

permanent staff of 9 layers represents a significant cemitment of Umnpower
to the coma ti' of this very serious problem, and I vould hope that the

results will b& equally significant.

ElosuresTab la
Tab 2a
Tab lb
Tab 2.
Tab 2
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SOCIAL SECURITY ACT- 2 (R)

STATz OLD-AGe AND MIoCAL ASSISTANCE PLANS

Sec. 2. (a) A State plan for old-age assistance, or for medical assistance for
the aged, or for old-age assistance and medical assistance for the aged must-

(1) provide that it shall be in effect in all political subdivisions of the
State, and, if administered by them, be mandatory upon them;

(2) provide for financial participation by the State;
(8) either provide for the establishment or designation of a single State

agency to administer the plan, or provide for the establishment or designation
of a single State agency to supervise the administration of the plan;

(4) provide for granting an opportunity for a fair hearing, before the
State agency to any individual whose claim for assistance under the plan is
denied or is not acted upon with reasonable promptness;

(M) provide (A)' such methods of administration includingg methods re-
lating to the establishment and maintenance of personnel staudards on a
merit basis, except that the Secretary shall exercise no authority with re-
spect to the selection, tenure of office, and compensation of an$ individual
employed in accordance with such methods) as are found by the Secretary
to be necessary for the proper and efficient operation of the pian, and(B) for
the training and effective us' of paid subprofessional staff, with particular
emphasis on the full-time or, part-time employment of recipients and other
persons of low income,*as community service aides, in the administration of
the plan and for the use of nonpaid or partially paid volunteers in a social
service volunteer program in providing services to applicants and recipients
and in assisting any advisory committees established by the State agency;*

(6) provide that the State agency will make sich reports, in such form and
containing such information, as the Secretary may from time to time require,
and comply with such provisions as the Secretary may from time to time
find necessary to assure the correctness and verification of such reports;

* (7) provide safeguards which restrict the use or disclosure of information
concerning applicants and recipients to purposes directly connected with the
administration of the State plan;'

(8) provide that all individuals wishing to make application for assistance
under the plan shall have opportunity to do so, and

S * * S *

[From the Federal Register, Vol. 86, No. 40-Saturday, Feb. 27,19011

(See Part 204 for Preamble and approval]

§ 205.50 Safeguarding information.
(a) State plan requirements. A State plan under title I, IV-A, X, XIV, XVI, or

XIX of the Social Security Act, except as provided in paragraph (b) of this sec-
tion, must provide that:

' P.L. 90-248, sec. 210(a) (1) (A), deleted provided t and inserted "provide (A)".
P.L. 90-248, see. 210 (a)(1)(B), added clause (B) : effective July -1 1969, or on such

earlier date as of which the modification of the State plan to comply wiih this amendmentiftapproved,.

T This requirement has in effect been modified by see. 618 of the Revenue Act of 1951, 6
Stat. 569, as amended by sec. 141(e) of P.L. 87-543 effective July 25, 1962. Sec. 618 of
the Rewenue Act of 1951 now provides:.,

"No Srats or any agency or political subdivision thereof shall be deprived of any nt-
in-aid or other payment to which it otherwise Is or has become entitled pursuant to tife I
(other than section 8(a)(8) thereof), IV, X XIV, or XVI (other than Section 1698a) (8)
thereof) ef the social Security Act, as amenAed, by reason of the enactment or enforcement
by such State of an legislation prescribing any conditions under which, pulc access may
be had to records of the disbursement of any such funds or payments wtathi. such State. If
such leIslation prohibits the use of any list or' names obtained through such access to
such records for commercial or political purposes.

*The other public assistance titles have similar prois •

i- -
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(1) Pursuant to state statute which imposes legal sanctions:,
(I) The use or disclosure of information concerning applicants and recipi-

ents will be limited to purposes directly connected with the. administration
of the program. Such purposes include establishing eligibility, determining
amount of assistance, and providing services for applicants and recipients.

(ii) The State agency has authority to implement and enforce the pro-
visions for safeguarding information about applicants and recipients;

(it) Publication of lists or names of applicants and recipients will be
prohibited.

(2) - The agency will have clearly defined criteria which govern the types of
information that are safeguarded and the conditions under which such Informa-
tion may be released or used. Under this requirement:

(i) Types of information to be safeguarded include but are not limited to:
(a) The names and addresses of applicants and recipients and amounts

of assistance provided (unless excepted under paragraph (b) of this section) ;
(b) Information related to the social, and economic conditions or circum-

.rices of a particular individual;
(o) Agency evaluation of information about a particular individual;
(i) Medical data, including diagnosis and past history of disease or dis-

ability concerning a particular individual
(ii) The release or use of information concerning. individuals applying for

or receiving financial or medical assistance is restricted to persons or agency
representatives who are subject to standards of confidentiality which are
.comparable to those of the agency administerin. the financial and medicalassistance programs.

(iii) The family or Individual is informed whenever possible of a request
for information from an outside source, and permission is obtained to meet
the request. In an emergency situation when the individual's consent for the
release of information cannot be obtained, he will be notified immediately
therefter.

(iv) In the event of the issuance of a subpoena for the case record or for
any agency representative to testify concerning an applicant or recipient, the
court's attention Is called, through proper channels to the statutory pro-
visions and the policies or rules afd regulationsagainst dieclosurr of
information.

(v) The same policies are applied to requests for information from a gov-
ernmental authority, the courts, or a law enforcement official as from any

'other outside source.
(8) The agency will publcise provisions governing the confidential nature

of information about applicants and recipients including the legal sanctions
imposed for improper disclosure and use, and will make such provisions available
to applicants and recipients and to other persons and agencies to Whom informa-
tion is disclosed.

(4) All materials sent or distributed to applicants, recipients, or medical
vendors,, includin_ material enclosed in envelopes containing checks, will be lim-
ited-to those which are directly related to the administration of the program and
will not have political implications. Under this requirement:

( i) Specifically excluded from mailing or distribution, are materials such
as "holiday" greetings, general public, announcement, voting. formation,
alien registration notices;

(ii) Not prohibited from such mailing or distribution are materials In the
immediate interest of the health and welfare of appliqants and recipients,
such as announcements of free medical examlnation, availability of surplus
food, and consumer protection Information;

. (ii Only the name# of direct onected with the admini
tilon of the, program are contained in n~terial.sent or distribntedt appli-
cants, recipients, and vendors, and such persons are identified only in their
Official capacity with the State or local .agency. .

(b) Neoeptimo. In respect to a State plan tinder title I, IV-& X XIV, or XVI
of the Social Security Act; exception to the requirements of paragraph (a), of
this sectionmaybe made-by-eao of tb,een. ent ox enforcement ofState
legislation, prescribing any conditions under'Wi public access may ,be had
to records of the disbursement of funds or payments tnder such titles withinn the
State, if such legislation prohibits the'use of a list or names obtained through
such aces to'such'recrd ftir co ~ Ia or poltical upes
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[See Part 204 for Preamble and approval]

§ 235.110 Fraud.
State plan requirements: A State plan under title I, IV-A, X, XIV, or XVI of

the Social Security-Act must provide:
(a) That the State agency will establish and maintain:
(1) Methods and criteria for identifying situationsin which a question of fraud

in the program may exist, and
(2) Procedures developed in cooperation with the State's legal authorities for

referring to law enforcement officials situations in which there is valid reason to
srspect that fraud has been practiced. The definition of fraud for purposes of
this section will be determined in accordance with State law.

(b) For methods of investigation of situations in which there is a question of
fraud, that do not infringe on the legal rights of persons involved and are con-
sistent with the principles recognized as affording due process of law.

(c) For the designation of official position(s) responsive for referral of situ-
ations involving suspected fraud to the proper authorities.

LOCATION OF ABSENT PARENT

(Citations in the Social Security Act, as Amended)

STATE PLANS FOR AID AND SERVICES TO NEEDY FAMILIES WITH CHILDREN

Sc. 402. (a) A State plan for aid and services to needy families with children
must * * *

(11) effective July 1, 1952, provide for prompt notice to appropriate law-
enforcement officials of the furnishing of aid to families with dependent children
in respect to a child who has been deserted or abandoned by a parent ***

(21) provide that the State agency will report to the Secretary, at such times
(not less often than once each calendar quarter) and in such manner as the
Secretary may prescribe-

(A) the name, and social security account number, If known, of each
parent of a dependent child or children with respect to whom aid is being
provided under the State plan-

(I) against whom an order for the support and maintenance of such
child or children has been issued by a court of competent Jurisdiction
but who is not making payments in compliance or partial compliance
with such order, or against whom a petition for such an order has been
filed in a court having Jurisdiction to receive such petition, and

(i) whom it has been unable to locate after requesting and utilizing
information included in the files of the Department of Health, Edu-
cation, and Welfare maintained pursuant to section 205,

(B) the last known address of such parent and any information it has
with respect to the date on which such parent could last be located at such
address, and

(C) such other information as the Secretary may specify to assist in
carrying out the provisions of section 410;

From the Federal Register, vol. 36, No. 40, Saturday, Feb. 27, 19711

(See Part 204 for Preamble and approal]--

PAnr 285-ADMrxS"OATxoN Or FINANcAL ASSISTANCE PROGRAMS

8. Part 285 is added as follows:
See.
285.70 Notice to law enforcement officials.

AUTHORITY; The provisions of this Part 285 issued under sec. 1102, 49 Stat
847,42 U.S.C. M802.
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I 235.70 Notice to law enforcement officials
State plan requirements: A State plan under title IV-A of the Social Security

Act must provide that:
(a) The appropriate law enforcement officials will be notified in writing

promptly as soon as AFDC has been furnished in respect to a child who' is
believed to have been deserted or abandoned by a parent. This requirement has
no effect upon the determination of eligibility. It is a requirement upon the
agency, and is fulfilled by providing the following Information after a family
has been found eligible and been granted assistance: A statement that AFDC
has been furnished (date) to relative (name and address) In behalf of children
(name and ages) In his home, who appear to have been deserted or abandoned
by their parent(s) (name and address, If known). Under this requirement, the
appropriate law enforcement officials are those responsible for Initiating actions
In cases of desertion or abandonment, as those terms are defined under State law.(b) Criteria will be established for the selection of cases In which notice is
given to law enforcement officials that AFDO has been furnished In respect to a
dependent child believed to have been deserted or abandoned by a parent. In
fulfilling this requirement, the criteria will include instructions for Identification
of the classes of persons who, under State law, are defined as parents responsible
for support of minor children, and against whom legal action may be taken under
such laws for desertion or abandonment.

(c) All applicants affected by the reporting requirement will be Informed as
early as possible during the application process, and each applicant will be af-
forded the opportunity to withdraw his applation If he wishes, before payment
is Issued and the required notice sent to the law enforcement officials.

SUPPowR

(Citations in the Social Security Act, as Amended)

STATE PLANS FOR AID AND SERV1038 TO NEU)Y FAML1L1 WITH OHILDURN

Sxo. 402. (a) A State plan for aid and services to needy families with children
must * * *

(17) provide-
(A) for the development and implementation of a program under which

the State agency will undertake-
(if) In the'case of any child receiving such aid who has been deserted

or abandoned by his parent, to secure support for such child from such
parent (or from any other person legally liable for Such support), util-
izing any reciprocal arrangements adopted with other States to obtain
or enforce court orders for support, and

(B) for the establishment of a single organizational unit In the State
agency or local agency administering the State plan in each political sub-
division which will be responsible for the administration of the program
referred to In clause (A);

(18) provide for entering into cooperative arrangements with appropriate
courts and law enforcement officials. ! I I

(A) to assist the State agency in administering the program referred to
In clause (17) (A), including the entering into, of financial arrangements
with suh courts and officials in order to assure optimum results under such
program, and.

(B) with'respect to any other matters of common concern to such courts
or officials and the State agency or local agency administering the
State plan ...

PATITYf

(Citations In the Social Security Act, as Amended)

STATO PLANS o AD A" SUVMO TO NOWN PALJI WiTH OERWW
SOw. 402. (a.), A State Plan for aid, and Services, to needy families with children

must***
g (17) provide-
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(A) for the development and implementation of a program under which
the State agency will undertake-

(1) in the case of a child born out of wedlock who is receiving aid to
families with dependent children, to establish the paternity of such
child

(B) for the establishment of a single organizational unit in the State
agency or local agency administering the State plan in each political sub-
division which will be responsible for the administration of the program
referred to in clause (A) ;

(18) provide for entering into cooperative arrangements with appropriate
courts and law enforcement officials

(A) to assist the State agency in administering the program referred to in
clause (17) (A), including the entering into of financial arrangements with
such courts and officials in order to assure optimum results under such pro-
gram, and

(B) with respect to any other matters of common concern to such courts or
officials and the State agency or local agency administering the State
.plan *

[From the Federal Register, vol. 84, No. 18, Tuesday, Jan. 28, 19691

RULES AND REGULATIONS

(b) The State plan must also show the steps to be taken to achieve this objec-
tive, including the staffing for this function.

§ 220.46 Reports and evaluations (applicable to IV-A and B)
Such reports and evaluations must be furnished to the Secretary as he may

specify, showing the scope, results and costs of services for families and children.

§ 220.47 Implementation: local agencies and service contractors (applicable to

IV-A and B)
(a) The State agency must have methods of assuring that local agencies are

meeting the plan requirements, and where services are purchased, of monitoring
local agencies and service contractors to insure that the plan requirements are
being met and funds are being appropriately and effectively used. See separate
SRS policy governing purchase of services.

(b) The State plan must also describe the methods to be used to carry out this
requirement.

§220.48 Establishing paternity and securing support for children receiving

aid (applicable to IV-A)
(a) There must be a program for establishing paternity for children born out-

of-wedlock and for security financial support for them and for all other children
receiving AFDC who have been deserted by their parents or other legally liable
persons. Efforts must be made to locate putative and absent parents and there
must be a determination of their potential to provide financial support. There
must be provision for the utilization of reciprocal arrangements with other States
to obtain or enforce court orders for support. There must be a single staff unit in
the State agency and in large local agencies to administer this program. (The
files of the Social Security Administration are available to the State agencies
when other efforts have failed to provide the necessary Information on the address
of a parent.)

(b) There must be a plan of cooperation with courts and law enforcement
officials and pertinent information must be provided them when their assistance
is needed in locating putative .or. deserting fathers, establishing paternity and
securing support.,

(c) In developing plans .for cooperation with courts and law enforcement
officials, there must be agreement that the information provided by the State or

local agency wil be used only for the purpose intended. There must be provision
for financial arrangement to reimburse courts and law enforcement officials when

it is found necessary for them to undertake services beyond those usually pro-
vided in such cases.

(d) There must be cooperation with other State welfare agencies administer-

ing AFDC in locating parents of an AIDO child against whom a support petition

has been filed in another State and ip attempting to secure compliance by a parent
now residing in the agency's own State.
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(e) Clearance procedures established with the Internal Revenue Service will
be used in respect to any parents of AFDC children whose location is unknown
and who are failing to comply with existing court orders for support payments
or against whom petitions for orders have been filed. (See separate issuance
related to these procedures.)

* 220.49 Other plan requirements for child welfare services under title IV-B

(Other regulations in 42 CFR Part 201 still pertain).

(a) Single State agency. (1) (1) The State plan shall designate a State agency

as the single agency for the administration of the plan or for supervision of the

administration of part of the plan by local agencies.
(it) E3ffective July 1, 1969, the State plan must provide that the State agency

responsible for the State plan approved under title IV-A will also administer or

supervise the administration of the plan under title IV-B, except that

(a) If on January 2, 1968 the State agency administering the plan under title

IV-B is different from the State agency responsible for the State plan approved

under title IV-A, the requirement in this subdivision (ii) shall not apply so long

as such agencies are different;
(b) If on January 2, 1968 the local agency administering the plan approved

under title IV-B. is different from the local agency administering the plan ap-

proved under title IV-A, the requirement in this subdivision (it) shall not apply

with respect to such local agencies so long as such agencies are different.
(2) The State plan shall set forth the authority of the State agency under

State law for the administration of the program. Where there is administra-

tion by local agencies the plan shall set forth the legal basis for such admin-

istration or for the supervision of such administration by the State agency. Cita-

tions to all directly pertinent laws and copies of all interpretations of such laws

by, appropriate State officials, and citations to all directly pertinent interpreta-

tions of laws by courts, shall be furnished as part of the plan.
(b) Organization for administration. The State plan shall describe the orga-

nization of the State agency for the administration of the plan and of any local

agencies engaged in such administration. It Jiall also describe the methods of ad-

ministration utilization by the State agency In the administration of the plan and

by any local agencies engaged in such administration. Where there Is adminis-

tration by local agencies, the State plan shall describe the nature and extent of

the supervision exercised by the Ktate agency.
(c) Personnel standards. There shall be, with respect to the employees of the

State agency and those of local agencies, personnel administration on a merit

basis which shall be in accordance with current Federal Standards for a Merit

System of Personnel Administration in 45 CFR Part 70. The State plan shall
contain necessary materials relating to personnel administration to permit eval-
uation for compliance with the said Standards for a Merit System of Personnel
Administration.

(d) coordination ioth series under APDO. There shall be coordination be-
tween child welfare services and services in AFDC with a view to provision of
welfare and related services which will best promote the welfare of such children
and their families.

(e) Reports. The State plan shall provide that the State agency will make
such reports with respect to any and all phases of the State program of child
welfare services in such form and containing such information as the Bureau
may find necessary to assure the correctness and verification of such reports.

SUBPART B-OMONAL PIOVxSlONS
220.50 General
If a State elects under title IV-A to provide services'for additional groups of

families and children, I.e., current applicants or former or potential applicants
and recipients of public assistance, the State plan:

(a) Must identify such group or groups and specify the .services to be
made available to such group;

(b) Contain provisions committing the State to meet the requirements in
this subpart;

(c) Indicate the steps to be taken to meet those requirements; and
(d) Provide for the submission of such implementation and progress re-

ports as may be specified.

72-478 0-4"2t. 2-26
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SEVIBES IN AID TO FAML ES WITH DEPENDENT CmHDEN

* 220.61 Range of optional services
(a) The Social Security Act (see. 406(d) defines the full range of family

services in AFDC as follows: "* * * services to a family or any member thereof
for the purpose of preserving, rehabilitating, reuniting, or strengthening the
family, and such other services as will assist members of a family to attain or
retain capability for the maximum self-support and personal independence."

(b) The full range of or selected family services, and child welfare services as
defined In this subpart, may be included except for those services excluded in
§ 220.61.

(C) Following are types of selected services:
(1) (JFld care sertges. Child care services provided to families other than

those required in 1 220.15, must meet the standards required in that section.
(2) Elementary assiatanc--services. Emergency assistance in the form of serv-

ices to needy families with children, including migrants, may be provided. Such
services must be planned and staffed, so as to assure immediate accessibility and
prompt response, and separate policy instructions relating to emergency assist-
ance must apply. (These separate policies do not apply to use of title IV-B funds.)

(3) Educational and training services. Educational and training services may
be included where the Work Incentive Program has not been initiated in a local
Jurisdiction or is inadequate in scope or size to meet the needs of recipients; or
where the Work Incentive Program has been initiated and there is an agree-
ment with representatives of the Labor Department that these services are not
available to recipients. Full use must be made of services available through
the Employment Service.

(4) Legal /ervices. Legal services, in addition to those required in § 220.25.
may be included for families desiring the help of lawyers with their legal prob-
lems (see separate policies governing the provision of such services).
§ 220-52 Coverage of optional groups for services.

(a) The agency may elect to provide services to all or to reasonably classified
subgroups of the following:

(1) Families and children who are current applicants for financial assistance.
(2) Families and childrenn who are former applicants or recipients of finan-

cial assistance.
(8) Families and children who are likely to become applicants for or recip-

-lents of financial assistance, i.e., those who:
(i) Are eligible for medical assistance, as medically needy persons, under the

State's title XIX plan.
(ii) Would be, eligible for financial assistance if the earnings exemption

granted to recipients applied to them.
(Iii) Are likely, within 5 years, to become recipients of financial assistance.
(iv) Are at or near dependency level, including those in low-income neighbor-

hoods and among other groups that might otherwise include more AFDC cases,
where services are provided on a group basis.

(4) All other families and children for information and referral service only.
(b) All families and children in the above groups, or a selected reasonable

classification of families and children with common problems or common service
needs, may be included.

CHILD WEZLVAM SERVICES

§ 220.5 Range of optional services and groups to be served.
(a) The Social Security Act (see. 425) defines the full range of child welfare

services as follows: 6
* * * public social services which supplement, or substitute

for, (1) parental care and supervision for the purpose of preventing or remedying,
or assisting in the solution of problems whi h may result in the neglect, abuse, ex-
ploitation, or delinquency of children, (2)- protecting and caring for homeless,
dependent, or neglected children, (8) protecting and promoting the welfare of chil-
dren of working mothers, and (4) otherwise protecting and promoting the welfare
of children, including the strengthening of theit own homes where possible or,
where needed, the provision of adequate care of children away from their homes
in tester family homes or day care or otherchild care facilities."
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§ 220.6 Day care services.
(a) If day care services are included under title IV-B, they must meet the

standards required in 1220.18() (2), and in addition, the State plan must
indicate compliance with the following:

(1) Cooperative arrangements with State health and education agencies to
assure maximum utilization of such agencies in the provision of health and edu-
cation services for children in day care.

(2) An advisory committee on day care services as set forth in 1 220.4(b).
(3) A reasonable and objective method for determining the priorities of need,

as a basis for giving priority, in determining the existence of need for day care,
to members of low-income or other groups in the population and to geographical
areas which have the greatest relative need for the extension of day care.

(4) Specific criteria for determining the need of each child for care and pro-
tection through day care services.

(5) Determination that day care is in the best interests of the child and the
family.

(6) Provision for determining, on an objective basis, the ability of families
to pay for part or all of the cost of day care and for payment of reasonable fees
by families able to pay.

(7) Provision for the development and implementation of arrangements for the
more effective involvement of the parent or parents in the appropriate care of the
child and the improvement of his health and development.

(8) Provision of day care only in facilities (including private homes) which
are licensed by the State or approved as meeting the standards for such licensing.

SUBPART C-FEDERAL FINANCIAL PARTICIPATION) 220.60 General.
The regulations in this subpart deal separately with Federal financial partici-

pation in the costs of services under the AFDC and Child Welfare Services pro-
grams because these programs have different legal provisons governing the
extent of Federal funding. However, in general there are no differences in the
kinds of services or methods of providing services under these two programs.
1 220.61 Federal financial participation; AFDC

(a) General. Federal financial participation is available in expenditures, as
found necessary by the Secretary-

(1) For the proper and efficient administration of the plan;
(2) For the costs of providing the services for the groups of families and

children ;
(3) For carrying out the activities described in subparts A and B of these

regulations that are included in the approved State plan. Such participation
will be at the rates prescribed in this subpart.

(b) Persons eligible for service. Federal financial participation is available un-
der this section only for services provided to:

(1) A child or relative who is receiving aid under the plan and to any essen-
tial person living in the same household as such relative and child.

(2) The groups defined in J 220.52: current applicants for aid, former and po-
tential applicants or recipients anid other individuals requesting information
and referral service only. In respect to any child or relative who has formerly
I een an applicant for or recipient of aid, counseling and casework services may
* provided. Other services may be provided only to those children or relatives

who have received aid within the previous 2 years or who qualify under the defi-
nition of potential applicants or recipients.

(c) Source- for furnishing services. Federal financial participation is avail-
able under this section for services furnished:

(1) By State or local agency staff, i.e., full- or part-time employed staff; and
volunteers, or

(2) By purchase, contract, or other cooperative arrangements with public or
private agencies or individuals, provided that such services are not available
without cost from such sources.

(d) Provisions governing costs of certain services. (1) Medical and assistance
costs. Federal financial participation under this, section will not be available in
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expenditures for subsistence and other assistance items or for medical or remedial
care or services, except

(I) For subsistence and medical care when they are provided as essential
components of a comprehensive service program of a facility and their costs
are not separately identifiable, swh a, in a rehabilitation center, a day care
facility or a maternity home;

(ii) For medical and remedial care and services as part of family planning
services;

(iii) For required medical examinations for persons caring for children
under agency auspices, when not otherwise available or not included in pur-
chase arrangements;

(iv) For identifying medical. problems of children in child care facilities;
or

(v) For medical diagnosis and consultation when necessary to carry out
service responsibilities, e.g., for recipients under consideration for referral
to training and employment programs.

(2) Vocational rehabilitation services. Federal financial participation is not
available in the costs of providing services for the disabled as defined in the
Vocational Rehabilitation Act except pursuant to an agreement with the State
agency administering the vocational rehabilitation program. This applies to pro-
vision of services by aff of the agency and purchase.

'(8) Federal financial participation is available in the costs of the following:
(I) Staff in providing services related to foster care, i.e., recruitment, study,

and approval of foster family homes, services to children in foster care and
their parents, and work with foster parents and staff of child-caring institutions.
Vendor payments for foster care are assistance, payments and are, therefore, not
subject to the service rate of Federal financial participation.

(it) Work related to child care resources to be used by the agency, i.e., the
costs of staff engaged in the development, recruitment, study, approval, and sub-
sequent evaluation of out-of-home child care resources, except the costs of staff
primarily engaged in the issuance of licenses or in the enforcement of standards;
study, approval, and subsequent evaluation of in-home care arrangements; and in
the provision of technical assistance to improve the quality of child care.

(ii) Services provided in behalf of families and children, e.g., community
planning, assuring accessibility to entitled services resources; and studies of
service needs and results.

(iv) Certain- services to assist individuals to achieve employment and self-
sufficiency:

(a) Payments for additional expenses of individuals that are attributable to
their participation in training or work experience projects, e.g., transportation,
lunches, uniforms. (Not applicable to assistance recipients earning wages, in-
cluding employment or on-the-job training, or on special work projects under
Work Incentive Program, since such expenses will be deducted in determining
net income.)

(b) Medical examinations that are necessary to determine physical and men-
tal health conditions for training or employment.

(o) Education and training as provided in § 220.51 (e) (3).
(v) Agency staff engaged in locating and planning with deserting or putative

fathers; assessing potentials and determining appropriate actions; developing
voluntary support; assisting relatives to file petitions for the establishment of
paternity; reuniting families; and cooperative planning with appropriate courts
and law enforcement officials.

(e) Kinds of expenses for whih: Pederal f$nanoal participation is available.
(1) Salary and travel costs of service workers and their supervisors giving full-
time to services and for staff entirely engaged (either at State or local level) in
developing, planning, and evaluating services. Where a full-time service worker
also carries services under the adult categories, the portion applicable to AIDC
(IV-A) is at AFDO rates.

(2) Salary costs of service-related staff such as supervisors, clerks, secre-
taries, and stenographers, which represent that portion of the time spent In sup-
porting full-time service staff.

(3) Related expenses of staff perfortning service or service-related work
under subparagraph (1) or (2) of this paragraph (e) in proportion to their time
spent on services, such as communications. equipment, supplies and office %ace.

(4) Definitions: Applicable to staff performing service functions.
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(I) Full-time service work. (a) Persons performing full time on functions re-
lated to the provisions of service means persons assigned on a full-time basis to
such functions (services under the adult categories may also be carried).

(b) It is not necessary to maintain daily time records for this purpose but it is
expected that States will check periodically to assure that persons assigned on a
full-time basis are performing substantially on this basis.

(o) A full-time service worker can be expected to receive questions from recipi-
ents (and former or potential) related to eligibility and the amount of payment
or medical benefits and to make this information available to staff responsible for
eligibility and related functions. Such workers may not carry the responsibility
for securing information or taking the actions in respect to determining initial
and continuing eligibility for financial or medical assistance or to change the
amount of financial assistance being provided.

(ii) Meaning and illustrations of service work. Service work means activity of
staff In providing the services and carrying out the related responsibilities speci-
fied in subparts A and B. This includes activities of such staff as caseworkers,
homemakers, child care personnel, Work Incentive Program coordinators, and
community planning staff.

(iiI) Meaning and illustrations of service-related work. Service-related work
means activity of staff other than service workers which is necessary to adminis-
ter a service program fully. This includes secretaries, stenographers and clerks
serving service staff, supervisors of service workers and their supervisors, staff
responsible for developing and evaluating service policies, and staff collecting and
summarizing financial and statistical data on services, either at the State or
local level.

(iv) Staff. Staff performing service or service-related work includes profes-
sional, subprofessional (e.g., recipients and other workers of low income), and
volunteer staff.

(5) Other expenses related to the provision of service in support of full-time
service staff, including a portion of the salary costs of any agency person (ex-
cept the service workers who must be on a full-time basis) who is working part
time on service functions (either at the State or local agency level). Such ex-
penses include the portion of salary costs of supervisors related to supervision of
service work, a portion of fiscal costs related to services, a portion of research
costs related to services, a portion of salary costs of field staff, etc.

(6) Costs of services purchased.
(7) Travel and related costs for children and parents to obtain consultation,

medical, and other services.
(8) Costs of State and local advisory committees including expenses of at-

tending meetings, supportive staff and other technical assistance.
(9) Costs of administrative and supervisory staff attending meetings pertinent

to the development or implementation of Federal or State service policies and
programs.

(10) Costs of operation of agency facilities, used solely for the provision of
services. Costs may include expenditures for staff; space, including minor remodel-
ing, heat, utilities, and cleaning furnishings; program supplies, equipment and
materials; food and food preparation; and liability and other insurance protec-
tion. Costs of construction and major renovations are not matchable as services.
Appropriate distribution of costs is necessary when other agencies use such facili-
ties for the provision of their services, such as in comprehensive neighborhood
service centers.

(11) Child care expenditures for WIN participants must be charged as a
service expenditure and separately identified since Federal funds for this purpose
come from a separate appropriation. Child care expenditures for other AFDC
cases may be charged as a service expenditure or included as a financial as-
sistance expenditure subject-to matching under the title TV-A formula, depending
on how the Sfate plan specfiles Where child care is provided as a service the
payment may be made either to the vendor of the service directly or to the re-
cipient for payment by him. In either case documentation is needed in the form
of statements of the type and quantity of services rendered for each recipient
receiptedd by vendor when the service payment is made directly to the recipient)
to establish the fact that the expenditure was for services.

(f) Rates of Federal financial participation. (1) (1) Federal financial partici-
pation at the rate of 85 percent for the fiscal year ending June 80, 1969, and at the
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75 percent rate for subsequent fiscal years is available for the service costs identi-
fied in paragraphs (d) and (e) of this section; and at the rate of 75 percent
for all expenses related to emergency services, and training and staff development.

(ii) With respect to Puerto Rico, the- Virgin Islands, and Guam, the Federal
share:

(a) For services and training and staff development for the fiscal year ending
June 30, 1969, and subsequent years, is 60 percent, except 75 percent for emer-
gency assistance in the form of services.

(b) For family planning services and referral for participat oi under, 'the
Work Incentive Program for any fiscal year beginning on or after July 1, 1967
to:

(1) Puerto Rico shall not exceed $2 million.
(2) The Virgin Islands shall not exceed $65,000,
(3) Guam shall not exceed $90,000.
(2) Time limited rates are applicable to certain service costs. T he total cost

of salaries and travel of workers carrying responsibility for both services and
eligibility functions and supervisory costs related to such workers, and All or
part of the salaries of supporting secretarial, stenographic, or clerical staff de-
pending .on whether they work full-time or part-time for the workers specified
in this subparagraph (2), are subject to the following rates of Federal financial
participation:

(1) 75 percent for the fiscal year ending June 30, 1969 (57 percent for Puerto
-Rco the Virgin-Islands, and Guam).

(ii) For the fiscal year ending June 30, 1970, at a rate, determined in accord-
ance with standards and methods prescribed by the Secretary from time to time,
which gives due regard to the amount of services furnished.

(iti) 50 percent for all subsequent years.
(3) For the period January 1, 1968, through June 30, 1968, Federal financial

participation is available at the 75 percent rate for expenditures for services
included in a State plan approved under the service policies previously in effect,
except that the rate of 85 percent Is applicable to expenditures for services fur-
nished under an approved plan pursuant to section 4021a) (14) and (15) of the
Social Security Act. However, Federal financial participation is not available for
the purchase of service prior to June 10, 1968, from sources other than State
agencies.

(4) Federal financial participation at the 50 percent rate is available in the
costs of the following activities that are separate from but relevant to the costs
of services.:

(1) Salaries and travel of staff primarily engaged in determining eligibility
and their supervisors and, supporting staff (clerks, secretaries, stenographers,
etc.).

(ii) Salaries and travel of stalf primarily engaged in developing eligibility
provisions and the determination process (either at the State or local agency
level).

(iII) Expenses related to such staff, and for staff specified in paragraph (f)
(2) of this section such as for communications, equipment, supplies and office
space.

(lv) Costs of State or local staff engaged in the collection of support and
accounting for such funds and determining the effect of support funds on eligi-
bility or assistance payments. No Federal financial participation is available
in the costs of agency staff engaged in apprehension, arrests, or enforcement
activities.

(v) Costs of reimbursing courts and law enforcement Officials for their in-
creased effort or additional staff time in assisting, the State or local agency in
respect to its program to secure support and establish paternity, Such reimburse-
ment is for. costs that are specific to carrying out any of the following activities
which the State agency believes will contribute to optimum results in securing
support and establishing paternity:

(a) Consultation to State and local agencies on appropriateness of cases for
court action to secure.support or establish paternity.

(b) Consultation to State and local agencies on the development of evidence
for court hearings.

(o) Developing information as to the location of parents'and other legally liable
persons, when all location efforts of the State-or local agency have failed.

(4) Consultation and participation in the development of support'oi a volhn-
tary basis; and followup services on court orders for support.
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(e) Costs in presenting support and paternity actions to the court.
(f) Necessary fees for court judicial actions, when these are not waived.
(g) Costs of court and other officials providing training to public welfare

staff may be included as staff development costs.
(A) Costs of the judiciary system, apprehension and arrest are not included.
(vi) Other expenses of administration not specified at the 75 percent (85 per-

cent) rate for services.
(g) Federal financial participation in Work Incentive Program.
(1) Federal financial participation in expenditures for any services furnished

by the State agency relating to the Work Incentive Program, including additional
expenses attributable to an individual's participation in a program of institutional
and work experience training under the Work Incentive Program, and the costs of
prereferral medical examinations for all participants, as found necessary by the
Secretary for the proper and efficient administration of the plan, Is subject to the
service rate of matching for which the State qualifies.

(2) Any amounts included in the assistance grants of participants, such as the
supplementation of earnings on special work projects under the work incentive
Program are matchable under the assistance formula. Payments into the account
referred to in § 220.35(a) (13) (1) are also matchable as assistance. -
(8) Any refund from such account to the State welfare agency will be regarded

as an overpayment to the State and the Federal share thereof must be adjusted.
This may be reflected in the State agency's claim for Federal financial participa-
tion for the month in which the money is received.
§ 220.62 Federal financial participation; CWS.

(a) Federal 8hare. The Federal share of service programs under title IV-B
shall be at the rate specified in or promulgated pursuant to section 423 of the
Act.

(h) Per8on8 eligible for service. (1) Federal financial participation under title
IV-B is available to serve all families and children In need of child welfare
services without respect to whether they are receiving AFDC.

(2) Expenditures for care of children in foster family homes, group homes,
institutions, fa-Aily day care homes or day care centers, or for care of unmarried
mothers in foster family homes, group homes, institutions, or independent or other
living situations, shall be for those children'or unmarried mothers for whom-the
public welfare agency, through its child welfare services program, accepts re-
sponsibility for providing or purchasing such care. This responsibility includes:
determining the need for such care and that the type of care Is in the best interest
of the child and his family or of the unmarried mother; determining the ability
of the family to contribute to the cost of care; and developing a plan for con-
tinuing supervision of the child or unmarried mother in care.

(c) Sourees of services. Federal financial participation is available under this
section for services furnished:

(1) By State or local agency staff, i.e., full- or part-time employed staff, and
volunteers, or

(2) By purchase, contract, or other cooperative arrangements with public or
private agencies or individuals, provided that such services are not available
without cost from such sources.

(d) Kinds of expenses inoluded. Federal financial participation is available*
for expenditures for the following purposes: personnel services; professional ed-
ucation; institutes, conferences and short-term courses; foster care of children;
care of unmarried mothers; day care of children; purchase of homemaker serv-
ices; specialized services; return of runaway children; research and special facil-
itative services; merit system costs; advisory committees; membership fees;
supplies, equipment and communication; and occupancy and maintenance of
space.

§220.63 Relationship of costs under parts A and B of title IV.
(a) There must be methods of allocating the costs of providing services under

the child welfare services program and providing services under the AFDO
program.

(b) Service expenses that jointly benefit title IV-A and B programs may be
allocated between them using any reasonable basis or may be charged entirely
to IV-A or B if they are considered to be of primary benefit to such program.
The title IV-A program may be considered to be primarily benefited if the number
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of AFDC children served represents at least 85 percent of the total children
served. The 85 percent computation may be based on local agency totals or on
statewide totals.

(c) The one exception to the policy expressed above in paragraph (b) of this
section pertains to educational leave. States can elect to charge educational
leave totally either to AFDC under title IV-A or child welfare services under
title IV-B, without regard to the proportion of time devoted to either program
before or after educational leave. The only condition to be met is that the
person returning from educational leave be employed in the single organizational
unit supervising or providing all service for families and children under title
IV-A and/or title IV-B of the Social Security Act as amended. Where a single
organization unit has not been established an allocation of costs must be made In
accordance with existing policy.

1 220.64 Provisions common to title IV-A and B.

(a) Expenditures for certain functions under both parts A and B of title
IV shall be in accordance with the other provisions governing:

(1) Employee benefit costs; as described in "Federal Participation in Costs
of Employee Benefit Systems."

(2) Organization memberships; as described in "Federal Participation in Costs
of State Agency Memberships in Organizations."

(8)' Occupancy or mailitenance of -space; as described In "Expenditures- by
State of Giranted Funds fur Occupancy and Maintenance of Space."

(b) (1) Donated private funds for services may be considered as State funds
in claiming Federal reimbursement where such funds are:

(1) Transferred to the State or local agency and under its administrative
control; and

(I) Donated on a unrestricted basis (except that funds donated to support
a particular kind of activity, e.g., day care, or to support a particular kind of
activity in a named community, are acceptable provided the donating organization
is not the sponsor or operator of the activity being funded).

(2) Donated private funds for services may not be considered as State
funds In claiming Federal reimbursement where such funds are:

(i) Contributed funds which revert to the donor's facility or use.
(i) Donated funds which are earmarked for a particular individual or for

members of a particular organization.

1220.65 Amount of Federal funding.

(a) The amount of Federal funds available for services under title TV-A is
dependent upon, the availability of and extent of matching State funds, except
as stated in 1220.61 (f), for Puerto Rico, Virgin Islands, and Guam.(b) The amount of Federal funds under title IV-B may not exceed the amount
available under the allotment formula prescribed by law. The availability of
these funds is dependent upon matching State funds determined according to
the formula prescribed by law.

Effective date. The regulations in this part shall be effective on the date of their
publication in the Fzsmun RLwisTzm.

Dated: January 18 1969.
JOSEPH H. Mz'Yzs,
Acting Administrator,

Social and Rehabilitation Service.
Approved: January 18,1969.

WrWUR . Con, 
Secretary.

(P.R. Doe. 69-97: Filed, Jan. 27,1909; 8:45 a.m.]
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holose& is an ana3~sis based on the reports you have smitdto
us.. from l96e.1967, on yow r ar Iane under the Esnb~ok of Public
Assistance Adainistration Policy relating to question of recipient
fr&Ad in public assistance. IDslomnt- during the tem years pre-
cedin issummc of the polcy are also disUssed.

fecurrenc & of at es off" t 2 viepwa inligibilty rsligfroms
fraud eqiasise the Importance of a general understanding ofWat con-
sititutes frai In Its lega aspects; also, that those respaoile for

4_i4istation of public asstanc propwm should be able to shom
that thq hae taken reasoable preauttions to prevent ftwaa ad have
clea wa Just methods for dealing with it uben it occurs. 'Your re-
ports and yw am special studies and analyses, as veil as all other
available infoamwtio s- ata yu belie wa ours that there
Is a sinimel inunt of recipient frad In pauli assistance prvm.

of necessity the tweauhant concerns itself primuay with opeation
and problem to deiitos policies andM prc& ue Pr I4atifioo-
tion a*& handling of questi0. As pointe& out, the only fism data
to actal frvAM wmob provied by reports of mubers of convic-
tionts ad on9$ those sstie If qpeald. Since rempoosiblity of
ag46cies iiseIng public assistance does not exteud to action
by "w eana oo, officials reinired reportifg does wot cover this

poftt 4 W& areo*aftd, boweverp were siblea oniposition
086VU0426ini~mo pt M4mmi) at cases refeedA. NAhasis

has been Placed on continuing cooperative efforts between public
assst~e 1wenfrcmen ofic aam the repot sho the
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You vill note that this doement covers the period prior to enact-
ment of the 1967 Social Security Act amendments. Reference is not
adse to policy issuances and State deloaents since that time.

-With the foregoing in mind, the enclosed, statement has been pre-
pared. We hope it will be useful to you. Additional copies are
available upon request.

Stephen P. Simonds
Comtssioner

Enclosure
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FORMORD

This is a report on methods of dealing with questions of recipient

fraud in the Federal-State public assistance programs.

The Assistance Psyments Adnistration and its predecessors, the

Bureaus of Family Services and Public Assistance, have, from the

beginning of the Federal-State programs, worked with the State

agencies on methods of ensuring that public assistance will be pro-

vided to eligible persons. In so doing, agencies at both levels of

government have developed policy and guide materials as well as

analyses of statistical reports.

The varied and sinlficant contributions of ma staff members of the

Division of State Administrative and Fiscal Standards are acknowledged,

also of other staff of the Federal and State agencies who have helped

to prepare these materials. Statistical analysis of the reports pre-

pared in the State agencies has been the responsibility of the National

Center for Social Statistics, SRS (formerly the Division of Research,

Bureaus of Family Services and Public Assistance).

This analysis was compiled by Doris Carothers, under the guidance and

direction of Mary A. Craig, Chief, Administrative and Organizational

Standards Branch, Division of State Administrative and Fiscal Standards,

Assistance, Payments Administration.

Stephen P. Slmonds, C nissioner
Assistance Payents Administration

Ii
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2NRDUCTION

This report on developments in relation to questions of recipient
fraud in public assistance traces the history of the Federal policy
and analyzes State experience since its issuance in 1961.

Because this is a report with national focus, developments in single
States are not discussed. We believe that individuals closely involved
with a State's entire public assistance program and its interacting
forces and activities are better qualified to describe end evaluate
the subject for that specific State.

Much of what follows has been taken from Federal policy and guide
materials, and from reports prepared in the central office and used by
Federal staff for administrative purposes, but not released for general
distribution. Annual reports from almost all State public assistance
agencies, beginning with the 1964 fiscal year; reports from the majority
of the States covering several months in 1962; State plans; and special
reports and analyses by selected States also constitute major sources
for this report.

Federal policy in the Handbook of Public Assistance Admnistration,
IV-2600, and the statement on "Development of Policies and Procedures
Relating to Recipient Fraud in Public Assistance" / were Intended to
assist States in 1) demonstrating that they have taken reasonable pre-
cautions to prevent fraud and have clear and just methods of dealing
with it when it occurs; 2) clarifying the role of the public assistance
agency and distinguishing its function from that of the law enforce-
ment authorities 3) emphasizing the protection of clients' rights
under law; and 45 providing for an order.Ly accumulation of information
on which to base further action. The guide materials were not intended
as a stimulus to public assistance agencies to develop specialized
methods of determining Initial and continuing eligibility for assistance
payments. Admnstrative requirements of the agency were expected to
be kept in balance; procedures employed when there is reason to sus-
pect the possibility of fraud should not outweigh overall administra-
tive efforts directed toward accolisbment of the agency's objectives.

/ee Appendix V, page 51.



1144

The reporting form was developed as a structured way of obtaining
information on the number of cases processed in the States in which
fraud might have been a factor. The form was designed to include all
categories, to provide information on methods used in the States in
dealing with possible fraud, and to facilitate agency suggestions and
recomendations.

Reports, during five years of experience with the policy, reflect
wide diversity among the States in eligibility ahd payment policies
and great variation in administrative machinery for identifying,
investigating, or evaluating questions of fraud and for referral for
legal action. The subjective nature of policies and decisions and the
vide and fundamental differences in the operations of the 58 State
agencies g/ and more than 3000 local public welfare offices and the
many law enforcement agencies and courts permit only the, conclusion
that the extent of recipient fraud in public assistance is small.
There has been sufficient consistency in the reports from year to year
to lead to the conclusion that State agencies have taken reasonable
precautions and that Instances of fraudulent receipt of assistance are
minimal in relation to the number of cases receiving aid.

This analysis is based on reports for the period ending June 30, 1967
(before enactment of the 1967 ts to the Social Security Act).
Accordingly, State reports are considered in reference to Federal pol-
ley in effect during that period. It follows, therefore, that even
though they may appear pertinent, no reference is-ade to the 1967
Aendaents or Federal policy issuances and Interpretations baked on
those m aents, or on legal and adminstrative developments since
the begianing of the 1968 fiscal year.

g/Including 4 agencies afdmiistering only, Aid to the Blind.
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SUMARY

The Social Security Act, under which the Federal-State public assist-
ance programs operate, provides for Federal financial participation in
assistance only to eligible persons. No reference is made to possi-
bilities of fraudulent efforts to receive assistance. Federal policy
concerning fraud was not Issued until 1961, since it was believed by
State and Federal staff that State law and policy were adequate for
dealing with these quite infrequent situations. Federal policy and
requirements for reporting were issued, however, when it become clear
that factual information on a national basis was necessary in order to
respond to increasing public assertions that assistance was being re-
ceived by ineligible persons and as a result of fraud.

In only a very few cases, les than 0.4 percent (8,20b in 1966) of the
almost 5,000,000 individuals and families receiving OAA, AB, APTO, AABD
or APDC during a year, do facts available to agencies administering the
programs support allegations that applican s or recipients villfully
withheld information or gave false information that resulted in the
receiving of payTents to which there was not entitleent in whole or
in part. For example, in 1966 fever than 0.2 percent (7800) were re-
ferred to law enforcement officials and fewer than 0.05 percent (2700)
were prosecuted by legal authorities. We do not have information on
the number, but undoubtedly some of those prosecuted would not have
been convicted; hence, the number and proportion of assistance recipients
found to have citted a fraud on the program would be even smaller
than the above figures indicate.

Fraud, as it relates to receipt of public assistance, is a matter of
legal determination, based on the laws of each State. It is often
equated in the public mind with receipt of public assistance, for vhAt-
ever reason, by an ineligible person. Reports show that the great
majority of payments that are improperly made do not result from intent
to deceive the agency but rather from lack of understandlng, complex
procedures, or agency error.

The narrative reports reflect concern of the States in preventing, 14en-
tifying, and coping with situations in which assistance funds were re-
ceived by individuals who were not entitled to them. They also reflect
marked differences in State law, underlying philosophy of the progam,
procedures, administrative machinery, and disposition of questiooed

~/See Appendix 1, Page 35.
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cases. Much valuable information is provided on methods in use and
being developed by the States in their handling of cases in which
questions of fraud arisep and in pinpointing problems. Agencies
recognize that curtailment of the incidence of fraud must begin with
the preventive measures, and that training in this area is essential.
Workers must be alert to the possibility of improper payments and be
able to differentiat6 between overpayments due to agency error or other
factors and those in which there may be indication of possible fraudu-
lent intent or act.

Preventive proposals vary, including deterrence through penalties and
publicity, exposure through investigation, continuing scrutiny, and
unexpected worker visits; development of mutual trust between worker
and client which adds to understanding of motivations and knowledge
of the effect of physical ad mental limitations on client responsi-
bility; liberalized eligibility requirements; simplified methods for
computing aounts of assistance needed; and more adequate payments.
Prevention of fraud is also dependent on the assumption of continuing
responsibility by the agency for reducing caseloads, developing staff
understanding, Identifying critical areas of potential fraud, and pro-
viding corrective procedures; by the worker for appropriate investiga-
tions, for interpretations to the client of eligibility requirements
as well as the elements which determine the amount of assistance, and
for sound determination of eligibility; by the recipient for reporting
changes that would affect the extent of his eligibility or terminate
his assistance payment.

Most cmon bases of questions of fraud are those relating to need, al-
though "statutory eligibility" requirements such as age and disability
also give rise to questions from time to time. Special problems in-
clude the aged who sometimes fail to report their resources and, as a
result of senility rather than intent to defraud may exhibit little
capacity for comprehension; and families with children, where house-
hold comosition and residence change frequently, where absent fathers
return, or a person included In the budget departs.

In nW States, cases are referred to law enforcement officials only
when restitution is not mae or a plan for reimbursement cannot be
developed. Agencies differ on the question of when to seek repaments,
some continuing assistance when need continues, others terminating or
reducing assistance regardless of current need or the lack of liquid
assets.

In developing cooperative activities between assistance agencies and
the legal authorities, the reports show continuing efforts to achieve
better comAmnication and understanding through mutual recognition of,
problems sad coordinated efforts to establish sound working relatto-
ships. The reports suggest that agency relationships with law enforce-
sent officials are most effective when an agency has its own legal
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counsel or counsel assigned to it by the lw enforcement officials;
and when there are established procedures, clear interpretations, and
sound understanding of policies and responsibilities.

It is significant that large proportions of cases referred to law
enforcement officials are not prosecuted because of insufficient evi-
dence, the small amounts or special hardships involved, or because
voluntary reimbursement was arranged. Furthermore, punishment of the
old, the ill, and the destitute would be of no value to the program.
In addition, a low priority is given to prosecution of welfare fraud
cases, due in part to chronically crowded court dockets and in part
to the high costs of taking such cases to court.

It should be kept in mind that this analysis relates to a period ending
June 30, 1967, before enactment of the 1967 amendments to the Social
Security Act and policy developments during the 1968-and 1969 fiscal
years. Changes in public services and their availability to meet recog-
nized human needs are always attended by modifications in organizational
structure and methods of operation. Current and future movements to-
ward separation of assistance payments and service functions, simplified
procedures for determining initial and continuing eligibility and stand-
ards of assistance, and other modifications in the administration of
public assistance may influence methods of dealing with recipient fraud
and administrative actions taken under State agency policies and pro-
cedures.
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BAC!OGHOD FOR POLICY

Possibilities of erroneous payments, either in total or partial amounts,
were recognized from the earliest days of the programs and dealt with
in Federal policy on financial participation in State expenditures for
aid to needy individuals. The Manual or State Public Assistance Legis-
lation, developed in the first years of operation of the Federal-State
proT3rams and revised and reissued April 1, 19140, to Federal staff, and
on a selective basis to State officials, stated:

"In cases involving fraud or misrepresentation, the State almost
universally has an adequate remedy under ordinary principles of
law and no provision on this subject is needed or recommended in
the public assistance law. If a provision on this subject is in-
cluded in the public assistance law, it should not include a puni-
tive clause providing for collection of more than the amount of
assistance granted under the circumstances involving fraud or
misrepresentation."

At a later conference of Federal, State, and local staff when issuance,
implementation, and evaluation of the policy were discussed, it was
acknowledged that there have been, and probably always will be, fraud
possibilities in all governmental benefit programs, just as there is
fraud in business activities. There are some people, fortunately only
a few, who may set out through planning and deliberate action to defraud
a program. They are often clever people who may be extremely difficult
to detect. There is a larger group, but still a very small percentage
of the total, who are weak, subject to temptation, often frightened and
confused. While the end result may be the same -- that is, receipt of

-public money by ineligible individuals -- the actions leading to it are
often not thought out in advance, but are the result of happenstances
of which advantage is taken. Then there are the situations where igno-
rance, inability to understand or remember, and other such unintentional
causes lead to what is sometimes identified as "fraud." Not infrequently,
this type of fraud is a result of unrealistic agency policy or compli-
cated methods of operation which bring about situations for which recip-
ients are held responsible. An agency must be clear on what it under-
stands as fraud.

Soi6 exploratory work was done in this area by the Bureau of Public
Assistance in the early 1950's, including: 1) Review of Bureau policy
materials and precedent statements; 2) collection of information on State
agency experience; and 3) review of the experiences of other Federal
agencies to determine whether they were applicable to public assistance.
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The atlinistrative materials which were prepared for staff use in work
with States pointed out that the attacks on the public assistance progm
at that time, Including allegations of widespread ineligibility of recip-
ients, necessitated exploration of possible problems; and they emhasized
the tboortance of clear and well-defined policies and procedures in pre-
venting or dealing with Iqroper payments, whether or not fraud was In-
volved. It was stated that, although the number of imroper payment
cases In public assistance might be relatively sma1, failure to take
the necessary preventive and corrective measures mi ht seriously weaken
public condence in -n- financial stxport for public assistance programs.
Every public assistance agency needs to conduct all its operations so
as to protect itself and Its clients against improper payments of all
kinds, Irrespective of whether willful misrepresentation by recipients
is involved. Agencies should be able to demonstrate that they have taken
reasonable precautions to prevent fraud.

State wminstrators agreed at that time that there was no need for
extensive Federal activity on the subject. Most States firmly believed
that there vas little fraud and that they were handling it adequately.
Consequent2y, a general statement vas issued to regional office staff,
pointing Out that: 1) The actual establisbmuent that fraud vas amtted
is a legal matter; 2) general statutes In many States cover fraud, ad
some States have specific provisions relating to fraud in public assist-
ance; and 3) there is need for clear and workable relationships with
1w enforeemnt officials.

It was pointed out that the proper determination of eligibility was the
greatest singe preventive measure against fraud.

Around the middle of the decade, special Investigative units began to
develop, most frequently in the urban areas, but a few at the State
level for use throughout the State. The caposition of the units varied
from social workers to trained detectives, the methods from ordinary
casework to strictly police activity, and the relationship to other
agency activities from good Integration to most total autonW -- an
agency within an agency. Where such units existed, a common function
was "checking on freaud."

The incresed press reports about freed in public assistance at the
beginning of the l960's and the lack of actual factual data in HE to
substantiate or refute such charges led to a review of the earlier de-
cision that no special Federal policies concerning fraud were necessary,
and an opposite decision was reached by the Secretary /.

V See Appendix M, page 5.
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Xn accordance with Administrative directive, Handbook IV-2600 end guide-
lines for development of policy and procedures were issued, in December
1961, by State Letter No. 540. /

In considering how the policy should be stated it was borne In mind
that public assistance is it complex area of operation, and fra time
to time is subject to pressure from sensational charges. A policy of
this kind also requires attention to safeguarding the constitutional
rights of individuals suspected of fraud, and to differentiation of the
administrative responsibility of the public assistance agency from that
of law enforcement officials of the State.

Several problems or limitations on "perfect" operation of the policy
were recognized from the first:

1) This particular policy requires State agencies to clarify
'their often-confused definitions of fraud, utilizing the State's
statutory definition rather than the agency's administrative
cue. This has led to a fuller recognition that there must be
a differentiation beween what had been termed "agency caused"
eM recipientt caused'" receipt of money for which the client
it not eligible; that. is, overpayment vs. fraud.

2) The nature of the subject of this policy, as well as its
specific requirements, required the State agencies to define
the extent of their function more specifically than most States
hat done previously. This was accentuated by the involvement
of another authority and its function -- namely, law enforce-
ment.

3) Greater emphasis needed to be placed by policy makers on the
use of the same words in the same ways, insofar as possible.
The abrupt introduction of a new word or a new use of an old
word immediately gives rise to the question of precise meaning.

/ See Appendix IV, page 51. Additional instructions were contained in
State Letter No. 559, March 20, 1962, "Recipient Fraud - Submittal of
State Plan Material." Handbook IV-2600 was revised and reissued by
Bandbook Transmittal No. 60, Aug. 6, 1965. Handbook D-6800, June 17,
1966, was issued by Handbook Transmittal No. 83 for the medical assist-
ance progrm.
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WHAT IS MUD IN PUBLIC ASSISTANCE?

Only a very few, almost certainly l.e than 0.4 percent, of the almost
5,000,000 cases of individuals and families receiving public assistance
under the Federal-State-loc programs were considered in 1966 by the
State agencies, on the bos-iof factual evidence, to have received assist-
ance possibly as a result of a fraudulent act, that is, willfully with-
holding information or giving false information, which resulted in the
receiving of payments to which there was not entitlement in whole or
in part according to eligibility requirements for the program. Fever
than 0.05 percent were prosecuted by legal authorities, who alone are
in a position to determine that, according to law, prosecution for
fraud should be undertaken. These estimates are based on date reported
by State agencies administering the OAA, AB, APTD, MA D and AFDC pro-
grams and relate to the total number of assistance units in which money
payments were received.

Reports for successive years shove marked similarity in proportions of
recipient cases identified by caseworkers as involving possible ques-
tions of fraud (around 10,000, or one percent for all programs, approxi-
mately one-third of one percent for the adult programs and three percent
for AFDC). So agencies report few or no cases, while three or four
States account for more then 60 percent of the total.

For approximately half of these cases (around 20,000 per year) agency
staff charged with responsIbility for decision held that fat8 were
sufficient to support the question. For = cases, the amount of
payments involved wes small; for others there was special hardship;
and for others reimbursement was arranged, assistance was nedor
other action was taken to recou amounts erroneously received.

Others, less than one-fifth of those in vhich caseworkers, thought there
might be questions of fraud, or one-fifth of one percent of 811 recipient
cases, were referred to law enforcement officials. Prosecution was mnl-
tiated in the case of smwhat more than one-third of those referred
(about one-twentieth of those questioned, or 0.05 percent of all recip-

Public. assistance applicants and recipients have the same basic qualitles
that are found in the general population, with additionl pressures atten-
dant on severity of economic a nd soclalprobleams. ae Federsl agency has
always accepted ad fully endorsed the concept that people are essentilly

_See ApMMAix I, Pe 35.
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honest in their dealings with their public agencies. It is recognized,
however, that there are exceptions to the general principle among appli-
cants and recipients, as well as in the general population. To protect
against this small minority, State public assistance agencies were re-
quired in 1962-to adopt and exercise proper controls to minimize oppor-
tunity for fraud, and to provide for dealing with such situations, when
they do occur, in accordance with Federal policy and guidelines.

For the first 25 years of operation of the Federal-State public assistance
programs under the Social Security Act, State and local agencies operating
the programs were governed to a varying degree by State laws and policies
relating to fraud. The Social Security Act, in providing for Federal
participation in State programs for public assistance to eligible persons,
makes no mention of the possibility of fraud but places an obligation on
State agencies to provide assurance with respect to the eligibility of
recipients. Such assurance necessarily rests on the efficiency, thorough-
ness, and integrity of the total processes by which initial and continuing
eligibility are determined, end involves legal, financial, -and social
safeguards.

The first requirement for State plans is a definition of fraud in accord-
ance with State law as it relates to receipt of public assistance. Hand-
book section IV-2631 says further:

"The definition of fraud, as it relates to the receipt of public
assistance, is based upon interpretation by the appropriate State
legal authorities of the applicable statutes. Prosecution for
fraud and the Inposition of a penalty, if the -individual Is found
guilty, are prescribed by lw and are the responsibility of the
law enforcement officials end the courts. All such legal action is
subject to due process of law and to the protection of the rights
of the individual afforded by the process."

Closely related is the requirement that State plans provide for identifi-
cation of cases in which there is reason to suspect fraud, in accordance
with clear criteria.

"Recipient fraud" or even "question of recipient fraud" is not easily
definable. As stated above, fraud is a matter of la and only legal
authorities are eMowered to make a definitive judent that the action
of an applicant or recipient is actionable Wder low -- but, even these
authorities differ widely in their decisions, within a State and in dif-
ferent States.

The general statutes of most States contain a definition applicable to
fraud in efforts to obtain public benefits and services; in addition, -
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the basic public assistance legislation in many States includes a defini-
tion specific to public assistance.

Variations in criminal sanctions provided for conviction of fraud are
greater than are differences in definition, and seem likely to exert
considerable influence on translation of legal definitions into agency
policy and practice. Fraudulent acts are sometimes considered a mis-
demeanor, sometimes a felony; sometimes subject to prosecution for any
receipt of any assistance to which a person was not entitled, sometimes
only if the period or amount exceed a specified amount considered as
substantial; sometimes subject to payment of a fine, sometimes Imprison-
ment, sometimes no more than loss of eligibility for assistance ?or a
specified period.

The basis of State laws on fraud is in common law, the elements of which
are: 1) False representation, 2) knowledge of falsity by maker, 3) ignorance
of falsity by person to whom made, ) intention that it should be acted
on, and 5) acting on it with damage. Some courts have held that action-
able fraud must include the five comon law elements. It has also been
held that misrepresentation may be made by "suppression" or "concealment"
of truth.

With some minor variations, wording of the public assistance laws of
many States is similar to this: "Whoever knowingly obtain or attempts
to obtain, or aids or abets any person to obtain, by means of a willfully
false statement or representation, by impersonation, or other fraudulent
device, assistance to which he is not entitled, or assistance greater
than that to which he is justly entitled, is guilty ...

An addition by another State to the usual legal definition is "... or
does any willful act designed to interfere with the proper administration
of public assistance and care."

An example of & more strictly legalistic definition is: "It shall be,'
unlawful for any person to intentionally, steal the property of another,
either without his consent or by means of deceit." Case law has defined
fraud as "... all acts, (missions, concealments involving a breach of
legal or equitable duty ... "

Specified actions -- for example, failure to report changes in need or
in other eligibility factors, including household com"ition, income,
or property ownership -- are considered as prima facie evidence of fraud
in some States. In other States, more importance Is placed on understanding
the motivation of the client and on his ourrftt need and resources.

In general, however, willfulness or deliberate action or inaction with
conscious intent to obtain assistance for vhich the individual is not
eligible is the comon requisite in a determination that fraud has occurred.
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One State, in instructions to staff, points out that "knowingly means
that proper explanations and notices are given so that the applicant or
recipient understands. "Willfully" requires determination of motive.
Another State describe as fraudulent the receiving of assistance for
which a person is totally ineligible or of a larger payment than the
amount for which he is eligible, resulting from assertion of eligibility
when he is ineligible in whole or in part -- by an overt act of delib-
erate concealment, falsification, or misrepresentation, Including failure
to report changes in requirements or resources.

A variety of words and phrases is used in State laws or in agency policy
and staff instructions, in an effort to clarify the concept and to pro-
vide sound bases for dealing In an equitable and uniform manner with
the possibility or question of recipient fraud. As pointed out above,
it is obviously Imossible to expect perfect attaiJ nt of such goals
because of the subjective nature of the concept. As one State policy
statement says, few instances of isrepresentatlon, when fully under-
stood, represent a malicious intention to get something for nothing.

In the extremely difficult task of trying to distinguish between fraudu-
lent and other actions which result in improper payments, agency materials
attempt to differentiate between "Improper" or "overpayments" in general
-- uMm of which result from agency error -- and those which may result
from a fraudulent act by an applicant or recipient. Speaking to the con-
fusion of "excess resources" with fraud, staff are cautioned to consider
whether a client understands and whether he is able to follow staff ex-
planatious of agency policy, and to consider also his reasons for with-
holding information and other motivations for his action or inaction.
Complexity of policies and procedures may easily lead to misunderstanding.
Agency errar, rather than client misrepresentation, may be the causation.
Age, illness, Ignorance, language barriers, senility, or the "pension
philosophy" may preclude client understanding.

A rather general classification is that of one State plan which distin-
guises uMg ovts due to: 1) Administrative error; 2) factual
errors: ncorrect interpretations, general misunderstanding, senility,
eta; ad 3) allege fraudulent action.

Another State agency instructs its staff to consider the follow g
questions: 1) Vas exlanation to client adequate, in that he understood
policies of the agency and his responsibility; 2) was he competent to
follow Instructions in a responsible manner; 3) are the reasons given
by the client for withholding information also given due consideration
in determining whether there Is L question of frudl?

Vide differences in agency philosop]W and methods of operation, in
addition to variations in State laws and legal systems, result in great
diversity In policies and procedures developed by public assistance
agencies to deal with fal.
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A major difficulty appears to be establshmeut of clear criteria for
identifying instances of possible fraud. Some agencies appear to have
been much more successful than others in arriving at distinctions between
supportable questions of recipient fraud and improper payments for other
reasons, and in obtaining worker and client understanding. Reports from
the States during the years 1962-1967 show continuing development in pol-
icy, procedure, and accomplishment; and also reflect shifting attitudes
and outlook of clients, agency staff, courts, and the public generally.
Earlier reports identifying problem areas are often followed by reports
of isprovements in methods of prevention, identification, or dealing
with questions of fraud. State agencies are reporting growing aware-
ness and understanding of interrelated a contributory factors of client
and agency actions to be considered and greater ease and skill in aking
determinations. As with all other aspects of admnistering public assist-
ance programs, policy and procedural clarifications and constructive
changes, as vel as staff training and supervision, must be continuous
if further improvement is to be achieved.
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STATE EPEIECE UDER TE FOEAL POLICY

The nationwide review of eligibility of families receiving AFDC, which
was made in 1963 at the direction of the Senate Appropriations-wfmoittee,
included the first requirement for State reporting on the question of
recipient fraud which applied to all Federally aded public assistance
programs. I/ Questions were raised on methods of preventing fraud, on
problems In carrying out plan provisions relating to questions of fraud,
and on cooperation and problems in working with lam enforcement officials.
A section also requested selected statistical data if available. The
period to be covered was from April 1962 until submittal of the report,
which wA requested by January 10, 1963. Reports were received from
37 States, Now York City, and the District of Columbia.

No substantive changes have since been mode in the reporting form. 8/
Required annual reports have been mde, beginning with fiscal year 196W

Coverage includes all Federally aided public assistance programs under
Titles I, IV, X, XIV, XVI and XIX of the Social Security Act. The reports
contain data on the number of cases in which there was a question of
recipient fraud, the number in which facts were insufficient to support
such a question, and the number in which facts were sufficient. For
the latter group, the number referred and the number not referred to
law enforcement officials are reported, as are reasons for non-referral
and for disposition without prosecution by law enforcement authorities.

The following analysis deals only with the public assistance agency
decision end action and with decision by the legal authorities to pros-
ecute or reasons for non-prosecution. Data are not obtained on convic-
tions, appeals, or reversals. Thus it must stop short of any statements
based on legal decision that client action or non-action was fraudulent.

State Letter No. 610, Dec. 1T, 1962, "Inquiry on Methods used by State
Public Assistance Agencies in Determining Eligibility," and enclosures,
Form FS-332 and instructions, am title. Part III of the form is
"Recipient Fraud (AFDC, OAA, MM, AB, APm)." Information relating to
question of recipient fraud is contained in "Elgibility of Families
Receiving AFDC: A Report Requested by the Senate Appropriations Con-
mtte," U.S. DMW, July 1963.

/ Successive ssuances of the reporting farm are by: State Letters No.
723 of April 9, 1964 ad No. 816 of Mmw 10, 1965 an iwadbook Trans-
mittal No. 81 of June 8, 1966. See Appendix II, paee 39.
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A wealth of philosophical cement and accounts 6f developing structure
and methods for minimizing occurrence of recipient fraud Is contained
In the reports. They present a picture of differences In definitions
and criteria for Identifying questions of fraud and for determining
whether facts are sufficient to support further Investigation; in other
methods of handling within the agency; in whether referrals are or are
not made to law enforcement officials; and in action by such officials
when referrals are nade.

These differences in law, policy. and practice prevent coprison of
quantitative data between States or even from year to year for a given
State. Neither differences In law or policy nor in recipient action
would seem to explain differences in numbers of cases reported by the
worker or the staff member responsible for deciding whether there may
be fraud and the sufficiency of facts and deciding whether to make a
referral to law enforcement officials. Nor is it possible to asess
actual differences In incidence of questions, or the extent to vhich
reporting differs due to agency Interpretation of Federal instructions.
Some agencies appear to Include in the report all cases In which there
are ovep ts when law or policy requires their review to determine
whether there my have been fraud. Others report only those in which
further Investigation has Indicated that facts are sufficient to sup-
port a question of fraud. In one State the county agency reports a
case to the State agency only If the recipient has liquid resources
and refuses to make a repMent for assistance fraudulently received.
Other factors affecting the number of questioned cases Include the
nature of the assistance progrsj, adequacy or assistance,, staff quali-

fications and tralnns and size ad coverage of workloads.

A substantial proportion of the cases reported by some agencies are
those in-vhich facts are considered by agency reviewing staff not to

support a question of fraud. Other agencies report all questioned cases
as supportable by avalable facts . It seem obvious, where so large a
proportion of total questions on cases are considered not sipportable
by available facts, that criteria for identifying and reporting are not as
clear as could be desired and that staff are not sufficiently aware of
definitions and evidence needed to support questions.

Bases for Questtons gad Poltcv a ProcedureChanae

hat my appear to be fraud or misrepresentation may actually be a lase
or failure in caemunicatIons. Complex or unclear public assistance policies
and procedures for determination of eligibility and amount of assistance
peyments Increase the difficulties in initial. determinations and in keeping
abreast of changes In needs and circumstances of recipients and their
famlies. ffective cm o n tLou requires that policies and methods be
understood by workers client, and comiuni, and that there be cmmon
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understanding and acceptance of rights and responsibilities in continuing
relationships. Agency operations, including staffing and location of
offices, are additional-Important ingredients for productive relation-
ships in serving the needs of eligible persons.

As policies and methods of operating income maintenance programs are
Improved in content and simplified, and as better understanding and
acceptance of mutual client and agency rights and responsibilities are
achieved, improper payments involving agency or client error or fraud
should decline further. The Federal agency believes that public assist-
ance programs based on required methods for determination of eligibility
will inspire public confidence so that those who are eligible will make
appropriate use of the programs and those who do not need them will re-
spect both the agency and those who avail themselves of the agency's
assistance and other services.

Need is the primary eligibility requirement for all public assistance
programs and the source of the largest number of questions on propriety
of payments, whether due to agency or to client error. Legal provisions
in the Social Security Act and in companion State laws must be translated
into policies and procedures for meeting the needs of millions of per-
sons in an infinite variety of circumstances and of ability to cope with
their situations. In many States, appropriations have never been suffi-
cient to meet full need in all cases. Complex policies and procedures
have often been difficult for clients and agency staff to understand
and follow.

The greatest single cause of questions of recipient fraud (as wel as
overpayments) is reported to be the client's failure to report changes
in income or resources. The Social Security Act required consideration
of all income and resources in determination of need for assistance in
all programs until October 1, 1950, when exemption of $50 earned income
per month per recipient was permitted in determining need for Aid to the
Blind (AB). This exemption was required after July 1, 1952. Provisions
for additional exemptions in AB and all other programs have been contained
in successive amendments to the Social Security Act and in legislation
for related programs such as the Manpower Development and Training Act,
the Economic Opportunity Act, and the Elementary and Secondary Education
Act. The Handbook of Public Assistance Administration has been revised
to incorporate each change required by legislation. 2/

The impracticality of maintaining absolute currency of information on
requirements and on resources of individuals is recognized in 'Iederal
policy. Federal minimum standards have been set, and modified on the

2/ Handbook of Public Assistance Administration, IV-3131.
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basis of experience, for periodic redetermination of eligibility and
for agency action following receipt of information on changes in the
circumstances of recipients which may affect their eligibility. 19/

Recognizing the impossibility of describing all of the myriad ad diverse
circumstances of need which clients may have, and believing that greater
equity in treatment of individuals would thereby be achieved, the Federal
agency has encouraged State agencies to simplify standards and procedures
for consideration of requirements and income and resources. Consulta-
"tion has been provided to the States, guide materials have been issued, 1V
and several revisions have been made in the requirements and guides set
forth in the Handbook. l?/

Agency error or client failure to provide accurate Information, with or
without intent, may also occur with respect to other eligibility require-
ents such as age; blindness; incapacity. permanent and total disability;
those specific to AFDC, including deprivation of parental support or
care, unemployment of a parent, livig in the home of specified relatives;
those particular to provision for foster care in AFDC, to the community
work and training program, to the work experience Wan training program
under Title V of the Economic Opportunity Act, or to the programs pro-
viding medical care by payments to vendors -- MAA under Title I or MA
under Title XIX of the Social Security Act.

Reports show that policies and methods for eligibility determination
have continued to be clarified and simplified. Policies and methods
for prevention, identification, and dealing with questions of fraud
have been refined. Understanding by client and staff and training for
staff in more effective service have been emphasized.

The rate of progress has not, of course, been uniform. Program objectives
and basic agency policy and procedures determine ways in which claim for
assistance are received and handled. Questions continue on methods of
det ining eligibility, consideration of income and resources, and con-
sistency of methods for investigation with the legal rights of Individuals.

12/ Handbook of Public Assistance Administration$ IV-2200.

/ "Simplified Methods for Determining Needs," transmitted by State
Letter No. 712, Feb. 5, 196. "Simplified Methos for Consideration
of Income and Resources," transmitted by State Letter No. 872, Jan. 7,1966.

1/ Handbook Transmittal No. 76, Feb. 23, 1966, and HB IV-3120 end 3131;
HT No. 86, July 6, 1966, and RB IV-3l2O.15, 3131-32 and IV-31.40; HT
No. 120, April 10, 1967, and NB IV-3120. a revision of HT No. 120 is
contained in SRS Program Regulation No. 20-7 of Jan. 29, 1969 and
Code of Federal Regulations, 45 CFR 233.20.
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Among agency actions reported as factors in reduction of questions of
possible fraud are:

1) Simplification of agency regulations and improvement of methods,
forms, and procedures relating to determining eligibility and
amount of the payment;

2) liberalization of standards for requirements and for consider-
ation of income, leading to more nearly adequate assistance.

Because clients, staff, and the public are ever-changing groups and
neither program content nor needs and circumstances of applicants and
recipients are static, such efforts must be continuous in all areas of
administration of public assistance programs. State and Federal agencies
will need to continue to work toward simplification of procedures and
standards for determination of eligibility and development and applica-
tion of assistance standards. Efforts must be redoubled in recruitment
and development of staff of more nearly adequate quality and numbers to
carry assignments varying in nature and complexity.

Although there was little experience in separating the functions of -
eligibility determination and provision of social services during the
years covered by these reports, this also appears a promising develop-
ment in program operation and as such should enhance efforts to provide
ass1 stanc- promptly in proper amounts to eligible persons.

Prevention Through Client-Agency U!nderstanding

The importance of prevention, rather than identification and handling
of questions of recipient frand, is the one point on which all agencies
agree. Responsibility- for prevention lies with both the agency and the
client: With the agency for clear policy and procedure and for staff
sufficient in number and quality to make valid determinations of eligi-
bility and understandable explanations to clients of the conditions and
requirements affecting their eligibility; and with the recipient for
reporting changes that might affect his eligibility or the amount of his
payment, even when the program is limited seriously by policy or financing.
The recipient should not be held accountable unless he knows the elements
on which his eligibility is based and how his budget is computed. The
worker (as the programs were administered over the period covered by this
report) had to have both the ability and the time for determining eligi-
bility and amount of payment and for informing the recipient of his re-
sponsibilities. The agency had to help the worker develop his skills,
give him the necessary knowledge, and arrange its administrative machinery
in a manner to permit speedy action on reported changes in the circum-
stances of recipients.
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Reports have placed greatest euphasis on client-agency cmunication
and understanding, and considerable progress appears to have been made.
As one report put it, full understanding between client and agency staff
is basic to understanding of program content and of mutual and respec-
tive rights and obligations.

Another agency explained the decrease in questions of fraud as due in
large part to growth of rapport between worker and client and mutual
respect and trust that lessened the need for concealment associated
with fraudulent behavior; and to dissipation of ignorance and bias in
agency-client relations.

Many methods and techniques, some more useful than others, have been
tried to achieve better understanding and utilization of the public
assistance programs:

1) Ccuunity centers with trained staff leading to Increased
awareness of eligibility requirements and caunity involve-
ment;

2) family rehabilitation methods vhich emphasize case analysis
and Identification of existing or potential problems and other
areas of family functioning;

3) discussions of program and problems with client groups or
organizations;

i) revisions of application blanks and other agency forms and
cconicat6us and use of check stuffers or fliers explaining
the program;

5) giving, reading, and discussing with clients, individually, a
card or letter or other statement informing them of rights and
obligations in relation to receipt of assistance, especially
the obligation to report changes in circumstances -- one agency
calls It "Keep us Posted" and issues it in two languages;

6) required use of an "Affirmation of Eligibility" (one version
was held by a State court to be too narrow in definition to
cover certain case situations in fraud trials; so States
question usefulness of such statements as assurances of client
understanding);

7) required client submittal of resources reporting forms (sme
States question usefulness due to lack of client understanding
because of complexity, lmauage bantlers, or illiteracy, senility,
or other mental limitations).

19

72-573 0 - 72 - pt. 2 - 30
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A method of preventing fraud that may have increasing use in the near
future was reported by an agency which stated that in making changes
in pol4ay, procedures, or forms, there is special effort to see that
changes do not afford opportunities for recipient fraud. Opinion of
legal counsel is sought, if indicated, "as to the strength of the new
material in event of Its involvement in fraud proceedings before a
court of law."

Staffin and Training of Workers

Staff adequate in numbers and skill to perform all agency functions is
a goal of maximum importance and alvays to be sought. High vorkloads
and frequent and heavy social work staff turnover have adversely affected

.consistency in application of agency policies and procedures; continued
study and efforts to alleviate these problems are reported. Of equal
importance in avoiding uncovered caseloads or being forced to rely on
inexperienced workers, is presence of sufficient supervisory, adminis-
trative, and other supporting staff.

Many States have seen, as an important factor in fraud prevention,
assignment of workloads more nearly cmensurate with time and skill
needed; Federal standards under the social services policy have supported
this movement. In comawting, some States noted that reduced caseloads
would increase the likelihood of exposure and punishment and elhasized
the deterrent effects of more frequent visits, but others stressed the
opportunity afforded for better worer-client relationships and the
establishment of respect for the agency through rapport with its repre-
seuMU"e the worker. Among the advantages cited are:

1) Oreater opportunity for establishing a relationship of trust
for mutual exploration of eligibility;

2) belief by the client that the agency exists to be of service
~to him;

3) time for becoming more familiar with families and their
situations, for awe complete and thorough determinations
of eligibility, and for ensuring client understanding. In
rural areas where caseloads are smll, there seem to be
les likelihood of fraud.

Some States have expanded their training materials to, use findings of
administrative reviews and the quality control system. These findings
have pointed vp sources of problems in valid determination of eligi-
bility, incluift possibilities of mLsinterpretation or lack of under-
standi' of specific policies, inequities or gaps in program develepmntp
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or ineffective administration. Other sources used for content for
staff training include: Central rbviev, internal audit, special ser-
vices, and observation of normal daily operations of local units.

Training programs for workers have concentrated on understanding and
working with client situations and agency regulations most usually
found to be associated with overpayments due to agency or client error.
As one State said, "the same steps that prevent overpayments also con-
tribute to the prevention of fraud." Another commented "by requiring
self-analysis it is hoped there will be more awareness of the contrib-
tory factors of agency policy and practice"; another made a careful
study of social histories for possible danger areas. Use of policy
exercises (short case situations) on a statewide basis to help staff
be alert to various problem situations, uniform interpretation of new
policies, and review of old policies; and working with local staff
around better explanation of policies to clients have been found help-
ful.

A number of States have embarked on formal staff development efforts
specifically related to fraud. One with a large program reports con-
tinuing training sessions by staff of large counties, with State agency
staff holding similar sessions for staff of smaller counties. rocus
is on the meaning of fraud in public assistance, on means of prevention,
and on methods to be used when it is suspected or identified. A State
training aid, titled "Recipient Fraud for County Welfare Workers," is
available to counties. Each month, all counties report administrative
and legal action on cases involving questions of recipient fraud. Com-
pilations of these reports are issued by the State on a quarterly basis.

Workshop training sessions have effectively used manual material on
aims and intent of statutes and policies on fraud, with emphasis on
client understanding, careful determination of eligibility, and simpli-
*fication of procedures. In other States, field representatives lead
discussions with local staff, emphasizing purposeful direct-questioning
of clients, rewording of questions as necessary, clear and verified
establishment of eligibility and careful recording.

Another State, finding that "the objective determination as to whether
suspected fraud exists ... Is to a large degree dependent on the presen-
tation of precise and factual data," turned its training efforts toward
group meetings to improve the recording and presentation of relevant
information. Sessions on fraud, a part of one agency's training for
new workers, emphasized principles of client rights and responsibilities
and use of the client as the primary source of information.

An example of use of legal staff to train public assistance staff is
shown in the First Annual: Progress Report of one State on an "Operation
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Bootstrap" Section 1115 project for aploayent of a legal services spe-
cialist. Training was givenp saong other subjects, on:

"The legal and constitutional rights of clients, and the resultant
service obligations

"Siaple, elementary rules of evidence governing judicial or quasi-
judicial proceedings (fair heing) ....

"To be touched upon chpefuW, the changes in v01ation (fraud)
procedures necessitated by the recent U.S. Supreme Court deci-
sions as to circumstances under wtch admission of guilt by client
way be used against him; also, the inadmissability of evidence
secured llgl (house search, etc.) to sustain alleged fraud.

"... due process has been defined, for staff awareness, as well
as in adult fraud proceedings. Because of the almost universal
rejection of alleged violations (fraud) referred for prosecution
since Miranda and Escobedo, it was felt our procedures and form
for handling such matters should be reviewed. There vas also some
feeling, arising out of experience as referee in fair hearings,
that local staff failed to understand that intent is a fundamental
factor in crimalmsl atters."

InvesttIton of Questions

State plans must provide for use of investigatory methods consistent
with the legal rights of individuals in instances of suspected fraud.
A major goal in developing agency policies oa procedures is to accom-
plish program objectives -of conservation and development of humnn re-
sources and to follow principles affording due process of law * The
Handbook states in Iv-2633:

'While sovhat more intense methods of investigation in cases
of suspected fraud ay be necessary than are used in the determin-
ation of initial and continuing eligibility, It is Important that
the methods of securing facts necessary to support the agency's
decisions with respect to eligibili y and mount of payment, a
for referral to law enforcoment officials, are consistent with
principles recognized as affording due process of law"

One StatO gen pointed out to staff that recipients suspected of
fraud have the am rights (a protection) as W other citizen sus-
poted of a criwm: To counsel, to freedom from illegal search or
seizure, to a court trial to determine innocence or guilt, to due pro-
cess In aW Il action, and ,to confldentialiJty of privileged infor-
mation.
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Concern about what happens to people in the course of investigations
relating to fraud, voiced by a State board, was set forth in an early
report vhich stressed protection of civil rights, efforts toward adequate
advice, fill awareness of rights and responsibilities, and due process
in the investigations. Need was seen for additional training materials
to achieve mutual understanding between clients and agency staff.

It seems clear that increasing recognition of clients' 'e and consti-
tutional rights, by the courts And the public generally, requires public
assistant agencies to review all of their policies and procedures in-
cluding those relating to recipient fraud. Several reports have referred
to such review, to stepped-up staff training, ad to Joint planning with
State and local legal authorities. Difficulties in interpretation of
rights and responsibilities and in reaching mutual understanding between
clients and agencies were reported as heightened by "outside pressure"
grovqs which advised clients that they need not report their Improved
financial status. Recipients were said to believe that if failure to
report were discovered, an offer of restitution would be sufficient to
settle any question.

Agency Decision andAdministrative Action

State plans must provide for designation of agency officials responsible
for deciding whether Individual cases involving a question of fraud are
to be referred to law enforcent authorities.

State plans provide most comonly for such decision-making by State
agency directors and program policy directors, sometimes independently
and sometimes in consultation with other staff, including the legal
advisor. In others, the decisis are made by local staff or county
boards With experience, some modifications have been ade in assign-
ment of deciston-making responsibility.

Responsibility to determine whether an overpayment may involve a ques-
tion of fraud and to make recommendation on how to handle it Is often
assigned to units variously titled "overpayment unit," "case review,"
"case audit," "legal unit," or "property or resource consultant."
Many agencies channel all or the majority of the cases reported by
workers as possibly involving a question of fraud through such units
or staff. Recovery, reimbursement, or restitution may be arranged or
action taken to suspend or discontinue the payment; liens may be taken,
a civil suit my be Instituted; or referral may be made to law enforce-
ent officials for action including possible criminal proceedingse It-

apples of types of cases that m be reviewed are:

1) Ovesayn vt cases;

2) cases In which employment was resumed;

:23
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3) cases closed for specified reasons such as those related to
income or resources, for example, the receipt of OASDHI or
other simar benefits;

i) cases closed for other eligibility reasons, such as return
of the absent father.

Cases in which it, is clear that the problem is one of client misunder-
standing or other noa-wilu act or the result of agency error are
handled, in most States, by agenc procedures unalated to fraud.
When the public assistance agency determinesp however that facts are
sufficient to support a belief that fraud may have occurred, a deci-
sion is mde whether to refer the case to the appropriate law enforce-
ment authorities, who then decide whether prosecution or other form of
legal action should be undertaken.

Agency policies differ on action to be taken when facts are desed
sufficient to support the question of frau. Some agencies are required
by law or policy to refer all such cases to 1w enforcement authorities;
some refer none. Some agencies themselves attempt to reclaim amounts
tproperly received in all cases; others, only If the recipient has
liquid assets In addition to amouts needed for current livng expenses;
still others decide on the basis of'whether the mounts due ar small
or whether repayment vould work an undu6 hardship on the client.

An agency which reports a negligble portion of the questioned cases
supportable after State office investigation believes that more can be
acccqlished by attests to obtain rv ments than by referring for
possible prosecution. Moter wheniy, while stating the general expe-
rience that circumstances of recipients usually preclude court action,
neverthidess believe that "if repeated offenders are not referred to
court, potential for repetition increases. Sometimes probation is the
solution." Another analyzed its report, stating that age, senility,
mental or pbysicalcoditi ot the recipient, the small mounts, and
late dcowery of the fraud make referral unproductive. Repyet plans,
regardless of the method or whether they produe results, if worked out
by the public assistance agency in sme States, cardise chances for
successful legal action.

Recipients alleged by the agency to have committed fra my be referred
for leal action in same States only If they refuse to repay leg'
officials my then order -ayment in lieu of prosecutia, or the courts
my fnt probation oly if rep t is made. Coments one State agen-
cy, Unrealistic repayment rmt result."
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In some States, regardless of need, clients are not eligible for assist-
ance until repayment has been mde or the repayment order rescinded by
the court. In other States, if need continues, assistance also con-
tinues, even if the recipient is indicted or convicted. Still other
States hold that "recipients should not be expected to make repayments
from assistance grants or Income required to meet monthly-living ex-
penses." Elsewhere, over yments are treated as income and the case
is closed if the overpayments exceed a two months' budget, or payments
are reduced if a lesser amount is involved. Another report says "If
repayment is not made and ability to repay seems clear-cutp the case
may be referred to the Legal Division for possible court action." A
penalty period of Ineligibility is sometimes employed or a reduction
of future assistance payments is authorized. Another agency said "With
a stiff enforced period of ineligibility, fraud no longer appears so
attractive to most of the clients."

In most States it is the welfare agency that evaluates the recipient's
ability to repay, but one reported that "The court will make its own
decision regarding restitution and the county department will observe
anmy court orders." Some State lawe require that restitution be made
for assistance obtained fr ulantly. It was reported by one State
that "Increasingly, julges are ordering restitution to the State and
Imposing probation with such condition."

Special Investiative Staff: Some State agencies, following report
of a question of fraud in a given case, use staff other than regular
caseworkers to make the addition investigations and perform other
necessary activities. Establisbent of a central fraud unit, assign-
ment to a special unit for follow-up on resources, and awe active
participation of agency legal staff are reported as factors In fur-
thering mutual understanding and acceptance of respective philosophies
ad roles of public assistance agencies ad legal authorities.

Although the number of State and local agencies served by special
investigative staff has increased soewhat, latest Information shows
none in a majority of the States at either level. Such staff are more
likely to be found in the larger cities, but in several of the largest
cities it has not been thought necessary to provide for special investi-
gative methods.

States using special Investigators differ in their attitudes as expressed
In their reports. While one stated "The Department is convinced that
there is need for the county social work staff to take greater responsi-
bility in preventing sad detecting frand and In undertaklag, when appro-
priate, the initial Investigation of suspected fraud," some States cm-
mented that workers were relieved to have no part In the investigation
of fraud. "It is difficult to work with a family coecerning current
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needs and at the saew time be a witness against them in a criminal
proceeding," one report said. Another noted that "designating an
official primarily responsible for determining whether the case should
be referred to the law enforcement agency has freed the caseworker
from feeling directly involved in activities relating to the prosecution
of the recipient.' This has resulted in the worker becoming more objec-
tive and comfortable in reporting cases of suspected fraud." Another
directed attention to the fact that "the benefits to be gained in the
deterrents to fraud may be far outweighed by a corresponding loss in
steps toward social rehabilitation."

Some agencies see the primary advantage in use of special investigators
as "prompt, efficient investigation of suspected cases. t Others wel-
comed their assistance in "making investigations which may require
methods beyond casework." Troubled by the individual interpretations
of workers concerning whether fraud existed and what action the agency
should take with the recipient, another was relieved that it could
permit the legal division to make this determination.

Some States reported that their special units were helpful in securing
action by law enforcement officials. They were used to draw up fact
sheets for prosecuting attorneys in cases where fraud was suspected
and where the prosecutor had to make a determination of whether to
prosecute. One agency reported that this relieved the workers of the
problem of proper documentation of cases for presentation. Some cases
are now actionable because of "the availability of these reports plus
the availability of the investigators ... as witnesses." This has also
led to & much better relationship vith many district attorneys. In this
State all cases of apparent criminal fraud in which the county agency
needs help are referred to the investigative unit of the State Depart-
ment of Justice.

Agency Legal Staff: Strength and effectiveness of legal units of public
assistance agencies have .been recognized in ma States and localities
by assignment to these units of responsibility for filing charges and
following legal proceedings. While this relieves legal authorities of
the sometimes onerous or thankless responsibility for seeking penalty
from persons whose plight elicits public sympathy, it may also afford
more understanding treatment from those with more extensive experience
in considering the situations of those seeking or receiving public
assistance.

In an increasing number of agencies, legal staff play a major part in
decisions on handling of cases in which there is considered to be a
possibility of fraud. Staff attorneys are used to prepare witnesses
for trial and to present evidence In court. Where county departments
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have the assistance of an attorney, cooperative relationships with the
law enforcement officials and courts seem to have improved. A State
agency reported that the main reason for the excellent relationships
with law enforcement authorities is that the department acts as its
own enforcement officer through its clAims settlement division. Its
agents prepare complaints, attend and testify at hearings, and assist
the district attorney in preparing cases for trial.

In making these comments, however, the agency pointed out one of the
major dilemmas of an agency whose purpose is to serve those in need.
"The frequently serious consequences of prosecution have to be weighed
against the deterrent values of court action. Although final decision
rests with the Attorney General, the agency recommendation is rarely
questioned and many factors must be considered in the judgment.",

Referral to and Action bi Law EnforMnt Authorities

As indicated earlier, Federal policy provides that the role of the
public assistance agency be limited to decision whether referral for
possible legal action is justifiable. Decision that assistance has
been obtained fraudulently is a judicial function of the law enforce-
ment authority. States have found that discussion and agreement on
respective roles of public assistance agency and law enforcement offi-
cials are essential. Criteria for referral of questioned cases and
procedures for follow-up and reporting must be agreed upon. Advice
by legal authorities on types of situations suitable for prosecution
and consultation on Individual cases, where necessary, has assisted
Jn public assistance. agency handling of questions . Procedures for .....
appropriate investigation, required substantiation, and forms of evi-
dence, and for reporting of results of legal action likewise have been
worked out with a view to mutual understanding and acceptance.

Many public assistance agencies have worked long, intensively, and
effectively to develop proper procedures and safeguards for referral
to lam enforcement authorities of those situations with which they
cannot or are not legally eapovered to deal; also, for following
through to keep themselves informed of actions which nay appropriately
be required of them. Much progress has been made in mutual understanding
of legal and social aspects of eligibility and of respective public
assistance and legal functions. High turnover in legal and public
assistance staff and trends in public understanding require constant
attention In achieving optimum working relationships.

That It has not always been possible to maintain role distinctions
between public assistance agency and legal authorities is evidenced
by the reports. As cooperative relationships are developed, however,
differences continue to exist Vithin as well as between States.
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A State agency which has supervisory, rather than administrative, author-
ity has been concerned that fraud investigations in same counties might
involve methods inconsistent with legal rights of individuals. It was
reported that, in one county, welfare investigators were deputized, with
power to make arrests; and that State welfare regulations prohibiting
search of the recipient's home or property for evidence of fraud vere
violated. It was thought that only a few umnty agencies abused fraud
regulations, but the potential In numbers of recipients who might be
affected was large because caseloads were moderately large.

Agency reports emphasize efforts to educate all involved persons in
the legal and policy base and in agency procedures. The situation
varied in the counties -- from agreement between the county governing
authority and the district attorney that fraud is totally a legal
matter, to the setting of investigation policy by the district attorney,
to be carried out by the welfare investigators. A few district attor-
neys appeared to continue to use provisions relating to fraud in a man-
ner that elicited more publicity than substantiation of allegations.
An administrative review which this State agency made in one county
described the coplementary activity of public assistance and legal
authority staff. It was thought that prtention and control of fraud
were well managed through cooperative relationships of the investigators
of the financial resources unit And the staff of the district attorney.

Social workers and prosecutors do not always see eye to eye. The blame
was placed by one agency on the social workers, stating, "There is very
little worker appreciation of the legal concept of intent to commit
fraud, and too frequently social workers label even honest actions on
the part of recipients as fraudulent when it affects their control
over an individual recipient's situation." Another places the blame
elsewhere, noting that "although cooperation generally is good, some
law enforcement agencies seem to have a lack of understanding as to
just what constitutes fraud in welfare cases."

Local legal authorities still refuse to work with the caseworker on
fraud cases in some instances*. Welfare staff were unable to prepare
proper reports, one report said, but the investigations unit, with
specialized and trained staff, could follow up vith verifications end.
ac lete a report that satisfied the law enforcement agencies. In
another State, evaluation of legal evidence was hampered when the local
agency did not have its own attorney, and staff training was not as

effective as it might have been. "As workers and attorneys gained a
clear understanding of the respective roles of each, the relationship
between referring agency and law enforcement officials was placed on
a more professional basis,l " stined up one report.

Regularly scheduled conferences on individual cases and attendance by
a public assistance staff member at quarterly State meetings of
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prosecuting attorneys have fostered understanding And cooperation.
Assistant Attorneys General are assigned to the legal. division of the
agency in sme States. Efforts of another State agency are directed
on a continuing basis toward more consistent delineation of roles --
which have ranged from effective discharge of function by designated
staff in fraud units, or by welfare attorneys; in some counties, to
virtual abdication and relinquishment of all responsibility to 1w
enforcement officials in others. The legal counsel of one of the
larger agencies Is authorized to prosecute fraud cases. A special
district attorney is assigned when his investigatory powers are
required or when the agency feels it is necessary to'present the matter
to a grand jury. Legal staff of the public assistance agency discuss
cases with county or district attorneys in a State where a determinant
in prosecution is whether restitution has been made. It is believed
that such discussions, as well as investigation of questioned cases,
have increased community awareness of penalties.

Some States report that legal officials often are reluctant to accept
and slow to act on referrals. Obtaining testimony through appearance
of witnesses or from records of employers or other sources often Is
a problem. Court dockets usually are crowded with cases considered
to be more important and susceptible to successful prosecution. As
one report said, "the majority of persons involved are aged, senile,
and unable to understand the term 'income And/or other resources re-
ceived-'" Costs of court action and small returns due to indigency
of those referred, and difficulty of obtaining convictions against
sick individuals or mothers with a number of children are other reasons
that legal action often appears infeasible.

Delay in discovery of possible fraud is another impediment to action.
Questions have been found after the recipient had been receiving assist-
ance over a long period of time. It is difficult to prove that the
recipient made a deliberately false statement or misrepresentation of
circumstances at the time he was placed on the rolls some time earlier.
In cases where freud is discovered after the death of the recipient and
the agency attapts to collect out of his estate, problems are encoun-
tered in proving fraud and In establishing the date or dates upon which
the alleged fraud was committed. In the absence of documentation due
to deletion of obsolete material from the case records, the question
of fraud cannot be substantiated. Zven a signed statement does not
guarantee that there was mutual understading.

Soe prosecuting attorneys in metropolitan counties reject prosecution
on the basis that caseworkers did not Inform the client that he was
being investigated for fraud and that he had a right to an attorney,
or on "other aspects of Supreme Court decisions that are currently
impinging on the law enforcement agencies." An agency reported that
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only infrequently, vhen the local prosecuting attorney will take no
action, does it become necessary to involve the office of the Attorney
General. The majority of the referrals vere disposed of without pros-
ecution on the basis that prosecttion was not appropriate, evidence
was not adequate, or the client was not informed "of his rights.

Where local law enforcement officials will not accept referrals or
are so slow in their handling as in effect to ignore them, some
public assistance agency staff or boards take various steps toward
bringing the questions to resolution, such as discussions with State
attorneys general or with judicial officials or discussions with local
or State executive or .legislative authorities. One report was that
this problem "along with other matters related to appropriate revisions
of our State statutes as they relate to the duties of the local county
attorneys who have the responsibility for direct handling of fraudulent
allegations concerning recipients" was discussed with the State's Senate
Judiciary Committee by local public assistance directors.

Divergent attitudes of local judges were reported also in a State in
which one court declined to prosecute for non-reporting of income from
part-time employment since sentence would deprive the mother of employ-
ment, break up the home, and necessitate foster how care for the chil-
dren. Another court required reimbursement for an unreported luap sum
workmen's compensation payment even though assistance would need to be
resumed soon.

Immediate prosecution has a deterrent value, some States report. One
stated that this was Important even where the sentence was suspended
or a minia~u fine assessed. Another reported the opinion of staff in
one county, that "the one case that was taken before the grand jury
and filed by court action prevented several instances of possible fraud."
Cases prosecuted in another State were publicized "not only in the press
but in a few special radio and TV programs with the hope the publicity
would contribute to prevention."

Regarding suggestions that names and penalities be publicized, the agency
in another State said: "While the social services law prohibits the
public disclosure of the names of persons receiving public assistance,
that law specifically permits disclosure by news media of the identity
of persons convicted of crimes in connection with their application for
or receipt of public assistance." Continuing cooperation mst be main-
tained not only to resolve the Individual cases but to-provide for ex-
change of nformtion needed in discharge of respective responsibilities
of public assistance snd law enforcement officials for the general vel-
fare of the public and the Individual clients.
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Although legal officials in mny States report status of cases which
are prosecuted and some report other dispositions, less progress In
working together has been made than In other areas in which public
assistance agencies and legal authorities have related responsibilities.

In a State which refers for legal action all cases in which it is
considered that facts support the charges, members of the bar have
given dynamic leadership for social Justice. Working relationships
between the State welfare department and law enforcement authorities
are close. Advice of the Attorney General's office is available as
needed. A recent report suua izes concepts of cooperative activities:

"The Courts are identifying more closely with the nature of the
crime and the criminal. Such new directions are becoming manifest
to Welfare Department personnel in daily contacts with the officers
of the Courts. There is a reaching out, an invitation from the
Courts for the participation of the representatives of the wel-
fare Department.

"As the Courts, the worker, and thbse charged under a criminal
statute gain deeper insight Into the matter to be resolved,
there will develop a more meaningful understanding of the respec-
tive rights and responsibilities of all concerned.

"More and more there ir, an acceptance and tolerance of ideas
that once were entirely incompAtible. Out of this growth in
knowledge must come a closer alliance between the Courts, the
Police, and the Welfare worker to preserve respect for law
while safeguarding interest of the accused."

Agency responsibilities to the client and family do not end with the
decision to refer to law enforcement authorities or with action by the
courts. Among follow-up problems pointed out is the difficulty in
determining policy on continuing assistance to a person indicted or
convicted of welfare fraud; in individual cases, the decisions often
become very difficult.

31
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APP DMS

I. umoari.es of Statistical Data

fl. Form 8F-343, "Annual Report on Methods of Dealing with Questions
of Recipient Fraud in State Public Assistance Progrms," and
instructions.

IT. Secretary Ribicoff's Directive for Welfare Changes to Curb
Ahuses and Help Recipients: December 1961.

IV. state Letter No. 540, Dec. 8, 1961, "Recipient Fraud," and enclo-
sures: (a) Handbook of Public Assistance Administration IV-26O;
and (b) "Development of Policies and Procedures Relating to
Recipient Praud in Public Assistance."
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'APPENDIX I)

SUMMARY OF STATISTICAL DATA ON DISPOSITION OF CASES OF
SUSPECTED FRAUD

Fiscal Year l964 _1/

1. During the year, 42,000 cases were identified by State and local
public assistance agencies as cases involving a possible question
of fraud. This figure represents about 1 percent of the average
monthly caseload of the Federally aided categories. For the adult
categories the percentage was about one-third of 1 percent; for
the AFDC category, the percentage was about 3 percent.

2. Four States (California, Illinois, New York, and Pennsylvania)
accounted for about '10 percent of all identified cases. Ten
State Jurisdictions reported less than 10 cases each.

3. Upon further review of the identified cases disposed of, the
States found that in about 45 percent of the cases the facts were
insufficient to support a question of fraud.

4. Only 6,700 cases, or less than 0.2 of the average monthly case-
load were referred to law enforcement officials for action. The
remaining cases were noz referred for reasons such as small amounts
of money involved, voluntary reimbursement obtained, special hard-
ship, etc. Califolnia accounted for one-third of the cases re-
ferred to law enforcement officials. This State has a requirement
that all cases of suspected fraud must be so referred.

5. Of the total cases reported disposed of by law enforcement agencies
(not necessarily the same cases referred during the fiscal year)
2,300 were reported as prosecuted. This corresponds to about 0.05
percent of those receiving assistance during the year assuming
action was taken within the year. The remaining cases were disposed
of without prosecution for a variety of reasons.

I/ Date relate only to the Federally aided assistance programs.
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Fiscal Year 1965 1/

1. During the year, 4O6WO cases were identified by State and local
public assistance agencies as possibly involving recipient fraud,
with slightly more than three-fourths of them in the program of
AMC. These cases represent about one percent of the average
monthly caseload in the Federally aided program, three percent
of those in the AFDC program, and about one-third of one percent
in the adult programs.

2. Three States (alifornia, Illinois, Pennsylvania) accounted for
about 57 percent of all identified cases. Eleven State agencies
reported-fewer- than ten cases each; four of these administered
only programs of Aid to the Blind.

3. The facts known to the agency were insufficient to support a
question of fraud in somewhat less than half (47 percent) of the
cases involving questions of fraud.

4. Facts known to the agency supported a question of fraud in 21,700
cases. Of these, the agency referred 8,100 (less than 40 percent)
to law officials for action. Most States do not refer cases if
the amounts of money involved are sm&l; if voluntary reimburse-
ment or payment plans are worked out; or if special hardship,
mental or physical limitation of the recipient or other factors
rendering the case not actionable are present. California and
Maryland, however, require that all cases of suspected fraud be
referred to law enforcement officials. Excluding data for these
two States, the proportion of cases referred to law enforcement
officials comrised a little more than a fourth (26.4 percent)
of all cases in which the facts were sufficient to support fraud.

5. During the fiscal year law enforcement officials disposed of approx-
imately 6,600 cases, including cases referred both during and prior
to the beginning of the fiscal year. early 27,00 were prosecuted.
The rest of the cases were disposed of without prosecution for
reasons similar to those en berated in item 4 above.

F-Data relate only to the Federally aided assistance programs.
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Fiscal Years 1966 wa 96 j/

1. Statistical data on the disposition of cases of suspected freud,
for each of the fiscal years 1966 and 1967, reveal a remarkable
degree of similarity. Unless otherwise indicated the statistical
data below apply to each year.

2. State and local public assistance agencies identified 39,O cases
in fiscal year 1966 and 39,200 cases in fiscal year 1967 as in-
volving a question of recipient fraud. Slightly more than three-
fourths of them were in the program of AFDC. These cases repre-
sent about one percent of the average monthly caseload, slightly
less than three percent of those in the program of AFDC, and
approximately one-third of one percent of those in the adult pro-
grams.

3. Three States (California, Ilinois, Pennsylvania) account for
slightly over three-fifths (62 percent, fiscal year 1966; 63
percent, fiscal year 1967) of all cases identified as possibly
involving fraud. At the other extreme, 11 States in fiscal year
1966 and 10 States iu fiscal year 1967 reported fever than ten
cases each. 2/

4. Among the cases involving a question of fraud, the facts known
to the agency were insufficient to support a question of fraud
in slightly more than half (54 Percent).

5. The facts known to the agency supported a question of fraud for
18,200 cases in each year. For fiscal year 1966, the agencies
referred 7,800 (43 percent) of such cases to law enforcement
officials; for fiscal year 1967, 7,000 (38 percent) were referred.
Most States do not refer cases if the amounts of money involved
are small. if voluntary reimbursement or payment plans are worked
out; or if special hardship, mental or physical limitation of the
recipient, or other factors rendering the case not actionable are
present. California and Maryland, however, require that all cases
suspected of fraud be referred to law enforcement officials. Ex-
eluding data for these States, the proportion of cases referred
to law enforcement officials comprised a little less than a
fourth (23 percent) for fiscal year 1966 and slightly more than
a sixth (17 percent) for fiscal year 1967 of all cases in which
the facts were sufficient to support fraud.

1/ Data relate only to the Federally aided assistance programs, OAA,
A, API, BD, AFDC.

_/ Four State agencies that administer only the program of Aid to the

Blind also had fewer than ten cases each for both fiscal years.

37
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b. Law enforcement officials disposed of approximately 6,800 cases
during fiscal year 1966 and approximately 6,100 cases during fiscal
year 1967, including cases referred both during and prior to the
beginning of the fiscal year. During fiscal year 1966, almost
2,700, while during fiscal year 196T, 2, 60 were prosecuted. The
rest of the cases, for both fiscal years, were disposed of without
prosecution for reasons similar to those enumerated in item 5 above.
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(APPmWzx Tr)

Ibis 18-3Ii3 (6/66)
DRARAW or HAlER, ELCATIOIO AD WA R
Welfare AdMailstratlon
Dareau of Yosdiy Services
f.T. No. 81
Vn-61o0

State

hadget Twhnau 1o. 1-20T3

AREJAL BHPCP ON MS OIP WALDI W=T 40=101
OF

RWIPMDF MMAU IN 9TM PUX"1 A SMM~ PROOM

Fiscal year 196..._

Signature of agenoy official________________________________________________________

A. Administrative and Legal Actions on Cases nvofvtng Questions of Recipient hraud

Itelm Total 0" 1I*A AM I AD MI APTDj I

Total cases disposed of (Sum of 2 and 3).
Pacts insufficient to Support question of
traud........................
Facts suffilent to support question of
raud (Sum of a, bp and c).......

-i-i - r - r
-I-f-I-I -1---*- I

Decision amd to refer to Isv
enforcemnt officials .... - -a......

Dcoisio mide 9d to refer to law
enforcement officials (Sm of i-Qi)

(i) sm amunts involve ............-

(2) Relbursemnt arranged ............

(3) Special rdship Involved...

(1) other (specify) .............

Wa

(c) . . ... . .

a. Decision vith respect to referral to
law enforceent officials, pending...

4. Action by lav enforcment officials
(Sin of a wa b)..................

a. Prosecution initiated.............
b. Disposed of without prosecutim

(s= of W ou (0))...........

(1) U m ,unts involved...........

(2) Rembuemnt arged.........

(3) Special hardship involved.........

(4) other (specify)..

(b)

1111f
* - J - I - 11

a . . . - . -1 -....
W isco Assistance fr m (TItIO x).

110 -1l)1 WOl _lll _ MIJI II I l I III I I . . .
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Forn N-30s (6/66)

S. Methods at Dealing with eticttms ot Recipient rad

I. Describe deelowate during this reportig period in re"4 to
(a) I.. W.. t at methods In peventio of hug, and use at i riteria in idtifii IIl

Oass in Which ther e be a question of frdm;
(b) o . 0e oted in dealings vith questions ot recipient fraud and stoep tehun

to resolve the "olemu;
(c) DW0vlc0ent of ooperative relationbipe with Uw en at officials end courts;

ad
(d) receipt of infomatio relative to court actions on cases invollng chores ot fta.

Atth otiuation seots it eeW.

2. Add any other comets, Including liatations in the date, wcestios or reooedations
on questions of recipient frma. Attach copies of reports and intrpretative or mus-
trative waterials pertinent to the bj ct.

Attach cotinatiou sheets It needed.

.--go f
11.,f. ft. ft
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Mastra. fM-33 Dmp"MT 01r mAJit MX U , AMD WZUJM
a 1966 Welftre Administration
vu.6o00 Bureau of itMILY Services

vM4 FB343, ANNUAL POW ON IWODB OF ALG
W=SQUIU OF BBIP FMUI M V" PUBICASSIWNI o

Content: foam n-343 provides information on: (1) administrative and
legal actions taken in clearly defined instances of willful aisrepresn
tation; (2) developments in prevention of recipient fraud and working
with lw enforcement officials; and (3) State problems in these areas.
Section A is a statistical report oa administrative and legal actions
on cases involving questions of recipient fraud; and Section B is a
narrative statement describing developments occurring during the year
in methods of dealing with questions of recipient fraud.

RequireMnts: A report on FS-343 is required annually of all State
agencies administering or supervising the administration of public
assistance proam under approved State plans. The report covers the
fiscal year ending June 30 and is due not later than August 1 following
the year covered by the report.

blm MiM Thredure$ ee copies of the report on Form f8-343 are
needed. Submit two copies to the Diretor, Bureau of ftaily Services,
Welfare Administration, Department of Health, education, and Welfare,
Washington, D. C. 20201; and one cow to the appropriate regional
family services representative.

instructions for wjparation Of MWor

General: Personnel in State office positions or units responsible for
procedures and administrative actions related to recipient fraud should
partlpate in developing plans for collection and use of the dates.
Such participation should occr regardless of hov the information is
collected or who Is responsible for the actual preparation of the report.

Section A. Administrative and Lega Actions on Cases Involving Questions

The statistical Items to be reported in this section relate to all cases
disposed of during the year by the person(s) In the State agency having
authority to take such action. A case is considered to be disposed of
when a decision has been reached as to whether the facts are Insufficient
or sufficient to support a question of fraud.

lutr. Yom M. 3 (61)
g.' To.81 a
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2

Cases should be classif ied by the programs secified it. the column
headings.

1. Total cases disposed of (sum of items 2 and 3).

water the total number of cases disposed oZ during the year, as
defined above.

2. Cases with facts insufficient to support question of fraud.

Self-explanatory.

3- Cases with facts sufficient to support quevntion of fraud (sum of
items a, b, and c).

Self-explanatory.

3a. Decision made to refer to law enforcement officials.

Enter the total number of cases on which decision was made to
refer to law enforcement officials regardless of whether all
procedures necessary to make the zeferral had been completed
by the end of the reporting period.

3b. Decision made not to refer to law 6ofore officials.

Enter in the total and in the appropriate sub-classification(s)
the number of cases in which a decision was made not to refer the
case to law enforcement officials.

3c. Decision with respect to referral to lw enforcement officials pending.

Enter the number of cases on which no decision with respect to
referral had been made at the end of the reporting period.

i. Action by law enforcement officials (sum of item a and b).

The items should be completed to the extent that information is
available from law enforcement officials. Because of the time lag
Involved, the cases included in this section will represent a
universe that overlaps only in part the case reported in item 3&
above. Thus, some of the cases reported in Item 4 will have been
referred in the preceding fiscal year; and some of those referred
in the fiscal year will not have been acted on by the close of
the year.

4&, Prosecution Initiated.

Enter here the total number of cases on which prosecution was
initiated during the year regardless of the status of the proceeding
(pending or terminated) at the end of the year.

nstr-. Pan. PS-343 (6/66)
a.!T. no. 81
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3
lab. Disposed of without prosecution (su of items (1) through ()).

Enter in the total and the appropriate sub-classification(s) the
cases disposed of without prosecution during the reporting period.

Section B. Methods of Dealin. With Questions of Recipient ftaud

2he information in this section may be organized and presented in
accordance with the State's best Judgent. Answers should be developed
a fully ag seems necessary. Attach continuation sheets here needed.
Also attach pertinent illustrative materials and special reportso etc.

1. the description under each topic should be representative of the
State as a whole. llustrations from local agency practice should
be used vherv appropriate but should be clearly identified a to
whether they represent a general or unique situation.

2. Include in this section additional comments, suggestionss recomen-
datlons or other material that are pertinent to the subject, area of
recipient fraud and that add to the informational value of the
report.

Instr. To 8-343 (6/66)
1. !. NO. 81
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(APPIDIX 111)

SECH!YARY RIBICOFF 'S DIRECT FOR WELFARE CHUGES
TO WM ABUSES AND EW RECmENTS: DEC4OBER 12§1

In a memorandum of December 6, 1961 to W. L. Mitchell, Commissioner
of Social Security, Secretary of Health, Education, and Welfare
Abraham Ribicoff spoke of a year-long review of existing laws and
policies governing operation of Federal-State welfare programs with
a view to Improvements. He said:

1. More Effective Location of Deserting Parents. One problem
warranting prompt attention is the large number of welfare cases -
caused by the desertion of a parent. The number of desertions across
State lines is increasing. Efforts must be spurred to locate parents
who have deserted their dependent families. These efforts should
involve the following course of action by the States:

Each State shall establish within its administrative organi-
zation for Public Assistance a special unit responsible for locating
deserting parents of children who are applicants or recipients of
Public Assistance. This unit will be separately identified and ade-
quately staffed. It will assist law enforcement officers and others
in their efforts to require effective discharge of family responsi-
bilities. The objectives of this special unit will be to reunite
families whenever feasible and to obtain financial support.

Among the responsibilities which this unit would help perform
would be:

(a) Handling intra-State and inter-State inquiries con-
cerning deserting parents, and coordinating and supervising
such activities of local public welfare agencies within the
State;

(b) Reciprocal cooperation with other States in helping
to locate deserters, obtain support from parents who live
in States other than where their dependents are, and assess
ways of restoring broken homes; and

(c) Establishing procedures for analyzing all desertion
cases to make sure the agency is making every possible effort
to locate the deserter.
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2. Administrative Actions to Reduce and Control Fraud. Control
and prevention of fraud must be a constant objective of welfare adinis-
tration. Information from administrative reviews and special studies
by independent experts all indicate that the proportion of ineligible
persons who receive assistance is not owe than 1.5%. -Those who re-
ceive it as a result of willful misrepresentation are a small part of
that percentage. Nevertheless, effective steps and constant vigilance
are necessary by Federal and State agencies both to prevent fraud and
to deal effectively with it when it occurs.

"Proper and efficient operation" of State plans under Titles
I. IV, X and XIV of the Social Security Act requires that provision
will be made to assure that assistance by the States is provided only
to those who are eligible for it. To this end State and local welfare
departments already maintain extensive procedures for investigation
and control of improper payments, but improvements can and must be
made.

Existing administrative requirements should be strengthened
by inclusion in the State plan of the following:

(a) A definition of fraud in accordance with State law as
it relates to receipt of assistance payments;

(b) The administrative procedures by which the State will
assure that it has proper and efficient methods for identifying,
investigating, evaluating, Ad referring cases in which there
is reason to believe there may be fraud by assistance applicants
or recipients;

(c) Methods that will be used in investigation of instances
of suspected fraud that are consistent with the legal rights
of individuals;

(d) Designation of a point of responsibility within the
State Welfare Department for the follow-up, and, if indicated,
referral for legal action, of cases in which fraud appears
likely;

(e) State supervision, review ad control, by which the
agency will assure that the plan provisions for dealing with
cases of suspected fraud are carried out; and

(f) Keeping records and making periodic reports.

The States should make periodic reports to the Department of
Health, Education, and Welfare on the nature and extent of the problem
so that it can be kept under continuous and careful surveillance with
a view to making any future administrative or legislative changes that
may be indicated.
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3. Allowing Children to Conserve Income for Edug tion m o -
ment. e IV of the Socal Security Act provides that assistance be
jn only to dependent children who are in need. The existing pol-
icies make it clear that- States may permit a child with income to use
it to meet certain special needs without a deduction from the public
assistance grant. These include costs for medical care, school ex-
penses, extra clothing and transportation needed for employment, etc.
All of these needs for which the child's income may be used relate to
something which is currently needed by the child. Not enough emphasis
has been given, however, to the possibilities of recognizing certain
additional needs of children that require expenses In the future for
which their own income should be conserved. These needs include edu-
cation, medical services and preparation for employment. We must not
stifle incentives for children to earn money that will contribute to
their future Independence.

The present policy should therefore be modified to permit the
States to develop their own arrangements under which income of children
can be dedicted to appropriate future needs without a deduction from
the public assistance payment. States should be encouraged to take
full advantage of the opportunities this change in policy affords.

J. Safeguarding the Children in Families of Unmarried Parents.
In about one-fifth of all ADC families a parent is unmarried. These
families face serious social problems, which are of concern not only
to themselves but to the entire community.

For all ADC families, but specially for this particular group
of cases, receiving an assistance payment is not a complete answer.
If we are going to avoid as far as possible more illegitiate births,
if we are going to help these families become responsible citizens,
we have to render to this category of families special services that
we have seen can be effective. Providing these special services will
involve the following steps in each State:

(a) Careful examination of ADC families with an unmarried
parent, and of the special problems they face, to see which
families are most in need of special services and which prob-
leas can best be resolved by services;

(b) Placing the selected families in caseloads sufficiently
small so that effective services can be provided to them and

making sure that special services are in fact rendered;

(a) Assigning to these cases staff embers who are best
qualified by education and experience to provide the kind of
services that are needed;
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(a) Increasing the frequency of hown visits to these f=mnzies
so that those with serious social problems are seen at least
once every three months; and

-(e) Coordination with the child welfare services program
to assure the maximI use of child welfare staff in providing
consultation ad services foa the special problem of these
families.

Developing plans to provide these special services will re- /

quire close cooperation between the States ad the Federal overoment.
I therefore propose we proceed Initially by Issuing to the States within
the next fey weeks materials outlining these USortadt, responsibilities.
This will enable the States to make an early start in conin to grips
with these unusually difficult problem. Shortly thereafter we will
umeet with the State welfare administrators In Washington so that we
can discuss with them whatever practical problem there my be In pro-
vidift those secial, services. On the basis of this advice and the
experience gained n the cing months, we a expect to issue formal
policies by the middle of next year.

fji C=,wnAj=g~i M A a EgUISS in Which the Fa hhs
0 9A eo gr of ADfi where special services"

provided are those In which the father has deserted. /esqr-
ticl of a parent with the a4oImc Ding evasion of fuuily respoibllity
Is one of the serious Indicators of femlly breakdown in. our sooie1y 0.
Th fatille broken by desertion are faced, in most Instances, by many
serious social, become eA other problem. Tis Is particuly true
within the period just after the desertion occurs.

restore, t addition to the steps outlined with respect to
the location of deserting fathers, the s"we kind of standards should
be established as to the identification of such f le caselOds of
limited asse the provision of series by trained personnel ma the
"talon for home visits at least oace each three months, that are

established for families in which the parnts are not iwrid. The
procedure for developing these special services should be the s for
this gro of families as applies to the grou discussed in paragrah 4.

to t"41 Iwhcth obr Is unaiedadtoeIwhcte

father s@ deserted, there are other fiuly situations in which the
physical an o, t ment or children is seriously threaed and
where the ham is in danger of become unsuitable for the children.

Re preventive and protective services are loely called for. While
no stng problem generaly accounts for these, threats to the develop-
mt of 0hild en Into responsible citizenship, we know there Is a ned
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to identify such situations at the earliest possible moment and to
afford them the best appropriate services that we are capable of pro-
viding. These families may have special problems such as money mis-
management, or may have home conditions or conduct by the parents
that is likely to result in inadequate care, inadequate protection or
neglect of the children. Such families should be made a third group
subject to the same standards of intensive casework service# using
the best available personnel, that are established for the families
whose problems arise from unmrried parents or desertion.

With respect to this group, arrangments should also be made
for including in the State plan (a) the conditions under vhich various
protective methods will be used in making payments to such families
when appropriate to the individual case, i.e. , weekly ad bi-uonthly
Issuance of assistance checks, use of legal representatives, ad
guardianship, and (b) a program for increased State and local leader-
ship and participation In the development of camunity services for
rehabilitation in these cases.

7; Irovment of State Staff Training and Develment Proams..
The central core of proper and efficient administration is personnel -
adequate in number and appropriately trained to do the job required.
With the changing characteristics of the public assistance caseload,
and the need to emhasize more and more the preventive and rehabilita-
tive aspects of. public welfare, the existence in each State of an ade-
quate staff development program is imerative.

Studies show an alarming shortage, in the public assistance
programs, of personnel with the necessary professional and technical
training needed to deal with difficult problems such as illegitimacy,
deserting fathers, and protective services for children and the aging.
Federal financial participation is now available for the administration
of staff development programs, including in-service training and edu-
cational leave, as a part of the costs of administering public assistance.
However, States vary in their present Implementation of a balanced and
comprehensive staff development program.

Each State should have a State-wide staff development plan
which would include both in-service training and opportunities for
professional and technical education.

In issuing new requirements in this area we must recognize
that States will need time before they cam be expected to have the
fully developed training program which is contemplated. Accordingly,
provision should be made for permitting the various steps to be Imple-
mented gradually, starting with the requirement for the submittal of
a five-year plan and at least one ful].-tine training position in each
State agency by July 1, 1962. An annu6l report should be submitted
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by each State indicating the progress mde in IWmlebnting the plan it
has develped.i-

8. DevelopIng Services to Families.' Too uch eahasis has been
placed on just getting an asstance check into the hands at an indi-
vidual. If we are ever going to move constructively in this ftieldA,
ve nust come to recognize that our efforts nust involve a variety of
helpful services, of-ibch giving a Money payment is only one, and
also that the object_..f. our efforts must be the entire !,,L .

To emph"Aie these Ideas the name of the Bureau ot Public Assiet-
anoe *shall be changed to the Bureau of Family. Services. This neW
designation vill moe accurately express the major eqhasis in our
activities and policies in the future.

9. courWn Sttes and Localties to Proide. More ] 2fectve
PaMi e are Service*. There shall be established within the newly
designated Bureau of Family Services, as one of its major units, a
-division to be known as the Division of Welfare Services. Thi divi-
sion will give special attention to activitoles.carried on by the States
in the reduction of dependency; services to children of uMMrried moth.
ere and deserting fathers; services to families with special problems
arising from financial mismanagement or mntal or physical a;
studies of work relief activities and ipcentives to eploymont; and
other settvittes of this nature which an contribute to the prevmtion
and alleviation-of dependency among aged, blind, and disabled persons,
including tho development of more effective legislative proposals to
acccMlah-4hese objeUves. This new division will absorb the tune.
tons of the former, Division of Program Standards and Development;
additional staff wll be shifted s required to the new Division of
Welfare Services in view of its new responsibilities.

10. Coordinattion of F ,,ly and. 9oWLty Welare Serviges. n,
order to assure that the mmxim benefits We derived from our pro-
grasw for the protection and well-being of children carried on by the
Children's Bureau and the related ADO program administered by the
Bureau of Family Services. there shall be established a new position
of Assistant Commissioner in the Socisl Security Administration. The
Assistant Comissioner will give ful time dreoting the coordination
of these programs and to the developMnt and stimulation of welfare
services that will involve the resources of community organization,
both public and private, in dealing with welfare problems. This effort
should give SpOOLi 0hsis to all services ad activities contributing
to the strengthening of family lifo.
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DIEPAKtTi NT OF IF'.. No 15J:

HEALTH. EDUCATION. AND WELFARE
SOCIAL SECURIrY ADMINISTRATION

WASHINGTON iS. 0. C.

BUREAU OF PUBLIC ASII13TANCE

Decmber 8, 1961

Stgat ltter No. 540

TO STATE AGMUIS AMiaIEZfl A2PROVI PJB=I MSSIOM KA

Subject: 'Becipient FruAd

This letter trasmitso v handbook section rV-2600, Recipient Fraud,
as Pat of the offemt interpretation ad r4,qLremuts for State plan
under titles i, IV, X SAn XXV govern e41.blity for assistance par-
Mnts, to becm effective AWIl 1, 1*9

Charges o widespread aLibility, recipLent fraud an agency failure
to &pply saf gUards pn eay plAblic If factual rassurance
is not easily forthc=cma. -s11W t11s such chases are based an dif-
ferences of opinion about vho should receive assistance, ratber than
all knooledgef ineligibility. Inforstlon frm the Bur°Wef adainis-
tative reviesJ, State agenc review, and special studies all indicate
that the propo-tion of Ineligible persons who receive sistaAne as be
about 1*5. Those vho receive it AS a result of willful ie resenta-
tion are, of course, an even smller part ot this total.

cause of Ole special coern of the public about -iproperly panted
assistance, everyone coVcernsd with the administration of pAblic as
sistance propm needs to understand vhat constitutes fraud in its
leal assets, the kind o action to be taken in case fraud is sus-
pected, the functions of specific staff I ers In reged to such
cases, aM nethods a3 procedure for performing tbeese functions.

State public asitance agencies nst be able to dmeutrte that the
have tak reasosmble premutis to Wevent ftad and have deaope
cler anr just nthods for dealing with traud when it occurs. 5s can
be accomplJO d thrvjO the devloent of policies ar oedures w hh
defire the duties of staff, a provide fo sendatorye reerds ar ia kig
parodic reports.

53L
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A statement, "Developoent of Policies and Procedures Relating to Recipient
Fraud In Public Assistance" has been prepared by the Bureau to assist
State agencies in this area of administration. A cow Is enclosed and
additional copies may be requested through the regional. offices.

We wvi be happy to receive any wcements or suggestions you mey have
About this policy statement.

Sincerely yours

Kathryn D. Ooodvin
Drector

Enclosures 2

Inotruton ,or Handbook Maintenane

Insert in Part IV the .,ncarsed Handbook pageso IV-2600,.2620.. M6 . 2
wA IV-2630 C-P p. IwimiatelY following gp 2520-231, dated 8/1 5/3.
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2600

Handbook of Public Assistance Administration

2600. Reolient fraud

2610. Provisions of the Aot

10. Provisions of the Act
2620* Intez gretation

The provisions of the Social Security Act set forth the scope of
responsibility in grant-in-aid programs of public assistance. They
impose an obligation on State agencies to provide, assurance with
respect to the eligibility of recipients of public assistance. Such
assurance necessarily rests on the efficsnq, thoroughness and is-
tegrity of the total processes by which initial and continuing
eligiobity,are determined. These involve legal, financial, and
social safeguards. They are discussed in other sections of the
Handbook.

Public assistance applicants and recipients have the same basic
human qualities that are found in the general population and may be
subject to. the special pressures of social and financial insecurity.
The great majority of applicants and recipients will be honest in
their dealing with public assistance agencies, insofar as they under-
stand pertinent regulations. Homver, some persons wifl attempt to
obtain assistance through fraud. It is expected, therefore, that
methods of administration be provided not only to minamise the op.
portunity for fraud, but also to place responsibility for referring
to the proper authorities those situations in which there is reason
to suspect that fraud ay exist.

Fraud, in all of its aspects1 is a matter of law. The definition
of fraud that governs between citisens and governmentel agencies is
found in the general statutes of all States. Prosecution therefor
and the Imposition of a penalty, if the individual is found guilty,
are prescribed by law and are the responsibility of the law enforce-
ment officials and the courts. A1 such legal action is subject to
due process of law and to the protection of the rights of the In.
dividual afforded by thi process. The State agency should seek the
help of its legal authorities In defing frand according to the
interpretation of the State lav, and establishing criteria for de-
termining when there is valid reason to suspect that fraud has been
practiced in order to obtain assistance. I

jfSuperseded by lIT 60 end revised IV.20 dated 866. SIvpemented
for MA under Social Security Act Title XIX by B D-6800 dated 6h/

franmeitted ty State latte no.
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2620 - p. 2

Handbook of Public Assistance Administration

Part IV E ijibaity and Payments to Ind
2009-2... E iilt..

2620. Interpretation (continued)

Although agency action must be taken in either case there D
clear distinction between misrepresentation with intent to
the Government and misstatements due to the individual'st
ing of eligibility requirements or of his responsibility fc
ing the agency with information* "Similarly, distinction mu
be made between intent to defraud by the individual, and on
neglect or error by the agency's representatives in securir
recording information. Methods of securing facts neoessarn
support the agency's decisions with respect to eligibility
amount of payment, and/or referral to law enforcement, off ic
should be consistent with pr..noiples recognized as affordir
process of law.

,%eause of the special concernn of the public about improper
granted assistance, responsibility for identification, inve
tion, and legal action should be clearly designated. There
be clearly defined procedures for determining whotheqr thn a
facts are to be referred to law enforcement officials for t
decision as to prosecution. Some States may wish to retail
sponsibility for all such decisions in the State office; ot
delegate it to local agencies under specified conditions.
either level a position or individual should be dneignated
ln i responsibility. These decisions may depend on whether
sary prosecution will be carried out by the State or'local
enforcement officials.

The State agency is responsible for supervisionj review, an
informed of action in cases of fraud, irrespectivt of' methc
State and local agency organization and assignment of duties
Everyone concerned with the administration of public assist
programs needs to understand what criteria are used to ret's
decisions as to possible Xraudl the kind of action to be ta
case fraud is suspected; the functions of specific staff me
regard to such cases and methods and procedures for parfor
these functions. The aeney's responsibility dose not inal
may not infringe upon, the functions of the State's law enf
officials and its courts in prosecuting and adjudicating wi
speot to fraud.

TransmItted by State tete fi
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2630
Handbook of Public Assistance Adzkinistration

part 1V lgii ityad Pwmnts to Inivduals

26309 .W.U~de.Mes for State Plans

Effective April It 1962p a State plan under titles 1, IV# X# or XIV
must set forth the legal base and the administrative procedures by
wheh the State will assure that It has proper and efficient nothods
for dealing with facts that present suspicion of fraud by applwcants
for or recipients of public assistance. Speciftial2j, the State
plan muet provide fort

1. A definition of fraud in accordance with State lw as it re-
lates to receipt of usistance pqments,

2. Zdentifioation of oases in ihih there Is reason to suspect
fraud, in accordane with clear criteria.

3. 1sthods that will be used in investigation of instances of
suspoted frA that are consistent with the legal rights of

6. Designation of official positions that are responsible for
decisions that idivi oue ease to be referred
to lM eforeinnt offitias.

5, State supervision, review and control, q wiuich the agm,
w assure that condtans and criteria for dealing With
case t of sspeted trad are fulfilled

6. Ieeplng records and akig perlodio reports.

ederal fim ia participation is available in pigments to or in
behaf of W duals found eligible tW the State age # Prov
the agewq has'acted in accordance with the conditions
In Handbook 1764232s Pewal Financial Participation * Determi=Uton
of £1iMUt, and V.512451*.a Federal F unal rtiolatioa -
Midillt in Xelatio to PWMent.

ferwl finnial participation mq not be clmed in pqmt t in
vhich assistance has bee obtaimed throaO fraud uiles the State
apeno has tdkon pro*p action nO ndi Os fa Ii, 1t as
specifled In the above cied sections.

Tnwm t b State AWt o. 5

5,
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Decunber 1961

MLOPMW! OF POLICIES AM) M0EM BMS

Introduction

It Is necessary that a State public asisitance agency carry out to
the best of its ability all the responsibilities given it by the legis-
lation governing the administration of the public assistance program.
This applies to the State's responsibility to deal with those persons
vho deliberately contrive by concealment, misrepresentation or other
dishonest means to cause erroneous payment to be made. Before a State
agency can carry out its obligations in this area, it must have a clear
understanding of the nature of its responsibility when there is reason
to believe that fraud my have been practiced in order to secure assistance.

The purpose of the statement is to ssiet States in clarifying the role
of the public assistance agency in dealing with fraud and in distinguish-
ing the agency function from that of the law enforcement authorities.
Specific suggestions are made with respect to (1) the content of State
agency policies and proedures for handling cases of suspected fraudj
(2) methods for developing policies and procedures; and (3) measures
for preventing recipient fraud.

The- kind and extent of responsibility that can be properly exercised
in this ares are not a matter vhih .a State agency is free to decide for
itself. To find the answer 'to this question it Is necessary for the
State agency to look to its legislation governing fraud and interpre-
tations, and decisions thereot. by appropriate legal authority. There
must also be cooperative planning between the pubUo assistance and the
law enforcement agencies to establish a clear understmai of the role
and responsibilities of eaoh, methods of referral va exchange of informs-
tion, and what each agency gy expect of the other. The lav enforcement
officials will be able to advise as to the types of stuatons suitable
for proseautionp appropriate investigtive practies, the kinds of
substantiating in formation which v11 be required and the form in
which evidence is to be submitted. The public assistance ag ncy can
interpret to the lay enforcement officials the requirements of the pro-
grme it administer and -the legal safeg which have been established
to protect the rights of clients.

Once these matters have been claxifledv the State agency ea proceed to
develop policies and instructons so that everyone conerned with the
adminitm on of the pblc aselstuce prop* can undertad what
constitutes fmudl the kind of action to be taken in as fraud Is su-
peoted; the functions of speclfi staff mers in rZgard to such cases
and methods and procedures for perfozngl0 thes fnotions.

16se Handbok of Public Assistance Aftnistatio, IV46D0, %ciopient ?zuu."
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A31 administrative requirements of the agency sould be kept in balance,
so that procedures to be eM3oed hen there is reasons to Suspect the
posoLb~ity of fraud do not outweigh overall aftiistrative effort
directed toward aocsplisbmant of the agency's obj *tives.

One of the basic objectives In publo assistance Is the conservation
eau development of hbxn resources. These himan resources have a direct
relationship to economic resources Their conservation Involves om-
sideration of such matters as health, aeloyment skills, the desire and
ability to manage one's on affairs,. family solidarity, an the parental
,ore of children who are the future workers and parents. This objective
can be attained through social work methods w here there Is sufficient
staff and skilled xiervision to aoply them to overocm%.g the hazards
that threaten needy Indviduals.

arience through the years has shown t1at the agency is faced with a
m in of uncertainty or suspicion as to its determination of either

eligibility or ineligibility when It does two thingsj first, It estab-
lisheo clear policy statements, requirements, and predural guide lines
concerning eligibility establibmentj second it 0l1ments these with
staff through a continuing In-service training pror'em.

Policies, reqdirmets, and recnaon s, should be establiohed n
a sound and logical prenise that public assistance qplcats and recip-
ient* hae the sawe basic bumn qualities that are found In the general
population. A f wdemntal premise of Omat SOvalrment Is the roo-
ognition of the riht of an IndivAl to avail himself ot gorvferent
services end the oc nl~ton responsibilities vhtoh he asos by virtue
of exercising this right. A major responsibility In this respect is
that of honesty In his dealings with govammt agencies The Surma
ha always accepted and fully endsed the oenept, that people awe es-
sentialUy hest In their dealings with their public agencies. No
reos to support a cbange In this priciple have Wom brought forar4.
As & consequence, the bureau hasoeo aed Btate agencies to develop
their policies uad adtinistmative procedures in line with this major
prmise0

On the other and, the Bureau has recognized that there ae options
to this general principle a p so e ai g for or receiving puli
assistance even as exceptims to it are found In the general pabulation,
To proUet against this mall 1 rity he Burea requires ftate a agenes
to adept and eealse the prope controls agtlint the qpoartimty to ck-
sit frvaud.
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A. o to tcPolicies and Procedures

Iitore utaff can be ewpeoted to perform theLe functions
in a responsible anwner, the State needs to define those actions vhioh,
If proven$ constitute fraud. The definition of frad in a State's law
Is the basis for the development of this interpretation. The definition
in the State law, however, usually needs nterpretation to public assist-
ance staff with respect to the "willfulness" of the misrepresentation, or

ithholAdi of information of elguifiancoe to the recelWt of asistance.
The State agency, with the help of its lI*a adviser, wl went to make
a le distinction between deliberately y fra dulent concealment or re-
presentations by an individual end incorrect omissions or representations
mide because of mistake or laok of understanding of eligibility requiro-
ments or of his responsibility for providing the ageny with information.
Sx ariy, distinction needs to be ande between wiM a liarepresntation
and aencV mission, negUt, or error in securing and reording inWorma-
tion. ]qerionce of staff in dealg with various tpes of cases of sus-
pected frfa, whether or not these proved to be t, vML be help-
ful to the State agencV in foraatin a definition of the actions that
would constitute fraud in public assistanse. ]Furte, p this eperience
hould be useful in developing criteria by vwhbIc staff an espply such
interpretation In specific cases

b * LeM Oibity of staff when in ent to gau Js sjSeted

Syen with cler criteria as to actions lke3y to be ad-
Jvdged :frsAulent, it wll sometimes be difficult to deti e Whether
there is reason to suspect fraud In the Winvidulcae Therefore,
manual material should lso include instructions to staff as to how to
proceed when Indications of possible fra eos to their attention. This
miht orer such points." a acre intensive investigation erond the partic-

lar eliibiity factor involved and review of the fets vith the ase
sIvn W scr, both to evaluate the significance of the information obtained
and to plan next steps in the tnvtgation process.

c ats g nceary O MUS11 a MM of famd

Wether fraud ou the prcpmuas h omoed Is usually by
law a question for the courts to adjudicate. H5wevero the public asslt-
ace agency is responible for detexumning wether t ere Is a basis for
bei that f uay have beeed. Cortaf nds of facts* ae
necess-=y in makin this deuIOAtin 1tV eOMMIS WAet Mai mantel
acatence are ieorta at amots and therefoee staff wil, e d4wose
n the ki of evidene necessary to estab an ' motives
wn tent to dfra Is suspected. This Is an are whic the tat

osencys lesWl adviser or law enforcumat officale ill be abl to make clar.
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d. )neviv of cestions bw State ofice

The Instructions to local staff should mW clear who In
the agency wil be responsible for decisions that there Is Intent to
defreai. Some States may wish to place such responsibility In the State
office for all asss Others only until such tim as It Is apparent
that loal staff are sc* In their erstaning of poles.

state Instructions should e opain VW these decisions ae being made in
the Stte office and should Include criteria governing the selection of
coes for, review by the State offices The State field staff will be
heaiful In teaching local staff to understand eMd use the criteria In
determining which cases or types of es will ceed to be reviewed by
the Stato office and heather tbere is sufficient infamtion to sv~ort
the belief that fftd has been oouitted.

Cases where it is le that the problem Is one of miun erstanding or
mistake of the client or agency error will need to be handed In accod-
nce with other agent policies* nstAtion should be specific regard-
Ing the responsibility t recipients and staff In ase assistance is
received due to misunderstanding, failure to report facts prctlyp or
agenc errore M eer Instructions coveing Uaroper payments should heop
staff to deal with various situations involving 1r per paymentIn an
objective fashion.

Agency policy should provide for the continuing of assistance If current,
eligibility of recipients is 'e , while facts we under review by the

2. MMIbl fo fera to Lw Ioement AuthoIe

a.m

If the State deodes to place Sn the State office decision-
making responsibility for referring cases for possible prosecution the
instructions, s"Iud (1 give the reaon vtw this Is beige done,(2
3 desigate ifo in the State office will carry ou this reIpnsb ltyp

And (4) inuede the methods and procedures to be followed. After these
os have been decided qpon, st ,'f need to be traded in.their use.

A r action ta by the State office should not Infrine t the function
of the State's 3W efrooat agenles. hms, amW action taken by the
State genscy sahd consist of a determination as to heather the facts
In each e might s rt a fladi of fmu by lw enforcement authorities.
This princlPle MW realt In the State office taltin one of three different
coursee of.eation. Uf after thorouc review, ihere tos roson to believe
that frau may h been o Itt d, the, State office vould deide In accord-
ae with eetobi criteria Whether to r1fer the mae to the qppWrlate

1wV efcem en authorities, ad the ltter would d"I. f t r prosecution
at other ftamo ea l M action Should be 0ndrtaen It Is clear to the.
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State office that fr&A is not iolved, the action would Consist of
wakie this kmm to the local office with an mW4laation, as to wI this
decision was reached, aM sam advice as to hov to work fturer wit
the case. , the ev=t the State Is uable to reaoh a decision beca*
of inadeqate 1afonation, State office action vould consist of requsw
Ln the locl office to furni additional specified infomato n, givf
the reasons wt ph info atinm is needed.

The State "ay'cy id4 designate the State staff u**9% or mbers, ibo
vw1 weorose the authority outlined above* The agenM s lesal adviser
should py an laportant part Iu this decision, for his tailung an

Lowieo will be useful, In determinIng whether the facts sight smooprt
a tfiud of traud* A States where cases voud be rfrred to State

M e rom t off cials, the instruction sbmzld 1vi4M1 pwoochwes to
Wam th local office at the press ad outome of such rseeals.

ft Ststea whae responsalblit for lea a+,I will. be
oanled by the low 2w anforomut authorities, It vi13 be neoessar
for the lo0a office to d ne whether the facts pt a belief that
trau has been oimitted an to reer ces to the t;I$es for 4PaO.
priate action. This responsible y nst be carried out wder State sVir
v1son In accordance with State polioies wA procedures * The local office
will, nod to review careful3r ech case before a decision Is reached. As
part of this reviw, the local office ma want to consult the local board
or a designated board umber, the State fiel4 s1 ervisorj thebamnc's
legma advis, or- the local 1w enforament offtcalo. Cases wher
It Is difficult to reach a deoison, the looal office W ftUA it hep-
ful to subait them cases to the State office for advice. ftis vculA
afford an qoportuly to have difficult oases reviewed by the State's
hie lal officials before reerral, as well as by State office pe*onel.

It should be c' to eryone In the local office participating In these
declaims that the role of the public asslstane agn Is limited to a
d Iti whether referral to to the lw enfeoroment uA tes for
lea action Is Justifiable. It should also be clew that the public
assistance agency does not have the fth oitk y to piesaribe piibmat.

3. for t + Ifioe U M A

fhe local agency will need ol Instnalosw a to what Its
responsibLitiesre ben cases have been r erm to the 1w anforcimt
authorities for evaluation a to evidence of ftwo It the latter doide
that prosecution sold not be tdort the lowa Ag willt ned hevl
lb l irt-adlon and accepting the decliio and In caryin an Its service
to th M iA l ir regular policies aMd 6rowe
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A State's policies relatin to recSint fraud shOld be C"esid to ocr
with the kimis of situations faced byr local staff In the day-to'4s ad-
ministration of the public assistance prg o Policies cap be -- v--loew
In accordance vith the realities of the State situation bV sec~wing JU1U5O
trations of the kind of caswes In which staff believe there vas intest to
secure assistance tktough fraivi. Distinctions am be maes between such
1ztei~t 5)d occasions iibm there Is som reason to suspect the veracity ot
qpllcants or recipients but no donstrable intent to defr" v
To facilitate the Aevelogment 6? criteria to ideatity the first tYopD an
agency ma~y wish to review illutrations of the various, t"pe of cases In
which fraud was believed, to have occurred, san borderline cases In which
It was, later decided that aW assistance Ispropely received waq due to
tweuicy error or to aisundersteting by the reotlient of his responsibilities.
Thbis might Include illustrative oases that have developed In the past yeau
or two, and some current oases * Information should be fur'nished bw the
local agency In s~port of Its belief that frma was lutende. Analyrsis
of these oases will be valuable to the State egtacy in IdentifYIng the
kinds of problas vorket~s end clients have In understualdin each other.
Policies should be forw~lated to hel. the staff to clarif its respopsi-
bility and discharge It effectively.

The State should collect infrmation on the niadber of oases at suspected
frwau, the alrcumstances under which Intent to def~w'a pears to arises
the kind of action tae by the agency,, the client, the 2w enforcement
officials and the courts, eto. The State agency's Instructions shold be
specific about the kid of inorination reqaIro4, who Is responsible for
reportine, and methods of reporting*

The Dtate agency, In makng an anelsis ot such reports =W wish to draw
voc the e,~erience and skill of both agency staff msabers uan Its l egal
adviser, 7 his might be accomplished tbwough the establiauent of a com-
mittee iih could inalude staff responsible tor policy 4e eo jost field
svpervisionp mqpivision of local vcrkers, and the agency's lesml adviser.
Such a p'oW might set forth'some of the essentials of staff training in
contributing to the iwMi stan andproper application of these policies.
These wes recognized as highl Important# particularly since It Is possible
that rlationships ma be -strained uibe State decis$=ns we as which 4o
not correspond with the views depressed by the local office These dif.
ferencee am be reduced to the extent that there awe cla' and ocepie..
hbowl" instructions. wich wre understood all slQ the lUwe

Co. eauefa'reetn ecnetPu,

TaigPositive Measures to prevet the occwreae of fraud Is a peut of
the basic responoibility of evey public assistance agency fota pr An
officitent administration. It Is Gay~ when preventive Measures fal as
they will In am*~ cass that measre. to Protect the interet ot the
Saw ad pUli sbWM3 Pm Into plae.
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It is blghly iortant to develop a positive program to prevent fraud
through policies and procedures designed to strengthen the determina-
tim of initial and continuing eligibility. A preventive program based
an this principle will promote efficient aiA econciical administration,
establish a basis for good relations with the public, ands most of all,
g"v qVlic ts ad recipients the opportuaty of working with the agency
an a basis of mutual understAding of tVir respective obligations and
rsyponsibilities.These are some of the elements of administration which
are considered essential to the development of a positive program of
fre~t prevention.

1. &23W Mq&M Objecatives

The agency's objectives, as expressed in policies and staff
pnactices, should be positive and constructive, reflecting concern for
people, recognition of human rights, and the intent that assistance will
be planted prmutly, adequately, and equitably to all eligible persons.
A climate of suspicion., arbitrary action, and harsmekt of recipients
will discotusage the kind of cooperative relationship between worker and
client necessary to mutual exploration of his resources and potentiali-
ties for a better life.

2. Cwavtent Staff

Staff competence is an essential element in enabling a public
assistance agency enlist client cooperation so as to carry out the com-
plex operations of determining Initial and continuing eligibility ad
the proper amount of payment in such a manner as to reduce to a mininun
the opportunities for luproper payments of all kinds * Staff must be able
to help each client understand and accept the agency's policies governing
eligibility. Staff mupt be able to apply these policies to individual

0ases. 8k10 l in establisbin relationships and in interviewing demands,
sos knowledge of the motivations of people and how these motivations,
Influence the behavior of people in trouble. ?e aim of supervision and
staff training should be to help staff develop the competence needed
for proper administration of the public assistance programs.

3. Ce' Policies

Continuing ephasis needs to be placed upon clear policies and
nstructions to staff regarding the objectives of the State's public assist-

ance program. These instructions should set forth the specific responsi-
bilitles of staff in carrying out these policies in a way which is con-
ducive to establishing a relationship with needy Individuals in which facts
can be secured and analyzed together and sound decisions reached that are
based upon these facts.

MeIthods orInvestiaton

he methods of investigation should be suited to the widely
va~ing situations of individuals and to the different eligibility factors.

mwve, tbW maut also be subject to provisions of law safeguarding the
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civil liberties of indivifuals. The methods of Investigation nor not
result in azW infringement of these rights by agency staff, such as in-
vasion of the privacy of the home. unreasonable search and seizure, denial
of due process of low. the right to legal counsel, use of confidential
Information for purposes other than administration of public assistance.,
etc. The necessity to aplify and verify information obtained Zro the
qplicant cr recipient and the method of verification vill dApenA pon
the coMlexity of the eligibility factor itself and careful appraisal of
the Individual's understanding of what is needed and his capacity to secure
it. One way to achieve this understanding 1s by meticulous explantion of
eligibility requirements and of the individual's obligation t report all
changes in his health, his insane, his resoucesp his giving arangisents,

/ and other facts that affect his need for assistance. Agency instructions,
stwervision, and all aspects of staff developmnt should be so directed
that staff will always make these points clear in the initial Interview
end in all subsequent contacts with IniviAuals receiving assistance.

Difficulties may be aarmt Vhe there Is a reluctance on the part of
the individual to give accurate and cotlete Inf~aati or to assist the
agency in securing facts pertaining to his eligibility. Such difficulties,
If skildlf3y reoorded, will guide the agency in detemining the number
and nature of future contacts with these persons. Skilled interviewing
will also finish clues to instances of possible misintexpretation vhich
can then be apropriately handled under agency policies. These discussions
should be suplemented with a leaflet sumrizing the eligibility require-
ments and the responsibilities of Individuals in connection with the receipt
of assistance. In addition, a written statement might be ma.led periodi-
cally with assistance checks to remind recipients of their respowsbility
to "prt changes in circutances.

5. Adminstrative upErvision. 2otrols. 9Md AaLtsi.s.

A1 agency procedures should be scrutinized to assure that ef-
fective controls r esetablhed and are in operation to prevent InprWr
p ts at *:W time. Records sbould'cmUa information regarding the

precise facts which are specific to each eligibility re et. Agencies
should d bw frequatlyp, within the minlan Federal and State require-
meuts, reinvesttigatims of eligibility ought to be made nA should, establish
criteria for the selection of cases for mw a frequent contact. Proper ad-
ministrative controls should be esablished continung eligibility and
providing other services. Ccetent supervision is likewise essential in
the -lcpmnt of these criterl and controls, in assuring that te operate
proper, and in teachUng staff bow to use thes effectively.

Periodic snalysls of cases Involving fopwe parents and the factors
resulting In such parents can be hepMui to determine if there is a re-
latloship between misundestandino -m .iarnpesentation a specific
eligibility wqarmns
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Mhe effect of the Weqijncy at investWigtion the extent at JwqopW
pluents wA of concentrate't ffort to beoV the reciient scooept his
responsibiltyt.r yerting changes can be stmiied In order to deveop
proer agency policy. This ana3slis = also tbw Miht on Meas
or veaknseses In agenc procedwe s, controls requiring oorective
messures In crder to st nathen the administratIon &Z the prorsan ui
thereby re aWtnities f usuais stmAing c fraud.

* 6. -Publi.c In erxrtaticn

State public assistance agencies should be ab.e to dmmtrate
that they have taken reasonable precautions to prevent frl and have
developed Nalear and Just methods for dealing vith frul vhen It occuws.
The public should& be Infosd. of the nature a purpose o public assist-
ance, -how it differs from social iurance or pension p mps, A the
rights a responsibilities of recipients uod the lae.

0!


