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-P-REFACE
H.Con.Res. 67 sots forth the congressional budget for the United

States Government for fiscal years 1996, 1997, 1998, 1999, 2000,
2001, and 2002. The resolution also instructs Senate and House
committees to develop legislation that achieves the levels of deficit

cewtion established by the resolution. These "budget reconcill-
ad recommendations of the various committees are submitted to

the Committees on the Budget and assembled into a bill which is
coniee by each House.

H.Con.Res. 67 instructs the Committee on Finance to repor
chIa ngses in laws within its Jurisdiction sufficient to reduce otays
from 'direct spendig rograms by $15,328,000,000 in fiscal year
1996; $272,974,000,000 for the period of fiscal years 1996 through
2000; and by $530,359,000,000fo the period of fiscal years 1996
through 2002. The Committee on Finance is also instructed to re-
port chage's in laws to increase the statutory limit on the public
debt to not more than $5,500,000,000,000.

On September 29, 1995, th Committee on Finance approved its
budget reconciliation recommendations by a vote of 11-9. These
recommendations reduce direct spedingby $14,340,000,000 in fis-
cal year 1996, and $268,920,000,000 from fical year 1996 to fiscal
year 2000 and by $530,377,000,000 for the period of fiscal years
1996 through 2(;92, and increase the statutory limit on the public
debt to $5,600,000,9000,000.
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TILEVil-COAMMITrEE ON FINANCE

SUBTITLE A-MEDICARE

Chapter 1-Medicare Choice Plans
(Secs. 7001-7007)

SUBCHAPTER, A-ESTABLISHMENT OF MEDICARE
CHOICE PLANS

MEDIARE HEALTH PLAN OPTIONs

Preaent LAW
In lieu of the fee-for-service Medicare program, Medicare bene-

ficiaries may enroll in a health maintenance organization (HMO)
that has a contract with the Health Care Financing Administration
(HCFA).

There are two types of contracts: cost and risk. Under cost con-
tracts, Medicare arranges to reimburse the organization In a dif-
ferent way for Medicare covered services but essentially pays the
same amount as it would under the Medicare fee-for-service pro-
gram. The Committee Is not proposing to change the Medicare

0M cost-contracting program. Therefore, the following description
of current law for Medicare payments to HMdOs refers only to Medi-
care risk contracts.

Organizations eligible to contract with HCFA- on a risk basis
must be organized under State laws and be either:

1. A federally qualified health maintenance organization
(HMO) as defined by section 1310(d) of the Public Health Serv-
Ice Act; or

2. An organization called a "competitive medical plan" (CM[P)
that meets the following requirements:

a. Provides at least the following services to its en-
rollees:

(1) Physician services;
(2) Inpatient hospital services;
(3) Laboratory, x-ray, emergency, and preventive

services; and
(4) Out-of-area coverage.

b. Is compensated on a periodic, capitated basis without
regard to the volume of services provided to members.

c. Physician services are provided by physicians on sal-
ary or through contracts with individual physicians or
groups of physicians.
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d. Assumes NUal financial risk on a prospective basis for
the provision of health care services, except the organiza-
tion may insure for.

(1) Services exceeding $5,000 per member per year;
(2) Services provided to members by providers out-

side the network;
(3) Not more than 90 percent of costs which exceed

115 percent of income in a fiscal year; and
(4) Make arrangements with other providers to ac-

cept all or part of the risk.
e. Meets sovency standards satisfactory to the Sec-

retary.
For Medicare purposes, the requirements for HMOs and CMPs

are essentially identical. For simplicity, the term "Medicare HIMO"
is used in this document to refer to both HIMOs and CMPs that
have Medicare risk contracts.
Eligibility

Any person entitled to coverage under Medicare Part A and en-
rolled under Medicare Part B, or enrolled under Medicare Part B
only, except persons with end-stage renal disease, is eligible to en-
roll in a Medicar HMO that serves the geographic area in which
the person resides. A Medicare beneficiary developing end-stage
rena dsease after having enrolled in a Medicare lIMO may con-
tinue enrollment in that Medicare lIMO.
EnrollmentI

Persons are automatically enrolled in the Medicare fee-for-service
system when they first become eligible for Medicare. Once enrolled
in the Medicare program, persons wishing to enroll in a Medicare
lIMO must do so directly through the Medicare HMO.

Each Medicare HIMO is required to have at least a 30-day annual
open enrollment period for Medicare beneficiaries. Open enrollment
periods are not coordinated. Secretary may waive open enrollment
under certain conditions. Medicare lIMOs must accept persons on
a first-come basis up to plan capacity.
Disenrollment

Medicare beneficiaries enrolled in Medicare HMOs may disenroll
at any time and return to the regular Medicare program or switch
to another Medicare HIMO at the time of that Medicare lIMO's
open enrollment period.
Information

Information on Medicare HIMOs must be obtained from the Medi-
care HIMOs directly. The Health Care Financing Administration
(HCFA) does not distribute any specific information on Medicare
lIMO options to Medicare beneficiaries.

Medicare lIMOs are required to make available to enrollees at
the time of enrollment, and at least annually thereafter, the follow-
ing information:

1. The enrollee's rights to benefits from the organization;
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2. The restrictions on Medicare payment for services fair-
nished to the enrollee by other than the Medicare HMO's pro-
viders;

8. Out-of-area coverage provided by the Medicare HIMO;
4. Coverage of emergency services and urgently needed care;
5. Appeal rigts of enrollees; and
6. NotIce that the Medicare HIMO is authorized by law to ter-

minate or refuse to renew its Medicare contract, and, therefore,
may terminate or refuse to renew the enrollment of Medicare
individuals.

Marketing
Medicare HMOs must submit any brochures, application forms,

and promotional or informational material to the Secretary for ap-
proval 45 days before distribution of the material.
Benefit

Medicare HIMOs are required to provide all services and Items
covered by Part A and Part B of the Medicare program. Bene-
ficiaries must receive all Medicare covered services from the lIMO's
providers, except in emergencies.

Medicare lIMOs may adopt cost-sharing requirements that are
different fr-om the cost-sharing requirements in the Medicare pro-
gram. However, the average total amount of cost sharing per en-
rollee may not exceed the average total amount of cost sharing per
enrollee In the fee-for-service Medicare program.

Medicare HMOs may offer additional benefits. The additional
benefits may be included in the basic package of benefits offered by
the HMO, subject to the approval of HCFA. Or, additional supple-
mental benefits may be offered for an additional, separate premium
payment. The same supplemental benefit options must be offered
to all of the lIMO's Medicar enrollees and premiums for supple-
mental benefits may not exceed what the Medicare HMO would
have charged for the same set of services in the private market.

Medicare lIMOs are required to Include additional benefits in
their basic benefit package to the extent that the HIMO achieves a
"savings" from Medicare. The "savings" is the amount by which the
capitated payment from Medicare exceeds the estimated rate the
HMO would charge for coverage In the private market (called the
adjusted community rate, or ACR). The additional benefits may be
in the form of:

1. Reduced cost sharing;
2. Expanded scope of benefits; or
3. Reduction In the premium charged to the beneficiary by

the Medicare lIMO.
Instead of offering additional benefits up to the full value of their

"savings," Medicare lIMOs may elect to have a portion of their
"Savings" p laced in a benefit stabilization fund. This fund enables
Medicare lIM~s to continue to offer the same benefit package from
year to year without concern about the degree of annual fluctuation
in the Medicare payment amount.
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Health plan standards
Quality assurance-Medicare HMOs are required to ha*e an on-

going quality assurance program. Medicare HMOs are also re-
q uirid to contract with Me-dicare Peer Review Organizations

(POs) for external quality oversight.Capacity and enrollment-Medicare HMOs must have at least
5,000 enrollees, unless the HIMO serves a primarily rural area
(speifed in regulation as 1,500 enrollees).

No more than 50 percent of a Medicare HMO's enrollment may
be Medicare or Medlicaid beneficiaries (called the "50/50" rule.
Medicare HMOs servin areas where more than 50 percent of the
population qualifies for Medicare or Medicaid may receive a waiver
of this rule.

If a Medicare HMO terminates its Medicare contract, other Medi-
care HMOs serving the same service area must hold a 30-day open
enrollment period for persons enrolled under the terminated con-
tract.

Access-An HIMO must make all Medicare covered services and
all other services contracted for available and accessible within its
service area, with reasonable promptness and iin a manner that
assures continuity of care. Urgent care must be available and ac-
cessible 24 hours a day and 7 days a week. Medicare lIMOs must
also pay for emergency services provided by nonaffiliated providers
when it is not reasonable, given the circumstances, to obtain the
services through the Medicare HIMO.

Consumer protections-Medicare HMOs may not disenroll or
refuse to re-enroll a beneficiary because of health status or need for
health care services.

Medicare HIMOs must have meaningful grievance procedures for
the resolution of individual enrollee comp laints. Any enrollee who
is dissatisfied with the outcome of the grevance procedure has the
right to a hearing before the Secretary if the amount involved is
greater than $100. If the amount is greater than $1,000, either the
enrollee or the Medicare HIMO may seek judicial review.

A Medicare HIMO may not adopt physician compensation policies
that mayr directly or indirectly have the effect of reducing or limit-

inisevice to speific enrollee.
~Medicare HMOI terminating its contract with HOFA must ar-

range for supplementary coverage for its Medicare enrollees for the
duration of any preexisting condition exclusion under the enrollee's
successor coverage for the lesser of 6 months or the duration of the
exclusion period.
Medicare payments

Medicare lIMOs are paid a single monthly capitation payment is-
sued by Medicare *for each enrolled beneficiary. In order to deter-
mine appropriate payments to lIMOs, two key numbers are cal-
culated: the adjusted average per capita cost, or AAPCC, and the
acuse community rate, the ACR.

The AAPCC Is Medicare's estimate of the avera re r capita
amount it would spend for a given beneficiary (classifbed Iy certain
demographic characteristics and county of residence) who obtained
services on the usual fee-for-service basis. Separate AAPCCs are
established for enrollees on the basis of age, disability status, and
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other classes determined by the Secretary (which, by regulation, in-
cludes sex, whether they are in a nursing home or other institu-
tion, and whether they are also eligible for Medicaid) and the coun-
ty of their residence. These AAPC.C values are calculated in four
basic steps:

1. Medicare national average calendar year per capita costs
are projected for the future year under consideration. These
numbers are known as the U.S. per capita costs (USPCCs).
USPCCs are developed separately for Parts A and B of Medi-
care, and for costs incurred by the aged, disabled, and those
wit ESRD in those two parts of the program.

2. Geo aphic adjustment factors that reflect the historical
relationships between each county's and the USPOC are used to
convert the national average per capita costs to the county
level.

3. Expected Medicare per capita costs for the county are ad-
justed to a fee-for-service basis by re moving both reimburse-
ment and enrollment attributable to Medicare beneficiaries in
prepaid plans.

4. The recalculated county per capita cost Is converted into
rates that vary according to the demographic variables enu-
merated above: age, sex, institutional status, and Medicaid sta-
tus.

For each Medicare beneficiary enrolled In a Medicare HMO, Med-
icare will pay the Medicare HMO 95 percent of the rate correspond-

itothedemgahic class to which the beneficiary belongs.
ReACR is an estimate of what each Medicare HMO would

charge comparable prvat enrollees for the set of benefits the Med-
icare HMO will be furnishing to Medicare beneficiaries under its
contract. The starting point for this estimate is the community rate
that the HMO actually charges its non-Medicare enrollees. This fig-
ure Is then adjusted to reflect differences between the scope of ben-
efits covered under Medicare and those offered under private con-
tracts, as well as expected differences in the use of services by
Medicare enrollees as compared to other HMO members. The ACR
is an estimated market price for those services and may include al-
lowances for reserve funds or profits.

The degree to which the average Medicare payment rate to a
Medicare H MO exceeds the Medicare HMO's ACR is the "savings"
amount available to provide additional benefits to Medicare enroll-
ees, beyond the basic services covered by Medicare.
Administration and enforcement

Contracts with Medicare HMOs are for one year, and may be
-made automatically renewable. However, the contract may be ter-

minated by the Secretary at any time (after reasonable notice and
opportunity for a hearing) if the organization no Ionge meets the
requirements for Medicare HMOs. Te Secretary also has authority
to impose certain lesser sanctions, including suspension of enroll-
ment or payment and imposition of civil monetary penalties. These
sanctions may be a applied for denial of medically necessary services,
overcharging, enrollment violations, misrepresentation, failure to
p ay promptly for services, or employment of providers barred from
Medicare participation.
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The Secretary transmits to each Medicare beneficiary's selected
plan a payment amount equal to the pertinent Medicare payment
amount for that individual in that payment area. Payments occur
in advance and on a monthly basis.

Payments to plans shall be made with funds withdrawn from the
Federal Hospital Insurance Trust Fund and the Federal Supple-
mentary Medical Insurance Trust Fund. The allocation from each
fund determined each year by the Secretary, based on the relative
weight that benefits from each fund contribute to the determina-
tion of the Medicare payment amounts.

Reasons for Change
The existing Medicare HMO risk contracting program has en-

joyed only limited success for a number of reasons. First of all,
there has been no assertive effort by the Health Care Financing
Administration to inform Medicare beneficiaries of the option of en-
rolling In a Medicare HMO and encourage them to do so.

Second, the current Medicare risk-contracting program Is limited
to health maintenance organizations and does not allow Medicare
beneficiaries a choice of the full range of health plan options cur-
rently available to the non-Medicare population.

The greatest impediment to increased enrollment in Medicare
HMO plans is the existing methodology for computing the amount
that the Medicare program pays for enrollees in Medicare HMOs.
The payments, which are the direct result of per capita spending
in an area by the traditional Medicare program, vary greatly from
county to county.

For example, in 1995, average monthly payment amounts range
across counties from $177 per month to $679 per month. Not sur-
prislingly, most Medicare HMO activity is concentrated in high-pay-
ment areas.

Using the county as the geographic area also causes volatility of
Medicare payment rates from year to year, especially in sparsely
p opulated counties. Such unpredictable payment rates discourages
HMOs from offering plans in many market areas.

Lastly, the Medicare program is not realizing the full financial
benefits from the enrollment of Medicare beneficiaries in private
health maintenance organizations. The Medicare risk contracting
program is structured so that any savings achieved by enrollment
In private health plans are returned to the beneficiaries in the form
of additional benefits..

Committee Provision
A new "Medicare Choice" program is created. Medicare Choice

builds on the existing Medicare program which allows health main-
tenance organizations (HMOs) to enter into risk contracts with the
Health Care Financing Aftinistration. Under Medicare Choice,
Medicare beneficiaries will have the opportunity to choose from a
variety of private health plan options the health care plan that best
suits their needs and preferences.
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Medicare Choice plan option
Medicare beneficiaries will be given the option of enrolling in the

traditional fee-for-service Medicare program or enrolling in a Medi-
care Choice plan available in the area of their residence.

The types of health plans that may be available as Medicare
Choice plans include (1) fee-for-service indemnity health plans
which pay providers on the basis of a privately determined fee
schedule; (2) coordinated care plans that arrange for the provision
of health services through an Integrated network of providers; (3)
high-deductible health plans with a minimum annual deductible
for insured medical services of $3,000 and which must be offered
in conjunction with a Medicare Choice account; and (4) any other
types of health plans that meet the standards required of Medicare
Choice health piano

The Secr~etary of Hfealth and Human Services Is to issue regula-
tions, including standards for Medicare Choice sponsors and Medi-
care Choice plans, by Apri 30, 1996, or 120 days after passage of
the Medicare Choice legislation. Medicare Choice health plans may
be sponsored by insurers, health maintenance organizations, pro-
vider service networks, unions and Taft-Hartley multi-employer or-
ganizations, and associations.

Organizations eligible to contract with the Secretary to offer
Medicare Choice plans must be organized and licensed under State
laws applicable to entities bearing risk for the provision of health
services, by each State in which they wish to enroll Medicare bene-
ficiaries. Organizations that are exempt from State regulation,
such as unions and associations, may apply for certification as a
Medicare Choice plan sponsor directlyv to the Secretary.

In order to facilitate the availability of Medicare choice plans
throughout the United States a temporary Medicare Choice plan
certification process is established.

Organizations unable to obtain State licensure within 90 days of
submitting a completed application to the appropriate State licens-
ing entity may apply for certification as a sponsor of a Medicare
Choice plan directly to the Secretary The Secretary shall review
and consider the application only where it finds a state's review
process and standards create unreasonable barriers to market
entry.

The Secretary must approve or deny the application within 120
days. If the organization meets the quality, access, and solvency re-
quirements of the Medicare Choice program, the Secretary shall
grant the organization a certificate allowing the organization to
offer Medicare Choice plans for a period of 36 months. If the spon-
soring orgniation does not obtain a State license within the 36
month perod, 'the organization must terminate its Medicare Choice
plan offerings. In no case may an organization otherwise required
to be State licensed sponsor a Medicare Choice plan after December
31, 2001, without having obtained the State license.

The temporary certification rocess sunsets on December 31,
2000. The Secretary is requrirdtoreor to Congress evaluating
the temporary certification process by December 31, 1998. The re-
port shall include an analysis of State efforts to adopt regulatory
standards that take into account health pIan sponsors that provide
services directly to enrollees through affiliated providers.
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Also by December 31, 1998, the Secretary shall report to Con-
gress, on the results of a demonstration project on alternative par-.
tial risk-sharing arangements between the Secretary and health
care providers. Te report shall Include an analysis of the adminis-
trative feasibility of partial capitation arrangements for the Medi-
care program and the information necessary to Implement such ar-
rangements.

All Medicare Choice plan sponsoring organizations must assume
ful financial risk on a prospective basis for the provision of health
care services, except the organization may insure or make arrange-
ments for: stop-loss covered for costs exceeding $5,000 per member
per year; services provided to members by providers outside of the
organization; and for not more than 90 percent of costs which ex-
ceed 115 percent of income in a fiscal year. An organization may
also make arrangements with providers to assume all or part of the
risk on a prospective basis for the provision of basic health serv-
ices.

Eligible Medicare Choice plan sponsoring organizations must
meet solvency requirements satisfactory to the Secretary. Organi-
zations licensed in States recognized by the Secretary as requiring
solvency standards at least as stringent as those required by Medi-
care will be deemed to meet Medicare Choice plan solvency require-
ments.

In developing solvency requirements, the Secretary shall consult
with State insurance commissioners, independent actuaries, provid-
ers, and insurers and shall take into account a Medicare Choice
plan's delivery system assets and Its ability to provide services di-
rectly to its enrollees through its affiliated providers. The Secretar
shall also consider alternative means of protectiing ganst insol-
vency, including reinsurance, unrestricted surplus, lettgersi of credit,
guarantees from a financially strong party, organizational insur-
ance coverage, partnership with a licensed entity, or other methods
acceptable to the Secretary.
Eligbility

Any person entitled to coverage under Medicare Part A and en-
rolled in Medicare Part-B is eligible to enroll in a Medicare Choice
plan that serves the geographic area in which the person resides,
except persons with end-stage renal disease (ESRD). However, a
Medicare beneficiary developing end-stage renal disease after hav-
ing enrolled in a Medicare Choice plan may continue enrollment in
that Medicare Choice plan. The Secretary will report recommenda-
tions to Congress by December 31, 1999, on the enrollment of
ESRD beneficiaries in Medicare Choice plans.

Eligibility for enrollment in union or associiation-sponsored Medi-
care Choice plans is limited to full-fledged members of the union
or association and their spouses.
Enrollment

There will be an annual coordinated open enrollment period in
November of each year during which the Secretary will provide
every Medicare beneficiary with the opportunity to enroll in a Med-
icare Choice plan for the subsequent year.
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The ecrearyshall be repnible for enrolling individuals and
shall provide for beneficiary enrollment, to the extent feasible, by
telephone, through the mall, or in person at local Social Security
offices.

Medicare beneficiaries; will be enrolled in the Medicare Choice
plan of their choice on a first-come basis up to the Medicare Choice
plan's capacity hSceay will develop special rulesgoeng
the enrollment of Medicare beneficiaries in union and association-
sponsored Medicare Choice plans.

Medicare beneficiaries who fall to notify the Secretary of their
enrollment choice will continue to be enrolled in the same option
a~s they were enrolled In during the previously

Persons newly Medicare eligible will have tehe opportunity to en-
roll In a Medicare Choice plan at the time of their Initial enroll-
ment in Medicare. The Secretary will be responsible for distribut-
ing Medicare Choice p lan information and enrollment materials to

pesos newly eligible for Medicare within two months of their
Medicare eligibility date.

Medicare beneficiaries who are also enrolled in Federal employ-
ees health benefits (FEHB) plans have their deductibles paid by
the FEHB plan. For this reason, the Committee provision requires
that persons enrolled in FEHB plans not enroll in a Medicare
Choice high deductible plan until the Office of Personnel Manage-
ment has adopted policies to ensure that enrollment in this option
does not cause higher costs for Federal health plans.
Disenroliment

Medicare enrollees will be able to disenroll from a Medicare
Choice plan and enroll in another Medicare Choice plan or revert
to the traditional Medicare progrw~ annually, only duringAthe open
enrollment period with the following exceptions: (1) Meicare en-
rollees Will have l~e right to disenroll from a Medicare Choice plan
and enroll in another Medicare Choice plan or enroll in the tradi-
tional Medicare program within ninety days of their initial enroll-
ment in the Medicae Choice plan; (2) the Secretary shall identify
qualifying events (such as change of residence) whereby a Medicare
beneficiary may change health plan enrollment at times other than
during the open enrollment period; and (3) Medicare Choice plan
enrollees may disenroll from a Medicare Choice plan outside the
open enrollment period for cause (to be defined in regulations by
the Secretary).

There is a special disenroilment rule for beneficiaries choosing
the high-deductible/Medicare Choice account plan. Individuals
wishing to terminate enrollment in a high-deductible/Mledicare
Choice account plan must provide at least one year's notice, to be
supplied during an annual open enrollment period, before being al-
lowed to switch enrollment to another Medicare Choice plan or re-
turn to the traditional Medicare program.
Information

The Secretr is responsible for developing informational mate-
rials describing the Medicare Choice p lana available in each area.
The materials shall be mailed to each Medicare beneficiary no later
than 30 days prior to the annual open enrollment period. The Sec-
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rotary may contract with public or private organizations to develop
and distribute the informational materials.

The informational material shall be written in the most easily
understandable manner possible, and Include the information de-
scribed in this section as well as any othr information the Sec-
retary determines Is necessary to assist Medicare beneficiaries in
the selection of a Medicare Choice p lan.

The informational materials shall contain at a minimum: (1) the
Medicare Part B premium rate for the upcoming calendar year; (2)
a description of the covered items and the cost-sharing amounts ap-
plicable to the traditional Medicare proga for the subsequent
year (3) the Medicare payment amount -for edicare enrollees in
the edcare payment area for the subsequent year; (4) informa-
tion and instructions on how to enroll in a Mediar Choice plan;
(5) the restriction on Medicare payments for services provided to
beneficiaries enrolled in Medicare Choice plans- and (6) notice that
Medicare Choice plan sponsors are authorized by law to terminate
or refuse to renew their Medicare contracts, and therefore, ma
terminate or refuse to renew the enrollment~ of Medicare individ-
uals. The information materials shall also include comparative
quality indi caters for the traditional Medicare program and each of
th Medicare Choice plans, including disenrollment rates for the
g revious, two years (excluding disenrollment due to death or mov-

g outside a plan's service area); and Information on enrollee satis-
faction and health outcomes.

The Committee is aware of the need for beneficiaries to receive
full information about the scope of the services they might receive
under Medicare Choice plans. To address such concerns by bene-
ficiaries who might wish to select Medicare Choice plans, the Com-
mittee has included an amendment which requires that bene-
ficiaries be advised of the extent to which they may select the pro-
vider of their choice, Including providers both within the network
and outside the network (if the plan allows out-of-network serv-
ices). This provision Is intended to provide beneficiaries with full
information about the range of providers they may be able to uti-
lize, as well as to provide assurances tooproviders, especially spe-
cialists, that beneficiaries will be aware o the extent to which the
services they provide are covered under the various plans.

The information provided by the Secretar shall also include the
following information for each Medicare6Chice plan available in
the Medicar payment area: (1) the plan's premium price and an
indication of the difference between th'e premium price and the
Medicare payment amount; (2) the enrollee srights to benefits from

organization and an indication of the beneficiaries' exposure to
balance billing; (3) the extent of the enrollee's rights to select a pro-
vder of their choice, including providers who do not belong to the

plan's network and the restrictions on payment for services fur-
nished to an enrollee by other than the Medicare Choice plan's par-
ticipating providers; (4) out-of-area coverage provided by the Medi-
care Choice plan; (5) coverage of emergency services and urgently
needed care; (6) the appeal rights of enrollees; (7) enrollees' rights
to address grievances with the p lan to the Secretary or the appro-
priate external review entity; (8) an indication of whether the plan
sponsor is out-of-compliance with any Medicare Choice standards;
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and (9) supplemental coverage available fr-om the Medicare Choice.
plan and te premium prices for the supplemental coverage.
Marketing

Medicare Choice plans may prepare and distribute marketing
materials and pursue marketing strategies so long as they accu-
rately describe the benefits available from the plan in comparison
to the traditional Medicare program. Marketing shall be pursued in
a manner not intended to 'volate the anti-discrimination require-
ments. Marketing materials shall not contain false or materials
misleading information, and shall conform to all other applicable
fair marketing and advertising standards and requirements.

Medicare Choice p lan sponsors must submit any brochures, ap-
=1Catio n frms, and promotional or informational material to the

tayfor review. Materials not disapproved by the Secretary
within 45 days may be distributed. Marketing materials reviewed
and not disapproved In one HHS regi onal office shall be deemed
approved for use in all other areas wh ere the Medicare Choice plan
is offered.
Benefits

All Medicare Choice plans must offer, at a minimum, coverage
for the same items and servces as the traditional Medicare pro-
gram. Medicare Choice plans may require cost-sharing that is dif-
ferent from the cost-sharing requirements in the traditional Medi-
care program. However, the average total amount of cost-sharing
peor enrollee for Medicare covered items services in a Medicare
Choice plan may not exceed the averae total amount of cost-shar-

Ing per enrollee in the traditional Medicare program, except for the
high-deductible/Medicare Choice Account plan. High deductible
plans ($3,000 deductible) may not require annual out-of-pocket
costs (deductibles, coinsurance, and copayments) for insured ex-
penses in excess of $6,000 per year.

Medicare Choice plans may include additional benefits as part of
their basic benefit package offered to Medicare enrollees and in-
cluded in the basic premium price.

Medicare Choice plans may offer optional supplemental benefits
to Medicare Choice plan enrollees for an additional premium. The
supplemental benefits may be marketed and sold by the Medicare
Choice plan separate from the Medicare Choice enrollment process.
However, if the supplemental benefits are offered only to enrollees
in the sponsor's Medicare Choice plan(s) the same supplemental
benefit options must be offered to all of the Medicare Choice plan
sponsor's Medicare enrollees in each Medicare payment area for
the same premium amount.

If the Secretary makes a determination on benefit coverage that
will result in added costs for Medicare Choice plans, the Medicare
Choice plans are not responsible for assuming responsibility for
such coverage until the beginning of the next contract year. Medi-
care Choice plan enrollees may obtain such new benefits on fee-for-
service basis until the new coverage requirement goes into effect at
the beginning of the next contract yar.

in the case of a Medicare benefilciary who is hospitalized at the
time of enrollment or disenrollment from a Medicare Choice plan,
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responsibility for payment for the hospitalization Is determined by
the status of coverage at the time of admission to the hospital.

'Medicare Choice plans may recover payment for services po
vidod to a plan enrollee which qualify for coverage under workers
compensation, automobile, or other Insurance policies of an en-
rollee.
Health plan standards

Each Medicare Choice plan sponsor must have arrangements for
an ongoing quality assurance pro gram. The program Must (1)
stress 'heal-th outcomes; (2) provide written prtcl or utilization
review; (3) provide review by ph sicians and other health care pro-
fessionals of the process follow:Yin the provision of health services;
(4) monitor and evaluate high-volume and hig'h-risk services; (5)
evaluate the continuity of care enrollees receive; (6) have mecha-
nisms to Identify underutilization and overutilization of services;
(7) alter practice parameters after identifying areas for improve-.
ment; (8) take actions to improve quality; (9) and make available
information on quality and outcomes to facilitate beneficiary com-
parisons.

Medicare Choice plan sponsors must also make arrangements
with independent quality review and improvement organizations
for external quality review of each Medicare Choice plan they offer.
The organization will serve as an alternative means for addressing
enrollee grievances; review health plan performance based on ac-
cepted quality criteria; promote and make health plans accountable
for improved performance; integrate new standards into quality re-
view developed specifically for the Medicare population; and report
to the Secretary those Medicare Choice plans that are unable or
unwilling to undertake necessary quality improvement activities.

Medicare Choice plan s nsors shall be accredited for meeting
quality standards establisied by the Secretary. Medicare Choice
plans accredited b y external Independent accrediting organizations,
recognized by the Secretary as establishing standards at least as
stringent as Medicare standards, shall be deemed" accredited for
Medicare purposes.

The Secretary shall create incentives for Medicare Choice plans
to report to the Secretaryaggregate encounter data, Including data
on physician visits nursing home days, home health visits, hospital
inpatient days, anci rehabilitation services.

Medicare Choice plans must demonstrate the capacity to ade-
qua tely serve their expected enrollment of Medicare beneficiaries.

Medicare Choice plans must make all Medicare covered services
and all other services contracted for available and accessible within
service areas, with reasonable promptness and in a manner that
assures continuity of care.Al Medicare Choice plans must provide
access to the appropriate providers, including specialists
credentialed by the Medicare Choice plan sponsor, for all medically
necessary treatment and services.

The Co~mmittee anticipates that Medicare Choice plans will in-
clude centers of specialized care, such as teaching hospitals, aca-
demic health centers, cancer centers, children's hospitals and other
pediatric facilities, in establishing arrangements to provide the full
range of specialized care for enrlle.
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If a Medicare Choice plan restricts coverage to services provided
by a network of providers, primary care services in rural areas
must be available within 30 minutes or 30 miles fr-om an enrollee's
place of residence. The Secretary may make exceptions to this
standard on a case-by-case basis.

Urgent care must be available and accessible 24 hours a day and
7 das a week. Medicare Choice plans must also pay for emergency

sevcs provided by nonaffiliated providers when it is not reason-
able, given the circumstances, to obtain the services through the
Medicare Choice plan.

Medicare Choice plan service areas must correspond to Medicare
payment areas. The Secretary may waive this requirement and ap-
prove service areas that are smaller than Medicare payment areas
iftheSerty determines that the service areas are not defined

so as to discriminate against any population.
Medicare Choice plan sponsors may not discriminate against in-

dividuals on the basis of health status or anticipated need for
health services in the enrollment, disenrollment, or provision of
services.

Medicare Choice plan sponsors may not cancel or refuse to renew
a beneficiary except in cases of fraud or non-payment of premium
amounts due the plan.

Medicare Choice plan sponsors must have meaningful grievance
procedures for the resolution of individual enrollee complaints. An
enrollee who is dissatisfied with the outcome of the grievance pro-
cedure has the right to a hearing before the Secretary if the
amount involved is greater than $100. If the amount Is greater
than $1,000, either the enrollee or the Medicare Choice plan spon-
sor may seek Judicial review.

The Secretary shall review in an expedited manner any denial of
service by a Medicare Choice plan in cases where denial of care
could result in significant harm.

A Medicare Choice plan sponsor terminating its contract with the
Secretary must arrange for supplementary coverage for its Medi-
care enrollees for the duration of any preexisting condition exclu-
sion under the enrollee's successor coverage for the lesser of 6
months or the duration of the exclusion period.

Medicare Choice plan sponsors must make adequate provision
against the risk of insolvency, including provisions to prevent the
plan's enrollees fr-om being held liable to any person or entity for
the plan sponsor's debts in the event of the plan sponsor's insol-
vency.

Each Medicare Choice plans must submit to the Secretary a table
of its rates for all actuarial categories of beneficiaries prior to con-
tmractPp royal by the Secretary.cmChoice plan sponsors must provide prompt payment for
covered items and services to providers who are not under contract
with the plan. If the Medicare Choice plan sponsor does not provide
prompt payment, the Secretary may pay such providers directly
and deduct the payment amount from the payments made to the
Medicare Choice plan.

A Medicare Choice plan must maintain written policies and pro-
cedures respecting advance directives. Nothing in this section shall
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be construed to require the provision of information regarding as-
sisted suicide, euthanasia, or mercy killing.
Medicare payments

A Medicare payment amount will be established for each Medi-
care payment area within the United States. The Medicare pay-
ment amount will be the same for every Medicare beneficiary eligi-
ble for coverage within a Medicare payment area. The Medicare
payment amount for each Medicare payment area will be the
standardized, or average, amount for the area.

In making91 payments to Medicare Choice plans on behalf of Medi-
care beneficiaries, the Medicare payment amount will be adjusted
by the Secretary to reflect demographic and health status factors
applicable to the beneficiary.

ThNe Medicare payment amounts will be based on the current
Medicare HMO payment methods with adjustments made so that
the Medicare payment amounts are fair and so that the variation
in Medicare payment amounts across geographic areas are reason-
able.

A base Medicare payment amount will be established for each
Medicare payment area. The link between traditional Medicare fee-
for-service spending and the Medicare payment amounts will be
broken. After 1996, Medicare payment amounts will be updated an-
nually by the nominal per capita growth in the gross domestic
product (GD"P).

The base Medicare payment amounts will be phased-in over a
three-year period as follows:
1996:.

1995 Medicare per capita rates of payment for each county for
Medicare HMO risk contract plans will be updated by the projected
percentage increase in Medicare spending For caendar year 1996
over 1995. 1996 Medicare per capita payment rates for each county
will then be computed by blending the county rate (75%6) with a na-
tional rate (25%. -The national rate will be adjusted for each geo-
graphic area to account for differences in local input prices. Input
price indices are to be developed by the Seretary, using te most
recent Medicare fee-for-service price indices for Medicr Part A
and Part B services.

In no case will the average per capita rate of payment for a coun-
ty in 1996 be less than it was in 1995.
1997:-

Three adjustments will be made to the 1996 Medicare per capita
rates of pyent, in addition to applying the update based on the
percentage increase in the gross domestic product per capita.

First, Meicr per capita rates of payment for counties will be
agrgae into new Medicare ayment areas consisting of each

Metrpl"ituan Statistical Area (MW) within a state, (Primary MSAs
in the case of Consolidated MSAs) and all areas outside of MSAs
will be agg regated into one area 1or Medicare payment rate pur-
poses. States may apply to the Secretary for adjustents in these
area definitions.



15

Second, the per capita rates of payment will be a blend of the
local area rate (50%) and the price-adjusted national rate for the
payment area (50%).

Third, one-half of the Medicare payments for medical education
and disproportionate share (DSH) that were included as part of
Medicare spending that served as the base for calculating the per
capita rates of payment will be removed. Hospitals will be allowed
to receive payment from the Medicare proga for each Medicare
Choice plan admission equal to one-half ofh amount of medical
education and DSH payments they would otherwise receive for a
patient enrolled in traditional Medicare.
1998:

The remaining Medicare medical education and DSH amounts
will be removed from the per capita rates of payment. Hospitals
will be allowed to- submit a Medicare claim for each Medi ar
Choice plan admission and receive the total amount of medical edu-
cation and DSH payments they would otherwise receive for a pa-
tient enrolled in traditional Medicare.
Adjustments after 1998

Unless Congress acts otherwise, beginning January 1, 2000, the
Secretary shall make annual differential adjustments in Medicare
payment amounts in different Medicare Choice payment areas so
as to achieve by 2002 an appropriate, and equitable, variation in
Medicare payment amounts across geographic areas which is rea-
sonable and justifiable in measurable terms.

These annual differential adjustments shall be based on an anal-
ysis conducted by the Secretary. Because Congress is not certain
what constitutes an appropriate and equitable variation in Medi-
care payment amounts in different Medicare payment areas, the
analysis conducted by the Secretary shall take into consideration
measurable Input cost differences such as wage differentials and/
or such other measurable variables. The Secretary should consult
interested parties in making these analyses.

In the event the Secretary determines that the Medicare pay-
ments amounts resulting from the transition diverge from the ap-
propriate and equitable Medicare payment amounts as determined
byhter analysis, the Secretary shall make differential annual ad-
justments in the Medicare payment amounts in different Medicare
Choice payment areas so as to achieve such appropriate and equi-
table variation in Medicare payment amounts across geographic
areas, by 2002.

The Secretary shall also describe the degree to which Medicare/'
beneficiaries, including beneficiaries in rural and underserved
areas, have access to more health pIan choices at the end of the
transition period for the Medicare Choice program and the extent
to which available payment amounts have limited or enhanced
choices in those areas.

Any payment adjustments made by the Secretary shall not cause
total Medicar spending to increase.

The Secretary shall restrict recommendations to adjustments in
the Medicare payment amounts to be made after 1999.
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The Secretary shall report to the appropriate Committees of the
Congress, and the public, the findings on appropriate and equitable
Medicare payment amounts, and on the payment adjustments pro-
posed to be made annually to 2002, not later than March 1, 1999.

The annual adjustments in per capita payment amounts pro-
posed by the Secretary for the Medicare -Choice payment areas
shall be made by the Seretary effective January 1, 2000, unless
the Congress proposes an alternative plan for those annual adjust-
ments.
Different ioal

Payment for any premium amount in excess of the Medicare pa-
ment amount that Is due to a Medicare Choice plan shall be paid
as mutually araged between the Medicare beneficiary and the
Medicare Choice plan sponsor.

If the premium price of a Medicare Choice plan is less than the
Medicare payment amount, the beneficiary may instruct the Sec-
r etr to: (1) de 't the excess amount in a Medicare medical sav-
ing account; (2apl the excess towards the cost of supplemental
benefits offered by the Medicare Choice plan sponsor; or (3) get a
cash rebate equal to 75 percent of the excess amount at the end
of the calendar year.
Administration and enforcement

The Secretary shall enter into a contract with every organization
eligible to offer a Medicare Choice plan and certified by the Sec-
retar as meeting Medicare Choice plan standards. The contracts
maye made automatically renewable.

Te Secretary shall transmit to each Medicare beneficiary's se-
lected Medicare Choice plan a payment amount equal to the perti-
nent risk adjusted Medicare payment amount for that individual in
that Medicare payment area. Payments shall occur in advance and
on a monthly basis.

Payments to Plans shall be made with funds withdrawn from the
Federal Hosp "ital Insurance Trust Fund and the Federal Supple-
mentary Medi~ Insurance Trust Fund. The allocation from each
fund shall be determined each year by the Secretary, based on the
relative weight that benefits from each fund contribute to the de-
termination of the Medicare payment amounts.

The contract shall provide that the Secretary, or the Secretary'
designee, shall have the right to inspect or otherwise evaluate the
quality, appropriateness, and timeliness. of services performed
under the contract; the facilities of the plan's sponsor; and the
books and records of the plan sponsor that pertain to the ability of
the sponsor to bear responsibility for potential financial losses.Th
Secretary shall also require a Medicare Choice plan sponsor to pro-
vide notice to enrollees in the event of termination of the plan's
contract and include in the notice a description of each enrollee's
options for obtaining benefits.

Prior to terminating a contract or imposing intermediate sanc-
tions for non-compliance on a Medicare Chdice plan sponsor, the
Secretary shall provide the Medicare Choice plan sponsor with the
opportunity to develop and implement a corrective action plan. The
Secretary must also provide the Medicare Choice plan sponsor with
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the opportunity for a hearing, including the opportunity to appeal
an initial decision, before Imposing any sanction or terminating the
contract.

The Secretary of HHS may impose certain lesser sanctions, in-
cluding suspension of enrollment or payment and Imposition of 'civil

moeay penalties. These sanctions ma~y be appliedfodeilf
medically necessary services, overcharging, enrollment violations,
misrepresentation failure to p promptly for services, or employ-
ment of providers barred from Mecare participation.

A contract may be terminated by the Secr~etary of HHS at any
time (after reasonable notice and opportunity for a hearing) if the
organization no longer meets the Medicare Choice plan require-
ments.

The Secretary may not enter into a contract with a Medicare
Choice plan sponsor if a previous contract with the plan sponsor
was terminated within the previous five years, except in cir-
cumstances that warrant special consideration.
Transition rules for 1996

Existing Medicare HMO risk-contract plans are automatically
grandfathered as Medicare Choice plans and have up to three years
to meet any new or different standards.

Medicare Part B-only risk-contract plan enrollees are grand-
fathered subject to regulations adopted by the Secretary. Persons
enrolled in Medicare Part B only will not be allowed to enroll in
Medicare Choice plans. HHS will adopt regulations for the grand-
fathered Part B only enrollees.

Effective date

Effective with respect to contracts effective on or after January
1, 1997.

SUBCHAPTER B-TAX PROVISIONS RELATING TO
MEDICARE CHOICE PLANS

DESCRIPTION OF TAxATION OF MEDICARE- CHOICE AccOuNTs
(Sec. 7006)

Present Law
Under present law, the value of Medicare coverage and benefits

is not taxable.
An individual may deduct unrelimbursed medical expenses (in-

cluding expenses for his or her spouse and dependents) to the ex-
tent such expenses exceed 7.5 percent of the individual's adjusted
gross Income. Medical expenses for this purpose include amounts
paid for medical insurance, including Medicare part B premiums.

There are no specific tax provisions for Medicare Choice Accounts
under current law.

Reason. for Change
The Committee believes the cornerstone to providing America's

senior citizens with greater power over their health care is to bring
private sector ideas and improvements into the Medicare system.
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The Medicare Choice Account does this by boring seniors a new
otion other than the ttraditionadl Medicare program and rewarding

those who choose a lower cost health insurance option. The Medi-
care Choice Account further provides seniors with control over their
own health care expenses.

Committee Provision
Under the provision, individuals who are eligible for Medicare

can choose between enrolling in the traditional Medicare program
and enrolling in a Medicare choice p lan. Medicare Choice plans in-
clude traditona fee-for-service plans, coordinated health care
plans, a high-deductible plan combined with a Medicare Choice Ac-
count,' and union- or association-sponsored health plans. A high-de-
ductible health plan must have a minimum deductible of $31,000
and limit the Insured's maximum annual out-of-pocket expense to
no more than $6,000.

If an individual chooses the high-deductible plan/Medicare
Choice Account option, the difference between the Medlcrere pay-ment amount for the individual and the cost of the high-deductible
pan Is deposited by the Secretary of Health and Human Services

In the insured's Medicare Choice Account. If the insured chooses
another Medicare Choice p lan option, the individual may direct the
Secretary of Health and Human Services to deposit the difference
between the Medicare payment amount and the cost of the Medi-
care Choice plan into the insured's Medicare Choice Account. Only
the Secretary of Health and Human Services can make contribu-
tions to a Medicare Choice Account. Contributions to a Medicare
Choice Account are not taxable.' Earnings on amcunts in a Medi-
care Choice Account are not taxable. Withdrawals from a Medicare
Choice Account are not taxable if used for qualified medical ex-
penses.

DEFINITON OF MEDICARE CHOICE AccouNTs

A Medicare Choice Account Is a tax-exempt trust (or a custodial
account) created for the purpose of paying the insured's qualified
medical expenses. A Medicare Choice Account is subject to certain
rules applicable to individual retirement arrangements ("IRAS"). 2
The trustee of a Medicare Choice Account could be a bank, insur-
ance company, or other person approved by the Secretary of the
Treasury.

A Medicare Choice Account trustee is required to prepare and
file such reports as may be required by the Secretary of the Treas-
ury.A $50 penalty is imposed for each failure to ifile without rea-
sonable cause.

I An individual does not have taxable income merely because the individual can choose among
various Medicare Choice options and the traditional Medicare program or between payment of
a cash rebate and other options.

2 For example, no Medicare Choice Account assets can be invested in life insurance contracts,
Medicare Chice Account assets can not be cmInge with other property cept in a common
trust ffond or common investment fund, and an account holders interest In a Medicare Choice
Account is nonforfeitable. In addition, if an account holder engy in prohibited transaction
with respedt to a Medicare Choice Account or pledges assets in a "a Choice Account, rules
similar to those for MRA& apply, and any amounts treated as distributed to the account holder
under such rules are treated as not used for qualified medical expenses.
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TAXATION OF DI&TIWUTJON8 FROM A MEDICARE CHOICE AccouNT
Distributions from a Medicare Choice Account that are used to

PayqUalfe medical expenses of the insured (and the insured's
spouse, if the spouse is eligible for Medicare) are not taxable.
Qulfe medical expenses Include medical expenses defined under
section 213(d) and long-term care services. Qualified medical ex-
penses do not Include any insurance premiums other than pre-
miums for long-term care insurance.3

Distributions from a Medicare Choice Account that are not used
for qualified medical expenses are taxable, and subject to a 10-per-
cent penalty. The 10-percent penalty does not apply to distributions
due to death or disability.

Tax-free transfers are permitted between Medicare Choice Ac-
counts.

Erroneous contributions to the Medicare Choice Accounts can be
returned to the Secretary of Health and Human Services without
tax or penalty.

TREATMENT OF MEDICARE CHOICE AccouNT AT DEATH

Upon the death of the Medicare Choice Account beneficiary, no
estate tax applies, and the following income tax rules apply.

A surviving spouse who is Medicare eligible can inherit the de-
ceased spouse's Medicare Choice Account. If the surviving spouse
is not Medicare eligible, the surviving spouse can continue the
Medicare Choice Account for the purpose of paying the qualified
medical expenses of dependents and a subsequent spouse. Addi-
tional contributions are not permitted to the Inherited Medicare
Choice Account and earnings are not taxable. Withdrawals for non-
qualified medical expenses are taxable and subject to a 10-percent
excise tax unless the distribution is made after the surviving
spouse dies or becomes disabled.

If the beneficiary of an inherited Medicare Choice Account is not
the spouse, the value of the Medicare Choice Account is taxable to
the beneficiary. If' there is no beneficiary of the Medicare Choice
Account, the deceased account holder is taxed on the value of the
account.

REvENUE EFFECT OF MEDICARE CHOICE ACCOUNTs

Under the proposed changes to the Medicare program, the Medi-
care Choice Account option will result in a reallocation of Medicare
funds. This reallocation generally will move some funds from Medi-
care service providers to M edicare recipient accounts. The
reallocation of outlays from service providers to recipient accounts
would not be scored for budget purposes because the overall level
of income would remain the same as projected in the Congressional
Bud get Office revenue baseline.

Balances in the Medicare Choice Accounts would be used for
Medicare-covered expenses, non-Medicare covered medical ex-
penses, or for nonmedical expenses. To the extent the Medicare
Choice Account participant does not spend the entire Medicare
3Dlstributions from a Medicare Choice Account that are not taxable cannot be taken into ac-

count for purposee of the Itemized deduction for medical expenaes.
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Choice contribution, there will be a balance In the Medicare Choice
Account at the end of the year and there will be earnings on that
account balance that will not be subject to Federal income taxation.
To the extent that these earnings represent amounts that would
have been taxable If held In another form of savings instrument,
there would be a net decrease in Federal revenues.

It is assumed that, at least as an initial matter, the demo-
graphics of the potential population of Medicare Choice partici-
pants, the estimated premium differentials, and estimated low par-
ticipation rates will cause Medicare Choice Accounts to have rel-
atively small end of year account balances. For these reasons, it is
likely that Medicare Choice Accounts will have a negligible effect
on Federal fiscal year budget receipts.

Effective Date
The provision is effective for taxable years beginning after De-

cember 31, 1996.
DESCRIPTION OF TAx TREATMENT OF CASH REBATES

Present Law
Present law does not provide for cash payments to individuals

under Medicare.
Reasons for Change

The Committee believes it is important to provide America's sen-
ior citizens with greater power over their health care spending de-
cisions. The Medicare Choice Plan with its cash rebate option pro-
vides seniors with control over their own health care expenses and
rewards them for cost-effective decision making.

Committee Provision
Under the provision, certain individuals would be entitled to cash

rebates under the Medicare Choice program. These rebates are tax-
able.

Effective Date
The provision applies to rebates received after the date of enact-

ment.
Chapter 2-Provisions Relating to Part A

SUBCHAPTER A-GENERAL PROVISIONS RELATING TO
PART A

PPS HOSPITAL PAYMENT UPDATE
(Sec. 7011)

PresentLa
Since 1983, Medicare has paid hospitals for most inpatient serv-

ices with a fixed, predetermined amount according to patient diag..
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nosis. The payment system Is called the Medicare Prospective Pay-
ment Sstem (called PPS).

Medicare's PPS payments are updated each year for inflation.
The inflation update is based on the projected Increase in the "mar-
ket basket index (MBI), which estimates the prices of the goods
and services hospitals buy to provide care.

Since fiscal year (FY) 1986, Congress has repeatedly si-t the up-.
date factor at a level below the MBI. In OBRA 1993, the update
was set at:

1. FY 1994-
Rural hospitals: MBI minus 1.0 percentage point.
Urban hospitals: MBI minus 2.5 percentage points.

2. FY 1995-
Rural hospitals: inflation update necessary to eliminate

the rural/urban differential.
Urban hospitals: MBI minus 2.5 percentage points.

3. FY 1996-
MBI minus 2 percentage points.

4. FY 1997-
MBI minus 05 percentage point.

5. FY 1998 and later years-
Equal to the MBI wth no reductions. -

Reasons for Change
Hospitals' cost growth has slowed in recent years. For example,

in 1995, hospitals' costs are growing 1.4 percent per year as esti-
mated by the Prospective Payment Assessment Commission
(ProPAC). The Congressional Budget Office estimates that the hos-
citmal market basket increase will be slightly less than 4 percent

1996-2002, more than two percentage points higher than hos-
pitals' cost growth.

Committee Provision
The provision sets the annual market basket update for hospitals

to equal MBI minus 2.5 percentage points for each year, 1996-
2002. In addition, the annual inflation update for hospitals will not
be less than 1.3 percent in fiscal year 1996; 1.2 percent in fiscal
year 1997; and 1. 1 percent from fiscal years 1998-2002.

Effective Date
For cost reporting periods beginning on or after October 1, 1995.

PPS-ExIMPr HOSPITALPAYMENTS
(Sec. 7012)

Present Law
Certain types of hospitals are excluded by law from Medicare's

Prospective Payment system (PPS-exempt) and are paid on the
basis of reasonable costs, subject to the Tax Equity and Fiscal Re-
Isponsibility Act of 1982 (TENRA) rate of increase limits. The rate
of Increase limits are called TEFRA limits.
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OBRA 93 provided for an update factor to the TEFRA limits of
market- basket minus 1.0 percentage point for fiscal years 1994-
1997. A hospital with operating atsts in FY 1990 that exceeded the
TEFRA limits by 10 percent or more are exempt from the update
reduction, with partial redt),otions applied to hospitals near the
threshold.

PPS-exempt hospitals are paid for the reasonable costs of capital.

Comminttee Provision
The update factor to the cost limits of PPS-exempt hospitals will

be set to equal market basket minus 2.5 percentage points for
1996-2002.

The update adjustment will vary for hospitals above and below
TEFRA limits. For hospitals with costs that exceed the TEFRA lim-
its In fiscal year 1995 by 1[0 percent or more, the update will equal
the market basket. Hospitals near the cost limit threshold will re-
ceive partial reductions to the market basket. Hospitals with costs
times 150 percent equaling or exceeding their TEFRA limits will
receive no Inflation Updates.

The Secretary shall adjust, for hospitals receiving updates, the
inflation update to be no less than 1.Iprent in fiscal year 1996;
1.3 percent In fiscal year 1997; and 1.1 percent for fiscal years
1998-2002.

The Committee provision adjusts the TEFRA limits for new and
existing PPS-exempt hospitals. PPS-exempt hospitals and units (for
rehabilitation hospitals and units and lonzg-term care hospitals
only) that began receiving PPS-exempt payments on or after Octo-
ber 1, 1995 will have TEFRA limits not to exceed 130 percent of
the national average TEFRA limits using 1991 cost report data
(means are calculated by typ of hospital/unit) of PPS-exempt hos-
pitals and units. By typeMof hospital/nit, the PPS-exempt hospitals
and units (for rehabilitation hospital/units and long-term care hos-
pitals only) that received PPS-exrempt payments before October 1,
1995 will be paid TEFRA limits that are no less than 50 percent
of the national average TEFRA limits. The Secretary, prior to im-
plementing the provision, will determine if a separate TEFRA limit
should be caculated for certain types of long-term care hospitals as
Categorized by patient diagnostic related groups and case mix.PS-exem t -ospitals' capital payments will be reduced by 15
percent for fiCal years 1996-2002.

The Secretar is directed to report on a prospective payment sys-
tem for PPS-exempt hospitals no later than June 1, 1996.

Effective Date
Cost reports beginning on or after October 1, 1995.

CAPITAIJ PAYMENTSFoR PPS Horn'rrAws
(Sec. 7013)

Present Law
Hospital capital expenses (the costs of building or acquiring fa-

cilities and major equipment) are paid for under the Prospective
Payment System (PPS).
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Until fiscal year 1992, Medicare payments for capital costs were
based on each hospital's actual expenses, subject to statuto pry
centage reductions. Since fiscal year 1992, M~edicare instadpays
for capital on a p respective per-case basis, with each hospital's pay-
ment rate based on a blend of its own actual costs (called the hos-
pital specific rate) and a standard Federal rate.

Under current law, capital payment rates for fiscal year 1994
and fiscal year 1995 are to be adjusted to produce an aggregate 10
percent savings relative to what would have been paid on a full
reasonable cost basis. In addition, for discharges occurring in fiscal
year 1994 or later, the standard Federal rate Is reduced by 7.4 per-
cent. The Secretary is authorized to determine annual updates for
capita pyent rates.

The Secretary implements the capital provisions by regulation.
Currently, there is no separate payment for property tax-related
capital. There is a special exceptions process for certain major cap-
ital projects in regulation currently.

Reasons for Change
Hospital inpatient capital payments are expected to go per dis-

charge over 20 percent in fiscal year 1996 due to expiring statutory
provisions according to PrePAC. The hospital market basket in-
crease, according to the Congressional Budget Office, is estimated
at slightly less than 4.0 percent for fiscal years 1996-2002. If
changes are not made in current law, hospitals will be significantly
overpaid by Medicare for capital costs beginning in fiscal year
1996.

Committee Provision
The Committee provision would adjust Medicare payments for in-

patient capital payments as follows:
For cost reports starting on or after October 1, 1995:

1. Reduce the standard Federal rate 7.47 percent;
2. Reduce the hospital specific rate 8.27 percent; and
3. Extend the original OBRA 1990 budget neutrality require-.ment (extended in OBRA 1993 for fiscal years 1994 and 1995)

with an additional 5 percent reduction through fiscal years
1996-2002 so that aggregate capital payments each year equal
85 percent of what payments would be under reasonable cost
payment.

The Committee provision also makes several adjustments to the
current regulations for capital payments to hospitals, on a budget
neutral basis:

1. The Secretary is directed to provide a- hospital-specific
add-on capital payment for the property tax related capital
costs for hospitals incurring such costs (including costs for pay-
ments In lieu of taxes for private not-for-profit organizations);
and

2. The special exceptions process is modified In law to add
several criteria and rules for such special exceptions. The addi-
tional amount of special exceptions payments is limited to a
total over seven years to not exceed $50 million per year.

20-06 - 95 - 2
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Effective Date
Cost reports starting on or after October 1, 1995.

DispRoPORTioNATE Siwim HOSPITAL PAYMENTS
(Sec. 7014)

Present Law
Under Medicares Prospective Payment System (PPS), an extra

payment is made for certain hospitals that serve a disproportionate
share of low-income patients.

The extra DSH payment is intended to compensate only hospitals
that treat large proportions of low-income patients. Such hospitals
are thought to have higher costs than otherwise similar hospitals
for a variety of reasons. For example, low-income patients may be
more severely ill at the time of admission, and experience a longer
hospital stay due to difficulties In post hospital placement.

Te amount of the extra DSH payment For each hospital is based
on a formula that considers certain hospital and patient factors.
The factors considered in determining whether a hospital qualifies
for extra DSH payments include number of beds, patient days, and
hospital location.

Reasons for Change
Medicare's Disproportionate Share payments have grown from

2.0 percent to 6.0 percent of Medicare's PPXS pa ents from 1988-
1995 according to ProPAC annual reports. Pro9AC8 estimates that
hospital losses from uncompensated care have been stable at slight-
ly less than 5.0 percent of costs since 1984.

Committee Provision
The Committee provision phases down Medicare Disproportion-

ate Share Hospital (DSH) payments to equal 25 percent less than
current law projections of spending in fiscal year 2000. In order to
accomplish the phase-down, DSH payments will be reduced 5 per-
cent from current law estimates each fiscal year from 1996-2000.
In fiscal years 2001 and 2002, the amounts will continue at about
25 percent less than current law projections of spending.

As a result of this phase-down, DSH payments will average 5.0
percent of base PPS payments between 1996-2002 (i.e., all PPS op-
erating payments minus DSH and Medicare Indirect Medical edu-
cation payments). The proposal assumes a reduction in PPS hos-
pitals' annual inflation update at market basket minus 2.5 percent-
age points for 1996-2002.

Effectiv. Date
Cost reporting periods beginning on or after October 1, 1995.
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INDIRECT MEDICAL EDUCAIONPAYMENT
(Sec. 7015)

Present Law
Medicare makes additional payments to teaching hospitals for

the indirect costs associated with approved residency programs.
These indirect costs may be due to a variety of factors, such as
extra demands placed on hospital staff due to teaching activity, ad-
ditional tests and procedures ordered by residents, or more severely
III patients treatedat teaching hospitals.

The payment adjustment Is currently based on a formula that in-
creases the diagnosis-related group (EdRG) payment by approxi-
mately 7.7 percent for each 10-percent increase in the ratio of In-
terns and residents to beds.

Reason for Change
The Prospective Payment Assessment Commission (ProPAC) has

advised Congress that Medicare is pa ng more than Medicare's
share of hospitals' costs for indirect medca education.

Committee Provision
The Committee provision reduces the additional payment adjust-

ment for Medicare Indirect Medical Education (IME) from. 7.7 per-
cent for each 10 percent increase in the ratio of interns and resi-
dents to beds to:

1. Fiscal year 1996: 6.7 percent
2. Fisa year 1997: 5.6 percent
3. Fiscal years 1998-2002: 4.5 percent

for each 10 percent Increase in the ratio of inter~s/residents to
beds.

Effective Date
Cost reporting periods beginning on or after October 1, 1995.

GRADUATE MEDICAL EDUCATION AND DISPROPORTIONATE SHARE
PAYMENT ADJUSTMENS FOR MEDICARE CHOICE

(Sec. 7016)

Present Law
Medicare's HMO p ayment amount includes the costs of graduate

medical education (Direct Medical Education and Indirect Medical
Education) in an area. Hospitals incurring graduate medical edu-
cation and disproportionate share costs associated with Medicare
HMO patients do not receive a direct payment from Medicare for
such costs. The current formulas used to calculate a hospital's BME
and DME payment amounts do not account for Medicare HMO pa-
tients.

Reasons for Change
As the number of Medicare beneficiaries choosing Medicare

Choice plans increases, it will become important to account for
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these patients in Medicare's calculation of a hospital's associated
DME, IME, and DSH costs so that hospitals are fairly paid for such
costs. Certain changes in Medicare's current calculations and a new
process for hospital payment is required related to Medicare Choice
patients.

Commsittee Provision
The Committee provision changes Medicare's current formulas

for teaching (Direct Medical Education and Indirect Medical Edu-
cation) and care for the poor (Disproportionate Share Hospital) pay-
ments to count Medicare Choice patients In determining Medicare's.
hospital payments. In addition, the Committee provision removes
area hospitals' costs for teaching and care for the poor from the cal-
culation of Medicare Choice payments. Hospitals that care for Med-
icare Choice patients will bill Medicare and receive an additional
Medicare payment for the appropriate teaching and care for the
poor adjustment.

Effective Date
Phased in beginning January 1, 1997.

PAYMENTS FOR HOSPICE SERVICES

(Sec. 7017)

Present Law
Medicare covers hospice care for terminally ill beneficiaries with

a life expectancy of 6 months or less.
Hospice rates are updated annually by the hospital market bas-

ket index (MBI). OBRA 93 set the update for the prospecive pay-
ment rates as follows: (1) fiscal year (FY)I196-MI minus 1.0
percentage point, and (2) FY 1997-MBI minus 0.5 percentage
point. Beginning with FY 1998, the full market basket percentage
update will again apply.

Reasons for Change
Medicare's payments for hospice services is one of the fastestgrowing areas In the Medicare program. The Congressional Budget

Office projects that hospice payments will grow 40 percent between
1994-1995. This level of cost growth is unsustainable.

Committee Provision
The Committee provision sets the update for hospice services at

MBI minus 2.5 percentage points each year for fiscal years 1996-
2002. In addition, the annual inflation update for hospice services
will not be less than 1.3 percent in fiscal year 1996; 1.2 percent in
fiscal year 1997; and 1. 1 percent from fiscal years 1998-2002.

Effective Date
Cost reporting periods beginning on or after October 1, 1995.
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EXENDNG MED CA OVERAGE OF,AND APPLICATIoNpOFHos-
PrTALS INsuRANCE TAx TO, ALL STATE AND LOCAL GOVERNMENT
EMPLOYEEs

(Sec. 7018)

Present Law
Under current law, State and local government employees hired

after March 31, 1986, must pay the Hospital Insurance tax (HI tax)
and qualify for Medicare Part A coverage. State and local govern-
ment employees hired before April 1, 1986, do not pay the HI tax
and do not directly qualify for Medicare unless their government
employ er elects to extend Medicare Part A coverage to them.

The total HI tax rate for Medicare-covered employees is 2.9 per-
cent of wages. One-half of the HI tax is imposed on the employee
and one- half on the employer.

Reasons for Change
There are several million State and local government retirees

that will be eligible to receive Medicare coverage but are exempt
from paying the HI tax. In fairness to the Medicare beneficiaries
that pay the HI tax, exempt State and local government employees
that will receive Medicare coverage should be required to pay the
HI tax.

According to the Congrssional Research Service, in 1992 about
98 percent of State and local pensioners aged 65 and older were eli-
gible for Medicare coverage. Most exempt State and local govern-
ment employees will receive Medicare coverage through their
spouses or from prior non-government employment.

Committee Provision
Medicare coverage is extended to State and local government em-

ployees not otherwise covered under current law. These employees
and their employers would become liable for the HI tax and the
employees would earn credit toward Medicare eligibility. In addi-
tion, the service of State and local government employees prior to
January 1, 1996, would be considered covered employment for pur-
poses of determining eligibility for Medicare coverage.

The Department of Treasury would be required to reimburse the
Federal Hospital Insurance Trust Fund for additional paynL~nts
made, administrative expenses incurred, and any interest losses
which occur as a result of the pro vision.

Effetive Date
This provision would apply to services performed by State and

local government employees after December 31, 1995.
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-SUBCHAPTER B-PAYMENTI TOSKI~LLED NURSING
FACILIIS

PAYMENTSTo NuRSINGHomEs
(Secs. 703 1-7038)

Present Law
Medicare pays skilled nursing facilities (SNFs) on a per day basis

for reasonable costs, subject to per day cost limits. The limits are
applied to the per day routine service costs only (nursing, room and
board, administrative, and other overhead) of a facility. Each year,
the cost limits for routine per day costs are updated for inflation.

Non-routine costs, such as therapy services (e.g., physical ther-
apy, occupational therapy, and speech therapy services) are paid
according to reasonable costs. There are no cost limits for non-rou-
tine costs. Medicare pays, under Part A and Part B, a variety of
providers (i.e., nursing homes for facility-based therapists, inde-
pendent therapists therapy companies) for non-routine services.

Freestanding SiF cost limits are set at 112 percent of the mean
perdaorroutin cst.HM~sital-based SNF cost limits are set at the

lmtlfrfreestnig S;s, plus 50 percent of the difference be-
tween the freestanding limit and 112 percent of the mean per day
routine service costs ofhospital-based SNFs.

Routine cost limits are updated annually by the skilled nursing
home market basket. OBRA 93 eliminated the annual market bas-
ket update for SNF limits for cost reporting periods beginning in
FY 1994 and FY- 1995 (called a freeze).

Low-volume SNFs (less than 1500 SNF days per year) may
choose to be paid on a prospective payment basis at 105 percent
of the mean. Te prospective rate is updated for inflation each
year. Low volume SNFs did not receive inflation updates for 1994
and 1995 prospective rates.

SNFs' costs of capital (land and equipment) are paid on a reason-
able cost basis.

Reasons for Change
Medicare payments for skilled nursing facilities (SNFs) 'is pro-

jected to grow over 28 percent for 1994-1995 according to OBO.
WSpending growth of nursing home care is unsustainable in the

Mdcare program. Providers are paid based on costs subject to cer-
tain limits for routine services, with no limits for non-routine serv-
ices. Providers have no incentives to keep the cost growth of non-
routine services low.

Committee Provision
The proposal would extend the OBRA 1993 savings on routine

cost limits for one year and change how SNFs' non-routine costs
and other costs would be paid:

1. The cost savings effects of the OBRA 1993 cost limit provi-
sions will be extended for cost reporting, periods beginning in
fiscal year 1996. National cost limits shall not be less than 100
percent of the mean costs used to calculate the current limits
for foa year 1996.
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2. A new routine cost limit amount will be calculated for fis-
cal year 1997 by the Secretary (using cornplete cost reports
end% Aing September 30, 1994 and including the cost saving ef-
fectso'f the OBRA 1993 cost limit provisions) with an expanded
definition of routine costs. Routine costs are all Items used in
the current law definition-nursing, room and board, adminis-o
tration, and other overhead, plus all ancillaries, supplies and
equipment except those s;Jfled In non-routine costs under

3. Non-routine services will include (1) therapies (speehc
cupational, respiratory and physical therapy services; (2) proe-
scrIption drugs; (3) complex medical equipment- (4) Intra-
venous therapy and solutions Including enteral and parenteral
nutrients, associated, supp lies and equipment; (5) and diag-
nostic services (including laboratory, pulmonary, and radiology
services including tomography and imagingg.

4. For cost-oreporting periods beginning in fiscal year 1997,
all services not subject to routine cost l'imts-including ther-
apy services, prescription drugs, complex medical equipment,
intravenous therapy, and diagnostic services-would be subject
to new limits.

5. New limits will be established by the Secretary using cost-
reporting periods ending September 30, 1994 inflated forward
to fiscal yar 1997 by the SNF market basket. The national
mean limit amount (calculated separately for free-standing and
hospital-based facilities) and the facility -specific limit amounts
for non-routine services per stay will be updated by the SNF
market basket minus 2.5 percentage points for future years
(fiscal years 1997-2002). Annual inflation updates shall not be
less than 1.2 percent in fiscal year 1997 and 1.1 percent each
year for fiscal years 1998-2002.

8. Non-routine services must be billed to Medicare by SNFs,
and paid through Part A only while a patient is eligible for the
Medicare Part ASNF benefit.

7. Medicare payments for non-routine services will be accord-
ing to whichever amount is less:

a. A blended (500165096) payment limit that averages fa-
c ility-speciftic limit amounts of non-routine services per
stay and the wage-adjusted national average limit
amounts of non-routine services per stay. (National aver-
age I mit amounts would be calculated separately for free-
standing nursing hmes and hospital-based units) or

b. Facility-specific costs of non-routine services per stay.
c. However, SNFs that have aggregate non-routine costs

per stay below the blended payment limit would keep 50
percent of the savings. Shared savings may not exceed 5
percent of the aggregate Medicare payments to the SNF
each year.

8. SNFs Will be required to bill Medicare f~r all Part B serv-
ices used by SNF Medicare patients subsdiuent to the Part A
benefit exp iring for a patient or for SNF Medicare patients not
qualif ying or Part A benefits. SNFs must use the available fee
schedule, if that has been the practice for Part B nursing home
billings for the service in the past, or on a lesser of costs or



~. - - - - -~

30

charges basis. Th operating cost portion of Part B billings will
be reduced by 5.8 percent for fiscal years 1996-2002.

9. SN? capital costs will be reduced by 15 percent beginning
in fiscal year 1996.

10. New SN? units and facilities without fiscal year 1997
cost reports will be subject to the lesser of their costs or rou-
tine cost limits In the region as well as the new limited pay-
ment system for non-routine services established in this act,
which would equal 100 percent of the national amount.

11. The Secretary will make routine cost limit exceptions
payments at an annual level no higher than the 1994 aggre-
gate pa ents for exceptions, Inflated by the nursing home
market basket each year. The Secretary must make any excep-
tions to the non-routine payment limits on a budget neutral
basis. Exceptions for non-routine payment limits cannot exceed
5 percent of total non-routine payments each year and must be
budget neutral.

12. Low Medicare volume SNFs will be subject to the cost
savings from the OBRA 1993 provisions for fiscal year 1996.
Be inning fiscal 1997, the Secretary should conform payments
to low Medicare volume nursing homes with the policies in
these provisions.

13. The Secretary, in consultation with ProPAC and nursing
home experts, will recommend to Congrss a separate payment
limit for patients with intensive nursing and therapy needs by
June 1997. In developing the separate payment limit, the Sec-
retary may give consideration to performance measures, such
as length of stay and discharge rates, to assure the delivery of
medically necessary services.

14. ProPAC is; required to report to Congress on the new
payment system within one year of its operation with special
attention to whether free-standing and hospita-based limits
should be calculated separately, quality of services issues and
recommendations, and whether the Medicare physician fee
schedule should be used to calculate resource use of non-rou-
tine services.

Effective Date
The routine cost limit savings extension is; effective for fiscal year

1996. The new payment system for non-routine services will be ef-
fective in fiscal year 1997.

Chapter 3-Provisions Relatig to Part B

PAYMENT FOR PHYSICS' SERVICES
(Sec. 7041)

Present Law
The Omnibus Budget Reconciliation Act of 1989 (OBRA 89) pro-

vided for establishment of a fee schedule for payments for physi-
cians' services beginning in 1992. Under the fee schedule (a re-
source-based relative value scale or BBRVS), each physician service
is assigned relative value units (RVUs) that reflect physician work,
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practice costs and malpractice costs. The RVUs for each physician
service are adjusted for geographic variations in the costs of prac-
ticing medicine.

To determine the Medicare fee payment for a physician service,
the adjusted RVUs for the service are multiplied by a dollar
amount called a "conversion factor." There are currently three con-
version factors, for (1) surgical services; (2) primary care services;
and (3) other nonsurgical services.

Each year, unless Congrss otherwise provides, a default formula
Is used to determine an update, or a percentage increase or de-
crease, to each conversion factr. The default update is the sum of
the Medicare Economic Index (MEl) (a measure of changes in phy-
sician practice costs) and a performance adjustment.

The performance adjustment is a comparison of actual physician
spending in a base period with an expenditure goal known as the
Medicare Volume Performance Standard (MVPS). The MVPS is cal-
culated from estimates of several factors (changes in fees, non-
HMO enrollment, volume and intensity of physician services, and
laws and regulations), based on data from the second- receding fis-
cal year (e.g., fiscal year 1993 data would be used to determine the
calendar year 1995 update). The MVPS derived from this calcula-
tion is subject to a reduction known as the "performance standard
factor." The MVPS has a lower limit of MEI minus five percentage
points.

Reaoonu for Change
The Committee provision provides for a single conversion factor.

A single conversion factor restores the Integrity of the RBRVS.
When the Medicare fee system was established by Congress, It was
intended that each RVU should be worth the same amount across
all physicians' services, and not by the category of physician service
(i.e., surgical services, primary care services, and other nonsurgical
services). However, under current law, physician services assigned
the same number of RVUs may be paid differing amounts. The
Committee provision corrects this distortion of the physician fee
schedule. A single conversion factor has been recommended by the
Physician Payment Review Commission.

The Committeeprovision also revises the default update formula,
for two reasons. ~rat, the current default update formula has re-
sulted in highly volatile updates. In 1994 and 1995, the default up-
date formula allowed for an aggregate update for surgical services
of 22.2 percent; for primary care services, 15.8 percent; and for
nonsurgi callphsicians' services, 10.5 percent. These updates are in
excess of Inflation and improvements in medical science or medical
technology. Furthermore, If Congress had not mandated reductions
in 1993 in *the updates for surgical services and other nonsurgical
services, the updates for surgical services and nonsurgical services
would have been even higher.

The revision to the conversion factor and the default update for-
mula will also reduce the rate of growth of physician expenditures
to a sustainable level. Nonetheless, total spending for physician
services will grW substantially over the next seven years. The
Committee willexamine carefully the impact of these changes on
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both payments to physicians, to ensure their adequacy, and on ac-
cess to physician services by Medicare beneficiaries.

Committee Provision
The Committee bill would amend Sec. 1848(dXl) of the Social Se-

curity Act to provide for the establishment of a single conversion
factor, rather than three conversion factors, effective January 1,
1996. The conversion factor for 1996 would be set at $35.42.

The Committee bill would amend Sec. 1848 to modify the calcula-
tion of the default update, effective for calendar year 1997. The
MVPS would be repealed, and the performance adjustment would
be replaced with an update adjustment factor. The update would
equal the product of MEI and the update adjustment factor. The
update adjustment factor would match spending on physician serv-
ices to a cumulative sustainable growth rate.

The update adjustment factor for the succeeding year will be de-
termined by the Secretary in October of each year and is to be cal-
culated on the basis of a comparison between cumulative target
spending (cumulated from annual sustainable growth rate calcula-
tions) and cumulative actual spending from a base year of July
1994 to June 1995.

The annual sustainable growth rate is calculated with the same
factors as the current Medicare Volume Performance Standard
(MVPS), except the factor of growth in historical volume and inten-
sity of physician services Is replaced with projected annual growth
in real Gross Domestic Product (GDP) per capita plus two percent-
age points and the performance standard factor is eliminated.

The update would be subject to upper and lower bounds, of no
more than 103 percent of the MEl or less than 93 percent of the
MEl expressed as a growth rate. In other words, the update could
be no greater than approximately MEl plus three percentage
points, or less than MEl minus seven percentage points.

OBRA 89 authorized direct Medicare payments to clinical psy-.
chologists and social workers. The Committee iR aware that the
Secretary has initiated a rulemaking to establish a fee schedule for
the services of psychologists and social workers, and recommends
the Secretary act expeditiously in this matter.

In response to a Congressional mandate, the Health Care Fi-
nancing Administration (HCFA) has undertaken a revision of the
practice expense component of the RBRVS to reflect resources actu-
ally used, rather than past physicians' charges. To this end, HCFA
has commissioned a study of practice expenses. The Committee re-
quests the Secretary to consider analyzing the codes for portable x-
ray/EKGe and transportation separately in this cost study to en-
sure fair and accurate evaluation of such resource-based practice
expenses.

Effective Date
January 1, 1996.
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ELIMINAToNpOFFORMULA-DRrvE OVERPAYMENTS FOR CERTAIN
OUTPATIENT HOSPITAL SERVICES

(Sec. 7042)

Present Law
Medicare payments for hospital outpatient departments are not

paid under the Prospective Payment Systom (PPS). Medicare pay-
ments for hospital outpatient ambulatory surgery, radiology, and
other diagnostic services are based on a formula that equals the
lesser of:

1. The lower of a hospital's reasonable costs or its customary
charges, net of coinsurance amounts; or

2. A blended formula amount comprised of a cost portion
(with a reduction in the formula for the beneficiary coinsurance
amounts) and a portion calculated using rates that would
apply in other settings.

Reasons for Change
There is a flaw in the current payment formula causing Medicare

to overpay hospital outpatient departments. The flaw relates to
how beneficiary coinsurance amounts are accounted for in the for-
mula.

Commnittee Provision
The Committee provision adjusts the current Medicare formula

for hospital outpatient departments to eliminate Medicare's over-
payments due to the formula flaw.

Using the current blend formula percentages, the payment for-
mula would be changed by calculating the total blended payment
amount prior to subtracting the beneficiary coinsurance amount.

Medicare's payment amount would-be calculated based on the
lesser of (1) the lower of the hospital's reasonable costs or cus-
tomary charges, or (2) the blended payment amount. Medicare
would then pay the lesser of (1) 80 percent of the lowest amount,
or (2) the lowest amount less the beneficiary cost-sharing amounts.

Effective Date
Cost reporting periods starting on or after October 1, 1995.

PAYMENTS FOR CLINICAL LABORATORY DIANOSTIC SERVICES
(Sec. 7043)

Present Law
Since 1984, Medicare payments for clinical laboratory services

have been made on the basis of local fee schedules established In
areas designated by the Secretary. Beginning in 1986, the fee for
each laborator service has been limited by a national cap amount,
which Is basdon the median of all local fees established for that
laboratory test during a base year. The Omnibus Budget Reconcili-
ation Act of 1993 mandated a reduction In the national cap
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amounts in 1996 to 76 percent of the median fee amount paid for
each service in a base year.

Current law provides that fee schedule amounts for laboratory
services are updated each January 1 by the decrease or increase in
the consumer price index for urban consumers (CPI-U). OBRA 93
eliminated this update for 1994 and 1995.

,Reasons for Change
The Committee provision would reduce expenditures on labora-

tory tests to a more sustainable level, although the Committee
notes that spending on laboratory services will continue to rank
among the areas of highest Medicare expenditure growth. The
Committee has provided for a study to ensure that the fees paid
by the traditional Medicare program for laboratory services are
consistent with the fees paid by other high-volume purchasers of
laboratory services.

Committee.Provielon
The Committee prviio would amend Sec. 1833 of the Social

Security Act to reduce the national cap for each laboratory servc
to 65 percent of the national median Fee during the base year fr~c
that service, effective January 1, 1997; and eliminate all CPI-U up-
dates from 1996 through 2002.

The Committee provision would also direct the Secretary to com-
p are the fees paid by Medicare for laboratory services with other
hgh-volume purchasers of laboratory services, and to recommend

kn~y changes in fee schedule amounts and payment methodology in
this regard.

The Committee also requests the Secretary to consult with pro-
viders of clinical laboratory services and to carefully consider any
proposals to simplify and make uniform administrative and pay-
ment policies.

Effective Date
January 1, 1996.

DuiuBLE MEDIAL EQUImENT
(Sec. 7044)

Present Law
The Omnibus Budget Reconciliation Act of 1987 established six

categories of durable medical for purposes of determining fee sched-
ules and making payments. Among these categories are home oxy-
gen equipment, which is reimbursed on a regionally adjusted
monthly payment amount. Fee schedule amounts for durable medi-
cal equipment are uppdate annually by the consumer price index
for urban consumers (CPI-U).

Under current law, when an item of durable medical equipment
is deemed medically necessary and reasonable, the beneficiary may
purchase an approved standard item from a supplier. The supplier
collects a co-payment of 20 percent of the purchase price fromf the
beneficiary and bills Medicare for the remaining 80 percent. How-
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ever, if a beneficiary wishes to purchase a more expensive or en-
hanced item, the beneficiary must make full payment to the sup-
plier, and submit a claim to Medicare for reimbursement of the
amount of the approved standard item.

,Reasons for Change
Although the Committee bill would reduce the growth in expend-

itures on durable medical equipment, spending in this area is ex-
pected to remain among the fastest growing areas in the Medicare
program. In the category of home oxygen equipment, the Commit-
tee was aware of substantial evidence that the amounts paid for
such equipment are excessive, and have reduced the payment rate

The Committee bill also provides for a simpler, less cumbersome
procedure for beneficiaries who wish to purchase enhanced items of
medically necessary and reasonable durable medical equipment byV
allowing the supplier to collect not only the co-payment amount di-
rectly from the beneficiary but an additional amount for the en-
hanced features. However, the Committee is concerned that this
provision has the potential for abuse, and has provided the Sec-
retary with broad authority to provide for consumer protection.

Committee Provision
The Committee provision would amend Sec. 1834 of the Social

Security Act to provide for the monthly payment amount for home
oxygen equipment at 60 percent of the current amounts; and elimi-
nate CPI-U_ up dates for all categories of DME from 1998 through
2002.

The Committee also requests the Secretary to report to the Com-
mittee within nine months after the new payments rates for home
oxygen equipment are implemented on the access and av ailbility
to such equipment by Medicare beneficiaries, and to make such rec-
ommendations as appropriate to the Committee.

The Committee bill amends Sec. 1834 to permit suppliers to re-
ceive a payment for an enhanced item of durable medical equip-
ment in addition to the co-payment specified by law. The Commit-
tee bill provides for the promulgation by the Secretary of consumer
protection regulations, at which time this provision becomes effec-
tive.

Effective Date
January 1, 1996.

UPDATES FOR ORTHOTICS AND PROSTHETICS

(Sec. 7045)

Present Law
Prosthetics and orthotics are reimbursed on the basis of a fee

schedule. Fee schedule amounts are updated annually by the
consumer price index for urban consumers (CPI-U). The Omnibus
Budget Rkenciliation Act of 1993 (OBRA 93) eliminated updates
for 1994 and 1995.
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Committee Provis ion

The Committee bill would amend Sec. 1834 of the Social Security
Act to eliminate the annual updates for payments made under the
orthotics, and prosthetics fee schedule from 1996 through 2002.

The Committee requests the Secretary to review the scientific lit-
erature on the clinical and cost effectiveness, and the impact on
quality of life, of integrated clinical programs of drug therapy, diet
modification, and nutritional counseling as a treatment and cure
for dependence on total parenteral nutrition, and to advise the
Committee whether payments for such treatment should be author-
ized by the traditional Medicare program. The Secretary may also
wish to consider establishing a demonstration project to further
test the effectiveness of such treatment.

The Committee further requests the Secretary to study whether
a specfic uthorization in law should be established for parenteral

andenteraal nutrition (including home infusion therapy), and to
make such recommendations as appropriate to the Committee, In-
cluding the scope of such authorization and any additional pro-
jected cost. In this regard, the Secretary should consider what pay-
ments related to parenteral and enteral nutrition are currently
made under the durable medical equipment benefit, and the fea-
sibility and desirability of combining such payments in a specific
authorization.

Effective Date

January 1, 1996.

PAYMENTS FOR CAPITAL-IRELATED COSTS OF OUTPATIENT
HOSPITAL SERVICES

(Sec. 7046)

Present Law

Medicare pays hospital outpatient departments for capital-relat-
ed costs (e.g., buildings and land) on the basis of hospital-speciflic
reasonable costs. OBRA 1993 provided for an annual 10-percent re-
duction in capital-related costs through FY 1998.

Reasons for Change

Medicare payments based on costs continue to grow at an
unsustainable rate.

Committee Provision

The Committee proposal would reduce hospital outpatient de-
partments' capital-related costs an additional (to OBRA 1993's 10-
percent reduction) 5 percent each year, fiscal years 1996-1998.
Therefore capital-related costs for hospital outpatient departments
would be reduced a total of 15 percent for each year, fiscl rars
1996-1998. From 1998-2002, hospital outpatient departments cap-
ital-related costs would be reduced each year by 15 percent.
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Effetive Date
Cost reporting periods beginning on or after October 1, 1995.

PAYMENT FOR NoN-CAPVfAL COSTS OF OUTPATIENT
HospITAL SERVICES

(Sec. 7047)

Present Law
OBRA 1993 required the Secretary to reduce the payments made

to hospital outpatient departments made on a reasonable cost basis
and to the cost portion of the hospital outpatient blended formulL.
by 5.8 percent each year for services provided during fiscal years
1994-1998.

Reasons for Change
Medicare's payments for hospital outpatient departments have

been growing at an unsustainable rate. The Congressional Budget
Office projects hospital outpatient departments' spending growth to
exceed an annual rate of 14 percent.

Committee Provision
The Committee provision would extend the current annual 5.8

percent reduction through the year 2002.
Effective Date

Cost reports beginning on or after October 1, 1998.

UPDATES FOR AMBULATORY SURGICAL SERVICES

(Sec. 7048)

Present Law
Under current law, payments to ambulatory surgical centers are

made on the basis of prospectively determined rates, determined by
the Secretary for each covered procedure. Payments are updated
annually by the consumer price index for urban consumers (CPI-
U). The Omnibus Budget Reconciliation Act of 1993 (OBRA 93)
eliminated updates for fiscal years 1994 and 1995.

Committee Provision
The Committee bill would eliminate updates for payments to am-

bulatory surgical centers for 1996 through 2002.

Effective Date

January 1, 1996.
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PAYMENTS FOR AMBULANCE SERVICES
(Sec. 7049)

Present Law
Medicare provides payment for ambulance services where such

services are deemed medically necessary and reasonable. Annual
updates in payments for ambulances services are provided in regu-
lation.

Committee Provision
The Committee provision instructs the Secretary to eliminate

any updates for ambulance servi.te payments from 1996 through
2002.

The Committee is also aware of allegations that Medicare reim-
burses inappropriately for ambulance services. The Committee re-
quests the Secretary to examine payment policies for ambulance
services, and, If indicated, to modify Medicare payment policies to:
(1) ensure that ambulance services are reimbursed at the lowest
rate for ambulance service that is consistent with an Individual's
medical need, not by the level of ambulance service provided (e.g.,
basic life support versus advanced life support); and (2) establish
a separate, lower payment for scheduled, routine transportation
versus unscheduled, emergency transportation. The Committee re-
quests the Secretary to report in a timely fashion on the results of

teexamination of Medicare ambulance payment policies and pro-
posed changes to those policies.

Effective Date
January 1, 1996.

PHYsICIAN SUPEvisIopN OFNUSE ANEsTHETisTs

(Sec. 7050)

Present Law
Current Medicare regulations governing participation in the

Medicare program by hospitals and ambulatory surgical centers re-
quire that a certified regisklered nurse anesthetist (CRNA) practic-

/Ing in such facilities be under the supervision of the operating
practitioner or of an anesthesiologist who is immediately available.

Committee Provision
The Committee bill would direct the Secretary to revive the Med-

icare regulations governing the supervision of nurse anesthetists to
defer to State law in determining when to condition Medicare reim-
bursement to CRNAs on physician supervision.

Effective Date
January 1, 1996
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PART B DEDTJcrmBL
(Sec. 705 1)

Present Law
Part B of Medicare is a voluntary program. Beneficiaries enrolled

In Part B must pay the first $100 each year of the costs of Part
B covered services. The deductible amount has been increased only
three times since the inception of the Medicare program: from 1966
to 1972, the deductible amount was $50; from 1973 to 1981, $60;
and from 1982 to 1990, $75.

Reasons for Change
This small increase in the beneficiary deductible will help reduce

the substantial taxpayer sbiyof te Part B program and the
contribution of Part B expenditures to the deficit. By spreading the
increased beneficiary contribution over the eautire beneficiary base,
few beneficiaries should experience a significant burden. A similar
provision to increase the Part B deductible to $150 was included
in the Senate-passed version of the Omnibus Budget Reconciliation
Act of 1990 (OBRA 90). The Senate, however, receded in con-
ference. If the Part B deductible amount had been automatically
adjusted for the change in the consumer price index (CPI) since
1966, the deductible today would be approximately $242.

Committee Provision
The Committee provision would amend Sec. 1833(b) of the Social

Security Act and raise the annual Part B deductible to $150, effec-
tive January 1, 1996, and increase the deductible amount by $10
each January 1 thereafter through 2002.

Effective Date

January 1, 1996.

PART B PREmium
(Sec. 7052)

Present Law
Part B of Medicare is a voluntary program for which enrollees

pay a monthly premium. When Medicare was established in 1965,
the Part B monthly premium was set at an amount to cover one-
half of the Part B program costs, with the remainder of funding
from general revenues.

Under current law, Part B monthly premiums are required to
cover 25 percent of Part B program costs. However, the Omnibus
Budget Reconciliation Act of 1990 (OBRA 90) placed in law the ac-
tual premium amounts for 1991 through 1995. According to the
1995 SMI (Part B) Trustees Reprt, the Part B monthly premium
specified in OBRA 90 for 1995 ($6.10) actually covers 31.5 percent
of Part B spending.
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Reasons for Change
The Committee provision would establish the policy that Part B

premiums cover Part B spending at the rate at which 1995 pre-
mInums cover such spending. This policy would further help insure
that beneficiary contributions cover a fair share of Part B rogram
spending and reduce the substantial taxpayer subsidy o?Part B
spending and the contribution of Part B expenditures to the deficit.
Again, by, spreading the increased beneficiary contribution over the
entire beneficiary base, few beneficiaries should experience a sigf-
nificant burden. The provision also continues the practice estab-
lished by OBRA 90 of specifying the actual premiums in law, which
provides beneficiaries with. certainty about future premium
amounts.

Committee Provision
The Committee provision would amend Sec. 1833(t)(2X) of the

Social Security Act ad establish Part B monthly premiums in law
at the following amounts: for 1996, $53.00; 1997, $57.00; 1998,
$61.00; 1999, $66.00; 2000, $74.00; 2001, $80.00; and 2002, $89.00.

Effective Date
January 1, 1996.

ELIMINATE THE TAXPAYER SUBSIDY OF THE MEDICARE PART B
PREMIUM FOR HIGH INCOME INDIVIDUALS

(Sec. 7053)

Present Law
Medicare Part B is a voluntary program. Persons electing to en-

roll in Medicare Part B pay a monthl 'y premium which covers 31.5
percent of Medicare Part B costs. All beneficiaries regardless of in-
come pay the same Part B premium. Therjemaining 68.5 percent
of Medicare Part B costs is subsidized from general Federal reve-
nues. In 1995 the Medicare Part B premium is $46.10. The Medi-
care Part B premium is deducted from Social Security checks.

Reasons for change
Costs in the Medicare Part B program are projected to increase

about 12 percent annually Because MedicaeP B is heavily
subsidized from general Fderal revenues, aalel taaxrpayers end up
paying for the ever increasing Federal share of this pr ogram. The
Committee believes that taxpayers should not subsidize te costs
of Medicare Part B for high-income seniors who have the ability to
pay a greater portion of the cost of their health care insurance.

Committee Provision
The Federal subsidy for the Medicare Part B premium is reduced

for Medicare enrollees with incomes above $50,000 for singles
($75,000 for couples). The subsidy phases-down ratably from the in-
come thresholds over $50,000 of income for singles ($75,000 for cou-
ples). This means the subsidy is completely eliminated at income
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of $100,000 for singles ($150,000 for couples). Income includes ad-
justed gross income plus other Items such as tax-exempt interest.
Ths incme is already reported to the Internal Revenue Service for
purposes of determining the taxability of Social Security benefits.

Medicare enrollees will declare during the Medicare open enroll-
ment period whether their estimated income for the upcoming year
will exceed the income thresholds. If enrollees are unsure of their
income for the upcoming year, they may use their modified Income
reported on the previous year's Federa income tax return. The Sec-
retaryof Health and Human Services will notify the Social Secu-

rtAdministration of the amount of premium to deduct from each
enrollee's Social Security check based upon the beneflicliary's dec-
laration of income. The amount of the Medicare Part B premium
payment will be reconciled with actual income in conjunction with
the annual income tax filing process. A separate form, to be filed
with the Secretary, will be included in enrollees' Federal income
tax return forms package. Underpayments and overpayments will
be will be handled directly through the Secretary of Health and
Human Services. The Secretary and the Internal Revenue Service
(IRS) will share certain tax return information to permit verifica-
tion of declared income with actual income reported to the IRS.

Effective Date
This provision will be effective for calendar years beginning on

or after January 1, 1997.
Chapter 4-Provisions Relating to Parts A and B

SUBCHAPTER A-GENERAL PROVISIONS RELATING TO
PARTS A AND B

SECONDARY PAYER PROVISIONS

(Sec. 7055)

Present Law
(a) Generally, Medicare is the "primary payer," that is, Medicare

p ays medical claims first, with an individual's private or other pub-
1ic insurance only responsible for claims not covered by Medicare.
For certain Medicare beneficiaries, however, the beneficiary's em-
ployer's health insurance plan pays medical bills first (so-called
"primary payer"), with Medicare paying for any gaps in coverage
within Medicare's coverage limits (Medicare is the "secondary
p ayer"). Medicare is the secondary payer to certain employ er group
health plans for: (1) agfed beneficiaries (age 65 and over); (2) dis-

abled beneficiaries, and (3) beneficiaries with end-stage renal dis-
ease (ESRD) during the first 18 months of a beneficiary's entitle-
ment to Medicare on the basis of ESRD.

The Medicare secondary payer provision regarding aged bene-
ficiaries Is permanent law. The Omnibus Budget Reconciliation Act
of 1993 (OBRA 93) extended the law making Medicare the second-
ary payer for disabled and ESRD beneficiaries through October 1,
1998.

mom
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(b The Omnibus Budoet Reconciliation Act of 1989 (OBRA 89)
authorized a "data match".program to identify potential secondary
paye situations. Medicare beneficiaries are matched against dqata
collecte by Internal Revenue Service and the Social Security Ad-
m inistration to Identif cases in which a working beneficiary (or
working spouse) may have employer-based health insurance cov-
erage. Cases of incorrect Medicare payments are identified and re-
coveries of payments are sought. The authority for this program ex-
pires on September 30, 1998.

(c The Omnibus Budget Reconciliation Act of 1993 (OBRA 93)
provided for a new secondary payer provision regarding ESRD
beneficiaries. The Health Care Financing Administration (HOFA)
subsequently issued regulations in June 1994 to make Medicare
the secondary payer for ESRD beneficiaries for 18 months, even if
a beneficiary was otherwise eligible for Medicare because of age or
disability. In April 1995,- HCFA-Issued an instruction reversing this
regulation, and dialysis facilities were required to make refunds to
private payers and to file claims with Medicare. Dialysis facilities
subsequently obtained a temporary injunction in Federal court
aainst this requirement.

Committee Proviuion
The Committee bill will:
(a) Make permanent law that Medicare is the secondarpayer

for disabled beneficiaries who have employer-provided healh nsur-
ance; and make permanent law and etnd to 30 months the period
of time employer health insurance is the primary payer for ESRD
beneficiaries.

*(b) Make the data match program authority permanent law; and
(c Prohibit a retroactive requirement for making refunds to pri-

vate payers and filing corresponding claims with Medicare for
ESRD beneficiaries. In the event that agre-based or disabilit -based
Medicare entitlement precedes ESRD-based eligibiiftK, edcare
will be the secondary payer to an employer group health plan (sub-
ject to such conditions as specified in law) for the period August 10,
1993,' through h April 24, 1995. This construction would be consistent
with the orfgina guidance prvided by the Health Care Financing
Administration in July194

Effective Date
On enactment.

TREAMENT oF AssISTED SUICIDE

(Sec. 7056)

Present Law
There Is no prohibition on Medicare payment for services related

to assisted suicide, euthanasia, or mercy killing. Providers are re-
quired to provide written information to a Medicare beneficiary re-
garding the individual's rights under State law to make decisions

readng theIr medical care, including the right to accept or refuse
treatment.
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Committee Provision
Medicare payment for expenses related to services for the pur-

pose of casig, or assisting in causing, death, suicide, euthanasia,
or mercy killing Is prohibited. Health care providers, or employees
of providers, may not be required to inform or counsel a patient re-
garding assisted suicide or other services which purposefiuly cause
the death of a person.

Effective Date
Upon enactment.

ADMINISTRATIVE PROVISIOS

(Sec. 7057)

Present Law
Indian Health Service facilities are eligible for Medicare pay-

ments. The First Church of Christ, Scientist, Boston, Massachu-
setts is a certifying agency for the purposes of Medicare eligible re-
lated organizations.

Reasons for Change
Clarifications are necessary to assure that eligible organizations

continue to receive Medicare payments.
Committee Provision

Nothing in the Committee provisions shall be interpreted as
meaning any change in Medicare payment to eligible Indian Health
Services facilities. Further, the certifying authority for Christian
Science health facilities for the purposes of Medicare payment pro-
visions is changed from "the First Church of Christ, Scientist, ]Bos-
ton, Massachusetts" to "the Commission for Accreditation of Chris-
tian Science Nursing Organizations/Facilities, Inc.".

Effective Date
The Indian Health Service Facility provision continues as under

current law. The Christian Science name clarification is effective
January 1, 1997.

SUBCHAPTER B-PAYMENTS FOR HOME HEALTH SERVICES

PAYMENws FOR HOME HEALTH SERVICES

(Sec. 706 1-7063)

Present Law
Home health care agencies are currentlT reimbursed on the basis

of reasonable costs, up to specified cost ?mits. Cost limits for the
individual services are set at 112 percent of the mean labor-related
and nonlabor per visit costs for freestanding agencies. Cost limits
are updated annually by applying a market basket index to base
year data derived from home health agency cost reports. The labor-

"mop
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related portion of a cost limit Is adjusted by the current hospital
wi~eOniu Budget Reconciliation Act of 1993 (OBRA 93) re-

quired that there be no changes in home health cost limits (includ-
ing no adjustments, for changes in the wage index or other udates
of data)for cost reporting priods beginning on or afterJulyi1
1994, and before July it1,W99.

In legislation pGassed, In 1983, 1987, and 1990, Congress required
the Secretary to develop alternative methods for paying for home
health care on a prospective basis. In 1994, the Office of Research
and Demonstration in the Health Care Financing Administration'
(HOFA) completed a demonstration project that tested respective
payment for home health care on a per visit basis. gliminary
analyss indicates that the per visit prospective payment meth;odo-

ogyhadno effect on cost per visit or volume of visits. HCFA has
just begun a second project, referred to as Phase II, to test prospec-
tive payment on ape episode basis. This project is not sceduled
to be completed untilDrecember 1998.

Reasons for Change
Medicare home health service utilization and costs are growing

at an unsustainable rate for the Medicare progrm., ProPAC re-
ports that from 1980-1994, persons using theho me care benefit
grew from 26 to 88 persons per 1,000 Medicare enrollees and 23
to 65 visits per 1,000 for those persons using the home care benefit.
From 1994-1995 alone, the Congressional Budget Office estimated
Medicare's payments for home health services to grow over 20 per-
cent.

Medicare's current cost-based payment system for home care pro-
vides few incentives for providers or patients to be cost conscious.

Commnittee Provision
The poiion would establish a prospective payment system for

home hat services. The system would be based on prospectively
determined national average per visit rates (adjusted for regional
difere oncepsi orkers'mitwadges). Aggregate payments would besub-

ject ~ ~ ~ ~ use toa psd ii,~to reflect each agency's mxof pa-
tients. Agencies capable of keeping costs below the regionally estab-
lished per episode limits would share In Medicare savings. The new
prospective system would be established as follows:

1. Using the 1994 home health cost report data, the Sec-
retar would be required to establish national average per visit
rates for each of the home health service disc*iplnes covered
under Medicare--skilled nursing care, physicalltherapy, speech
p athology occupy ational therapy, medical social servcs, and
ho mTe heath aide services. The p-er visit rates would be set so

as to assure budget neutrality with respect to the OBRA 1993
cages in effect for cost reporting periods ending June 30,

199. To reflect regional differencegs9 the costs of providing
services, the labor-related portion of the per visit rates would
be adjusted. by the hospital wage index. This wage index is cur-
rently used to adjust home health cost limits. The adjusted per
visit rates would be the amounts that home health care agen-

...........
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cies would receive for each of the particular mix of visits pro-
vided to a given home health care beneficiary.

2. Per visit rates would be subject to a per episode limit. The
Secretary would calculate separate per episode limits for each
of 18 different case categories of home health care. These 18
categories would be the same as those being used in HOF~s
Phase II demonstration, and would serve as a substitute for a

true case-mix adjustment not yet available.
3. The per episode limit would be calculated as follows. For

a base year, using the best available 1994 home health agency
data, the Secretary would calculate for each of the 18 cat-
egories the number of visits by type times the per visit na-
tional rate established by discipline incurred by agencies for
care delivered during a period of 120 days following the initial
admission of the beneficiary to home health. This would be-
come the target per episode limit.

4. Calculation of per episode limits would be done on a re-
gional basis; for these purposes region would be defined by the
same metropolitan statistical area (MSA)/rural classification
system used for the hospital wage index.

5. Each agency would be paid' per visit payments throughout
the year. At the end of the year, an aency'sa~ggregate limit
would be calculated by multipnlyn the Scretary's regional tar-
get per episode limit for each of the 18 categories times the
agency's number of episodes In each of the 18 categores.The
sum of these products becomes the per agency aggrgate limit.

6. For the purposes of calculating the agency -specific per epi-
sode limit, 165 days of care per episode would be used-. Agen-
cies that received aggrgate per visit payments below their re-
gional target limit would share 50 percent of the savings. The
shared savings cannot exceed 5 percent of an agency's aggre-
gate Medicare payments in a year. Agencies would not be al-
lowed to keep aggregate payments that are over the limit.

7. If a beneficiary continues to need home health visits after
a period of 165 days, then an agency may request that addi-
tional payments be made on a per visit basis. In order for fiscal
intermediaries to approve such requests, agencies would be re-
quired to submit a physician's certification of the continuing
need for skilled care as well as information about utilization of
services In the previous period and expected use of services in
the upcoming period.

8 . A new episode is defined as a new home health admission
after a 60 day gap in home health services.

9. Per visit and per episode limits would be adjusted annu-
ally for fiscal years 1997 and future years by the home health
market basket minus 2.5 percentage points (the market basket
is the one currently used to update cost limits). The annual in-
flation update will not be less than 1.2 percent for fiscal year
1997 and not less than 1.1 percent for fiscal years 1998-202
however. The Secretary will rebase the per episode cap every
2 years to refine the episode system, to adjust for changes in
the trends in the number of and mix of visits per episode.

10. The Secretary shall adjust payments to remove the ef-
fects for case mix increases due to reporting improvements

m -
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rather than real changes in patients' resource use every year
for the first three years, and then every two years thereafter.

11. Low cost episodes will be examined by the Secretary to
assure that agencies have an incentive to be cost efficient in
delivering home health services, but that the volume of these
episodes does not increase for reasons other than patient
needs. Then, in each year, the Secretary will adjust payments
to reflect growth in the proportionate distribution of low cost
episodes by agency.

12. Separate Part B billings would be prohibited for any
services covered under the per episode limit while the bene-
ficiary Is receiving home health services.

13. Agencies would be required to bill prosthetics and
orthotics furnished as part of a home health visit under Part
B's prosthetics and orthotics fee schedule, Just as durable med-
ical equipment (DME) furnished by an agency as part of home
health must now be billed under fee schedules for DME.

14. Exceptions payments cannot exceed 1995 exceptions pay-
ments Inflated to the home health market basket In 1996.

15. The limited waiver of liability for home health agencies
is due to expire on December 31, 1995. The waiver shall be ex-
tended to September 30, 1996.

16. The Secretary is directed to implement a thorough medi-
cal review process for the new payment system, with particu-
larly careful focus for fiscal years 1997-1998. The goi of the
medical review process Is to adequately assess the appropriate
pattern of care provided to beneficiaries to be sure appropriate

series pe eisode are provided:
MedMical reviews will focus on short stay cases and

cases over 165 days.
b. Recertification by intermediaries shall be done at 30,

60, 120, and 165 days of home health care.
17. The Secretary may deem private organizations to conduct

medical reviews.
18. Secretary iis required to. Investigate and make adjust-

ments to payments to home health agencies to account for
irregularities intended to circumvent the application of the
policies of the home health prospective payment system such
a~s:

a. Discharging patients to another home health agency
or similar provider;

b. Altering corporate structure or name to avoid being
subject to home health payment limits or for the purposes
of increasing Medicare payments; and

c. Other actions considered unnecessary for patient care
and instead intended by the home health agency to achieve
maximum Medicare payments.

19. The Secretary is directed to develop a system to track
home health patients9 that switch home health agencies during
an episode. the Secretary shall adjust the payment to the
home health agencies to result in no higher per episode pay-
ment. than would have been otherwise if the patient had corn-
pleted an episode in one single agency.
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20. New agencies will be paid by the new payment system
defined in thi proposal.

21. PoA is directed to complete yearly assessments of
how well the new prospective payment system for home care
is working during the first three years of the new payment sys-
tem.ProP#AaC :wIinclude recommendations at east once a
year in its report to Congress. ProPAC will include rec-
ommendations on: (1) case mix and volume increases, (2) qual-
ity monitoring of home health agency practices, and (3) wheth-
er a capitated payment for home care patients using over 165
days of service is warranted.

Effective Date
The new prospective payment system would be in effect for cost

reporting periods beginning on or after July 1, 1996.
Chapter 5-Rural Areas

(Secs. 707 1-7077)

Present Law
The Medicare program includes a number of provisions to help

rural seniors receive health services and for Medicare to pay fairly
in rural areas.

Medicare begin paying rural hospitals, under the Prospective
Payment System, a standardized amount that is equal to the "other
urban" amount for the first time in 1995.

In addition, the Medicare program has a special designation for
hospitals in remote areas that are the sole hospital in an area,
called "Sole Community Hospitals." A second special designation,
Medicare Dependent Hospitas, expired July 30, 1994, which in-
cluded rural hospitals that are not Sole Community Hospitals, with
100 or fewer beds and at least 60 percent Medicare patient dis-
charges or days. Medicare Dependent Hospitals receive special
Medicare payments.

Medicare restricts payments to limited service hospitals with the
exception of a seven-State program called the Essential Access
Community Access Hopital and Rural Primary Care Hospital pro-
gram (EACEUCH). Montana also has a limited hospital program
called the Medical Assistance Facility (MAP).

Physicians who treat patients residing in Health- Personnel
Shortage Areas (HPSA) receive bonus payments of 10 percent. The
HPSA definition requires a physician to population ratio of 3,500
to 1 (or 3,000 to 1 in certain circumstances), and adjoining areas
must have provider resources that are overused, or more than 30
travel miles away, or otherwise inaccessible.

Physician assistants (PA) and nurse practitioners (NP) are reim-
bursed under Medicare Part B if they are working in settings speci-
fied in law. The reimbursement rate for those services varies with
the setting. In all settings not specified by law, services rovided
by N.P.s. and P.A~s are reimbursed at 100 percent of the physician
RBRVS reimbursement rate if they are provided "incident to" a
physician service.
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Certain grants for telemedicine have been available through the
Office of Rural Health Policy's Rural Telemedicine Grant Program
to demonstrate and collect information on the feasibility, cost, ap-
propriateness, and acceptability of telemedicine consultations for
Proving access to health services for rural residents and reducing

the isolation of rural practitioners.
ProPAC will make recommendations on updates and assuring ac-

cess related to hospitals that have a high proportion of Medicare
patients and patient days.

Reasons for Change
Rural providers are often very financially dependent on Medicare

payments. The provisions assist rural areas to continue to provide
hgh quality, cost effective access to health services.

Committee Provision
The Medicare Dependent Hospital program will be re-instituted

effective for cost reporting periods on or after September 1, 1995.
The same program with the expired provisions setting out the cri-
teria of rural hospitals with 100 or less beds and 60 percent of dis-
charges or patient days will be used to identify eligible hospitals.
Medicare Dependent Hospitals will receive Medicare payment
based on the expiring provisions payment arrangement.

A new limited service hospital program will be available to all
the States. Certain grants will be available for hospitals seeking to
become limited service hospitals through the Secretary of Health
and Human Services. Criteria for the limited service hospitals in-
clude an average length of stay of 72 hours and 6 beds. Hospitals
participating in the swing bed program may use 12 beds. Medicare
will pay for the limited service hospitals on a reasonable cost basis.

The Medical Assistance Program will be continued for all qualify-
ing facilities in Montana. Hospitals paid under the EACH/PCH pro-
gram will continue on the same payment basis in future years.

A neprgam for Rural Emergency Access Hospitals (REACH)
is designed or converted rural hospitals that will operate to
serve patients that stay only up to 24 hours, with an exception for
severe weather conditions. The purpose of these facilities is to sta-
bilize patients until transfer to a full-service, hospitals. Medicare
Part B payments will be based on reasonable costs.

Rural, primary care physicians' (practicing in Health Personnel
Shortage Areas (HPSAs]) bonus payments will be increased from
10 percent to 20 percent.

Physician Assistants (P.A.s) and Nurse Practitioners (N.P.s) will
be paid at 85 percent of the RBRVS fee schedule (physician fee
schedule) for outpatient settings.

A new telemedicine grant program will be available through the
Office of Rural Health Policy's Rural Telemedicine Grant Program.

ProPAC is directed to make recommendations on hospitals that
have a high number of Medicare patients and patient days each
year.
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Effective Date
All provisions are effective in fiscal year 1996. The Medicare De-

pendent Hospital program expires on September 30, 2000.
Chapter 6-Health Care Fraud and Abuse Prevention

(Secs. 7101-7151)

Present Law
Medicare law includea.-a-<nuber of provisions that give the Sec-

retary administrative, civil, and criminal remedies to combat fraud
and abuse against the Medicare and Medicaid programs.

There are no provisions of law in the criminal code specific to
health care fraud and abuse.

Committee Provision
1. Coordinated anti-fraud program

The Secretary of Health and Human Services (acting through the
Office of the Inspector General) and the Attorney General are di-
rected to jointly establish a program to coordinate Federal, State,
and local law enforcement efforts to combat fraud and abuse in the
delivery of and payment for health care in the United States.
2. Health care fraud and abuse'-account

A new health care anti-fraud and abuse mandatory spending ac-
count is established. There are appropriated from the Federal Hos-
pital Insurance (HI) Trust Fund in the amount of such sums as
may be necessary, not to exceed: $200 million in fiscal year 1996;
increased by 15 percent each year through 2002; frozen in nominal
dollars at the 2002 level thereafter.

These appropriated funds will be used to cover the costs of the
administration and operation of the coordinated anti-health care
fraud and abuse program for the Inspector General, the FBI, the
State Fraud Control Units, and the Department of Justice prosecu-
tors.

All monies from any and all civil money penalties, fines, 'forfeit-
ures and damages assessed in criminal, civil or administrative
health care cases, along with any gifts or bequests would be consid-
ered income to the Mecucar Hospital Insurance Trust Fund.

3. Health care fraud and abuse guidelines
a. Safe harbors.-The Secretary shall publish an annual notice

in the Federal Register soliciting proposals for modifications to ex-
isting safe harbors, new safe harbors, interpretive rulings and spe-
cial fraud alerts. After receiving comments, the Secretary, in con-
sultation with the Attorney General, will issue final rules modify-
ing existing safe harbors and establishing new safe harbors.

b. Interpretative rulings.-Interpretive rulings related to Medi-
care and Medicaid anti-fraudad abuse laws may be requested, at
any time, by any person, and shall be issued by the Inspector Gen-
eral, in consultation with the Attorney General, no later than 90
days after receiving such a request. The interpretive rulings -will be
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published in the Federal Register, but will not have the force of
au.c. Special fr-aud alerts.-Any person may request the Inspector

General to investigate and issue a special fraud alert informing the
public of practices which are suspect or of concern relating fraud
and abuse against the Medicare and Medicaid programs.
4. Revisions to the current sanctions for Medicare and Medicaid

fraud and abuse
Under current law, the Secretary of Health and Human Services

has the authority to exclude certain individuals and entities (like
a health planr) from receiving Medicareva~nd Medicaid payments
under certain circumstances (e.g., for convictions of criminal of-
fenses).

The proposal makes it mandatory for the Secretary to exclude in-
dividuals from receiving payment from Medicare and Medicaid
when convicted of felonies relating to health care fraud. In addi-
tion, the Secretary has the right to exclude persons convicted of a
criminal misdemeanor related to health care fraud offense. The
proposal also sets certain minimum periods for exclusion from Med-
icare and Medicaid payments.

The Secretary may also exclude an individual who has a direct
or indirect ownership or control interest of 5 percent or more in an
entity or is an officer or managIngIeploee ifethe entity is already
excluded from Medicare and Meicaid or has been convicted of a
criminal offense relating to health care fraud.
5. Intermediate sanctions

The Secretary ma1 terminate a contract with a Medicare HMO
if the HMO as faWIWI to carry out the contract. Other penalties in-
clude civil money penalties ranging from $10,000 to $100,000. Sus-

penionof continued enrollment or payments can also be used as

Before the Secretary imposes the HMO penalties, the Secretary
must follow certain procedures to allow the organization to develop
and implement a corrective action plan.

HMOs must also have a written agreement with a PRO or simi-
lar organization to perform quality review functions.
6. Data collection program

The Secretary of Health and Human Services is required to es-
tablish a national health care fraud and abuse datk collection pro-
gram for reporting final adverse actions against health care provid-
ers, suppliers, or practitioners.

The information in the database is required to be available to
Federal and a State government agencies and health plans accord-
ing to the procedures that the Secretary will set by regulation.
7. Civil monetary penalties

There are a number of current civil money penalties for certain
fraudulent claims for reimbursement under Medi care and Medic-
aid.

The proposal requires that civil money penalties and assess-
ments will be used to pay the Medicare and Medicaid programs
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back, with the remaining dollars deposited In the health care fraud
account.

Civil monetary penalties are increased (from $2,0004$5,00N) to
$10 000 for a number of current law fraud and abuse activities.

NRew prohibited practices are added to the current law for which
civil money penalties can be assessed: (1) incorrect coding; (2)
medically unnecessary services; and (3) persons offering remunera-
tion (including waiving coinsurance and deductible amounts) to in-
duce the individual to order from a particular provider or supplier
receiving Medicare or State health care funds.

The Secretary can impose intermediate civil money penalties of
not more than $10,000 per violation for criminal anti-kickback vio-
lations. In addition, the person shall not be assessed an intermedi-
ate sanction that is more than twice the total amount of the remu-
neration offered, paid, solicited, or received In the prohibited activ-
ity.
8. Criminal law provisions

A health care fraud section is added to the criminal code. Cur-
rently, criminal penalties for health care fraud violations are im-
p osed using the Federal mail and wire fraud statutes, the False
Claims Act, the false statement statutes, money laundering stat-
utes, racketeering, and other related laws.

The amendments to criminal law include:
a. Forfeiture of property that is obtained from the proceeds

traceable to health care fraud;
b. Injunctive relief may be imposed on activities related to

health care fraud;
c. Grand jury disclosure allowed for health care fraud pro-

ceedings;
d. Criminal penalties for false statements;
e. Criminal penalties for the obstruction of criminal inves-

tigation;
f. Criminal penalties would be imposed for theft or embezzle-

ment;
g. Criminal penalties for laundering of money used in health

care fraud offenses; and
h. Subpoena authority is given to the Attorney General for

health care fraud cases.
9. State Health Care Fraud Control Units

Currently, States investi ate fraud against the Medicaid pro-
gram by State Health Care fraud ControlPUnits.

The proposal extends the authority of the Units by (1) allowing
the Units to investigate other Federal fraud abuses; and (2) allow-
ing investigation and prosecution in the case of patient abuse in
non-Medicaid board and care facilities.
10. Clarifications to the anti-kickback provisions

Certain clarifications to the anti-kickback provisions in current
law are made in the areas of discounting and managed care related
to Medicare Choice plans. The Secretary is directed to study the
benefits of volume and combination discounts to the Medicare pro-
gram and report such findings to the Congress. The Secretary shall
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develop regulations based on the findings of the study that are
budget neutral basis.

Effective Date
Fiscal year 1996.

Chapter 7-O3ther Provisions for Trust Fund Solvency

SUBCHAPTER A-GENERAL PROVISIONS

CONFORMIN AGE FOR ELIGIBILITY UNDER MEDICARE TO
RETIREmENT AGE FOR SOCIAL SECURITY BENEFITS

(Sec. 7171)

Present Law
In 1983, Congress raised the eligibility age for Social Security

old-age cash benefits from age 65 to agea 67, to be phased in over
a transition period from 2003 to 2027."How~ever, under current law,
the age of entitlement for Medicare remains unchanged at age 65.

Reasons for Change
The Committee provision will establish a consistent national pol-

icy on eligibility for both Social Security old-age pension benefits
and Medicare. Although this provision will not produce any spavngs
that apply to the Committee's reconciliation instructions, this pro-
vision wil imp rove the long-term solvency of the Hospital Insur-
ance (Part A) Trust Fund.

Committee P~rovision
The Committee provision amends the relevant sections of the So-

cial Security Act to raise the age of eligibility for Medicare benefits
from age 65 to age" 67 over the years 2003 to 2027 in the same
steps as for Social Security old-age pensions as detailed in section
216(1X1)) of the Social Security Act.

Effective Date
January 1, 2003.

TRANSFES OF CERTAIN PART B SAviNGS To HOSPITAL INSURANCE
TRUST FUND
(Sec. 7173)

Present Law
Under current law, Medicare enrollee payments for Part B pre-

miums go into the Federal Supplementary Trust Fund.

Reason for change
The Committee wishes to assure Medicare beneficiaries that sav-

ings resulting fo changes in Part B premiums and the Part B
annual deductible will onl be used to strengthen the financial sta-
tus of the Medicare prorm



53

Committee Provision
Under the Committee provision, the Secretaryr of the Treasury,

who serves as the managing Trustee of the Medicare Trust Funds,
will annually estimate the amount of savings to the Federal Gov-
ernment resulting from the changes in this legislation to the Part
B premium and to the annual Part B deductible. Each year, the
amount of savings to the Federal Government resulting from these
provisions will be transferred from the general fund of the Treas-
uryto the Federal Hospital Insurance Trust Fund in the form of
public-debt obligations issued exclusively to the Federal Hospital
Insurance Trust Fund. Money from the Federal Hospital Insurance
Trust Fund may only be used for Medicare expenditures.

Effective Date
January 1, 1996.

BUDGET ExpENDIruRE LimITNG TooL
(Sec. 7175)

- ~Pre-sent Law
Under current law, Medicare is an open-er red, entitlement pro-

gram. As a result, there is no constraint on annual Medicare pro-
gram spnid~inq.

A provision in the Omnibus Budget Reconciliation Act of 1990 re-
quires that legislation providing for increased entitlement spending
or decreases in revenue bofset by entitlement decreases and/or
revenue increases on a pay-as-you-go (PAYGO) basis. A violation of
PAYGO rules can trigger a sequestration, a process by which most
Federal spending programs are reduced by a percentage of total
spending necessary to Make up a spending overrun or revenue
shortfall. Under P YGO, Medicare spending can not be reduced by
more than 4 percent. PAYGO rules apply through FY 1998.

The automatic spending reductions under PAYGO rules have
never occurred. Sequestration has occurred under a similar statute
(the Balanced Budget and Emergency Deficit Control Reaffirmation
Act of 1987) in FY 1988. Payment rates for medical services were
reduced by 2 percent to achieve the necessary savings.

Reasons for change
Congress has not been very successful in controlling spending

growth in the Medicare program. Providers have historic ally been
able to continue increasing the amount of reimbursements or the
volume of services even while Congress has been enacting changes
to curb the growth of Medicare spending. The Committee believes
that legislation is needed to provide a back-stop to curb unforeseen
spending growth.

Committee provision
A new provision to Title XVIII of the Social Security Act is added

to assure that actual Medicare spending does not exceed projected
'Medicare spending during each fiscal year within the period FY
1996-2002.
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Under the provision, Medicare spending under Parts A and B
would automatically be reduced by a annual Medicare budget ex-
penditure limit tool (BELT) by a percentage to bring spending
within the budget targets.

Under the Medicare BELT provision total mandatory Medicare
outlay targets are:

Annual
FIsca Year Target

(billions)

1996 .................. ...............0....... $193.3
1997 ............................................. $206.5
1998 ..............0...S.*....o ..*... . .6 . .0.0 ..0. . .0 . $219.7
1999 ............................................. $233.5
2000 ............................................. $249.6
2001 ............................................. $266.9
2002.............................................. $285.6

Beginning for fiscal year 1996 and each ~year thereafter through
2002, the C ongressional Bud get Office (CBO) and the Office of
Management and Budget (0MB) will issue reports by August 15th
to Congrss on estimated Medicare outlays oir the fiscal year in
comparison to baseline Medicare outlays (as defined by this Act) for
the fiscal year. These will serve as notice of estimated actual Medi-
care spendig in relation to Medicare spending tar gts and, there-
fore alert Congress to the potential need for a BELT adjustment
to Medicare provider payments in the subsequent fiscal year.

A Presidential order to bring spending within the annual target
for the fiscal year shall be issued on October 15 based upon a final
0MB report on Medicare spending. The order will specify the re-
duction in payment amounts for provider services which are nec-
essary to meet the annual spending target. 0MB will be require
for purposes of this title to use CBO economic assumptions for pur-
poses of reports required by this title.

Under a BELT compliance order, each payment amount for cov-
ered services (as determined under Medicare law and regulations)
would be reduced by a specified percentage which when applied
proportionally to all payments will equal the amount of reductions
needed to bring the previous or current fiscal year in compliance
with the BELT targets. The provision describes the various situa-
tions when a payment for services has occurred for purposes of
BELT.

The percentage reductions would also affect the coinsurance, or
premium amounts p~arable by Medicare beneficiaries.

The reduction would take effect as of the beginning of the fiscal
year. Where this date is not at the beginning of a provider's cost
reporting year, the reduction would be prorated evenly over the
months of the two cost reporting years to which it is applicale. Be-
cause final determination of the BELT tightening amount will be
made after the beginning-of a fiscal year, if payments made after
October 1 differ from the final order, the Secretary Of HHS shall
recover any overpayments made. Spendingsat a level below the tar-
get for a fiscal year shall not be av~fable to offset additional
spending above the targted amount in any other fiscal year.
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Unless Congress provides otherwise, beginning on October 1,
1999, The Seciretary may adjust the amount of percentage reduc-
tions under a BELT compliance order to reflect variation In per
capita sending growth across Medicare payment areas. The Sec-
retWars all report to Congress one year prior to the effective date
of this section regarding the types of measurable variables which
would be used to determine variations in spending growth. The
Secretary shall also provide an analysis of how these variation
would impact a BEL compliance order in different regions of the
country.

It is anticipated that Congress, based upon the initial 0MB snap-
shot in August, will enact legislative changes to bring spending
within the target and avoid the issuance of a BELT compliance
order. If, Congress has not acted and the President Issues a BELT
compliance order, Congrss can alter the way the across the board
cuts are applied to the various Medicare payments for services
through an expediated -zr.-cess similar to the procedure in Section
258A of the Balanced budget and Emergency Deficit Control Act
of 1985. This procedure permits Congress to respond quickly with-
out filibusters or extraneous matters delaying legi slation to bring
spending under control. This procedure can only b e used to change
how the spending reductions are made. The procedure is not avail-
able to reduce the amount of the cuts necessary to bring spending
within the targeted amount. If Congress wants to delay or elimi-
nate spending reductions required under BELT, Congress will need
three-fifths of the Senate and House to approve such changes. In
addition, a point of order will apply against any provision which
causes spendig to exceed the annual target.

Effective Date
This provision is effective for fiscal years 1996 through 2002.

20-06 - 95 -3





SUBTITL B-TRANSFORMATION OFTH MEDICAID
PROGRAM

Overview

Present Law
The current Medicaid program (Title XIX of the Social Security

Act) Is an open-ended individual entitlement program which pays
for health care and long-term care items and services on behalf of
low-income persons who are aged, blind, disabled, or members of
families with pregnant women or children. Each State designs and
administers its Medicaid program within Federal guidelines. How-
ever, current law Includes requirements that States must meet
with respect to eligibility, covered services, provider payments and
delivery systems.

Reasons for Change
Adopted 30 years ago as a relatively simple and lean health care

program to supplement cash assistance programs, the Medicaid
program has expanded beyond recognition to cover a vast array of
population groups and services. As it has grown in coverage so has
it grown in complexity and in the degree of prescriptive Feea
reguation and intervention. The statute defining the program has
become incomprehensible even to its most experienced students.
Federal regulations based on the statute fill a thick volume and in-
clude a minefield of prohibitions, limitations, and complicated re-
quirements that are increasingly used to withhold Federal funds
even for the most minor or technical infractions. Shelves of manu-
als, interpretive bulletins and similar material have been created
by the Federal bureaucracy weaving an ever tightening straitjacket

arud State administration and attempts to operate efficient pro-
grams.

The result of 30 years of expanding Federal control has produced
a dizzying array of more than 70 arbitrary eligibility categores
that compel coverage for some whose needs' are no greatergoan d
often are less than others for whom coverage is prohibited. It has
built a system that constantly. favors -the most expensive institu-
tional care while discouraging innovative service delivery and the
development of more efficient means of meeting beneficiaries'
needs. It purports to offer opportunities for States to experiment
with new approaches under waivers, but surrounds the waiver
processes with so many limitations and procedural hoops that the
opportunity for real reorm is more illusory than real.

The Committee believes that the many problems now burdening
this proga cannot be rectified by minor amendments which, in
the hands of an aggressive Federal bureaucracy, will be used as
further opportunity to write Federal rules and extend Federal con-
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trol. Real reform is needed, and that can only be accomplished by
repealing the existing program and turning to a clean slate to de-
sign a sensible program that will meet today's needs and allow
States to adjust to the changing needs of tomorrow.

The Committee recognizes the need for preserving a health care
safety net for the most vulnerable segments of our society, for a
commitment to high-quality service paid for by public funds, and
for continued contribution of State funds to accompany the Federal
dollars that will be used to pay for health services under the new
program. The Committee has developed a reform plan which con-
templates a public role in developing a State's plan, and empha-
sizes quality assurance, but does not hamper those policy goals
with the kind of Federal bureaucratic management that has pro-
duced the hopeless labyrinth that is today's program.

Under the Committee's provision, the current Medicaid program
will be completely repl-aced by a new, simplified program to provide
payment for health and long-term care services on behalf of low-
income Americans. States wIl be given much broader flexibility to
determine how best to meet the needs of their low-income resi-
dents. The Federal Government will remain a partner in financing
States' efforts to address these needs.

Description of Provision
The following describes the major components of the provision.

ELIGIBILITY

Present Law
Medicaid is a means-tested entitlement program. Applicants' in-

come and resources must be within program financial standards
that vary among States. Medicaid recipients are poor and either
_aged, blind, disabled, or are specified members of families with de-
pendent children. Persons who do not meet the categorical require-
ments (e.g., single adults, childless couples) cannot qualify for Med-
icaid regardless of poverty status.

Medicaid statute defines over 50 distinct population groups that
may qualify under the program. Federal law requires States to
cover certain population groups. Others may be covered at States'
option. Most of those individuals who are potentially eligible fall
into 5 basic groups:
1. Families, pregnant women and children

States must provide Medicaid to:
a. Families receiving benefits under the Aid to Families with

Dependent Children (AFDC) program and to AFDC-related
gro ups not actually receiving cash payments. For example,
States must provide Medicaid for 12 months to certain families

who have lost AFDC because of increased earnings or hours of
work. States are permitted to provide coverage to additional
AFDC-related groups.

.b. Pregnant women and children under age 6 in families
with household incomes under 133 percent of the Federal pov-
erty level. At their option, States may extend coverage to preg-
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nant women and infants up to age 1 in families with incomes
below 185 percent of the Federal poverty level.

c. Children (under age 19) born after Sept. 30, 1983 with In-.
comes under the Federal poverty level.

2. Aged and disabled per-son.
States are generally re4uired to cover aged and disabled persons

who receive benefits under the Supplementa Security Income (551)
program. However 12 States are permitted to use more restrictive
eligibility standard for Medicaid than those for 851iIf the State's
standards were In use on January 1, 1972. States- using more re-
strictive Income standards must allow applicants to deduct in-
curred medical expenses from income before determining eligibility.
This process is known as "spend-down."

States must continue Medicaid coverage for certain groups of In-
dividuals who have lost SSI eligibility. The "qualified severely im-
paired" are disabled persons who have returned to work and have
lost eligibility as a result of employment earnings, but still have
the condition that originally rendered them disabled and meet all
non-disability criteria for SSI except income. Medicaid must be con-
tinued if such an individual needs continued medical assistance to
continue employment and the individual's earnings are not suffi-
cient to provide the e quivalent of SSI, Medicaid, and attendant

caree benefits the individual would qualifyr for in the absence of
earnings. States must continue Medicaid coverage for persons who
have lost SSI because of a cost-of-living adjustment in their Social
Security benefits.
3. Medically needy person.

States are permitted to provide Medicaid coverage to "medically
needy" persons. These are people who meet the categorical stand-
ards, for Medicaid (i.e., pregnant women, children, aged, blind, or
disabled individuals) but do not meet the applicable income and re-
source requirements. Individuals may qualify for Medicaid by in-
curring medical expenses to "spend down" to a State's medically
needy standard. A State may set its medically needy standard at
any income level up to 133 percent of the maximum payment for
a similar family under the State's AFDC program.
4. -Medicare beneficiaries

States must cover:
a. "Qualified Medicare Beneficiaries" (QMBs). These are
agdand disabled Medicare beneficiaries with incomes below

100 percent of the Federal poverty level and resources not
more than twice the amount allowable under the SSI program.
States must pay Medicare premiums and cost-sharing charges
for these individuals.

b. "Specified Low-Income Medicare Beneficiaries" (SLMBs).
These are aged and disabled Medicare beneficiaries with in-
comes between 100 percent of the Federal poverty level and
120 percent of the Federa poverty level and resources not
more than twice the amount allowable under the 881 program.
States must pay Medicare Part B premiums (but not deduct-
ible or co-insurance charges) for these individuals.



C. "Qualified Disabled and Working Individuals" (QDW1s).
These are persons who have lost eligiility for Social Security
disability benefits and Medicare but may continue to receive
Medicare in return for payment of the Part A premium and
have Incomes under 200 percent of the Federal poverty level
and resources not more than twice the amount allowable under
the SSI program. States must pay Medicare Part A premiums
for these Individuals.

At their option, States may provide full Medicaid benefits, rather
than just paying Medicare premiums and cost-sharing, to Medicare
beneficiaries who meet a State-established income standard that is
no higher than the poverty level.
5. Persowns receiving long-term care

States may provide Medicaid for persons receiving long-term care
in a nursing home or in a community-based program if they meet
a special income standard no higher than 300 percent of the basic
551 benefit that would be payable to a person living at home. At
their option, States may also provide Medicaid to certain other
groups of persons who are in nursing homes or other institutions,
or who would require Institutional care if they were not receiving
alternative services at home or in the community. Current law re-
quires that people spend their income and assets down to eligibility
standards before becoming eligible for Medicaid.

Reasons for Change
From its inception in 1965, Medicaid has become a complex pro-

gram with a bewildering set of categorical boxes for eligibility.
Tody Title XIX contains over 70 separate definitions of who is eli-
gible to receive services. Potential Medicaid beneficiaries must fill
out mind-boggling forms, and States must expend considerable re-
sources on staff who make eligibility determinations.

A recitation of just some of the over 70 categories of eligibility
would reveal the myriad opportunities for difficulty in eligibility de-
terminations. Yet, there is no existing statutory authority to waive
these complex eligibili ty categories. Although States have been per-
mitted to expanc eligibility to Individuals not now eligible to be
served by Medicaid, the Health Care Financing Administration
(HCFA) does not have the authority to permit States to restrict ex-
isting mandatory eligibility categories, nor will the agency permit
States to reduce their eligibility categories once a State has elected
to expand coverage to optional groups. In fact, even though States
have attempted to streamline the eligibility process through waiv-
ers and expand coverage to individuals based on income alone,
HCFA still requires States to continue to make categorical eligi-
bility determinations so that people can be "counted and tracked"
in their proper boxes. It is clearly time to eliminate these costly eli-
gibility categories and allow States to operate sensible health care
programs for their low-income residents.

Proposed Change
The Medicaid program will remain a health care program for

low-income individuals. States will be given much greater fiexibil-
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ity to determine who is eligible under their new programs. Stateg
----- will- be -permitted to cover any Individuals .or families with income

below 250 percent of the Federal poverty level ($31,475 for a family
of 3 in 1995). States will be required to cover two specific groups
of Individuals:

11. Pregnant women and children aged 12 and younger living
in families with income below the Federal poverty level; and,

2. Disabled individuals (as determined by the State).
States will be required to meet minimum spending obligations

for each of three specific groups of beneficiaries:
1. Families with Income below 185 percent of poverty with

a pregnant woman or child;,
2. Elderly individuals; and
3. Disabled individuals.

For each group, States must spend at least 85 percent of the
amount spent in FY 1995 on mandatory services (including nursing
facility services) for members of the group States were required to
cover under current Medicaid law during FY 1995.

The Committee has included a provision requiring that State
Medicaid plans include a description of their goals and objectives
related to standards of care and access to services for children with
special health care needs in that State. Children with special
health care needs, those with serious chronic conditions or disabil-
ities such as cerebral palsy, cystic fibrosis, cancer, or heart condi-
tions, represent approximately two percent of all children, but will
need special attention to make sure their needs are met. While
managed care can offer all children and their families better access
to care and better coordination of services, some plans have not de-
veloped the expertise to treat children with special health care
needs. Accordingly, the Committee intends that States outline in
their plans how they will provide care to children with special
health care needs. The Secretary HHS will be asked to fund the re-
finement and validation of a classification system and regional
demonstration projects for children with special health care needs.

Current law protections against impoverishment for spouses of
nursing home residents who remain in the community will also be
retained. In addition, States will be prohibited from imposing a lien
against a family farm or a home of moderate value as a condition
of receiving nursing home or other long term care benefits under
the Medicaid plan. The definition of a* "home of moderate value'"'is
intended to mean a home which is less than or equal to 150 per-
cent of the median value of a home in a State (as defined by HUD
and reported by the Bureau of the Census).

The Congressional Budget Office will be required to prepare and
submit an annual report which analyzes the effects of changes in
the Medicaid program on the health insurance status of children,
the elderly and the disabled.

Effective Date
Date of enactment.

po-
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BENEFITs

Present Law
States are required to provide the following services to the "cat-

egorical" eligibility groups (i.e., those individuals which States are
required to cover):

"* inpatient and outpatient hospital services;
" -nursing facility services for individuals 21 or older;
"* physicians' services;
"* laboratory and X-ray services;
"* early and periodic screening, diagnostic and treatment

(EPSDT) services for individuals under age 21;
"* family planning services;
"* home health services for an individual entitled to care in a

nursing facility;
"* rural health clinic (RHC) services and services at federally

qualified health centers (FQHCs);
"* services of nurse-midwives, certified pediatric nurse practition-

ers, and certified family nurse practitioners to the extend these
individuals are authorized to practice under State law; and

* Medicare premiums, deductibles and cost sharing for certain
low-income Medicare beneficiaries.

States are permitted to offer a wide range of additional services.
Some of the most commonly covered services are dental services,

precrition drugs, and care in intermediate care facilities for the
mentally retarded.

States that have chosen to cover the medically needy may offer
more restricted benefits to the medically needy than to the cat-
egorically needy. However, States must cover at least the following
benefits for the medically needy:

*prenatal and delivery services;
*ambulatory services for individuals under age 18 and individ-
uals entitled to institutional services; and

*home health services for, individuals entitled to care in nursing
facilities.

States may limit the scope of covered benefits. For example, they
may place limits on the number of days of hospital care or the
number of Physician visits covered. In general, covered benefits
must be similar in amount, duration and scope for similar groups
of beneficiaries throughout the State.

Cost Sharinlg
States are permitted to impose "nominal" fees, premiums,

copayinents or other charges on certain Medicaid services and re-
cipients. Charges may not be imposed on:

"* services prvded to individuals under age 18;
"* servicesread to pregnancy;
"* family planning services;
"* emergency services;
"* health maintenance organization services to certain enrollees;

and
"* hospice services.

- - I
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Medicaid providers may not deny services to an Individual because
of inability to pay cost-sharing charges.

Reasons for Change
The current Medicaid statute is full of restrictions that deny

States the opportunity to experiment in program design and the
flexibility to develop programs best suited to their individual needs.
Although adopted in the name of ensuring equal treatment of Med-
icaid beneficiaries, these restrictions, Including "statewideness,"
"comparability," and "amount, duration and scope" provisions, have
proved to be unduly confining Instead of broadening services, these
requirements have bee) aplied by the courts and by Federal bu-
reaucrats to inhibit Std~rgrar improvements.

The first of these restrictions, Medicaid's "statewideness' require-
ment, prevents States from covering divemrget services in different
areas of the State, thereby limiting experimentation within pro-

gas and preventing States from adapting their programs to geo-
graphic variations among their populations. Experimentation at
the county or local level permits States to initiate Innovative pro-
grams on a small scale, just as the division of our nation into

Sates permits, States to serve as laboratories for national pro-
grams. Small-scale experimentation permits program evaluation
and adjustment before programs become too large to easily assess
and,-improve.

In addition, the "statewideness" requirement limits the States'
ability to offer specialized services to their Medicaid populations if
States or localities decide that resources should be devoted to pro-
viding a service only in geographic areas where it is most needed-.
For example, a Federal district court recently enjoined the manner
in which California used Medicaid funds in connection with metha-
done maintenance treatment because the service was covered only
in those counties that chose to allocate funds from their financially
limited local drug abuse programs for methadone maintenance
treatment.

A second burdensome restriction is the "comparability" require-
ment, which prevents differentiation in the services provided to re-
cipients within specific eli~gibility categories, and some aspects of
differentiation in the services provided between eligibility cat-
egories. Under this restriction, States are largely restrained from
tailoring benefits to the general characteristics and needs of dis-
tinct broad categories of Medicaid beneficiaries, such as the aged,
the disabled and children. Even minor differentiation has been pre-
vented by this requirement, and HCFA has disapproved a number
of State plan amendments that would have improved program ad-
ministration. In 1992, for example, HCFA disapproved an Arka-nsas

proposal to cover two more drug prescriptions per month for bene-
fciaries at risk of institutionalization than it would cover for bene-

ficiaries not at risk, simply because the beneficiaries were In the
same eligibility category.

The third restriction impeding State flexibility is the "amount,
duration, and scope" requirement, which prevents differentiation
between diagnosis, type of illness, or condition in providing services
and which mandates a minimum level of availabii t for services
provided. This restriction prevents States from making any judg-

m ba
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ments with respect to the value of providing services in light of the
condition of beneficiaries.

The cost of "equial treatment" restrictions are no longer afford-
able. Although Waivers have been granted permitting State avoid-
ance of these requirements 'in some instances, the waiver process
has become too cumbersome and time-consuming to accommodate
the needs of reform throughout the 50 States. In light of the reali-
ties of current cost constraints, these restrictions on State experi-
mentation and flexibility of administration can no longer be per-
mitted to prevent the States from developing and implementing
critical reforms necessary to rationalize State Medicaid progras.

One of the major themes articulated throughout the health care
reform debate 'I's the concept that everyone, regardless of income
and "status" should bear some personal responsibility for their own
lives and the cost of their care. Yet today's Medicaid program vio-
lates that fundamental principle of reform.

Title XIX significantly restricts the use of co-payments--even for
Medicaid beneficiaries at the higher end of the income scale. The
prohibition against permitting co-payments for services provided

throgh amanged care organization is an example of a god idea
gone awry. As States have increasingly moved to managed care for
their Medicaid beneficiaries, HCFA has been unwilling to waive
the prohibition against requiring modest co-payments for some
services provided through managed care organizations so that, for
example, States cannot even assess a nominal $ 1-10 charge for the
non-emergency use of emergency rooms. Nor can a health plan
charge a 50-cent co-payment on prescription drugs as a way of en-
couraging prudent purchasing on the part of a Medicaid enrollee.

Whether a Medicaid beneficiary is enrolled in managed care or
continues to receive care through the old fee-for-servi'ce system, the
inability of States to require nominal and reasonable co-payments
is a major barrier to both the concept of personal responsibility and
the incentive for beneficiaries to make the most rational and cost-
effective choices of health care purchases possible.

Proposed Change
States will be given maximum flexibility to determine covered

benefits and benefit levels. Funds not required to be spent under
the minimum spending obligations could be spent for additional
medical assistance, medicall-related services, or program adminis-
tration. States will be required to cover childhood immunizations
under a schedule set by the State department of health. In addi-
tion, Federal Medicaid funds must be used to cover pre-pregnancy
family planning services and supplies, as selected by the State. The
Committee intends that every State will make available to Medic-
aid eligible individuals all medically accepted family planning
methods and supplies, provided that abortion shall not be consid-
ered a method offamil planning.

Since its inception the Federal Medicaid Program has covered
fthe services provided by a Christian Science Sanatorium (nursingfacility), a Christian Science Visiting Nurse Organization, and a
Christian Science Nurse in a home setting. Nothing in this legisla-
tion Is intended to preclude the States fromi including these serv-
ices in their Medicaid plans.

ý I
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States will be prohibited from: (a) institutingý preexisting condi-
tions exclusions for eligible Medicaid beneficiaries, and (b) impos-
ing treatment limits or financial requirements on mental health
services which are not imposed on services for other illnesses or
diseases.

Federal Medicaid funds cannot be used to purchase services with
the purpose of causing deaths, suicide, euthanasia or mercy killing.
Providers will not be required to informn patients of the availability
of such services. In addition, Federal Medicaid funds could not be
used to pay for abortions except in cases of rape, incest or to save
the life of the mother.

States Will be permitted to impose premiums, copayments, coiin-
surance, or deductibles pursuant to a public schedule. Cost-sharing
could be designed to encourage primary and preventive care and
discourage unnecessary or less economical care and inappropriate
use of emergency services. Amounts could vary for different popu-
lation groups and could be scaled to reflect economic factors, em-
ployment status, family size, availability of other health insurance
or participation in employment training, drug abuse or alcohof
treatment, counseling, or other programs promoting personal re-

spnibility.States will be prohibited from charging premiums for
families wih a child or a pregnant woman with income below pov-
erty. If States imposed any cost sharing requirements on services,
such cost sharing charges for primary care and prevention services
for pregnant women and children could not exceed "nominal"
amounts.

Childhood immunizations

Present Law

The Vaccines for Children (VFC) program is an entitlement pro-
gram enacted by Congress in the 1993 Budget Act. The Federal
Government now purchases all the vaccines for children who are:

1. Eligible for Medicaid;
2. Without any health insurance;
3. Without health insurance that covers immunizations; or,
4. American Indian or Alaska Natives.

States can use their own funds to purchase additional vaccines at
the sameiprice the Federal Government pays to provide free vac-
cines toal children in the State, even those who have insurance
coverage for vaccines.0

The Federal agency responsible for negotiating prices with the
vaccine manufacturers and consolidating orders from States is the
Centers for Disease Control and Prevention (CDC). Prior to the
VFC program, the CDC purchased childhood vaccines only for pub-.

lcyfunded health clinics. The CDC negotiated prices substantially
below market prices with vaccine manufacturers. Under VFC, man-
ufacturers are required to sell their vaccines to the Federal Govern-
ment at prices no greater than their May, 1993 Federal contract
prices, plus inflation.

Sttsare reuired to psay for the cost of delivering acnes to
physicians and other health care Providers. Any health care pro-
vider authorized under State law can apply to be a program-reg-
istered provider. Registered providers are entitled to receive the
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vaccines from the State free of charge. Reestered providers cannot
charge patients for the cost of vaccines. The provider can charge
the patient a limited fee for administering thle vaccination, but
can't deny service to any child eligible to receive a free vaccine
whose parent can't afford to pay the administration fee.

Reason for Change
The VFC program is really a Government vaccine purchase pro-

gram based on the premise that cost was the most significant bar-
rier to childhood immunization. However, numerous onY ssional
witnesses and a June 1995 General Accounting Office (GAO) re-
port have contradicted this basic premise. GAO stated that thereis insufficient evidence to conclude that the cost of vaccine has been
a barrier to timely immunization. GAO found that 95 percent of the
nation's children are vaccinated by school age, and that immuniza-
tion rates for preschool children even before VFC were at or near
the 90 percent national goals for 1996. GAO found that more im-
portant barriers to full immunization resulted from missed oppor-
tunities at health clinics and private providers' offices, lack of pa-
rental and provider understanding anct less than optimal hours.

Since 1965, Medicaaid eligible children have been entitled to free
immunizations. In addition, any child can be vaccinated for free in
a public health clinic under the Federal Immunization Grant pro-
gram known as the "317 Program" (Section 317 of the Public
Health Service Act). The Centers for Disease Control and Preven-
tion (CDC) allocations over the last four years for vaccines have ex-
ceeded $700 million. States may purchase additional funds at a dis-
counted p rice for use in the public system. In addition, 12 States
(even bet-ore VFC) have combined State and local resources with
317 funds to offer free vaccines to all providers for all patients In
their practices.

Since 1992, CDC has given State Immunization Action Plan
grants to finance infrastructure improvements (expanded clinic
h ours and staff, education and outreach for parents and providers,
registries and tracking systems and links between immunization
services and other programs). These grants amounted to about
$400 milli-on over the last four years.

Propo8ed Change

Repeals the VFC program. Clarifies that Federal Medicaid funds
may be used to purchase vaccines through contracts under Section
317 of the Public Health Service Act.

The Committee is aware that the Secretary is authorized to con-
tract with vaccine manufacturers for the purchase of childhood vac-
cines under Section 317 of the Public Health Service Act. In repeal-
Ing the VFC program, the Committee intends that all contracting
authority under Section 1928 of the Social Security Act is termi-
nated. Contract currently iht effect were negotiated under the au-
thority granted to the Secretary under Section 1928 of the Social
Security Act and Section 317 of the Public Health Service Act and
will continue to their conclusion pursuant to authority under Sec-
tion 317. With respect to subsequent contracts under Section 317,
all procedures and requirements for purchase and delivery of vac-
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cine will revert to those in place prior to enactment of Section
1928.

The Committee understands that CDC has made representations
to the States that Federal reimbursement is available for distribu-
tion of vaccines pursuant to Section 1928(d). To avoid wastage of
vaccine, any products already purchased and delivered to the
States, and for which the State has a distribution contract In effect
on the date of enactment, shall be eligible for reimbursement for
such distribution.

It is the intent of the Committee that the CDC shall, to the ex-
tent practicable and appropriate, enter into a contract with each
manufacturer of the vaccine that meets the terms and conditions
of the CDC for an award of such contract (including terms and con-
ditions regarding safety and quality). With respect to multiple con-
tracts entered 'Into pursuant this provision, the CDC may have in
effect different prices under each of such contracts.

Effective Date
Date of enactment.

Federally qualified health centers

.Present Law

Federall qualified health centers (FQHCs) and rural health clin-
ics (RHCs are mandatory services under Medicaid law. States
must pay FQHCs and RH~s cost-base reimbursement.

Reasons for Change
States need greater flexibility to determine payment rates to pro-

viders. The Committee also recognizes that over 1,000 community
health centers and 2,500 rural health clinics play a unique role in
the health care delivery system. In inner-city areas, community
and migrant health centers are often the only providers of care to
Medicaid patients and the uninsured. In rural areas, community
and migrant health centers and rural health clinics are often the
only providers for the residents of the area, whether they are on
Medicaid or Medicare, have private insurance, or are uninsured.

The current Medicaid system recognizes the unique role of these
centers and provides them with cost-based reimbursement in order
to assure that the payments are sufficient to meet the health care
needs of the Medicaid patients they serve. Unlike providers with
large numbers of privately insured patients, these centers do not
have reserves or available capital, and do not have the ability to
cost-shift losses from insufficient pa ments under public programs.

The Committee recognizes that these centers are committed to
serve all in their communities, and adopted this provision to ad-
dress its concern that without a sufficient flow of funds to meet the
needs of their Medicaid patients, the Communityý and Migrant
Health Centers (CMHCs) an~d rural health clinics will be forced to
reduce substantially their patient loads and man will close their
doors. The provision will assure access to cost-ffeive preventive
and primam health care in communities that need it most. Several
recent studies have shown that Medicaid patients who regularly
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use health centers have lower total annual health care costs than
Medicaid patients who use other primary care providers. These
studies showed that health center patient visits were 22 percent to
33 percent less expensive overall, and had between 27 percent to
44 percent lower inpatient costs and days.

Proposed Change
Establishes a one percent set-aside for grants to States for pri-

mary and preventive health care services provided in rural health
clinics and federally qualified health centers. The Secretary of
Health and Human Services will determine the methodology for de-
termining the payment to these centers, and will make the pay-
ments directly to the centers. Payment by the Secretary will be in
addition to any other revenues the centers receive from Medicare,
either directly from States or from managed care plans. However,
the Secretary is expected to take into account the amount of funds
available from all other payment sources, including grant funds
from State and Federal programs, when determining the amount
of payment to be made to individual health centers.

Effective Date
Date of enactment.

INDIaN HEALTH PROGRAMS

Present Law

Native Americans may qualify for Medicaid in the same way as
any other population. When services are furnished by a general
contract provider, Federal funding is available at the State's
matching rate. in the case of services provided to Medicaid bene-
ficiaries by Indian Health Service (IHS) facilities, Federal matching
funds are available at 100 percent, rather than at the State's
matching rate.

Reason for Change
This provision is intended to assure that State plans properly ad-

dress the payment for health care provided to low-income Native
American people in those States where Indian Health Service-fund-
ed programs are operated. Health services for eligible Native Amer-
icans may be delivered directly by the IHS or by tribes, tribal orga-
nizations or urban Indian organizations through agreements with
IHS authorized by Federal law. States are to consult with appro-
priate tribal and Indian organizations regarding the manner in
which medical assistance shall be provided to eligible low-income
Native Americans. Because- the health service delivery system for
Native Americans is unique and is governed by Federal law, the
Committee wants to assure that the medical assistance needs of
this system are properly considered by the States when designing
their new plans.
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Proposed Change
The Committee proposal recognizes the Federal Government's re-

sponsibility for health care for Native Americans by providing that
the Federal medical assistance percentage of 100 percent continue
to be used to reimburse for services provided to Natiye Americans
through Indian Health Service (IHS) programs. IHS programs may
be operated by IHS directly or by tribes, tribal organizations or
urban Indian organizations under the authority of two Federal
laws-the Indian Self-Determination Act and the Indian Health
Care Improvement Act. This provision recognizes these facets of
the Indian health care delivery system.

Effective Date
Date of enactment.

REIMBURSEMENT

Pre-sent Law

Each State sets its own payment rates and methodologies for re-
imbursing providers under Medicaid. However, payment for some
items and services is limited to amounts that would be paid for
similar items and services under Medicare. For some items includ-
ing laboratory services, durable medical equipment, and eyeglasses,
States are permitted to use competitive bidding or other means to
establish a sole source contract for the item.

Specific Federal payment rules apply to certain services. The
rules that have received the most attention are the "Boren Amend-
ment," and cost-based reimbursement for community health cen-
ters and rural health clinics.

"Boren amendment"
The so-called "Boren Amendment" requires States to pay hos-

pitals and nursing facilities rates that are "reasonable and ade-
quate" to cover the costs that must be incurred by "efficiently and

ecnoically" operated facilities. At least 50 cases brought by hos-
pital or nursing home groups in 24 States have been decided by the
courts.

Cost-based reimbursement
States are required to pay rural health clinics (RH~s) and feder-

ally-qualified health centers (FQHCs) 100 percent of costs that are
reasonable and related to the cost of furnishing services.

Reasons for Change

Current Medicaid payment standards were intended to serve as
cost stabilizing mechanisms to counter the inflationary pressures of
"cost-based" reimbursement. But this rose has been subverted
by the courts. The payment provisions hauvre instead been made into
traps for unwary States, while spawning expensive and burden-
some I tigation with Medicaid providers and exposing the States to
broad judicial interference with their efforts at Medicaid cost con-
tainment.

ýý ý I
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The most ,problematic payment provision has been the "Boren
Amendment,' which covers payments to Institutional providers
such as hospitals and nursing homes. The "Boren Amendment" is
widely recognized as a failure and a cause of program distortion.

The ambiguity of the "Boren Amendment" has proven unwork-
able, however, and has repeatedly been used by State and Federal
courts to micro-manage the development of State reimbursement
systems. Frequently, court involvement has centered on the method

aState uses to establish rates, often without any judicial inquiry
whatsoever into the overall adequacy of a State's rates. After costly
and time-consuming litigation, courts have invalidated institutional
payment provisions in many States, simply because the States did
not demonstrate to the court's satisfaction that they had followed
these procedural requirements, and without ever considering the
bottom line of provider reimbursement. This focus on the States'
"decision-making" processes has forced States to justify their rate
setting methods in increasingly complex litigation against judicially
developed procedural requirements of which they have had little or
no advanced warning.

The development of judicially created procedural hurdles stem-
ming from unclear statutory provisions has led to costly and unpre-
dictable litigation for the States. The net effect of such litigation
has been that State efforts to modernize reimbursement and incor-
porate efficiency incentives have been delayed for years. The pay-ment standard provisions which have caused so much trouble
under the current system have no place in a new medical assist-
ance program. -

Proposed Change
Provider payment rates will be set by the States. The "Boren

Amendment' and cost-based reimbursement requirements for fed-
erally qualified health centers and rural health clinics will be re-
pealed. If a State contracted with HMOs or similar entities on a
risk basis for a package of services, the State will have to describe
the State's actuarial methods for projecting expenditures and utili-
zation for enrollees and setting capitation payment rates. The State
will also have to provide for public notice and an opportunity to
comment on this information.

Effective Date
Date of enactment.

PROVIDER STANDARDS

Present Law

States must have standards and procedures for determining the
eligibility of providers of services to participate in the Medicaid
program. Federal law specifies standards and certification proce-
dures for institutional providers (including hospitals, nursing

homes, and intermediate care facilities for the mentally retarded),
health maintenance organizations, and certain other providers such
as rural health clinics. Medicaid hospice, physician, and some other
providers are defined in Medicare law. Eaboratories participating
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In Medicaid inust meet Medicare requirements for laboratories. For
most other non-institutilonal providers, State licensure laws govern
qualifications for progam providers. States generally follow their
own procedures for certifying practitioners and other
noninstitutional providers (e.g., pharmacies).

Reasons for Change
A view often expressed is that States cannot be trusted to man-

age the quality oftheir own health care programs and that only
Federal regulation will assure quality care for low income bene-
ficiares. Yet the Federal Government's approach to quality over
the 30 years of Medicaid's existence has been a focus on compliance
review rather than quality review.

The existing Medicaid quality assurance system, although exten-
sive and staff intensive, tends to focus not on quality of care for
beneficiaries but- on control of the utilization of resources and com-
pliance with Federal program requirements. While Federal utiliza-
tion controls are understandable when the Federal financial obliga-
tion is open-ended, they are less relevant under a capped program.
Compliance reviews with highly prscriptive Federal requirements
is inconsistent with any meankingful iState flexibility.

The responsibility to address the quality assurance issue should
be on the States, who can- make available the best resources for de-
termining the quality of care that is being delivered, whether in
managed care organizations, fee-for-service programs or institu-
tional settings. States should bear the obligation to develop quality
assurance programs but be given the freedom to select those provi-
sions that make the most sense in light of their particular pro-
grams and priorities. Standards could be based on model standards
developed by the Federal Government or accrediting organizations,

or Medicare program standards, or private industry standards, or
on any combination of these sources. The State's plan will describe
the essence of the State's quality assurance program, and serve as
a public commitment to a quality service delivery system.

There are significant developments in the field of measuring and
assuring quality in the actual delivery of health care services.
These developments are helping to lay the foundation for more use-
ful quality assurance efforts to assist beneficiaries in selecting pro-
viders, provide State agencies information to gauge performance of
their contractors and assist health plans in improving their serv-
ices. This approach, rather than federally-imposed process require-
ments, carry the greatest potential for assuring true quality in the
delivery of services to low income families and individuals.

Proposed Change

States will establish and maintain provider standards. States
will be required to develop their own quality assurance standards.
At their option, States could use Medicare standards, standards de-
veloped by private accreditation organizations, or State licensing
standards, or any combination of the above. The Committee in-
tends that States not discriminate against any class of provider
with which a State may contract to provide quality, cost-effective
services to beneficiaries. The State must report and provide public
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access to information concerning licensing revocations and other
sanctions tkn against providers and practitioners by State licens-
ing authorities, peer review organizations or accreditation entities.
If a State contracted with HMOs or similar entities on a risk basis
for a package of services, the State will have to describe the re-
quired qualifications for participating organizations and a process
or dissemination to prospective contractors of information on his-

toric cost and utilization data.
Each State will be required to establish and maintain standards

for maintaining quality of care in nursing homes. The standards
must be promulgated through the State's legislative, regulatory or
other rule making process. The standards cannot take effect unless
the State has provided public notice and an opportunity for com-
ment. The standards must be specified in the State plan. The State
plan must include standards for the following:

1. Treatment of resident medical records;
2. Policies, procedures and bylaws for operation;
3. Quality assurance systems;
4. Resident assessment procedures, including care planning

and outcome evaluation;
5. Safety and adequacy of the physical plant;
6. Qualifications for staff of facilities;
7. Utilization review; and
8. The protection and enforcement of residents' rights.

States will be required to establish and operate a program for
the certification an d decertification of nursing homes. The State's
program must ensure pblic access to the results of surveys and
evJalutions of nursing hom~es. States must also have procedures for
sanctioning nursing homes with deficiencies, and procedures for
terminating the participation of nursing homes that jeopardize the
health and safety of its residents.

Effective Date

Date of enactment.

DELIVERY SYSTEMS

Present Law

Most Medicaid beneficiaries receive services through the tradi-
tional fee-for-service system. Today, approximately 25 percent of all
Medicaid beneficiaries are enrolled in some type of managed care
plan. Medicaid beneficiaries may voluntarily enroll in a managed
care plans. States may not require Medicaid beneficiaries to enroll
in a managed care plan unless the State has obtained a waiver of
the statutory "freedom-of-choice" requirement. With waivers, States
may require eligibles to enroll in managed care programs, or select
cost-effective providers from whom they must obtain all but emer-
gency care. Among States using waiver options, few have provided
for managed care arrangements for the elderly and disabled.

In some situations, States purchase private health insurance on
behalf of Medicaid eligibles. Each State must implement guidelines
to identify cases in which enrollment of a Medicaid eligible in a
group health plan would be cost effective, then require that the eli-
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gibe individual enroll in the group health plan. In such cases, the
State must pay the plan premiums, and all deductibles, coinsur-
ance, and other cost-sharing obligations for items and services oth-
erwise covered under the State's Medicaid program.

Reasons for Change
When it was enacted in 1965, the Medicaid program was con-

ceived as a traditional indemnity-type insurance program for the
prevailing fee-for-service, health care delivery system. Managed
care was in its infancy and negligible percentages of the population
participated in health maintenance organizations (HMOs). Over
the last twenty years and, in particular, the last decade, the num-
bers of privately insured individuals participating in managed care
organizations have grown rapidly as increasing numbers of employ-
ers have moved to find more efficient and effective coverage for
their employees. In 1976 there were 6 million people receiving care
in HMOs; by 1995 that number has risen to 56 million. Yet Medic-
aid remains a dinosaur-a behemoth out of place in today's health
care delivr world.

Because Medicaid was designed to be a fee-for-service program,
the barriers to the effective use of managed care permeate the stat-
ute. Some of the most difficult barriers include:

*Freedom of Choice: Federal law prescribes that all Medicaid
beneficiaries be free to choose to receive their care from any
doctor, clinic, or hospital that accepts Medicaid reimbursement.
Beneficiaries are free to "doctor-shop," and to self-refer to ex-
pensive specialty care without regard to the cost effectiveness
of any providers. Additionally, a State may not require that
their Medicaid beneficiaries remain in an H MO for longer than
6 months, and then only if the HMO is federally qualified.
Under these restrictions, managed care organizations are re-
luctant to enroll Medicaid beneficiaries because of the adminis-
trative costs of these changes and the inability to develop long-
term plans of care for beneficiaries.

*Limitations on Managed Care Organizations: Federal law pre-
scribes that when a State seeks to purchase managed care
services for Medicaid beneficiaries, it can only purchase from
federally or State qualified HMOs which draw at least 25 per-
cent of their membership from privately insured beneficiaries
(the "75/25" rule).

"* Limits on Co-Payments for Services: Federal law and HCFA in-
terpretations preclude a State or an HMO from assessing any
co-payment, regardless of how nominal, for any service pro-
vided through an HMO to an enrolled Medicaid beneficiary.

"* Limitations on Service Coverage: Federal law and HOFA inter-
pretation preclude a State from buying a comprehensive pack-
Nage of services from a managed care entity and requiring that

Medicaid beneficiaries be limited to receiving certainrkingds of
services from the managed care organization's network.

*Limitations on Who Can Participate in Managed Care: Federal
law and HOFA interpretation preclude a State from enrolling
those Medicaid beneficiaries who are also receiving Medicare
into managed care organizations.

*~1
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*Limitations on Guaranteed Eligibility: Federal law precludes
States from certifying Medicaid beneficiaries as eligible for
services for a specified period of time; instead, the law requires
that States redetermine a beneficiary's eligibility every month,
or at least once a quarter. This "on again, off again" approach
to eligibility means that many managed care organizations
won't enroll Medicaid beneficiaries because they are unable to
plan and coordinate care for individuals who come on and off
the rolls.

*Limitations on Amount, Duration, Scope, and Comparability:
Because the current Federal law requires that every categori-
cally eligible Medicaid recipient be entitled to exactly the same
amount, duration, and scope of benefits and that all benefits
to all eligibles be comparable, the law precludes States from
permiitting HMOs to compete based on the offer of an extra
service or benefit to Medicaid enrollees in their plans.,

"* Impermanence of Waiver Projects: "Freedom of choice' waivers
are limited to a two year period, with additional application
and approval required beyond the initial period. States cur-
rently have no option to convert freedom of choice waivers to
State plan amendments.

"* Waiver Requirements for Primar Care Case Management
(PCCM) Programs: Non-capitated P0CM programs can only be
operated through freedom of choice waivers, not through State
plan amendments.A

Some of these provisions can be waived by the Federal Govern-
ment through Section 1915(b) or Section 1115 of the Social Security
Act. However, both waiver processes have become so complex, time
consuming, and user-unfriendly, that waivers are clearly not the
appropriate approach to allowing States to uti~li~ze a cost-effective
service delivery model that is routinely used by employers, includ-
ing State governments. Managed care techniques have already
saved States money in a variety of ways--by decreasing the use of
expensive emergency department services, by. emphasizing preven-
tive care and early intervention to prevent illness and, providing a
degree of predictability to a notoriously volatile program.

States must be empowered trolutilize the force of the market
Solace to buy the same kind of high-quallity, cost-effective care en-

'oyed by so many privately insured citizens for their Medicaid
eneficiaries. Tinkering around the edges of a fee-for-service Medic-

aid structure will not afford them that opportunity.

Proposed Change

States will no longer be requ-ired to seek waivers to enroll Medic-
aid beneficiaries in managed care. If fee-for-service systems are
used, States must determine and specify in their State plans pro-
vider qualifications, methods for determining provider payment
rates, cost-sharing requirements and utilization controls. If man-
aged care systems are used, States must determine and specify in
their State plans the actuarial methods for calculating capitation
payments, qualifications of health plans, and the bid process usedby the State. The State must provide notice with opportunity for
public comment on the capitation rates and actuarial methods.
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Effective Date

Date of enactment.

WAIVRS

Present Law
States may apply to the Secretary of Health and Human Services

for waivers of certain Medicaid requrmns w*bsctpso
waivers are program waivers and demonstration waivers. Dem-
onstration waivers are authorized under section 1115 of the Social

*Security Act to allow States to expeimnt with program improve-
ments. Program waivers are authorzdunder section 1915 of the
Act to permit States to operate certain types of special programs.

1. Program waivers

a. Freedom of choice waivers
Under this provision, certain requirements may be waived to

allow a State to require recipients to obtain services from certain
providers with which the State has contracted or negotiated dis-
counts. The provision also allows States to require enrollment in
managed care systems. Many States have used the provision to
mandate the use of primary care case management systems.

b. Home and community-based waivers
States may define the geographic areas and populations they

wish to serve (e.g., mentally retarded persons), and waive certain
financial eligibility standards and other requirements to offer home
and community-based care to persons 'in nursing homes or at risk
of institutionalizationi. States must demonstrate that average ex-
penditures for a person receiving waiver services would not exceed
expenditures for that person in theabsence of the waiver.

2. Demonstration ("1115") waivers
Under section 1115 of the Social Security Act, the Secretary is

permitted to waive compliance with any provision of Medicaid law
for any experimental, pilot, or demonstration project which "is like-
ly to assist in promoting the objectives" of the program. Recently,
some States have received demonstration waiver approval for re-
structuring of their Medicaid programs. dGenerally, these States
have extended eligibility to low-income uninsured persons not oth-
erwise eligible for Medicaid, and have directed all participants to
managed care programs. To date, the Secretary has approved 1,115
waiver applications from 12 States and applications from another
13 States are currently under review.

Reasons for Change
The authority to waive various provisions of Title XIX in order

to facilitate State research and demonstration projects was little
used until 1993, in part because It was such a cumbersome, un-
frendly,0and lengthy pros. In early 1993, In response to requests

for gnuine flexiblilityIn Medicaid from the nation s Governors, the
1115wuaiver process was made more accessible to States. HCFA.
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committed to a 120-day review and approval process and agreed to
only require States to answer one set of questions instead of the
typical three or four. However, the promised flexibility never mate-
rialized. Today it takes well over a year for HCFA to process a
waiver application, even where the State proposal is not radically
different from those that have been previously been considered. It
took 582 days to approve Oregon's waiver application. Florida's ap-
plication took 218 days. Ohios took 321 days. Massachusetts' took
374 days. Minnesota s and Delaware's took 274 and 292 days re-
spectively. The following States are still waiting for an answer-
New Hampshire, more than 475 days; Illinois, more than 380 days;,
Georgia, more than 300 days; Oklahoma, more than 270 days. in-
creasingly, Federal bureaucrats have forced States to adjust their
program design to avoid even further delays in processing. And ap-
proval of the project does not mean that implementation can begin.The terms and conditions built in add another several months of
submissions and review before the actual project can begin. The
terms and conditions of waiver projects have also become increas-
ingly numerous restrictive, and burdensome.

Finally, the demonstration waiver authority has not been used
by the Secretary to deal with some of the core areas of the fun-
damentally fee-for-servce Medicaid program that must be reformed
before States can exercise the full extent of their purchasing power.
In numerous demonstration projects that have been approved in
the last two years, the Secretary has declined to:

"* Relieve Sates from any aspect of the Boren Amendment, cov-
ering provider reimbursement rates and procedures.

"* Permit any reduction or limitation in coverage for any categori-
cally eligible Medicaid beneficiary. This has made..It extremely
difficult to privatize the Medicaid program because Medicaid
coverage is so much greater.-than that provided to most pri-
vately insured people.

"* Permit the use of cost-sharing for Medical eligibles enrolled in,
managed care, even when everyone else in the plan is re'spon-
sible for some nominal co-payments.

"* Permit States to enroll those Medicaid beneficiaries who are
also receiving Medicare into managed care.. This means that
the sickest and most expensive beneficiaries must continue to
be served in the fee-for-service Medicaid program.

The Section 1115 waiver process is not the answer to the need
for true program innovation and reform. States need to be freed
from the stifling oversight of the Federal Government that is un-
avoi'dable under the present program.

Home and community-based care
During the late 1960s and the 1970s the number of individuals

residing in Institutions-psychiatric facilities, nursing homes, and
intermediate care facilities for the mentally retarded-grew dra-
matically since States were to receive Medicaid reimbursement for
loiug term care services only by institutionalizing people. Ulti-
mately, however, States began to feel the impact of the high costs
of providing care in these institutional settings. In early 1982, in
response to the cost pressures of a cap In the rate of growth in the
Federal share of the Medicaid program, Congress provided the De-
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partment of Health and Human Services limited authority to grant
waivers that would enable States to provide care for disalbled and
elderly individuals In home and community-based settings and still
receive Medicaid reimbursement. However, the waiver authority
under Section 19 15(c) of the Social Security Act came with strings
that continued to support the institutional bias of the program.

The rationale for these restrictions is that to provide Medicaid
reimbursement for home and community-based services without
the current ties to institutional status will create a "woodwork" ef-
fect that individuals being cared for by family and friends will seek
services from providers who will bill Medicaid. But times have
changed and so has the technology of providing cost efficient and
effective services to people in their homes and communities that
will prevent expensive entitlements that have been extended to in-
stitutional providers. Only statutory modifications will enable
States to move beyond these statutory and bureaucratic barriers.
States will be able to design and implement cost-effective health
care programs only when they are freed from the strictures of the
current ite XIX. Waivers are not the answer.

Proposed Change

The need for program waivers will be eliminated. States with
Section 1115 waivers Implemented as of September 1, 1995 will be
allowed to continue such waivers under the terms and conditions
of the waiver agreement, at the option of the State. In addition,
States will be perifiifittd to try innovative programs where funds
from several programs could be combined with other program
funds (e.g., AFDC, Food Stamps, Title V, Title XX) to use a more
comprehensive strategy to providing coordinated services to low-in-
come individuals and -amilies.

Effective Date

Date of enactment.

DRUG ]REBATE ]PROGRAM

Present Law

Under the drug rebate program enacted Iin the Omnibus Budget
Reconciliation Act of 1990, in order for Federal Medicaid payment
to be available for prescription drugs, a manufacturer must have
entered into a rebate agrement with the Secretary of Health and
Human Services. The law reurs that a manufacturer provide
each State with a quarterly=rbt amount for the products of the
manufacturer that the State has purchased on behalf of eligible
Medicaid recipients. Amounts of such rebates are based on the av-
erage manufacturer price for a drug and the lowest price available
from the manufacturer to any wholesaler, retailer, nonprofit entity,
or governmental entity within the U.S. Drugs dispensed under
Medicaid managed care arrangements or by certain hospitals are
not subject to rebate requirements. States are permitted to obtain
additional rebates above the Federal minimum rebates. Finally,
States must operate drug utilization review (DUR) programs under
Federal guidelines,
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Reasons for Change
The Medicaid drug rebate program was first enacted in 1990 in

order to constrain the costs of pharmaceuticals by guaranteeing
State Medicaid progras access to the "best price" or a certain
minimum discount for pharmaceuticals. At that time, Medicaid was
primarily a fee-for-service program. Because of the growing move
toward the use of managed care within the Medicaid program, the
drug rebate program has become less important as a price control
mechanism, since States have the ability to negotiate the prices
that will be paid for drugs through managed care contracts. This,
in large part, obviates the needor the rebate structure. There is
concern that rebates may be anti-competitive and constrain the
ability of hospitals, HMOs, and other private sector purchasers of
prescription drugs to negotiate discounts from pharmaceutical
manufacturers. In addition, overly-high rebates can act as a dis-
incentive to provider participation in Medicaid. For this reason, the
bill precludes State supplemental rebates.

Proposed Change
Retains the Medicaid 'drug rebate program as an option for

States. However, States may not require manufacturers to pay re-
bates in excess of the amounts payable under current law. Clarifies
the inclusion of drugs disp ensed by nursing facilities in the Medic-
aid drug rebate pro gram. States will be permitted~to operate a drug
use review program under standards established by the State. Es-
tablishes a task force to report on the future of the Medicaid drug
rebate program.

Effective Date
Date of enactment.

DISPROPORTIONATE SHARE HOSPITALS (DSH)

Present Law
States are required to make supplemental payments to hospitals

("disproportionate share hospitals," or "DSH hospitals) that serve
a disproportionate number of Medicaid and low-income patients.
Federal law includes minimum criteria for DSH hospitals. States
must designate as DSH hospitals all hospitals that meet the mini-
mum criteria. However, States have flexibility to designate any
other hospitals they choose as DSH hospitals. Some States have
designaedal hospitals in the State as DSH hospitals.

DHhospitals must receive a "DSH payment," usually a lump
sum payment over and above any other payments received for pro-
viding hospital services to Medicaid patients. States are free to set
the amount of the DSH payment. Up until 1993 there was no limit
on the amount of the DSH payment States could make.

Under DSH programs, coupled with provider donation and tax
progams and intergovernmental transfers, some States made large
DS0 payments and received Federal matching funds without major

-increases in State spending for Medicaid. Although legislation en-
acted In 1991 and 1993 curtailed these State practices, FY 1994
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State and Federal DSH payments combined were $16.9 billion or
12.3 percent of total MedicaId spending for services. The Federal
share of FY 1994 DSH payments was $9.7 billion.

Reasons for Change
Beginnmgin 1990, DSH payments rose sharly. The Federal
share of D H a ents grew from less than $1 blini 90(

percent of toaPederal Medicaid spending) to more than $10 bil-
lion in 1992.(15 percent of total Federal Medicaid spending). The
rapid growth In payments to DSH hospitals was a major factor in
overall Medicaid spending growth between 1990 and 1992. By some
estimates, payments to DSH hospitals accounted for 20 percent of
Medicaid spending growth between 1990 and 1991, and more than
50 percent of Medaicaid spending growth between 1991 and 1992.

Congrss passed laws in 1991 and 1993 that have limited the
Federal share of DSH payments nationally to 12 percent of Federal
Medicaid spending each year. The Committee believes the focus of
the DSH program should be returned to the original intent of pro-
viding assistance to the nation's "safety-net" hospitals-those that
provide services to a high proportion of low-income patients.

Proposed Change
The Committee provision requires States to describe In the State

Medicaid plan the methodology to be used to make payments to the
highest volume providers of care to the poor. To qalif as a DSH
hospital, the hospital's "low-income utilization rate' will have to ex-
ceed the lesser of: (1) one standard deviation above the mean low-
income utilization rate for all hospitals participating in Medicaid in
the State; or (2) one and one-quarter standard deviations above the
mean low-income utilization rate for all hospitals participating in
Medicaid in the U.S.

A hospital's "low-income utilization rate"' will be determined by
calculating the ratio of patient days attributable to Medicaid and
uninsured patients to total patient days. "Patient days" will include
each day a beneficiary is an inpatient in the hospital or makes one
or more outpatient visits to the hospital in a day. States will be re-
quired to specify the methods by which hospitals will be able to
identify Medicaid managed care enrollees for the purposes of quali-
fying and billing for Medicaid DSH payments.

An appeals process will be set up by the Secretary for hospitals
that do not meet the minimum criteria for qualifying as a DSH
hospital but can show that they are "essential safety net providers"
or proviide special services not available by any other provider in
the area.

Effective Date
Date of enactment.

FEDERAL FUNDING

Present Law
Medicaid services and administrative costs are jointly financed

by the Federal Government and the States. The Federal Govern-

m 0
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ment has an open-ended commitment to match each State's ex-
Inditures for covered Items and services furnished to eligible Med-

rcaid recipients. The amount of Federal funds a State receives de-
p ends on the amount of State expenditures and the State's FMAP.
Each State Is responsible for the difference between its Medicaid
total expenditures and the Federal share.

Based on quarterly statements of Medicaid expenditures, each
State Is entitled to Federal reimbursement for their Medicaid ex-
penditures. The Federal reimbursement is determined by the
State's"edera medical assistance percentage" (FMAP), a statu-

tory formula designed to give a higher matching rate to States with
lower per capita incomes relative to the national average. Matching
rate for services can range from 50 percent to 83 percent and are
determined annually. The Federal share of administrative costs is
generally 50 percent, although higher rates are authorized for spe-
cific items.

Reasons for Change
Medicaid is the third largest social spending program in the Fed-

eral bud get and has become one of the fastest-growing components
of both Federal and State budgets. At present, Medicaid is the first
or second largest piece of every State's bud get, totaling to about 20
p ercent of States' budgets, on average. Fe deral Medicaid spending
has grown from less than $3 billion in 1970, to $15 billion in 1980,

to $41 billion in 1990. According to the Congressional Budget Of-
fice, Federal spending on Medicaid will total almost $100 billion
dollars in FY 1996. B 2002, Federal spending will total almost
$180 billion-an 80 percent increase in just seven years. This
means that Medicaid i's expected to grow more than 10 percent per
year into the foreseeable future. Clearly, this growth i's not sustain-
able.

Currently, wide disparities in Federal Medicaid funding also
exist across States, resulting 'in unequal access to health care for
the poor. If the Federal Government were to lock in States' current
spending on Medicaid, this will have the effect of freezing in place
historical spending patterns across States. The Committee believes
that moving to a needs-based formula will reduce the disparities
between States over time by eliminating incentives to maintain ex-
traordinarily high spending in high effort States.

Proposed Change

Federal Medicaid funding will continue to grow over the next
seven years (1996-2002), but at a slower rate than under current
law. Federal funding will be limited to the following growth rates:

FY 1996 ........... 7.250 percent
FY 1997 ........... 6.750 percent
FY 1998+...........4.424 percent

States could match Federal funds up to a maximum amount
""cap"). Each State's cap will be equal to the base year amount
multiplied by a growth factor. A State's base year amount will be
equal. to the greater of the amount of Federal funds received in FY1994 or FY 1995, minus the amount of Federal payments to dis-
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proportionate share hospitals that exceed nine percent of total pro-
grami spending in the base year.

Every State's base year amount will increase by 7.250 percent for
FY 1996. For FY 1997 and later years, each State's cap will be de-
termined by comparing the State's current Medicaid spending per
person In poverty to a "needs-based amount." States with current
Medicaid spending per person in poverty below the State's "needs-

based amount" will be allowed higher gowth rates.
The State's "needs-based amount" will be equal to the product, of

four factors: residents in poverty In the State, a case mix index, an
Input cost index, and national average spending per resident in
poverty. Residents in poverty will be the average number of indii-
viduals in the State below the Federal poverty threshold in the
most recent period of 3 calendar years for which data were avail-
able. The case mix index will equal the ratio between the State's
expected per recipient spending and national average per recipient
spending, given the State's relative proportions of aged, disabled,
and other recipients. The input cost index will be the sum of 0.15
and the product of 0.85 and a hospital wage index. This index will
equal the ratio between annual average wages for hospital employ-
ees in the State and the national average based on the area wage
indices computed under Medicare's prospective payment system ?Or
inpatient hospital services. National average spending per resident
in poverty will be computed for using the most recent data avail-
able.

Each State's cap will increase by at least two percent, but no
greater than 25 percent above the growth rates for total Federal
Medicaid funding. Thus, the maximum allowable growth rate for
FY 1997 will be 8.44 percent (125 percent of 6.75 percent). The
maximum allowable growth rate for FY 1998 and later years will
be 5.53 percent (125 percent of 4.424 percent). In addition, there
would be a "small State minimum" established. Under this rule,
States receiving less than 0.21 percent of the total Federal funds
would be allowed to grow at the maximum growth rate until the
State exceeded the small State threshold. States could carry for-
ward a "credit" for unspent Federal funds from previous years.
States will be required to match these funds. The Secretary will
publish States' cap amounts for each fiscal year by April 1 of the
preceding fiscal year. The Committee proposal also raised the mini-
mum FPederal Medical Assistance Percentage (FMAP) to 60 percent.

The bill contains a special rule governing the allocations to the
States of New Hampshire and Louisiana. Both of these States had
been making payments to disproportionate share hospitals that
were quite large in relation to their overall Medicaid expenditures.
Both States were heavily impacted by the limits on disproportion-
ate share payments adopted by P.L. 103-66 (OBRA 1993). Each
State has proposed to the Committee that its allocation under the
new title be limited, and its opportunity to "carry over" unused al-
location amounts be suspendXd~until the State has increased its
State contribution to the appropriate level.

The Committee has acceded to each State's request, on the condi-
tion that each State make specific progress in raising its State con-
tribution toward the level required by law. Under the special rule,
the allocation for New Hampshire will be set at $360 million per
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year and the allocation for Louisiana will be set at *2.622 billion
per year. The allocations for these States will remain frozen at
those levels until they have increased their State contributions to
the required level. The required State contributions will be keyed
to the amount of State contribution in FY 1994, after eliminating
excess disproportionate share payments which had previously been
used to fund the State contributions. For New Hampshire, the base
contribution is $203 million; for Louisiana, the base contribution is
$355 million.

Operationally, the special rule will work as follows:
1. Each year, Ch Secretary will determine how much the

State would have had to spend to earn the allocation from the
Federal Government for that year If the special rule were not
In place. This amount could vary from year to year as a result
of changes in the FMAP.

2. From the amount determined above for each year, the Sec-
retary will subtract the State's base contribution amount. This
will yield the gap in State spending applicable to that year.

3. T1he State will then be required to spend an amount equal
to the State's base contribution plus an additional percentage
of the amount required to close the gap (i.e., 20 percent inK
1996, 40 percent in FY 1997, 60 percent in FY 1998, 80 percent
In FY 1999, and 100 percent in FY 2000).

If the State falls short of the required State contribution in any of
these years, there would be a pro rata reduction in the State's allo-
cation for that year.

Based on current law and current law FMAP rates, these provi-
sions would require the States to spend a approximately the follow-.
ing amounts in State funds for the speified years:

Year New Hamp- I~iinshire

1996................ ....... ........... $234,400,000 $489,000,000
1997 .............. 6. ...... *........265,800,000 623,000,000
1998 ........................................................ 297,200,000 757,000,000
1999 ........................................................ 328,600,000 891,000,0000
2000 ....... 0................................ 360,000,000 1,025,000,000

Once the State reaches the required level of State contribution
it would then be permitted to participate in increases in its Federa
allocation to the same extent as other States and under the general
application of the growth rate formula.

Effective Date

Date of enactment.

AccouN'rABILrrir

Present Ljaw
Each State's Midicaid program must be operated in accordance

with a State plan for medical assistance which describes the State's
basic policies for eligibility, c9vered benefits, payments to providers
and administration. Current Federal law does not require public
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review or opportunity for -public comment in the development of
State plans.

State plans must comply with all the requirements of Federal
law. The State plan must be amended periodically two reflect
changes in Federal law or regulations or changes in State law or
policy. State plans must be approved by HCFA before they become
effective.

States must engage in a variety of activities to ensure that the
program I's Properly administered and assure the appropriate ex-
penditure ofFeaerail funds. For example, States must monitor their
own administrative performance, collect information on program
utilization and expenditures and complete reports reuired by the
Secretary of Health and Human Services, and must have systems
for reviewing the adequacy and appropriateness of services pro-
vided to beneficiaries. -

Federal funds are available for expenditures made in accordance
with the approved State plan. A State maJLyexld a provider on
Its own or in response to action by the Secretary; if the Secretary
excludes a provider from Medicare, the State must exclude the pro-
vider fr-om Medicaid. Payment for medically-related services that
do not meet the definition of medical assistance is generally not
permitted.

Each State is required to submit to the Secretary reports con-
taining whatever information the Secretary requires and in any
format the Secretary requires. States also are required to comply
with provisions the Secretary finds necessary to assure the correct-
ness and verification of reports. Reports specifically required by
statute Include quarterly budget estimates that are submitted to
the Secretary prior to the beginning of each quarter, quarterly
statements of expenditures that are submitted to the) Secretary
after the end of each quarter, and other reports on utilization and
expenditures.

States must also have systems and procedures inplaetdtct
investigate and sanction fraud against or abuse ofthe Medicaid
program by providers or beneficiaries. States are required to have
Medicaid fraud control units (MFCUs) which investigate State law
fraud violations and also review and prosecute cases involving ne-
glect or abuse of recipients in nursing homes and other facilities.

Medicaid is the payer of last resort. It is secondary to Medicare,
private insurance, or any other third part that mayý be liable for
medical payments on a recipients behalf. Vach State is required to
have systems for identifying third-party liability, pursuing third-
party claims, and collecting medical support payments from absent
parents.

The Secretary oversees the performance of the States by conduct-
ing audits of States' performance and program expenditures. The
Secretary is permitted to assess penalties and disallowances when
States are not in compliance with their State plans and applicable
Federal laws and regulations.

Reason. for Change
In. countless ways, the Federal bureaucracy has applied the Med-

icaid law in intrusive, highly technical and nonsensical ways,
which has interfered with Cheproper flow of Federal funds to the
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States and has added materially to tK.e burden of program adminis-
tration.

On numerous instances, HCFA has attempted to disallow State
claims for Federal match money because of alleged technical flaws
in plan documents. Although the HH~3 Departmental Appeals
Boar-d and the Federal courts have in many instances overturned
these disallowance determinations, particularly where the sub-
stance of the State operation was in compliance with the general
purpose of the law and the emphasis of "form over substance," the
appeal process is not always successful and adds unnecessary costs
and burdens to proira administration.

HOFA has als approved amendments to reimbursement rates
set forth in State plans on numerous occasions because the Stat.
failed to meet rigid regulatory pblic notice requirements, even
where all affected Interests were fuully on notice of the changes.

The constant interruption of Federal funding caused by these
regulatory actions, and the burden put on the States that have to
respond to and oppose them I s not necessary to protect the Federal
fiscal integrity. Such "oversigt" does not lead to improved services
for recipients-nor is it meant to. Rather, this type of Federal
intervention merely serves to perpeut a rFe era bueurc
that Is too large, toofocused on finding fault however technical
and insubstantial, and too far removed from the significant prob-
lems of program administration.

It is time tdo away with this kind of regulatory oversight, and
instead empower States to run their programs with only those Fed-
eral provisions that are truly necessary to assure that program
funds are used for purposes intended by the broad aims of the pro-
gram.

Propoaed Change
States will be required to establish a written plan describing all

the specific details of its programs and make the plan available to
the general public. States must also submit a copy of the plans to
the Secretary of HHS. States must identify objectives and goals for
providing health care services, and the manner in which the plan
Is designed to meet the objectives and goals.

Goals and objectives related to rates of childhood immunizations,
reductions in infant mortality and morbidityanchlrnwt
special health care needs will be require Studies show that the

hig rik bstetrical and neonatal services provided at Level III re-
* Conal specialty hospitals have contributed to the decline in U.S. in-

tmortality over the last 25 years. The Committee encourages
States to put In place protections so that pregnant women and ba-
bies receive the basic, specialty and sub-specialty care they need in
the facility appropriate to their level of risk Incliuding Level III re-
gional specialty care, in keeping with The 6 uidelines for Perinatal
Care, American Academy of Pediatrics/American College of Obste-
tricians and Gynecologists.

States' plans must describe in detail the following information:
1. How the State intends to spend its program funds;
2. Ste agency roles and responsibilities;
3. The population groups the State plans to cover;
4. Eligibility requirements;
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5. State spending allocations across eligibility groups;
6. The amount, duration and scope (including any cost shar-

ing requirementsl) of covered services the State plans to provide
for the populations It chooses to cover;

7. The projected percentage of the State's total Medicaid
spending on benefits provided to each population group, and
administration;

8. Standards for measuring and monitoring the quality of
services provided, and payment to providers; and

9. Fiscal controls, including systems in place to detect and
prevent fraud and abuse and establishing liability of other
third party payers.

States will be required to go through a public process when devel-
oping the State's plans, and will be required to make the plans
available to the public. States will also be required to send a copy
of the most recent State plans to the Secretary. Each State wrtl
a plan will be required to establish and maintain an advisory com-
mittee for consultation in the development, revision, and monitor-
ing the performance of the plan. Such consultation Will include the
development of strategic objectives and performance goals, the an-
nual report, and the research design for evaluating the State's plan
operations.

IA State will be permitted to submit an amendment to its plan
at any time. However, any amendment that will eliminate or re-
strict eligibility or benefits under the plan must be transmitted to
the Secretary. The Secretary will be permitted to negotiate a satis-
factory resolution to any dispute concerning the approval of a plan
or the compliance of a plan.

Federal funds could only be used for the purpose of providing
health care services to low-income. prsons. States could claim Fed-
eral matching funds for a specified list of services. Payments may
be made for services to Illegal aliens only in the case of emergency
services. Spending for medically-related services could not exceed 5
percent of total spndinýg under the State plan. States will be pro-
hibited from shifting the burden of State matching requirements
onto local units of government without their expressed consent. In
addition, States will al so- be p rohibited from supplanting p resent
State health funding (e.g., public health activities) with Medicaid
funding. Finally, the Committe proposal clarifies that States may
only-. use provider donations and taxes to match Fcderal funds if
such donations and taxes will qualify for Federal matching funds
under current law.

As under current law, Federal matching will not be available for
services that will have been paid for by a private insurer but for
a provision of the Insurance contract making te Insurer secondary
to Medicaid. Medicaid will remain the secondary payor of helýth
care services to all federally operated or financed health care pro-
grams. In addition, States wi~llbe required to have systems in place
to determine and collect from liable third-party p ayers. As a condi-
tion of eligibility for medical assistance under a State's plan, an in-
dividual will be required to assign to the State any rights to medi-
cal support and payment for medical care from any thfrd party of
the individual or any other persop who is,,lgbl an nwhoe e
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half the individual has the legal authority to execute an assign-
ment of such rights.

It Is the intent of the Committee that, In prforming Medicaid
third party liability ("TPL") recovery, State M edicaid agencies use
all appropriate and available measures to identify cases in which
Medicaid recipients have primary coverage by another health in-
surer. The Committee is concerned that States are unable to iden-
tify effectively liable third parties because other health insurers
frequently do not share with the State information as to the iden-
tity of individuals covered bytheir plans. As a result, Medicaid is
paying for services for which premiums have been paid to other in-
surers, and costs are being inappropriately borne by the States and
the Federal Government. The Committee strongly encourages
States to implement policies which will provide for enrollee inf~or-
mation data exchanges between the State Medicaid agency and pri-
vate health insurance plans, self-insured employer plans, and other
potentially liable third parties.

The Committee also intends that nothing should prohibit a State
from requiring a veteran to contributelpart of a veterans pension,
including the Aid and Attendance, an~ the Unusual Medica Ex-
pense components, to a State Veterans Home to help defray the
cost of the veteran's care. Some veterans who reside In State Veter-
ans Homes receive veterans pensions. Veterans pensions can con-
sist of an Aid and Attendance component, an Unusual Medical Ex-
pense portion, and a pension component. Until recently, some
States required veterans who reside in the State's Veterans Home
who receive a VA pension to contribute the entire pension, after a
disregr to meet a personal needs- allowance, to the cost of their
care In the Home. The Medicaid program then paid for the cost of
care not covered by the pnsion 'and any other countable Income,
such as Social Security. Ths policy was prohibited by the Health
Care Financing Administration as a consequence of a -settlement
agreement, resulting from a case brought in the Ninth Circuit.
PeryleyKing v. Palmer v. Shalala. The settlement agreement stipu-
lated that neither the Aid and Attendance nor the Unusual Medical
Expense portions of the Veterans Administration pension may be
collected by a State Home.

States will be required to annually audit the financial expendi-
tures and controls used by the State agency receiving the Federal
funds using the standards of the Single Audit Act. The Secretary
may require States to perform a verification audit or may conduct
one himself. The Secretary will audit the& use of Federal funds to
make sure they are spent on covered services for low-income per-
sons. The Secretary will be permitted to assess appropriate pen-
alties and take disallowances. Each State will be required to main-
tain fiscal controls, accounting procedures, and data processing
safeguards that are reasonably necessary to assure the fiscal integ-
rity of the State's activities. Each State's plan will be required to
provide that the records of any provider could be audited to ensure
that proper payment were made under the plan.

States wil be required to submit an annual report to Congress
and the Secretary of HHS. Reports will be requiedt~o include data
on the Molowing:
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1. Achievement of performance goals Including actions to be
taken In case a goal was not met;

2. Program evaluations-
3. Fraud and abuse and quality control activities; and
4. Plan administration, ~ncludting a description of the roles

and responsibilities of State entities responsible for. administer-
ing the program and organization charts for each, a description
of any interstate compact entered into, and citations to State
law and rules governing the State's activities under the pro-
gam.

Independent evaluations of each State's program will be required
at least every 3 years. States will be required to have fraud preven-
tion programs and independent fraud control units. States will be
required to have laws relating to medical child support.

Effective Date
Date of enactment.

20-067 - 95 - 4
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WELFARE REFORM

Io PURPOSE AND SCOPE
This measure contains the provisions under the Finance Commit-

tee's Jurisdiction that were included in H.R. 4, the Family Self-Suf-
ficiency Act of 1995, which passed the Senate on September 19,
1995, by a vote of 87 to 12.

The Committee bill fundamentally reshapes the Nation's welfare
programs. The most important change is to devolve to the States
(and United States territories) primary responsibility for the Aid to
Families with Dependent Children (AFDC) program and related
programs under the Social Security Act. The Committee bill re-
places the present AFDC entitlement to cash welfare, and the myr-
iad of complicated Federal rules and regulations for the AFDC pro-
gram, with block grants under which the States (and United States
territories) are given great latitude to design a program to assist
needy families with minor children become self-sufficient and pro-
ductive members of the work force. States determine who will be
eligible to receive assistance and the types of assistance to be pro-
vidred. The Committee bill does contain a maintenance of effort re-
quirement. States will be required to continue spending 80 percent
of what they were spending on AFDC in FY 1994 or face a reduc-
tion in their Family Assistance Grant.

The Committee bill transforms welfare Into a tempt 'ary program
that places strong emphasis on employment skills and work activi-
ties. Able-bodied adults who have received benefits for two years
(earlier at State option) must participate in a work activity. The
JOBS program is repealed. A new work program is established
under Title IV-A of the Social Security Act which provides States
with more flexibility while strengthening the work requirements.
Work participation rates are increased to 50 percent in FY 2000 for
the overall caseload and 90 percent in FY 1999 for two parent fam-
ilies. Recipients will be required to work for at least 20 hours a
week (increasing to 35 hours a week in FY 2002). Welfare is made
temporary by limiting the receipt of benefits to five years except in
the case of hardship. However, a State may continue to provide
benefits for up to 20 percent of its caseload beyond the five year
period for hardshi p cases.

The Committee bill also makes much needed reforms to the Sup-
plemental Security Income (SSI) welfare program, which is funded
solely by Federal dollars and has experienced rapid growth of cer-
tain populations in recent years. The Committee bill changes SSI
eligibility for drug addiction and alcoholism impairments, for
noncitizens who enter the United States on the basis that they not
become a public charge and who have not worked in the United

(89)
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States for specified time periods for certain children with disabil-
ities, and the age at which an individual qualifies as elderly.

The Committee bill provides an uniform rule for "deeming" a
sponsor's income and resources to noncitizens for all means-tested
programs authorized under the Social Security Act. For noncitizens
currently residing in the U.S., the sponsor's Income and resources
are deemed to the noncitizen for the greater of five years after law-
fully entering the United States or the time specified in the spon-
sor's affidavit of support. For noncitizens that enter the United
States after the bill is enacted, there is a five year ban on receiving
benefits for any Federal means-tested program.

The Committee bill strengthens the child support enforcement
program by requiring States to improve paternity establishment
programs, establish uniform tracking systems and a directory of
new hires, and adopt uniform laws to expedite interstate child sup-
port collections. States will be required to collect an amount equal
to $25 application fee plus 10 percent of any collections for non-
AFDC families that use child support services.

Other provisions include limiting the growth of Title IV-E Foster
Care administration costs will be limited to 10 percent a year. Be-
ginning in FY 1997, the Social Services Block Grant will be re-
ducedbgy 20 percent.

IL. EXPLANATION OF PROVISIONS

SUBTITLE C-BLOCK GRANTS FOR TEMPORARY
ASSISTANCE FOR NEEDY FAMIUES

Present Law

The Aid to Families with Dependent Children ("AFDC") program
was enacted In 1935 to provide Federal matching funds to allow
States to make cash payments on behalf of needy dependent chil-
dren. AFDC programs are currently operated In all 50 States, the
District of Columbia, and three territories (Guam, Puerto Rico, and
United States Virgin Islands).

The original AFDC legislation imposed very few requirements on
States. Amendments to the program over the years have drastically
increased requirements on States. Although States can set "stand-
ards of need' and benefit levels for the program, there is an eXtan-
sive set of federal eligibility rules, especially with respect to how
a family's income and resources are determined.

States must submit, for approval by the Secretary of HHS, a
State plan that describes the cash benefits and services offered by
the State and explains how the State intends to comply with 43 re-
quirements of present law.

States must also have in effect an approved child support pro-
gram, a work pro gram, foster care and adoption assistance pro-
grams, and an eligibility and verification program.

The Family Support Act of 1988 established the Job Opportuni-
ties and Basic Skill -Training Prgram (JOBS), to help needyl fami-
lies with children obtain the education, training and employment
needed to avoid long-term welfare dependence. The JOBS program
is currently opera ted in all 50 States, the District of Columbia, and
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three territories (Guam, Puerto Rico and the United States Virgin
Islands). In addition, Indian tribes and Alaska Native organiza-
tions can operate a JOBS program and receive funds directly from
the Federal Government.

States must make available a range of services and activities
under the JOBS program. States are required to offer:

(1) Educational activities (as appropriate), including high
school or equivalent education (combined with trai ning as
needed), basic and remedial education to achieve a basic lit-
eracy level, and education for individuals with limited English
proficiency;

(2) Job skills training;
(3) Job readiness activities to help prepare participants for

work; and
(4) Job development and job placement.

States are also required to offer at least 2 of the following:
(1) Group and individual job search;
(2) On-the-job training;
(3) Work supplementation programs; and
(4) Community work experience (CWEP) programs or other

approved work experience programs.
States may offer postsecon dary education in appropriate cases

and such other education, training, and employment activities.
A work assignment under the JOBS program must not result in

the:
(1) Displacement of any currently employed worker or posi-

tion;
(2) Impairment of contracts for services or collectively bar-

gained agrements;(3) Filling of a position when an employee has been laid off
from an equivalent position or when an employer has reduced
its workforce to create a vacancy for a subsidized worker; and

(4) Filling of any established position vacancy.
To the extent resources are available, a State must require

nonexempt AFDC recipients to participate in the JOBS program.
States must guarantee child care for AFDC recipients who need
care for children under age 6 in order to engage in JOBS activities.

Recipients exempt from participation in the JOBS program are
those who are:

(1) A parent or other relative caring for a child under age 3
(younger at State option);

(2) A parent or other relative caring for a child under age 6
if the State does not guarantee child care;

(3) Employed 30 hours or more a week;
(4) Under age 16 attending school full-time;
(5) Pregnant women past their first trimester;
(6) Living in areas where the program is not available;
(7) Ill, incapacitated, or of advanced age; and
(8) Needed in the home because of the illness or incapacity

of another household member.
The Congressional Budget Office estimates that 60 percent of the
AFDC caseload is currently exempt from participating in the JOBS
program.
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Beginning in FY 1990, States were required to have at least
seven percent of their nonexempt AFDC caseload in a work activity
for at l east 20 hours a week. The participation rate increased to 20
percent in FY 1995. This participation requirement expires at the
end of FY 1995.

In addition, a State must meet specified participation rates for
two-parent families. At least one parent in a two-parent family
must participate at least 16 hours weekly in a work experience pro-
gram, a work supplementation program, on-the-job training or a
State-designed work program (or educational activities for a parent

under age 25 without a high school diploma). The participation rate
for two-parent families is 50 percent for FY 1995; 60 percent for
FY 1996; and 75 percent for FY 1997 and 1998. This participation
requrement expires at the end of FY 1998.Five States allow noncustodial parents to participate in the
JOBS program.

Reasons for Change
Consolidating the AFDC program and related programs into a

block grant provides States with much needed flexibility in the use
of Federal funds to help needly families with minor children.
Streamlining Federal requirements will allow States to devote
more time to serving needy families and to develop programs that
address the special circumstances of localities. States are guaran-
teed Federal funding for 5 years so they can make long-term plans
without fear of reduced funding. The primary condition placed on
State Family Assistance funds is an increased commitment to move
able-bodied recipients from welfare to work. Removing the individ-
ual entitlement to cash benefits sends a clear message to welfare
recipients that welfare assistance is temporary and is not intended
to continue on year after year leading to welfare dependency.

The Committee believes that the most effective way to escape
welfare and become self-sufficient is through employment. Able-
bodied adults should not be allowed to stay on welfare year after
year without working. Under current law, less than 10 percent of
welfare recipients participate n oe type of job readiness or work
activity under the JOBS Program because of exemptions and weak

p articipation standards. The Committee bill addresses this problem
byI replacing the JOBS program with a work program that
strengthens participation requiremnts while providing States
more flexibility in ofering employment activities to welfare recipi-
ents.

Summtary of Principal Provisions

BLOCK GRANTs To STATES

(Sec. 7201)

a. AFDC programs consolidated into State Family Assistance block
grant program.

The AFDC program along with related programs are consolidated
into a new grant to States called the "St ate Family Assistance
Grant" to increase the flexibility of States 'in operating an assist-
ance program for needy families with minor children. The State
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Family Assistance Grant replaces the following AFDC programs
under the Social Security Act:

(1) AFDC cash benefits.
(2) AFDC administration.
(3) AFDC work-related child care.
(4) Transitional child care.
(5) At-risk families child care.
(6) Emergency assistance.
(7) Funding for the JOBS program.

b. No individual entitlement.
The Committee bill ends the individual entitlement to assistance

under the AFDC programs under Title P1-A.
c. Purpose&.

The purposes of the new grant program are to provide Federal
funds for temporary assistance to needy families with minor chil-
dren so that such children can be maintained In their homes or the
homes of relatives, to promote self-sufficiency of parents of needy
children by placing greater emphasis on job preparation and em-
ployment, and to prevent and reduce the incidence of out-of-wed-
loc pregnancies, generally understood to be one of the root causes
of we fare dependency.

d. State plan requirements.
Under the State Family Assistance Grant, States must submit to

the Secretary of Health and Human Services (HHS) and update
annually, a plan outlining how the State intends to do the follow-

in:(1) Offer a program to serve needy families with minor chil-
dren throughout the State (assistance may vary from locality
to locality within a State);

(2) Provide assistance to needy families with minor children
for up to five years (longer for hardship cases) and provide job
preparation and work experience to adut in the fam. ily so
that they become self-sufflicient;

(3) Require at least one parent in a needy family receiving
benefits to engage in work activities as soon as the State
deems them to be work ready or after two years (whether or
not consecutive), whichever is earlier;

(4) Not later than two years after the enactment of this act,
require recipients who have received assistance for three
months to engage in community service, unless the State opts
out;

(5) Meet participation rates for the work program;
(6) If different from other recipients, provide benefits paid to

needy families moving into the State and to noncitizens;
(7) Safeguard and restrict the use and disclosure of informa-

tion about needy families receiving benefits;
(8) Reduce the incidence of out-of-wedlock pregnancies with

special emphasis on teenage pregnancy; and
()Meet State goals and benchmarks over a 3-year period.

States must certify annually that it will operate a child support
enforcement program under Title IV-D; a child protection program
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under Title WV-B; adoption assistance and foster care programs'
under Title IV-E; and an Income and eligibility verification system
under section 1137. States must certify which State agency or
agencies are responsible for the administration and supervision of
the program. In this regard, a State may contract with public and
private organizations to provide services to welfare recipients.
States must certify that any reports required under Title IV-A will

be filed with the Secretary of HHS and must provide an estimate
of State funding for the program.
e. Payments to States and Indian tribes.

The total amount of the State Family Assistance grant is
$16,803,769,000 for each of the fiscal years 1996 through 2000.
Each eligible Stat's is entitled to receive a State Family Assistance
Grant equal to the actual federal AFDC and related program ex-
penditures paid to the State for fiscal year 1994 (reduced by certain
amounts paid to the State for Indian tribes and Alaska native orga-
nizations). Payments to States are made quarterly. States are al-
lowed to carry forward unused grant funds to future years. $1 bil-
lion of the grant is set aside to be used by States for providing
child care. A State may also transfer up to 30 percent of its Family
Assistance Grant into its Child Care and Development Block
Grant.

States may use State Family Assistance funds in any manner
reasonably calculated to accomplish the purposes of Title IV-A, in-
cluding assistance to families who left welfare for employment (for
a transition period) and families at risk of going on welfare. The
Committee intends that the types of expenditures which were au-
thorized by Title IV-A before the effective date of the Committee
bill will continue to be an authorized use of funds, except that not
more than 15 percent of a State's grant can be used for administra-
tive purposes. For example, authorized expenditures under present
Title IV-A include cash benefits; work program services for reci~pi-
ents and noncustodial parents; work supplementation payments;
child care services for recipients- families who left welfare for em-
ploym ent (for a transition period) and families at risk of going on
welfare; transportation and other work-related expenses for recipi-
ents and families who left welfare for employment; pregnancy pre-
vention education medical and counseling services; emergency as-
sistance to avoid destitution of a child or to provide temporary shel-
ter; reasonable administration costs, including quality control sys-
tems; and welfare fraud detection.

fMaintenance of effort requirement.
In order for a State to receive its full block grant amount in Fis-

cal Years 1997, 1998, 1999 and 2000, a State must spend at least
80 percent of what the State spent on AFDC benefits in Fiscal Year
1994 on the following programs: cash assistance; child care assist-

ance edcatonjob raining, and work; administrative costs; and
any other use o funds allowable under Title I. A State can not
count State spending supplanted from other State and local ,pro-
grams, State expenditures from funds made available by the .ied-
eral Government, State expenditures for the Medicaid program, or
any other State expenditures for the purpose of obtaining Federal
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matching funds other than under Title I of this act for purposes of
meeting this requirement.
g. Child care grant.

An additional amount of $3 billion over five years will be made
available to States to provide child care. To be eligible, a State
must maintain its FY 1994 spending on Title IV-A child care.
State allocations will be based on the At-Risk Child Care program
allocation formula and State funds will be matched at the Medicaid
match rate.
hi. Contingency fund.

A $1 billion contingency fund is established to assist States in
meeting the goals of this act. In order to be eligible for contingency
funds, a State must:

(1) Have an average rate of total unemployment of at least
6.5 percent for the most recent three month period;

(2 Have an average rate of total unemployment of at least
110 percent of the average rate of unemployment for one of the
corresponding three month periods in the preceding two years;
and

(3) Maintain their level of FY 1994 State funding for AFDC
and JOBS.

States expenditures exceeding FY 1994 State expenditures on
AFDC and JOBS will be matched at the Medicaid match rate.
i. Supplemental grant.

Staesinn in FY 1997, a supplemental grant is available to
(1) Experience higher than national average population

growth and had benefit levels below the national average in
theprvou iscal year; or

()Has a benefit level that is below 35 percent of the na-
tional average benefit level in FY 1996; or

(3) Had a population growth rate that exceeded 10 percent
from April 1, 1990 to July 1, 1994.

j. Federal loan fund.
The Federal Government is authorized to establish a revolving

loan fund of $1.7 billion to be administered by the Secretary of the
Treasury for supplemental funding needs for State programs fund-
ed under the State Family Assistance Grant. Loan funds may be
used to provide assistance under this program and welfare anti-
fraud activities. States may borrow from the revolving fund if the
State has not been found to misuse funds under the State Family
Assistance Grant. A State's outstanding loan balance may not ex-
ceed 10 percent of the State Family Assistance Grant at any time.
States must repay their loans, with interest, within three years. In
the event of default, the State's grant for the quarter after the de-
fault is reduced by the amount of the loan in default.

k. Work performance bonus.
By the end of FY 1996, the Secretary of HHS must develop a for-

mula for allocating performance bonus payments to States that are
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successful at moving recipients from welfare to work. States will be
eligible to receive this performance bonus in FY 1998 and FY 1999.
By June 30, 1999, the Secretary of HHS must develop a formula
for allocating funds for two additional performance bonus funds
that will be available to States in FY 2000.-
1. Work program.

The JOBS proga established under the Family Support Act of
1988 is repealed andreplaced with a more flexible yet tougher
work program. States must operate a work program to be eligible
to receive funds under the new State Family Assistance Grant.
Federal funding for the work program Is included in the State's
share of the grant. Indian tribes and Alaska Native organizations
currently operating a JOBS program may continue to receive Fed-
eral funding (at NY 1994 levels) directly for that purpose.

The work programgvs States more flexibility in offering work
activities. Work is=dfiedas:

(1) Unsubsidized Job;
(2) Subsidized job;
(3) On-the-job training;
(4) Community service;
(5) Job search (for the first 4 weeks of receiving benefits);

and
(6) Vocational training (for up to 25% of adult recipients not

to exceed 12 months per individual).
An individual may be counted. as participating in a work activity

if the Individual provides child care services to other individuals
participating in the program for purposes of meeting the work re-
quirements.

Not later than two years after the enactment of this act, States
have the option of requiring recipients who have received assist-
ance for three months to engage in community service.

All States can require noncustodial parents to participate in
work under this program.

States must meet new minimum participation requirements
based on the entire caseload:

FY 1996.................. **es* os *a**s*25%
NY 1997..................................... 30%
NY 1998................... *esose *o*.a*so35%
NY 1999 ........... .......... 40%
NY 2000..................................... 50%

Participation rates are measured by averaging monthly participa-
tion rates for a year. The monthly participation rate is equal to the
number of recipient families in which at least one parent is en-
g aged in work activities for at least the required hours per week
(260hours in NY 1996 increasing to 35 hours in NY 2002) in a
month divided by the total numb er of recipient families that in-
clude an adult who received benefits for the month. States can
count for up to 3 months individuals being sanctioned for not com-
plIn with the work requirement and up to 6 months for individ-s
uals that have left welfare for wo~rk. States can reduce their annual
participation requirement rate by the amount they have reduced
their caseload from their NY 1995 level. Reductions due to changes
in Federal 1hw eligibility requirements do not count.
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States have the option of exempting families that include a child
under age 1 from the participation rates. If child care is not avail-
able or provided, a single custodial recipient with a child under age
6 can not be sanctioned for not working.

Beginning in FY 1996, participation for two-parent families
means that at least one parent in a two-parent family must partici-
pate in work activities for at least 35 hours per week. In addition,
the participation rate for two-parent families will be increased to
90 percent for FY 1999 and thereafter.

States not meeting the required participation rates in a fiscal
year will have their grant reduced by up to five percent.

The Secretary of HHS is to conduct research on the cost/beneflit
of the work program and to evaluate promising State approaches
to employing welfare recipients. The Secretary of HHS must also
rank the States in order of their success in moving recipients into
long-term private sector Jobs, and review the three most and three
least successful programs. The Department of Health and Human
Services will develop -these rankings based on data collected under
the bill.
m. Requirements and limitations.

The State Family Assistance Grant is to be used to serve needy
families with minor children. A minor child is an individual under
18 years old or, if a full-time student, under 19 years old and who
resides with the individual's custodial parent or other caretaker
relative.

States are required to enter into a personal responsibility con-
tract with each family receiving assistance. This is a binding con-
tract that must specify what the State and the recipient must do
to _get the family off welfare.

States are to determine standards of need, eligibility criteria, and
types and levels of assistance under the State's program funded
under the State Family Assistance Grant, subject to work require-
ments and limitations on assistance under Title IV-A. States must
at least reduce pro rata and may deny assistance to families that
refuse to comply work requirements. States may a apply any or all
the rules of another State to families who move from the other
State for up to 12 months. States are giv, n the explicit ability to
deny benefits to unwed teen parents and to children born to fami-
lies receiving assistance.

A family cannot receive assistance under a State's program fund-
ed under the State Family Assistance Grant for more than 60
months (whether or not consecutive) after September 30, 1995, un-
less the State exempts the family by reason of hardship (child only
households are exempt from this time limit). States determine
what constitutes a hardship for this purpose and are limited to
granting hardship for a maximum of 20 percent of the average
monthly caseload for the fiscal year. For purposes of an individual
who was previously a minor child in a needy family, the 60 month
period begins when that individual becomes the head of a house-
hold of a needy family with a minor child.

An individual who is convicted in a Federal or State court of hav-
ing made a fraudulent statement or representation with respect to
the place of such individual's residence in order to receive assist-
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ance or benefits simultaneously from 2 or more States under pro-
grams, in Titles IV, XVI or XIX, or the Foo Stamp Act of 197-7 isnot eligible to receive assistance under a State program funded
under the State Family Assistance Grant for 10 years beginning
with the date of conviction. An individual who is a fugitive felon
or who is violating probation or parole is not eligible to receive as-
sistance under a State program funded under the State Family As-
sistance Grant.

n. Promoting responsible parenting.
The Committee bill includes a list of findings which show the in-

crease in out-of-wedlock births and its impact on society. Unwed
teen parents are required to live at home or in an adult supervised
setting and attend school in order to receive benefits under this
program. Additional funds are provided for States to establish sec-
ond chance homes for unwed teen parents. States are given the ex-
policit ability to deny benefits to unwed teen parents and to children

bor to families receiving assistance.
Beginning 'in FY 1998, States are eligible to receive a bonus for

reducing their out-of-wedlock birth rate. If a State reduces its out-
of-wedlock birth rate by at least one percent from their FY 1995
level, the State will have its Family Assistance Grant increased by
$25 times the number of children liing' in families below the pov-
erty line. If a State reduces its out-of-wedlock birth rate by at least
two percent from their FY 1995 level, the State will have its Fam-
ily Assistance Grant increased by $50 times the number of children
living in families below the poverty line. States will not be eligible
for bonus funds if their induced pregnancy termination rate ex-
ceeds their FY 1995 rate.

o. Penalties against States.
The Secretary of HHS is authorized to collect the following pen-

alties from States for noncompliance with State Family Assistance
Grant requirements:

(1) Any amount found by audit to be in violation of this pro-
gram, plus 5 percent of such amount as a penalty (if misuse
of funds was intentional), will be withheld from the next quar-
terly payment,

(2) 5 percent of the amount otherwise payable for a fiscal
year will be withheld if the State fails to submit an annual re-
port regarding the use of funds within six months after the end
of the fiscal year unless Secretary of HHS determines the State
has reasonable cause for such failure (the penalty is rescinded
if the report Iis submitted within 12 months).

(3) Up to 5 percent of the amount otherwise payable for the
next fiscal year will be withheld if the Secretary of HHS deter-
mines that the State has failed to meet the work participation
rates for a fiscal year. In subsequent years in which the State
fails to meet the work participation rates, the penalty shall be
increased by 5 percent.

(4) Up to 5 percent of the amount otherwise payable for the
next fiscal year will be withheld if the Secretary of HHS deter-
mines that a State is not participating in the Income and Eligi-
biity Verification System designed to reduce welfare fraud.
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(5) Up to 5 percent of the amount otherwise payable for the
next fiscal year will be withheld if the Secretary determines
that the State failed to enforce the penalties requested by the
child support agency.

(6) Any amount borrowed from the revolving loan fund which
is not repaid within three years, plus interest, will be withheld
from the next quarterly payment.

States can enter into a corrective action plan with the Secretary
of HHS prior to the deduction of any penalties from their State
Family Assistance Grants. The Secretary of HHS may not reduce
any quarterly payment to the States by more than 25 percent. Any
remaining penalty (above 25 percent) will be withheld from the
State's payments during succeeding payment periods. States are re-
q uired to use State funds to replace reductions in the State Family
Assistance Grants that are the result of above penalties. The Sec-

retary may not impose a penalty on a State if the Secretary deter-
mines the State has reasonable cause. States have the ability to
appeal any penalties levied against the State.

p. Audits.
Each State shall conduct annual audits approved by the Sec-

retary of the Treasury and the chief executive office of the State.
The entity conducting the audit must be independent of any agency
administering activities under Title P1-A of the Social Security
Act. Not later than 30 days after the completion of the annual
audit, a State must provide a copy of the audit to the State legisla-
ture, the Secretary of the Treasury, and the Secretary of HHS.
q. Data collection and reporting.

The Secretary of HHS, in consultation with State and local gov-
ernment officials and other interested persons, shall develop a
quality assurance system of data collection and reporting. Each

tate receiving a State Family Assistance Grant is required, not
later than the 15th day of the first month of each calendar quarter,
to submit to the Secretary of HHS disaggregated and aggregated
monthly data on families receiving assistance, families applying for
assistance, and families that became ineligible for assistance.
States are to include the percentage of State funds used for cash
assistance, the work program, child care, transitional services, ad-
ministrative costs and overhead; child support received by the
States for needy families receiving assistance; and the number
noncustodial. parents participating in the work program

Not later than 6 months after the date of enactment, the Sec-
retary of HHS is required to submit to the Congress a report on
the status of State automated data processing systems to assist in
managing the States' programs funded under the State Family As-
sistance Grant, tracking program participants, and checking for in-
dividuals participating in more than 1 State program.

Not later than 6 months after the end of F 1997, and each
fiscal year thereafter, the Secretary of HHS shall submit a report
to Congress describing whether the States are making progress at
moving recipients from welfare to work and decreasing out-of-wed-
lock pregnancies.



100

r. Research, evaluations, and national studies.
The Secretary of HHS shall conduct research on the effects,

costs, and benefits of operating State programs funded under the
State Fami ly Assistance Grant. The Secretary of HHS may assist
States In developing 'innovative approaches to helping welfare re-
cipients attain sel-sufficiency through employment and shall
evaluate the effectiveness of such approaches.

The Secretary of HHS is required annually to rank the States in
order of their success in moving individuals receiving assistance
into long-term private sector jobs. In addition, the Secretary is to
undertake an annual review of the 3 States most recently ranked
highest and the 3 States most recently ranked lowest.

The Secretary of HHS is required" to conduct a study of outcomes
measures for evaluating the success of a State in moving individ-
uals receiving assistance off of welfare through employment and re-
port to the Committee on Finance of the Senate and the Committee
on Ways and Means of the House of Representatives not later than
September 30, 1998.

The Secretary of HHS shall annually rank States on their reduc-
tion of out-of-wedlock births and review the 5 States most recently
ranked highest and the 5 States most recently ranked the lowest.

s. Study by the Census Bureau.
The Bureau of the Census is directed to expand the Survey of In-

come and Program Participation as necessary to obtain information
to enable interested persons to evaluate the impact of State pro-
grams funded under the State Family Assistance Grant.

t. Waivers.
States that have a waiver under section 1115 or otherwise relat-

ing to AFDC programs under Title TV-A in effect on October 1,
1995, may continue to operate a program under the terms of the
waiver notwithstanding any other provision of the Committee bill.
The State is not, however, entitled to any Federal payments under
the waiver.

A State may terminate a waiver, if it so chooses, and must sub-
mit a report to the Secretary of HHS on the result or effect of such
waiver. A State is relieved of any accrued cost neutrality liabilities
under the waiver if the State terminates the waiver by the later
of January 1, 1996, or 90 days following the adjournment of the
first regular session of the State legislature that begins after the
date of enactment of the Committee b ill.

u. State demonstration programs.
The Committee bill is not intended to limit in anyway the ability

of a State to conduct demonstration projects in 1 or more political
subdivisions directed at identifying innovative or effective pro-
grams.

Certain counties with populations greater than 500,000 will be
able to participate in a demonstration program where, the county
can opt to receive its portion of the State Family Assistance Grant
directly.* In order to be eligible, a county must currently be admin-
istering an AFDC program that represents less than 25 percent of
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the State's total welfare caseload and be located In a State with
more than one County with a population greater than 500,000.
v. Direct funding and administration for Indian tribes.

Indian tribes and Alaska native organizations with a plan ap-
Froved by the Secretary of HHS are eligible to receive direct fund-
n'ng. Funding to the Indian tribes salbe taen from the State
Family Assistance Grant in the State where the tribe resides and
is equal to the expenditures attributable to such Indian families.

w. Assistant Secretary for Family Support.
The Assistant Secretary for Family Support within the Depart-

ment of Health and Human Services will administer the programs
under Title TV-A and IV-D.

x. Limitation on Federal authority.
The Secretary of HHS and the Secretary of the Treasury may not

regulate the conduct of States under this program or enforce any
provision, except to the extent expressly provided under Title IV-
A of the Social Security Act.

y. Appeal of adverse decision.
States shall continue to have the right to appeal any decision to

the Departmental Appeals Board established in the Department of
HHS.
z. Eligibility for child care assistance.

The State agency administering the program(s) under Title IV-
A shall determine eligibility for all child care assistance provided
under this part.

aa. Collection of overpayments from Federal tax refunds.
The Secretary of Treasury shall withhold any overpayments

made under Title TV-A from an individuals income tax refund.

SERVICES PROVIDED BY CHARITABLE, RELIGIOUS, OR PRIVATE
ORGANIZATIONS

(Sec. 7202)
States are allowed to contract with private and religious organi-

zations to provide services to State Family Assistance
Gran trecipients.

LIMITATIONS OF USE OF FUNDS FOR CERTAIN PURPOSES

(Sec. 7203)

No funds provided directly to institutions or organizations to pro-
vide services and administer programs shall be expended for sec-
tarian worship or instruction. This shall not apply to assistance
provided in the form of certificates, vouchers, or other forms of dis-
bursement if the recipient chooses where the assistance shall be re-
deemed.
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CENsus DATA ON GRANDPARENTS AS PRIMARY CARO-GIVER8 FOR
THEIR GRANDCHILDREN

(Sec. 7204)
The Bureau of the Census will collect data concerning the grow-

ing trend of grandparents who are the primary caregivers for their
grandchildren.

STUDY OF EFFECT OF WELFARE REFORM ON GRANDPARENTS As
PRIMARY CAREGIVERS

(Sec. 7205)
The Secretary of HHS shall conduct a study evaluating the im-

pact of amendments made by this Act on grandparents who have
assumed the responsibility of providing care to their grandchildren.
The study shall identify barriers to partici pation 'in public pro-
grams including inconsistent policies, standrsandeitos
used by programs and agencies in the administration of Medicaid,
assistance under a State program funded under part A of title IV
of the Social Security Act, child support enforcement, and foster
care programs on grandparents who have assumed the primary
care rlfor teir gandchildren. Not later than December 31,
1997, the Secretary shall submit such report.
DEVELOPMENT OF A PROTOTYPE OF COUNTERFEIT -RESISTANT SOCIAL

SECURITY CARD REQUIRED

(Sec. 7206)
The Commissioner of Social Security shall develop a prototype of

a counterfeit-resistant social security card. The Commissioner of
Social Security also shall conduct a study and issue a report to
Congress examining different methods of improving the social secu-
rity card application process.

DISCLOSURE OF RECEIPT OF FEDERAL FUNDS

(Sec. 7207)

Whenever an organization that accepts Federal funds under 6st'~
Act makes any communication that in any way promotes public
support of opposition to any policy of a Federal, State, or local gov-
ernment, such communication shall include a statement that the
organization accepts taxpayer dollars.

MODIFICATIONS TO THE JOB OPPORTUNITIES FOR CERTAIN Low-
INCOME INDIVIDUALS (JOLI) PROGRAM

(Sec. 7208)

Authorizes $25 million a year to continue the JOLT program.

DEMONSTRATION PROJECTS FOR SCHOOL UTILIZATION

(Sec. 7209)

The Secretary of Education shall make ants to 5 States for
demonstration projects relating to the use ofrelxisting public school
tacilities for children.

I I II
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CORRECTIVE COMPLIANCE PLAN
(Sec. 72 10)

Before assessing a penalty against a State under this Act, the
Federal Government shall notify the State and provide them with
the opportunity to enter into a corrective action plan. The State
shall submit a corrective action plan within 60 days. The Federal
Government shall have 60 days to either except or reject the
State's plan.

PARENTAL RESPONSIBILITY CONTRACTS
(Sec. 7211)

Each State receiving a State Family Assistance Grant shall as-
sess the needs and skills of each parnt applying for assistance and
develop a binding parental responsibility contract for each recipi-
ent.
ExPENDITURE OF FEDERAL FUNDS N ACCORDANCE WITH LAWS AND

PROCEDURES APPLICABLE To EXPENDITURE OF STATE FUNDS

(Sec. 7212)
Any funds received by a State under this act shall be expended

in accordance with the laws and procedures applicable of the
State's own revenues, including appropriation by the State legisla-
ture.

CONFORMING AMENDMENTS TO THE SOCIAL SECURITY ACT

(Sec. 7213)

The Committee bill contains a series of technical amendments to
conform. the provisions of the Committee bill to other provisions of
the Social Security Act.

CONFORMING AMENDMENTS TO THE FOOD STAMP ACT OF 1977 AND
RELATED PROVISIONS

(Sec. 7214)

The Committee bill contain a series of technical amendments to
conform the provisions of the Committee bill to the Food Stamp Act
of 1977 and related provisions.

CONFORMING AMENDMENTS TO OTHER LAWS

.1 (Sec. 7215)

The Committee bill contains a series of technical amendments to
conform. the provisions of the Committee bill to other laws.

SECRETARIAL SUBMISSION OF LEGISLATIVE PROPOSAL FOR
TECHNICAL AND CONFORMING AMENDMENTS

(Sec. 7216)
Not later than 90 days after the date of enactment of the Coin-

-mittee bill, the Secretary of HHS, in consultation with the heads
of appropriate other Federal agencies, must submit to the appro-
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priate committees of the Congress a legislative proposal providing
for such technical conforming amendments to the law as are re-
quired to fully implement the provisions of the Committee bill.

EFFECTIVE DATE; TRANSITION RULE

(Sec. 7217)
States may elect to continue its present law AFDC programs

until June 30, 1996, but the State Family Assistance grant for fis-
cal year 1996 will be reduced by the amount of Federal payments
made before July 1, 1996.

Effective Date
Generally effective upon date of enactment.

SUBTITLE D-SUPPLEMENTAL SECURITY INCOME

General Description
The Supplemental Security Income (SSI) program was estab-

lished by the 1972 amendments to the Social Security Act to pro-
vide cash assistance to needy aged (age 65 and over), blind, and
disabled individuals. Disabled individuals are those unable to en-
gage in any substantial gainful activity by reason of a medically de-
termined physical or mental impairment expected to result in
death or last at least 12 months. The SSI program is entirely fuind-
ed by the Federal Government. Certain States are required to pro-
vide supplemental benefits or face reductions in Federal payments.

Chapter 1-Eligibility Restrictions

DENIAL OF SSI BENEFITS By REASON OF DISABILITY To DRUG
ADDICTS AND ALCOHOLICS

(Sec. 725 1)
Present Law

Individuals whose drug addiction or alcoholism is a contributing
factor material to their disabilityEare eligible to receive SSI cash
benefits for up to three years if they meet SSI income and resource
requirements. These recipients must have a representative payee,
must participate in an approved treatment program when available
and appropriate, and must allow their participation in a treatment
program to be monitored. Medicalid benefits continue beyond the 3-
year limit, as long as the individual remains disabled, unless the
individual was expelled from SSI for failure to participate in a
treatment program.

Reasons for Change
The number of SSI recipients whose alcoholism or drug addition

is a contributing factor material to their disability has grown from
roughly 20,000,to over 100,000 since 1990. The Committee believes
this trend is inappropriately diverting scarce Federal resources
from severely disabled individuals and is providing a perverse in-

wr-wý -
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centive contrary to the iong-rm 'interests of alcoholics and addicts
by providing them With cas payments so long as they do not work.

Summary of Principal Provisions
An individual will no longer be considered disabled for the 551

program if alcoholism or dru ddiction is a contributing factor ma-
terial to the individual's disability. Individuals who have an addic-
tion in addition to a qualifying disability must have their SSI
checks sent to a representative payee and must be referred to
treatment. In FY 1997 and FY 98 , an additional $50 million will
be made available to States for substance abuse treatment.

Effective Date
Generally effective upon date of enactment. Individuals receiving

SSI cash benefits on the date of enactment, and who cannot qualify
for SSI benefits on the basis of another disabling condition, will no
longer be eligible for SSI benefits effective Januar 1 1997. The
Social Security Administration must notify such individuals of the
change in law within 90 days of date of enactment.

DENIAL OF SSI BENEFITS FOR 10 YEARS TO INDIVIDUALS FOUND TO
HAvE FRAUDULENTLY MISREPRESENTED RESIDENCE IN ORDER TO
OBTAIN BENEFITS SIMULTANEOUSLY IN TWO OR MORE STATES

(Sec. 7252)
An individual who is convicted in a Federal or State court of hav-

ing made a fraudulent statement or representation with respect to
the place of such individual's residence in order to receive assist-
ance or benefits simultaneously from two or more States under pro-
grams under titles IV, XVI or XIX, or the Food Stamp Act of 1977
is not eligible to receive SSI benefits for 10 years beginning with
the date of conviction.

DENIAL OF SSI BENEFITS FOR FUGITIVE FELONS AND PROBATION
AND PAROLE VIOLATORS

(Sec. 7253)

An individual who is a fugitive felon or who is violating proba-
tion or parole is not eligible to receive SSI benefits.

EFFECTIVE DATES; APPLICATION TO CURRENT RECIPIENTS

(Sec. 7254)

The eligibility changes to the SSI program are generally effective
for months beginning on or after the date of enactment of the Com-
mittee bill.

Individuals receiving SSI cash benefits on the date of enactment
who will no longer qualify for SSI because of alcoholism or drug ad-
diction or because of noncitizen status will continue to receive SSI
cash benefits until January 1, 1997 (if the individual otherwise con-
tinues to be eligible). The Social Security Administration must no-
tify such individuals of the change in law within 90 days after the
date of enactment. An individual provided a notification who wish-
es to reapply for SSI benefits on another basis must reapply to the

- - I U U
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Commissioner of Social Security within 4 months after the date of
enactment and the Commissioner must make a determination of
such Individual's eligibility within 1 year after the date of enact-
ment.

CHAPTER 2-BENEFITS FOR DISABLED CHILDREN

Pre-sent Law
There Is no definition of childhood disability in statute. Instead,

a needy individual under age 18 is determined eligible for 551 "if
he suffers from any medic-ally determinable physical or mental im-
pairment of comparable severity" with that of an adult considered
work disabled and otherwise eligible for SSI benefits.

Under current disability evaluation procedures, the Social Secu-
rit Administration first decides if the impairment(s) of an individ-

uYunder age 18 "meets or equals" an impairment in the "Listing
of Impai~rments"--ove~r 100 specific physical or mental conditions
described in regulations. If an individual does not have a listed im-
pairment, the Social Security Administration next determines if the
individual's impairment "equals" the Listing. If indicated, the So-
cial Security Administration must also consider whether the com-
bined effects of all impairments are of sufficient severity to be dis-
abling, or whether an individual's overall functional limitations re-
sulting from his or her impairment(s) are of sufficient severity to
be disabling.

If the Social Security Administration finds that the impairments
of an individual under age 18 cannot meet or equal the 'Listing of
Impairments," it applies another set of disability evaluation rules,
known as an "individualized functional assessment" (IFA).

Current law provides for continuing disability reviews of current
recipients to ensure that such individuals remain disabled. Under
the Social Security Independence and Program Improvements Act
of 1994 (P.L. 103-296), beginning on October 1, 1995, the Commis-
sioner of Social Security is required to conduct at least 100,000 con-
tinuing disability reviews each year of disabled SSI recipients. The
provision expires on October 1, 1998.

Reasons for Change
The Committee provisions were developed as the minimum

changes believed necessary to restore Congressional and public con-
fidence in this program and preserve the program for families with
children with severe disabilities. The Committee is aware. of allega-
tions of fraud and abuse in the program, however, the Committee
provisions are not responses to these allegations per se but to con-
cerns about eligibility policies and the appropriateness of program
growth. The Committee notes that the General Accounting Office
(GAO), in its most recent report on this matter issued in July 1995,
States that studies to date have not been able to conclusively prove
or disprove such allegations. Nonetheless, the Committee remains
concerned about these allegations and believes its provisions may
also help reduce opportunities for fraud and abuse. The Committee
strongly encourages the Social Security Administration to pursue
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vigorously remedial actions to detect and curb any fraud and abuse
in the children's 551 program.

The Committee has reviewed carefully the growth in the chil-
dren's 851 program. Over the past five years the rolls have grown
from 300,000 to 900,000 children, and costs from $1.5 billion to
$4.5 billion. Although a significant amount of this growth followed
from Congressional instructions to the Social Security Administra-
tion, e.g., to conduct outreach programs to locate children eligible
for the program and to improve the Listing for mental impair-
ments, other growth resulted from regulations issued in 1991 by
the Social Security Administration establishing the IFA which lib-
eralized program eligibility criteria beyond Congressional intent.
Substantial further growth in this program is projected.

The lack of a childhood disability definition is a fundamental de-
fect in the current statute and has led to substantial confusion
over program eligibility. Te Social Security Administration has
been required to trans a what are essentially two definitions of
adult work disability in statute into a childhood disability defini-
tion.

The Committee has established a statutory definition of child-
hood disability. By this definition the Committee intends that only
needy children with severe disabilities be eligible for children's SSI.
The term "perasive" included in the definition of childhood disabil-
ity in the Committee welfare reform bill reported in May has been
deleted as that term implied some degreo marent in almost
all areas of a child's functioning or bod sstems. That was not the
intent of the earlier proposed change toP the statute. Nonetheless,
the Committee intends that the chilren's SSI program serve chil-
dren with only the most severe disabilities. At present, the Com-
m ittee believes that the Listing and the other disability determina-
tion regulations as modified by the Committee bill properly reflect
the severity of disability contemplated by the statutory definition.
In those areas of the Listing that involve domains of functioning,
the Committee expects no less than two marked 'impairments as
the standard flor qualification. The Committee suggests the Social
Security Administration revisit the Listing, as appropriate, to en-
sure that it meets this standard. The Committee is also aware that
the Social Security Administration uses the term "severe" to often
mean "other than minor" in an initial screening procedure for dis-
ability determination and in other places. The Committee, however,
uses the term "severe"~ in its common sense meaning.

However, the Committee does not intend to d4uggest by its defini-
tion of childhood disability that every child need be especially eval-
uated for functional limitations, or that this definition creates a
supposition for any such examination. The Committee notes that
under the current procedure for writing individual listings, level of
functioning is an explicit consideration in deciding which impair-
ments, with what medical or other findings, are of sufficient sever-
ity to be included in the Listing. Nonetheless, the Committee does
not intend to limit the use of functional assessments and functional
information, if reflecting sufficient severity and are otherwise ap-
propriate.

The Committee bill includes a technical change to the Listing for
mental disorders. The Committee has eliminated references to

-, t
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maladaptive behavior in the domain of personal/behavioral func-
tion. Under the Listing for childhood metal disorders, maladaptive
behavior may be counted twice in determining disability; one In the
domain of personal/behavioral function and again in the domain of
social function. Under the Committee biiii, such behavior may con-
tinue to be scored, but only once, and within the domain of social
function. This change has been endorsed by various expert groups.

The Committee bill repeals the regulations establishing the IPFA,
and IFAs are no longer grounds for disability determinations. In
the Committee's view, the IFA is a misnomer. Although the term
conjures up images of a special kind of evaluation of a child's abil-
ity to function, such as a unique medical examination or clinical as-
sessment by a psychologist, or perhaps special consideration of the
disabling effects of multiple impairments, in fact the IFA is a set
of regulations that permit individuals with modest conditions or
impairments to be eligible for this program. The Committee is also
aware that there is considerable confusion about the use of func-
tional information in making disability determinations. The Com-
mittee notes that findings from. functional assessments are sub-
stantially considered in the current Listing, and will continue to be.
For example, a substantially Improved Listing for childhood mental
disorders was promulgated by the Social Security Administration
in 1990, which emphasized functional assessment criteria and
added new listings for certain specific conditions, such as Attention
Deficit Hyperactivity Disorder (ADHD). As a disability determina-
tion methodology, the Committee also notes that the General Ac-
counting Office in a March 1995 report sharply criticized the IFA,
citing a number of fundamental flaws.

The Committee urges those who seek changes in eligibility stand-
ards or other program features to resolve such matters directly
with Congress. As a general matter, it is impossible for Congress
to properly oversee any program, especially an entitlement pro-
gram, when rules are rewritten by a court and unilaterally imple-
mented by an agency. The, Committee is also deeply concerned
about the false hopes such behavior creates for individuals who
then expect to benefit from a. program.

This circumstance certainly applies to children's SSI. As noted
above, in 1991 the Social Secr'ty Administration substantially lib-
eralized program eligibility regulations. This action was prom pted
Vbi ts reading of the Supreme Court decision in Sullivan v. Zebley.

heZebley decision was based on limited legislative history and ob -
scure statutory language regarding children's SSI program, which
the Committee is now correcting. But the Committee notes that
several relevant bills were before the Congress at the time of the
Zebley decision, but that the Congress had not yet determined to
act on any of those measures . In the future, the Committee invites
the Social Security Administration to consult with it on any sub-
stantive matter to avoid such misunderstandings.

The Committee believes that the children's SSI program requires
further examination. The Committee bill reurs both a study of
the disability determination process and a Naioal Commission on
the Future of Disability. The National Commission also has the

=larger purpose of examining dramatic projected growth in SSI, gen-
eal, and SSDI and the concerns of individuals with disabilities
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about barriers to independence and employment created by these
programs.

For example, there has been some debate over the purpose of the
children's S51 program. According to history of the original 551 leg-
islation, the House Ways and Means Committee included children
with disabilities in the S51 program to assist families receiving Aid
to Families with Dependent Children (AFDC) with extra expenses
the Committee assumed would be such families would have if they
had a child with a disability (see H. Rept. 92-23 1 at 147-148). The
Senate Finance Committee did not agree, however, believing the
needs of children with disabilities were generally only greater for
health care, and that most children would qualify for Medicaid (see
S. Rept. 92-1230 at 385). The Senate receded in conference.

The Committee believes this is an important issue that needs to
be revisited. It is easy to imagine extra expenses for a child with
a disability, and helping families with such expenses will likely re-
main an appropriate rationale for this program. However, the best
data available indicate that for many children receiving 551 their
families do not incur extdra disability-related expenses on their be-
half, and that 881 is often used for general household expenses.
Moreover, there is a small percentage of children who incur huge
disability-related expenses barely touched by the SSI payment.
These data raise fundamental questions of fairness and equity.

The Committee also believes there are many unmet needs for
children with disabilities, and is aware of the controversy over
whether some children would be better served by services, such as
mental health treatment or purchase of items of assistive tech-
nology, rather than by cash payments. In the 23 years since the
SSI program was created, substantial new Federal programs have
been authorized to assist children with disabilities, including Fed-
eral funding for special education and expansion of Medicaid. The
impact of these programs on cash needs of children with disabil-
ities merits careful evaluation as well.

The Committee is determined to treat fairly those current recipi-
ents affected by the rules changes, and has included explicit protec-
tion for appeal and due process procedures and a partial
grandfathering (until January 1, 1997), with a hold harmless poi
sion for any overpayments. The Committee expects the Social Seocui-
rity Administration to be mindful of its experience with the haz-
ards of large scale continuing disability reviews, and to conduct
these reviews in an orderly fashion.

Summary of Principal Provisions

DEFINITON AND ELIGIBILITY RULEs

(Sec. 726 1)
This provision repeals the "comparable severity" test in statute

for determining disability of individuals under age 18, and adds a
definition of childhood disability to the statute:

An individual under the age of 18 shall be considered dis-
abled for the purposes of this Title if that individual has a
medically determinable physical or mental 'impairment, which
results in marked and severe functional limitations, and which
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can be expected to result in death or which has lasted or can
be expected to last for a continuous period of not less than 12
months.

Under the Listing that relates to mental disorders, the Social Se-
curity Administration is directed to eliminate references to
maladaptive behavior in the domain of personal/behavior function-

infrchildren whose eligibility for 551 may be affected by provi-
sions of this bill, the Commissioner shall conduct a continuing dis-
ability review within 1 year after enactment. However, no individ-
ual shall be removed until such review is completed, and an indi-
vidual's right to appeal and other due process procedures are pre-
served. Notwithstanding such review, no individual shall be re-
moved from the rolls until January 1, 1997. A recipient shall be
held harmless for any payments made until removed from the rolls.

ELIGIBILITY REDETERMINATIONS AND CONTINUING DISABILITY
REVIEWS

(Sec. 7262)
The Commissioner is required to conduct a continuing disability

review every three years for every Individual under age 18 except
for those Individuals whose condition is not expected to improve.
The Commissioner is required to redetermine eligibility for SSI for
an individual whose low birth weight is a contributing factor to
that individuals's disability determination no later than 12 months
of receiving benefits. The Commissioner is required to redetermine
eligibility for SSI for an individual who has reached 18 years of
age.

ADDITIONAL ACCOUNTABILITY REQUIREMENTS
(Sec. 7263)

The Commissioner is required to advise representative payees on
the appropriate expenditure of benefits, require representative pay-
ees to document expenditures, and to conduct reviews of a sample
of representative payee records to identify instances of improper
expenditures. This Commissioner is also authorized to pay any
lump-sum payment into a dedicated savings account, to be used for
certain defined purposes to benefit the child recipient.

Chapter 3-Studies Regarding Supplemental Security
Income Program

ANNUAL REPORT ON THE SUPPLEMENTAL SECURITY INCOME
PROGRAM

(Sec. 727 1)

The Commissioner shall prepare and deliver annually a com-
prehensive report on the Supplemental Security Income program to
the President and Congress.

)
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IMPROVEMENTS To DISABILITY EVALUATION

(Sec. 7272)
The Commissioner shall issue a request for comments in the Fed-

eral Register regarding improvements in the disability determina-
tion process for individuals under age 18.

STUDY OF DISABILITY DETERMINATION PROCESS

(Sec. 7273)

The Commissioner is directed to contract with the National
Academy of Sciences, or other Independent entity, for a study of the
disability determination procedure, of both individuals under age
18 and adults.

STUDY By GENERAL ACCOUNTING OFFICE

(Sec. 7274)

Not later than January 1, 1998, the Comptroller General of the
United States shall study and report on the impact of the provi-
sions contained in this subtitle on the Supplemental Security In-
come (SSI) program.

Chapter 4-National Commission on the Future of Disability

NATIONAL COMMISSION ON THE FUTURE OF DISABILITY

(Secs. 728 1-7287)

A National Commission on the Future of Disability is established
to examine growth in the SSDI and SSI and reported barriers to
employment and independence created by these programs; and to
make appropriate recommendations to the President and Congress.

Chapter 5-State Supplementation Programs

REPEAL OF MAINTENANCE OF EFFORT REQUIREMENTS APPLICABLE
TO OPTIONAL STATE PROGRAMS FOR SUPPLEMENTATION OF SSI
BENEFITS

(Sec. 7291)

Maintenance of effort requirement is repealed, effective Septem-
ber 30, 1995.

Chapter 6-Retirement Age Eligibility

ELIGIBILITY FOR SUPPLEMENTAL SECURITY INCOME BENEFITS BASED
ON SOCIAL SECURITY RETIREMENT AGE

(Sec. 7295)

The age at which an individual can collect SSI cash benefits
based on being elderly will be directly related to the age a retiree
can collect full benefits from the Social Security program. Under
current law, the retirement age for full benefits will increase from
age 65 in the year 2002 to age 67 in the year 2027.

U -- I
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Effective Date
Generally effective upon date of enactment.

SUBTITLE E--CBHI LDSPPORT

Present Law
The Child Support Enforcement (OSE) program was enacted in

1975 to address the problem of nonsupport of children. The 1975
legislation added a new p art D to the title IV of the Social Security
Act. This legislation authorized Federal matching funds to be used
for locating absent parents, establishing paternity, establishing
support obIgation owed by the noncustodial parent, and obtaining
child and spousal support. The basic responsibility for administer-
ing the program is lef to the States, but the Federal Government
plays a major role in funding, monitoring and evaluating State pro-
grams, providing technical assistance, and in certain instances, in
giving direct assistance to the State in locating absents parents
and obtaining support payments from them.

The current CSE program requires States to offer child support
enforcement services for both welfare and nonwelfare families. For
welfare families, services are automatic. Once an individual applies
for AFDC or Medicaid the individual is required to cooperate with
the State in establishing paternity and locating the father unless
she is found to have good cause for refusing to cooperate. If an indi-
vidual does not have a good cause for noncooperation, the family's
AFDC benefit is reduced.

Applicants or recipients of AFDC must assign their rights to
child or spousal support to the State. If the State collects chrid sup-
port from the noncustodial parent, the State and Federal Govern-
ment get to keep the amount of money needed to offset the costs
the State and Federal Government incurred because the family was
on welfare. If any money is leftover, it is paid to the family. in an

attmptto get individuals to cooperate, the first $50 of any amount
colecedgoes to the faily.
States that do not comply with their State child support plan

face a reduction of their AFDC matching funds by 1 to 5 percent,
depedingon the severity of noncompliance. Penalties are sus-

pended if the State submits an a corrective action plan that is ap-
proved by the Secretary.

States are required to charge an application fee for non-AFDC
families that use child support services but States can only charge
up to $25 per application. Most States only charge a nominal
amount far below $25. In 1994, child support agencies collected less
than 3 percent of total program costs in the form of fees.

Reasons for Change
The current child support system can be strengthened and im-

proved to increase paternity establishment an d collections of child
support. An important part of child support enforcement is the
ability to track a nonpaying, noncustodial parent. Because individ-
uals can frequently change jobs to avoid paying support, a new sys-
tem will be established to require employers to send to State reg-
istries information on all new hires within a specified time period.
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These new hire registries will match information with outstanding
support orders so support orders can be enforced more quickly.

because most of the problems in the current system stem from
interstate cases, the current Federal Parent Locator Service is ex-
panded to include information from the State registries so that sup-
port orders can be more easily matched with workers. In addition,
all States are required to adopt the Uniform Interstate Family
Support Act (UIFSA) so that all States have uniform laws and pro-
cedures governing child support.

The Committee believes that non-AFDC families who utilize the
child support enforcement system should pay a reasonable fee for
the services they receive. Currently, States and the Federal Gov-
ernment provide child support enforcement services for non-AFDC
families for only a nominal fee. The Federal Government pays for
the majority of the costs associated with providing child support
enforcement services to non-AFDC families. Therefore, working
class taxpayers are paying most of the cost to provide child support
enforcement services to non-AFDC families who may have even
more financial resources than the taxpayer.

In June 13, 1995, the GAO testified before the subcommittee on
human resources, Committee on Ways and Means, that providing
child support enforcement services to non-AFDC families is costly.
Since 1984, Federal and State government non-AFDC costs have
risen over 600 percent to over $1.1 billion in fiscal year 1994.
States have only charged minimal application and optional service
fees thus doing little to help recover the Federal Government's 66
percent share of program costs.

Between 1984 and 1994, non-AFDC costs have risen 600 percent
while recoveries of these costs only increased from 2 percent to 3
percent (from $3 million to $33 million). In 1994, the national aver-
age cost per non-AFDC case was about $136, while the average fee
collected was $4. In contrast, private child support collection agen-
cies charge between 25 and 33 percent of the support collected.

Summary of Principal Provisions
The Committee bill strengthens child support enforcement by in-

creasing paternity acknowledgment, establishing more support or-
ders, and increasing child support collections through additional
enforcement techniques. In addition, a new system will be estab-
lished that will better track the noncustodial parent.

Chapter 1-Eligibility for Services; Distribution of Payments

STATE OBLIGATION TO PROVIDE CHILD SUPPORT ENFORCEMENT
SERVICES

(Sec. 730 1)
States must provide child support services to recipients of pro-

grams under the Temporary Family Assistance grant, Medicaid,
and Title IV-E. In addition, child support services must be pro-

ivided to individuals who apply for services.
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DISTRIBUTION OF CHILD SUPPORT COLLECTIONS
(Sec. 7302)

The $50 pass-through to families is ended. Instead, States are
given the option of passing the entire child support paymentthrough to families. I a State elects this option, the State must
still pay the Federal share of the collection to the Federal Govern-
ment. F or arrearages that accrued before the custodial parent went
on welfare, the State has the opOtion of passing it through to the
custodial parent or keeping the State's share. If the State keeps the
State's share, the State must then pay the Federal share to the
Federal Government. All arrearages tat accrued after the family
left welfare must be paid to the custodial parent. Only after all ar-
rearages owed to the custodial parent have been repaid, any ar-
rearages, owed to the State and Federal Government are repaid.

RIGHTS To NOTIICATIN AND HEARINGS
(Sec. 7303)

All individuals Involved in the process of establishing or modify-
igcild support orders must be notified and have access to a fair

hIegaring or other formal complaint procedure.

PRIVACY SAFEGUARDS
(Sec. 7304)

States must implement safeguards against unauthorized use or
disclosure of information relating to proceedings to establish pater-
nity or to enforce child support . These safe~uards must include pro-
hibitions on release of information where there is a protective order
or where the State has reason to believe a party is at risk of phy's-
ical or emotional harm from the other party. This provision is eftec-
tive October 1, 1997.

Chapter 2-Locate and Case Tracking

STATE CASE REGISTRY

(Sec. 73 11)
States are required to collect information using automatic data

processing systems. These systems must include:
(1) Each case in which an order has been entered or modified

on or after October 1, 1998, and must use standard data ele-
ments such as name, Social Security number, and other uni-
form identification numbers;

(2) Payment records for cases being enforced br the State
agency, including amount of current and ast Zue support
owed, amounts collected and distributed, birt? date of the child
to whom the obligation is owed, and the amount of any lien im-
posed by the State;

(3) Updates on case records in the State registry being en-
forced by the State on the basis of information received from
judicial an4 administration actions, from proceedings, from or-
ders relating to paternity and support, from data matches, and
from other sources; and
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(4) Extracts for purposes of sharing and matching with Fed-
eral and State data bases and locator services, including the
Federal Parent Loocator Service, and with the child support en-
forcement programs in other States.

COLLEcTION AND DISBURSEMENT OF SUPPORT PAYMENTS

(Sec. 73 12)
State child support agencies are required, beginning October 1,

1998, to operate a centralized, automated unit for collection and
disbursement of child support under orders enforced by the child
support agency. The purpose of the Disbursement Unit is to collect
and disburse support payments, to generate orders and notices of
withholding to employers, to keep an accurate identification of pay-
ments, to prom ptly distribute money to custodial parents or other
States, and to furnish parents with a record of the current status
of support payments. The Disbursement Unit must distribute all
amounts payable within 2 business days after receiving the money
and identifying information from the employer. The State Disburse-
ment Unit may be established by linking local disbursement units
through an automated information network.

STATE DIRCTOy OF NEW HIRES

(Sec. 7313)

States are required to establish, by October 1, 1997, a State Di-
rectory of New Hires to which employers and labor organizations
in the State must furnish a W-4 form for each newly hired em-
ployee. Employers must submit the W-4 form within 30 days after
the date of hire. The employer or labor organization may submit
the report magnetically, electronically, or by first class mail. Gov-
ernment agencies are considered employers for purposes of New
Hire reporting.

At State option, a State may sanction an employer failing to
make a timely report up to $25 for each unreported employee and
up to $500 for employees for whom they do not transmit a W-4
form if, under the laws of the State, there is shown to be a conspir-
acy between the employer and the employee to prevent the proper
information from being filed.

By October 1, 1997, each State Directory of New Hires must con-
duct automated matches of the Social Security numbers of reported
employees agaist he Social Security numbers of records in the
State Case Rgistry being enforced by the State agency and must
report the information on matches to the State child support agen-
cy. Then, within 2 business days, the State must issue a withhold-
ing order directing the employer to withhold wages in accordance
with the child support order.

In addition, within 2 working days of receiving the W-4 informa-
tion from employers, the State Directory of New Hires must fur-
nish the information to the National Directory of New Hires for
matching with the records of other State case registries. The State
Directory of New Hires must also report quarterly to the National
Directory of New Hires information on wages and unemployment
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compensation (this information is taken directly from a report that
States are currently required to submit to the Secretary of Labor).

The State child support agency must use the new hire informa-
tion for purposes of establishing paternity as well as establishing,
modifying, and enforcing child support obligations.

New hire information must also be disclosed to the Temporary
Family Assistance, Medicaid, Unemployment Compensation, Food
Stamp, and territorial cash assistance programs for income eligi-
bility verification; to the Social Security A rmrinistration for use in
determining the accuracy of Supplemental Security Income pa -ments under Title XVI and in connection with benefits under Title
11 of the Social Security Act- to the Secretary of the Treasury for
administration of theE arnea Income Tax Credit program and for
verification of claims concerning employment on tax returns; to
State agencies administering unemployment and workers' com-
pensation programs to assist determinations of the allowability of
claims; an dto researchers (but without individual identifiers) con-
ducting studies that serve the purposes of the child support en-
forcement program.

AMENDMENTs CONCERNING INCOME WITHHOLDING
(Sec. 7314)

Since January 1, 1994, States have bew required to use imme-
diate wage withholding for all new support orders, regardless of
whether a parent has applied for child support enforcement serv-
ices. There are two times when this rule does not apply: (1) one of
the parents demonstrates and the court or administrative agency
finds that there 'is good cause not to do so; or (2) written agreement
is reached between both parents which provides for an alternative
arrangement.

States must have laws providing that all child support orders is-
sued or modified before October 1, 1996, which are not otherwise
subject to income withholding, will become subject to income with-
holging immediately if arrearage. occurs.

LOCATOR INFORMATION FROM INTERSTATE NETWORK
(Sec. 7315)

All State, and the Federal child support enforcement agencies
must have access to the motor vehicle and law enforcement loator
systems in all States.

ExPANSION OF THE FEDERAL PARENT LOCATOR SERVICE

(Sec. 73 16)
FPLS is already a central component of the Federal child support

effort, and is especially useful in interstate cases. The FPLS would
be expanded to include new sources of timely information that is
to be used for the purposes of establishing parentage and establish-
ing mo~difying, or en forcing child support obligations and locatingth epcustodial parent so tht visitation orders can be enforced. With-
in the FPLS an automated registry known as the Federal Case

:Registry of Child Support Orders would be established. The Fed-
eralCase Registry contains abstracts of child support orders and
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other information specified by the Secretary (such as names, Social
Security numbers or other uniform identification numbers, State
case identification numbers, wages or other income, and rights to
health care coverage) to identify individuals who owe or are owed
support, and the State which has jurisdictionn over the case.

In addition to the Federal Ca'se Registry, the provision estab-
lishes within the FPLS a National Directory of New Hires contain-
ing information sup plied by State Directories of New Hires. When
fully implemented, the Federal Directory of New Hires will contain
identifyring information on virtually every person who is hired in
the United States. In addition, the Federal Case Registry will con-
tain quarterly data supplied by the State Directory of New Hires
on wages and unemployment compensation paid. Provisions are in-
cluded in the bill to ensure accuracy and to safeguard information
in the FPLS from inappropriate disclosure or use.

The Secretary is required to match data in the National Direc-
tor of New Hires against the child support order abstracts in the
Federal Case Registry of Child Support Orders and to report infor-
mation obtained from matches to the State child support agency re-
sponsible for the case within 2 days. The information is to be used
for purposes of locating individuals to establish paternity, and to
establish, modify, or. en force child support.

COLLECTION AND USE OF SOCIAL SECURITY NUMBERS FOR USE IN
CHILD SUPPORT ENFORCEMENT

(Sec. 7317)

States must have laws requiring that Social Security numbers be
placed on applications and in the files for professional licenses,
commercial drivers licenses, occupational licenses, marriage li-
censes, divorce decrees, death certificates, child support orders, and
paternity determination or acknowledgment orders. If a State al-
lows the use of a number other than the Social Security number;
the State shall so advise any applicants.

Chapter 3-Streamlining and Uniformity of Procedures

ADOPTION OF UNIFORM STATE LAWS

(Sec. 7321)
By January 1, 1997, all States must have UIFSA and the proce-

dures required for its implementation in effect.
IMPROVEMENTS TO FULL FAITH AND CREDIT FOR CHILD SUPPORT

ORDERS

(Sec. 7322)

The provision changes and expands the recently enacted Federal
law governing full faith and credit for child support orders by add-
in* several provisions. One provision clarifies the definition of achild's home State; another makes several revisions to ensure that
full faith and credit laws can be applied consistently with UIFSA;
another clarifies the rules which child support order States must
honor when there is more than one order.
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ADMINISTRATIVE ENFORCEMENT IN INTERSTATE CASES
(Sec. 7323)

States are required to have laws that facilitate the enforcement
of child support orders across State lines. States are required to
have laws that permit them to send and receive, without register-
ing the underlying order unless the enforcement action is contested
by the obligor on the grounds of mistake of fact or invalid order.
The transmission of the order itself serves as certification to the re-
sponding State of the arrears amount and of the fact that the initi-
ating State met all procedural due process requirements. No court
action is required or permitted by the responding State. In addi-
tion, each responding State must match the case against its data
bases, take appropriate action if a match occurs, and send the col-
lections, if any, to the initiating State. States must keep records of
the number of requests they receive, the number of cases that re-
sult in a collection, and the amount collected. States must respond
to interstate requests within 5 days.

USE OF FORMS IN INTERSTATE ENFORCEMENT
(Sec. 7324)

The Secretary must issue standardized forms that all States
must use for income withholding, for imposing liens in interstate
cases, and for issuing administrative subpoenas in interstate cases.
The forms must be issued by June 30, 1996 and States must begin
using the forms by October 1, 1996.

STATE LAWS PROVIDING EXPEDITED PROCEDURES
(Sec. 7325)

States must adopt procedures to expedite both the establishment
of paternity and the establishment, enforcement, and modification
of support:

(1) Ordering genetic testing;
(2) Entering a default order;
(3) Issuing subpoenas to obtain information necessary to es-

tablish, modify, or enforce an order;
(4) Obtaining access to records from State and local govern-

ment agencies, law enforcement records, and corrections
records;

(5) Directing parties to pay support to the appropriate gov-
ernment entity;

(6) Ordering income withholding;
(7) Securing assets to satisfy arrearages by intercepting or

seizing periodic or lump sum payment from States or local
agencies; these payments include unemployment compensation,
workers' compensation, judgements, settlements, lottery
winnings, assets held by financial institutions, and public and
private retirement funds; and

(8) Increasing automatically the monthly support due to in-
clude amounts to offset arrears.
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Chapter 4-Paternity Establishment

STATE LAws CONCERNING PATERNITY ESTABLISHMENT
(Sec. 733 1)

States must strengthen their paternity establishment laws by re-
quiring that paternity may be established until the child reaches
age 21 and by requiring the child and all other parties to undergo
genetic testing upon the request of a party, where the request is
supported by a sworn statement establishing a reasonable psibIl-
ity of parentage or nonparentage. When the tests are ordered by
the State agency, States must pay for the costs, subject to
recoupment at State option from the father if paternity is estab-
lished.

States must have procedures that: create a simple civil process
for establishing paternity under which benefits, rights and respon-
sibilities of acknowledgement are explained to unwed parents; es-
tablish a paternity acknowledgement program through hospitals
and birth record agencies (and other agencies as designated by the
Secretary) and that re quire the agencies to use a uniform affidavit
developed by Mei~Se rtary that is entitled to full faith and credit
in any other State; create a signed acknowledgement of paternity
that is considered a legal finding of paternity, unless rescinded
within 60 days, and thereafter may be challenged in court only on
the basis of fraud, duress, or material mistake of fact; allow minors
who sign a voluntary acknowledgement to rescind it until age 18
or the da-te of the first proceeding to establish a support order, visi-
tation, or custody rights; and provide that no judicial or adminis-
trative proceedings are required or permitted to ratify an acknowl-
edgement which is not challenged by the parents.

States must also have procedures for admitting into evidence ac-
credited genetic tests, unless any objection is made within a speci-
fied number of days, and if no objection is made, clarifying that
test results are admissible without the need for foundation or other
testimony; creating a rebuttable or, at State option, conclusive pre-
sumption of paternity upon genetic testing results indicating a
threshold probability that the alleged father is the father of the
child; requiring a default order to be entered in a paternity case
upon a showing of service of process on the defendant and any ad-
ditional showing required by the State law;il providing that parties
in a contested paternity action are not entitled to a jury trial; re-
quiring issuance of an order for temporary support, upon motion of
a party, pending an administrative or judicial determination of par-
entage, where paternity is indicated by genetic testing or other
clear and convincing evidence; providing that bills for pregnancy,
childbirth, and genetic testing are admissible without foundation
testimony; ensuring that putative fathers have a reasonable oppor-
tunity to initiate paternity action; and providing for voluntary ac-
knowledgments and adjudications of paternity to be filed with the
State registry of birth records for data matches with the central
regitry established by the State.

Te Secretary is required to develop an affidavit to be used for
voluntary acknowledgement of paternity which includes the Social
Security Number of each parent.

20-067- 95 - 5
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OUTREACH FOR VOLUNTARY PATERNITY ESTABLISHMENT
(Sec. 7332)

States will publicize the availability and encourage the use of
procedures for voluntary establishment of paternity and child sup-
port by means the State deems appropriate.

COOPERATION By APPLICANTS FOR AND RECIPIENTS OF TEMPORARY
FAMILY ASSISTANCE

(Sec. 7333)

Individuals who a apply for or receive public assistance under the
Temporary Family Assistance Program must cooperate with child
support enforcement efforts by providing specific identifying infor-
mation about the other parent, unless the applicant or recipient is
found to have good cause for refusing to cooperate. "Good cause"~ is
defined by States. States may also require the applicant and child
to submit to genetic testing. Responsibility for determining failure
to cooperate is shifted from the agency that administers the Tem-
porary Family Assistance Program to the agency that administers
the child support program.

Chapter 5-Program Administration and Funding

PERFORMANCE-BASED INCENTIVES AND PENALTIES
(Sec. 7341)

The Committee bill maintains the Federal matching payment for
child support activities at 66 percent.

Not later than 60 days after enactment, the Secretary shall es-
tablish a committee that includes State child support directors to
develop a formula to distribute incentive payments to States. The
formula shall include:

(1) Percentage of cases where paternity was established;
(2) Percentage of cases with a support order;
(3) Percentage of cases where a child support order is paid;
(4) Cost effectiveness of the program; and
(5) Amount of child support collected compared to the

amount of outstanding child support owed.
Beginning in 1999, a new incentive system will be put in place.

This system will reward good State performance by increasing the
Saes basic matching rate of 66 percent by adding up to 12 per-

centage points for outstanding performance in establishing pater-
nity and by adding upto an additional 12 percentage points for
overall pe ormance. The Secretary will design the specific features
of the system and, in doing so, will maintain overall Federal reim-
bursement of State programs through the combined matching rate
and incentives at the level projected for the current combined
matching and incentive payments to States.

The minimum paternity establishment ratio is either 90 percent
or: (a) if the State paternity establishment ratio is between 50 per-
cent and 90 percent for the fiscal year, the paternity establishment
ratio of the State for the immediately preceding fiscal year plus 6
percentage points; or (b) if the State ratio is less than 50 percent
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for a fiscal year, the paternity establishment ratio for the imme-
diately preceding fiscal year plus 10 percentage points.

States are required to recycle incentive payments back Into the
child support program.

FEDERAL AND STATE REVIEWS AND AUDITS

(Sec. 7342)

The Committee provision shifts the focus of child support audits
from process to performance outcomes. This goal is accomplished b
adding a new State plan provision that requires States to annually
review and report to the Secretary using data from their automatic
data processing system, both information adequate to determine
the State's compliance with Federal requirements for expedited
procedures and timely case processing as well as the information
necessary to calculate their levels of accomplishment and rates of
improvement on the new performance indicators established by the
Committee bill (percentage of cases in which an order was estab-
lished, percentage of cases in which sup ort i's being paid, ratio of
child support collected to child support sue, and cost-effectiveness
of the program). The Secretary is required to determine the amount
(if any) of incentives or penalties. the Secretary must also review
State reports on compliance with Pederal requirements and provide
States with recommendations for corrective action. Audits must be
conducted at least once every 3 years, or more often in the case of
States that fail to meet Federal requirements. The purpose of the
audits is to assess the completeness, reliability, accuracy, and secu-
rity of data reported for use in calculating the performance indica-
tors and to assess the adequacy of financial management of the
State programs.

These provisions take effect beginning with the calendar quarter
that begins 12 months after enactment.

REQUIRED REPORTING PROCEDURES

(Sec. 7343)
The Secretary iis required to establish procedures and uniform

definitions for State collection and reporting of required informa-
tion necessary to measure State compliance with expedited proc-
esses and timely case processing as well as the data necessary to
perform the incentive calculations.

AUTOMATED DATA PROCESSING REQUIREMENTS

(Sec. 7344)

-States are required to have a single Statewide automated data
processing and information retrieval system which has the capacity

toprform the following functions: to account for Federal, state,
and local funds; to maintain data for Federal reporting; to calculate
the State's performance for purposes of the incentive and penalty
provisions; and to safeguard the integrity, accuracy, and complete-
ness of, and access to, data in the automated systems (including
policies restricting access to data).

The statutory provisions for State implementation of Federal
automatic data processing requirements are revised to provide
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that, first, all requirements enacted in or before the Family Sup-
port Act of 1988 are to be met by October 1, 1997, and second, that
the requirements enacted in the Family Self-Sufficiency Act of 1995
are met by October 1, 1999. The October 1, 1999 deadline will be
extended by one day for each day by which the Secretary fails to
meet the deadline for regulations.

TECHNICAL ASSISTANCE

(Sec. 7345)

The Secretary can use 1 percent of the Federal share of child
support collections on behalf of families in the Temporary Family
Assistance program from the preceding year to provide technical
assistance to the States. Technical assistance can include training
of State and Federal staff, research and demonstration programs,
and special projects of regional or national significance.

The Secretary must use 2 percent of the Federal share of collec-
tions on behalf of Temporary Family Assistance recipients for oper-
ation of the Federal Parent Locator Service to the extent that costs
of the Parent Locator Service are not recovered by user fees.

REPORTS AND DATA COLLECTION BY THE SECRETARY

(Sec. 7346)

The Committee provision amends current data collection and re-
porting requirements to conform the requirements to changes made
by this bill and to eliminate unnecessary and duplicative informa-
tion. More specifically, States are required to report the following
data each fiscal year: the total amount of child support payments
collected, the cost to the State and Federal Governments of furnish-

-ing child support services, the number of cases involving families
that became ineligible for aid under part A with respect to whom
a child support payment was received, the total amount of current
support collected and distributed, the total amount of past due sup-
port collected and distributed, and the total amount of support due
and unpaid for all fiscal years.

Chapter 6-Establishment and Modification of Support
Orders

NATIONAL CHILD SUPPORT GUIDELINES COMMISSION

(Sec. 7351)

A national child support guidelines commission is established to
consider the adequacy of State child support guidelines, feasibility
of adopting uniform terms in all child support orders, how to define
income and under what circumstances income should be imputed,
and the tax treatment of child support payments. In addition, they
would recommend procedures to automatically adjust child support
orders periodically and to help noncustodial parents address griev-
ances regarding visitation and custody orders.
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SIMPLIFIED PROCESS FOR REVIEW AND ADJUSTMENT OF CHIL
SUPPORT ORDERS

(Sec. 7352)
As under present law, States must review and, if appropriate,

adjust child support orders enforced by the State childsu port
agency every three years. However, States are given two simplified
means by which they can use automated means to accomplish the
review. First, States may adjust the order by applying the State
guidelines and updating the reward amount. Second, States may
apply a cost of living increase to the order. In either case, both par-
ties must be given an opportunity to contest the adjustment.

States must also review and, upon a showing of a change in cir-
cumstances, adjust orders pursuant to the child support guidelines
upon request of a party. States are required to give parties one no-
tice of their right to request review and adjustment, which may be
included in the order establishing the support amount.

FURNSHIN CONSUMER REPORTS FOR CERTAIN PURPOSES RELATING
TO CHILD SUPPORT

(Sec. 7353)
Authorized individuals seeking to establish or modify a child sup-

port order will be given access to the consumer report agency to de-
termine the appropriate levels of payment.

NoNLIAILIY FOR DEPOSITORY INSTITUTIONS PROVIDING FINANCIAL
RECORDS To STATE CHILD SUPPORT ENFORCEMENT AGENCIES IN
CHILD SUPPORT CASES

(Sec. 7354)
A depository institution shall not be liable under any Federal or

State law to any person for disclosing any financial record of an in-
dividual to a State child support enforcement agency attempting to
establish, modify, or enforce a child support obligation. An individ-
ual can only be sued for disclosing in formation if they knowingly,
or by reason of negligence, disclosed a financial record of an indi-
vidual for purposes other than those listed above.

Chapter 7-Enforcement of Support Orders

INTERNAL REVENUE SERVICE COLLECTION OF ARREARAGES
(Sec. 736 1)

No additional fee may be assessed for adjustments to an amount
previously certified with respect to the same obligor.

AUTHORITY TO COLLECT SUPPORT FROM FEDERAL EMPLOYEES
(Sec. 7362)

The rules governing wage withholding for Federal employees are
clarified and simplified by:

(1) Establishing that Federal employees are subject to wage
withholding and other legal processes to collect child support;
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(2) Establishing rules that Federal agencies must follow in
responding to wage withholding or other legal processes to col-
lect support

(3) Deleting existing laws governing designation of agents to
receive and respond to process and replace with streamlined
provisions that require Federal agencies to designate agents
and publish their name, title, address, and telephone number
in the Federal registry annually;

(4) Requiring agents, upon receipt of process, to send written
notice to the individual involved as soon as possible;

(5) Amending existing law governing allocation of monies
owed by an individual to give priority to child support;, and

(6) Broadening the definition of income to incluaefunds such
as insurance benefits, retirement and pension pay, survivor's
benefits, compensation for death and black lung disease, veter-
an's benefits and workers' compensation.

ENFORCEMENT OF CHILD SUPPORT OBLIGATIONS OF MEMBERS OF
THE ARMED FORCES

(Sec. 7363)

The Secretary of Defense must establish a central personnel loca-
tor service that contains residential or, in specified instances, duty
addresses of every member of the Armed Forces (including retirees,
the National Guard, and the Reserves). The locator service must be
updated within 30 days of the individual member establishing a
new address. Information from the locator service must be made
available to the Federal Parent Locator Service. The Secretary of
Defense must issue regulations to facilitate granting of leave for
members of the Armed Forces to attend hearings to establish pa-
ternity or to establish child support orders.

The Secretary of each branch of the Armed Forces (including re-
tirees, the Coast Guard, the National Guard, and the Reserves) is
required to make child support payments directly to any State to
which a custodial parent has assigned support rights as a condition
of receiving public assistance. The Secretary of Defense must also
ensure that payments to satisfy current support or child support
arrears are made from disposable retirement pay. The Secretar of
Defense must begin payroll deduction within 30 days or the first
pay period after 30 days of receiving a wage withholding order.

VOIDING OF FRAUDULENT TRANSFERS

(Sec. 7364)

States must have in effect the Uniform Fraudulent Conveyance
Act of 1981, the Uniform Fraudulent Transfer Act of 1984, or an
equivalent law. providing for voiding transfers of income or property
in order to avoid payment of child support.

WORK REQUIREMENT FOR PERSONS OWING CHILD SUPPORT

(Sec. 7365)

States must have laws that direct courts to order individuals
owing past-due support with respect to a child receiving assistance
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under the Temporary Family Assistance program either to pay sup-
port due or participate in work activities.

DEFINITION OF SUPPORT ORDER

(Sec. 7366)
A support order is defined as an order issued by a court or an

administrative process that requires support of a child or of a child
and the parent with whom the child lives.

REPORTING ARREARAGES To CREDIT BUREAUS

(Sec. 7367)
States must establish procedures where the State must report

periodically to consumer reporting agencies the name of any parent
who Is delinquent in the payment of support, and the amount of
overdue support owed by such parent. The parent who is delin-
quent In payment of support must be afforded all due process re-
quired under State law, including notice and reasonable oppor-
tunity to contest the accuracy of such information.

LIENS

(Sec. 7368)
States must establish procedures under which liens are imposed

against real and personal property for amounts of overdue support
owed by an absent parent who resides or owns property. States
must accord full faith and credit to liens established in another
State, without registration of the underlying order.

STATE LAW AUTHORIZNG SUSPENSION OF LICENSES

(Sec. 7369)
Each State must have in effect laws under which the State has

(an uses in appropriate cases) authority to withhold, suspend or re-
strict the use of drivers licenses, professional and occupational li-
censes, and recreational licensee of individuals owing overdue sup-
port or failing, after receiving appropriate notice, to comply with
subpoenas or warrants relating to paternity or child support pro-
ceedings.

DENIAL OF PASSPORTS FOR NONPAYMENT OF CHILD SUPPORT
(Sec. 7370)

If an individual owes arrearages of child support in an amount
exceeding $5,000, the Secretary shall transmit a certification to the
Secretary of State to deny, revoke, or limit a passport.

INTERNATIONAL CHiLD SUPPORT ENFORCEMENT
(Sec. 7371)

The Secretary of State is authorized to negotiate reciprocal
agreements with foreign nations regarding the enforcment of child
support obligations.
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DENIAL OF MEANs-TESTED FEDERAL BENEFITh To NONCUSTODJAL
PARENTS WHO ARE DELINQUENT IN PAYING CHILD SUPPORT

(Sec. 7372)
A noncustodial parent who is more than two months delinquent

in payn child supportVill not be eligible to receive any means-

CHILD SUPPORT ENFORCEMENT FOR INDIAN TRIBES
(Sec. 7373)

States with Indian tribes within their borders must make reason-
able efforts to enter into cooperative agreements with the tribes re-
garding the distribution and collection of child support. The Sec-
retary of HHS may in appropriate cases, make direct payments toIndiant tribes who ýiave approved child support enforcement pro-
grams.

FINANCIAL INSTIUTON DATA MATCHES
(Sec. 7374)

The Secretary shall establish procedures under which the State
will enter into agreements with financial institutions to develop
and operate a data matching system in which financial institutions
will be required to provide information to the State on a quarterly
basis on clients who are absent parents.

CHILD SUPPORT ENFORCEMENT FEES FOR NON-ASSISTANCE
FAMILIES

(Sec. 7375)
States will be required to collect an amount equal to a $25 appli-

cation fee and 6.6 percent of collections for non-ANC families that
use child support enforcement services. States will have flexibility
in designing their own methods of collecting these fees includig
paying the fees out of State funds; applying a fee to a particularseviegroided, suc as paternity establishment; uigasiig
fee scale based on income; charging interest on child support ar-
rearages; any other innovative method that the States see fit to uti-
lize.

With regard to the collection fee, States: may not require a custo-
dial parent with an income below 185 percent of poverty to pay the
collection fee; may only charge up to 2 percent of collections for a
custodial parent with an income between 185 and 300 percent of
poverty; may only charge a custodial parent with an income above
300 percent of poverty an amount equal to what the State charged
the noncustodial parent (States are still allowed to collect an appli-
cation fee from any income level).

Also included is a scuse of the Senate that says while States
have the overall choice as to how to collect child support enforce-
ment costs, States should firs try to collect the costs incurred from
any noncustodial parent who denies paternity and is later deter-
mined to be the father and any noncustodii al parent who does not
voluntarily comply with judicial or administrative enforcement or-
ders.
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ENFORCEMENT OF ORDERS AGAINST PARENTAL GRANDPARENTS IN
CASES OF MINOR PARENTS

(Sec. 7376)
States must have in effect procedures under which a child sup-

port order may be enforced against the paternal grandparents of a
minor parent in the mother of the child is receiving assistance
under the Family Assistance Grant.

SENSE OF THE SENATE REGARDING THE INABILITY OF THE
NONCUSTODIAL PARENT TO PAY CHILD SUPPORT

(Sec. 7377)
Sense of the Senate expressing that States should continue their

efforts to enforce child support payments regardless of the employ-
ment status or location of the noncustodial parent and encouraging
States to pursue pilot programs in which the parents of teen
noncustodial parents are made to pay child support or take part in
a work program.

Chapter 8-Medical Support

TECHNICAL CORRECTION To ERISA DEFINITION OF MEDICAL CHILD
SUPPORT ORDER

(Sec. 7378)

This provision expads the definition of medical child support
order in ERISA to clarif that any judgement, decree, or order that
is issued by a court of competent jurisdiction or by an administra-
tive adjudication has the force and effect of law.

ENFORCEMENT OF ORDERS FOR HEALTH CARE COVERAGE
(Sec. 7379)

Establishes procedures so that when a noncustodial parent pro-
vides health care coverage for a child, and the parent changes em-
ployment, the State agency shall transfer coverage to the new em-
ployer, unless the noncustodial parent contests the notice.

Chapter 9--Enhancing Responsibility and Opportunity for
Nonresidential Parents

GRANTS To STATES FOR ACCESS AND VISITATION PROGRAMS
(Sec. 7381)

The Committee bill authorizes grants to States for access and
visitation programs including mediation, counseling, education, de-
velopment of parenting plans, and visitation enforcement. Visita-
tion enforcement can include monitoring, supervision, neutral drop-
off and pick-up, and development of guidelines for visitation and al-
ternative custody agreements.

The Administration for Children and Families at HHS will ad-
minister the program. States are required to monitor and evaluate
their programs and are given the authority to subcontract the pro-
gram to courts, local public agencies, or private nonprofit agencies.



128

Prgrams operating-under the grant will not have to be Statewide.
Funding Is authorized as capped spending under section WV-D of
the Social Security Act. Projects are required to supplement rather
than supplant State funds.

The amount of the grant to a State is equal to 90 percent of the
State expenditures during the year for access and visitation pro-
grams or the allotment for the State for the fiscal year. The allot-
ment to the State bears the same ratio to the amount appropriated
for the fiscal year as the number of children living in the State
with one biological parent divided by the national number of chil-
dren living with one biological parent. The Administration for Chil-
dren and Families will adjust allotments to ensure that no State
is allotted less than $50,000 for fiscal years 1996 or 1997 or less
than $100,000 for any year after 1997.

Chapter 10-Effect of Enactment

EFFECTIVE DATES

(Sec. 7391)
Except as noted in the text of the bill for specific provisions, the

general effective date for provisions in the bill is October 1, 1996.
However, given that many of the changes required by this bill must
be approved by State Legislatures, the bill contains a grace period
tied to the meeting schedule of State Legislatures .More specifi.-
cally, in any given State, the bill becomes effective either on Octo-
ber 1, 1996 or on the first day of the first calendar quarter after
the close of the first regular session of the State Legislature that
begins after the date of enactment of this bill. In the case of States
that require a constitutional amendment to comply with the re-
quirements of the bill, the grace period is extended either 1 year
after the effective date of the necessary State constitutional amend-'
ment or 5 years after the date of enactment of this bill.

SUBTITLE F-NONCITIZENS

Present Law
Noncitizens wishing to immigrant to the United States must ob-

tain a visa to enter the country legally. A noncitizen can obtain a
visa through the INS (if they are already in the United States) or
through the United States consulate in their country (if they are
not yet in the United States).

In order to obtain admission to the United States, the noncitizen
must prove to the consulate of the INS that they will be able to
support themselves when they rie in the United States. United
States immigration law specifically States that any noncitizen who
is likely at any time to use welfare after they arrive in the United
States should be denied from entering the country. To verify that
the noncitizen will not go on welfare after the noncitizen arrives in
the United States, the noncitizen must show proof that:

(1) The noncitizen is Independently wealthy;
(2) The noncitizen has job in the United States;
(3) A friend of relative will support the noncitizen; or
(4) A combination of all of the above.
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If the noncitizen is relying on the financial support of a friend
or relative, the friend or relative must sign an affidavit promising
to financi~ally support the noncitizen. The affidavit of support Is an
administrative form used by both the State Department and the
INS. The affidavit must be signed and validated before the
noncitizen can obtain a visa to legally enter the United States.

Under current law, noncitizens (except illegal noncitizens) are el-
igible for all means-tested programs. However, noncitizens who had
to obtain an affidavit of support to enter the United States must
have their sponsor's Income "deemed" available to them for a pe-
riod of time:

(1) 3 years for AFDC;
(2) 3 years for food stamps; and
(3) 5 years for SSI (this reverts to 3 years on September 30,

1996).
The deeming rule does not apply to noncitizens who enter the Unit-
ed States without a sponsor, such as refugees or asylees.

Reasons for Change
Except for asylees and refugees, noncitizens granted entry into

the United States stipulate that they will be self-sufficient while
living in the United States and will not become a public charge.
Notwithstanding this stipulation, the number of noncitizens receiv-
ing welfare benefits have grown dramatically in the last decade.
The Committee believes that noncitizens should live up to the con-
dition of self-sufficiency under which they gained entry into the
United States.

Summsary of Principal Provisions

STATE OPTION To PROHIBIT ASSISTANCE FOR CERTAIN ALIENS

(Sec. 7401)

States may prohibit the use of any Federal funds received for the
provision of assistance under any means-tested program for any'in-dividual who is a noncitizen of the United States, except: asylees,
refugees, and noncitizens whose deportation has been withheldI for
not more than five years after they enter the United States; and
noncitiznes who served in the United States armed forces and their
spouses and children.

DEEMED INCOME REQUIREMENT FOR FEDERAL AND FEDERALLY
FUNDED PROGRAMS

(Sec. 7402)

A deeming period of 5 years or the length of time specified In a
noncitizen 's affidavit of support, whichever is longer, will be estab-
lished for all Federally-funded means-tested progras. State or
local governments may apply this provision to State and local
means-tested programs. This provision will apply to all noncitizens,
except: anylees, refugees, and noncitizens whose deportation has
been withheld for not more than five years after they enter the
United States; and noncitiznes who served in the United States
armed forces and their spouses and children.
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REQTJLRMENTs FOR SPONSOR'S AFFIDAVIT OF SUPPORT

(Sec. 7403)
The document that individuals sign agreeing to sponsor

noncitizens and making their income available to the noncitizen for
purposes of determining eligibility for Federally-funded means-test-
ed programs is made legally binding until the noncitizens has
worked 40 quarters. The sponsor will be reqiured to reimburse Fed-
eral, State, and local governments for any benefits received by a
noncitizen they have sponsored.

LimITED kELIGIBILITY OF NONcITIZENS FOR SSI BENEFITS

(Sec. 7404)
Noncitizens will no longer be eligible to qualify for 881 cash ben-

efits unless they have worked in the United States for a sufficient
period to qualify for Social Security disability income (20 quarters
of work) or old age benefits (40 quarters of work). Noncitizens who
entered the United States as an asylee or refugee, or whose depor-
tation has been withheld will be eligible for SSI benefits for not
more than five years after entering thel United States (if they oth-
erwise meet the SSI program requirements). Noncitizens who
served in the United States armed forces and their spouses and
children will also be eligible (if they otherwise meet the SSI pro-
gram requirements).

Noncitizens receiving 881S cash benefits on date of enactment,
and who no longer will be eligible for 881 cash benefits, will con-
tinue receiving 581 cash benefits until January 1, 1997. The Social
Security Administration must notify such individuals of the change
in law within 90 days of the date of enactment.

TREATMENT OF NONCITIZENS

(Sec. 7405)
Any noncitizen that enters the United States on or after the bill's

enactment date shall not be eligible to receive benefits under any
Federally-funded means-tested program for five years, after which
the terms established under their affidavit support will apply.
Noncitizens who have worked in the United States for a sufficient
period to qualify for Social Security disability income (20 quarters
of work) or old age benefits (40 quarters of work); asylees, refugees,
and noncitizens whose deportation has been withheld for not more
than five years after entering the United States; and noncitizens
who served in the United States armed forces and their spouses
and children will be exempt from this provision. In addition,
noncitizen children who are need of foster care or adoption assist-
ance who meet the eligibility requirements under current law will
be exempt from this provision.

INFORMATION REPORTING

(Sec. 7406)

At least four times a year, a State must submit a report to the
Immigration and Naturalization Service (INS) containing the name
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and address of any individual the State knows is unlawfully in the
United States.

PROHIBITION ON PAYMENT OF FEDERAL BENEFITS To CERTAIN
PERSONS

(Sec. 7407)

Illegal aliens will be ineligible for any Federal benefits with the
exception of:

(1) Emergency medical services;
(2) Short-term emergency disaster relief;
(3) School lunch;
(4) Benefits under the Child Nutrition Act of 1966; and
(5) Public health assistance for immunizations and the con-

trol of communicable diseases.

Effective Date

Upon date of enactment.

SUBTITLE 0-ADDITIONAL PROVISIONS RELATING TO
WELFARE REFORM

Chapter 1-Reductions in Federal Government Positions

REDUCTIONS

(Sec. 7411)

By December 31, 1995, the Secretary of Agrculture, Education,
Labor, Housing and Urban Development, and Health and Human
Services must submit a report to all relevant Congressional com-
mittees regarding the number full-time equivalent positions re-
quired by each agency to carry out the covered activities of the
agency after the enactment of this legislation. The Secretary of
each agency must take any actions that may be necessary, includ-
Ing reduction in force actions, to reduce the number of positions at
the agency in accordance with their report.

No later than July 1, 1996 the General Accounting Office (GAO)
must submit a report to the relevant Congressional committees re-

g arding the determinations made by each Secretary and whether
~rther reductions may be necessary.

REDUCTIONS IN FEDERAL BUREAUCRACY

(Sec. 7412)

The Secretary of Health and Human Services shall reduce by 75
percent the number of the full-time equivalent and full-time equiv-
alent management positions related to any program that has been
block granted under this act.

REDUCING PERSONNEL IN WASHINGTON, DC, AREA

(Sec. 7413)

The Secretary of Health and Human Services is encouraged to
reduce personnel at agency headquarters before reducing field per-
sonnel.
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Chapter 2--Block Grant for Social Services

Present Law
The Social Services Block Grant (Title XX) provides funds to

States in order to provide a wide variety of social services, includ-
Ing:-

(1) Child care;
(2) Family planning;
(3) Protective services for children and adults;
(4) Services for children and adults on foster care; and
(5) Employment services.

States have wide discretion over how they use Social Services Block
Grant funds. States set their own eligibility requirements and are
allowed to transfer up to 10 percent of their allotment to certain
Federal health block grants, and for low-income home energy as-
sistance (LIHEAP).

States can also use their block grant funds for staff training in
the field of social services. This includes training at workshops,
conferences, seminars, and educational institutions.

Funding for the Social Services Block Grant is capped at $2.8 bil-
lion a year. Funds are allocated among States according to the
State's share of its total population. No State matching funds are
required to receive Social Services Block Grant money.

Reasons for Change

Many of the functions funded under the Social Services Block
Grant are addressed by other existing programs. The General Ac-
counting Office (GAO) found evidence that States were transferring
the costs of certain services from the Social Services Block Grant
to other Federal programs. For example, child day care expenses
and foster care services were transferred to the AFDC and foster
care program for children who were AFDC eligible. These types of
transfers free up Title XX funds to provide other social services to
recipients who are not low-income and AFDC eligible.

During previous reductions to the Social Services Block Grant,
States have managed to keep funding the same kinds of services
by modifying eligibility criteria and targeting services to those most
in need.

The Committee believes that non-AFDC families who utilize the
child support enforcement system should pay a reasonable fee for
the services they receive. Currently, States and the Federal Gov-
ermient provide child support enforcement services for non-AFDC
families for only a nominal fee. The Federal Government pays for
the majority of the costs associated with providing child support
enforcement services to non-AFDC families. Therefore, working
class taxpayers are paying most of the cost to provide child support
enforcement services to non-AFDC families who may have even
more financial resources than the taxpayer.
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Summary of Principal Provisions

REDUCTION IN BLOCK GRANT FOR SOCIAL SERVICES
(Sec. 7421)

Beginning in FY 1997, the Social Services Block Grant will be re-
duced by 20 percent.

ESTABLISHING NATIONAL GOALS To PREVENT TEENAGE
PREGNANCIES
(Sec. 7422)

Not later than January 1, 1997, the Secretary of Health and
Human Services shall establish and implement a strategy for pre-
venting an additional 2 percent of out-of-wedlock births and assur-
Ing that 25 percent of the communities in the United States have
teenage pregnancy prevention programs In place. Not later than
June 30, 1998, and annually thereafter, the Secretary must report
on the progress of meeting the above goals.

Effective Date
Upon date of enactment.

Chapter 3-Foster Care Mainenne Payments Program

Present Law
Title IV-E of the Social Security Act is intended to help States

with foster care and adoption assistance programs for children that
are AFDC eligible. Title IV-E helps finance the monthly mainte-
nance paymen-Ls, administration, child placement services, and
training relative to foster care and adoption assistance.

Reasons for Change
The Committee believes that Title IV-E administrative costs are

rising at a rate that Is higher than what is necessary. The Title
W-E Foster Care program has a broad definition of administrative
costs. States have become more aware of this broad definition and,
consequently, more sophisticated in maximizing Federal funding
under the Title 1V-E Foster Care program.

The AFDC foster care caseload is expected to grow from 245,000
in 1994 t6--298,000 in 1999 (a 22 percent increase). At the same
time, the cost for AFDC foster care administrative and training
cost increased from $1.2 billion to $2.1 billion (an 83 percent in-
crease).

In the 1995 Red Book issued by the Diepartment of HIealth and
Human Services, the Inspector General'so ce recommended limit-
ing future increases in administrative costs to no more that 10 per-
cent a year. The state the reason for such action is because cur-
rent "open-ended'" legislation bas allowed administrative costs to
increase from_$400 million in FY 1988 to an estimated $1.2 billion
in FY 1994-approximately a 200 percent increase.

4.
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Summary of Principal Provision

:LIMITATION ON GROWTH OF ADMINISTRATIVE EXPENSES FOR FOSTER
CARE MAINTENANCE PAYMENTS PROGRAM

(Sec. 743 1)
The growth of States' costs for administering the Title WV-E Fos-

ter Care program will be limited to 10 percent a year.

Effective Date
Upon date of enactment..

Chapter 4-Mwlselaneous Provisions

EXEMPTION OF BATTERED INDIVIDUALS FROM CERTAIN
REQUIREMENTS

(Sec. 7441)

States will have the authority to exempt individuals who have
been battered or subject to extreme cruelty from the requirements
of the welfare provisions contained in this Act.

SENSE: OF TiE SENATE: ON LEGISLATiVE ACCOUNTABILITY FOR
UNFUNDED MANDATES IN WELFARE REFORM LEGISLATION

(Sec. 7442)
Prior to the Senate acting on the conference to H.R. 4 or any

other legislation containing welfare reform provisions, the Congres-
sional Budget Office (CBO) shall prepare a 7 year analysis of the
conference report detailing the costs to the States of implementing
this legislation.

SENSE OF THE SENATE REGARDING ENFORCEMENT OF STATUTORY
RAPE LAWS

(Sec. 7443)

Sense of the Senate that States and local jurisdictions should ag-
gressively enforce statutory rape laws.
SANCTIONING FOR TESTING POSITIVE FOR CONTROLLED SU STANCES

(Sec. 7444)

States shall not be prohibited by the Federal Government from
sanctioning welfare recipients who test positive for use of controlled
substances.

ABSTINENCE EDUCATION

(Sec. 7445)

The Child and Maternal Health Block Grant authorization has
been increased by $75 million a year to provide States with funds
for abstinence education.
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FRAuD UNDER MEANS-TESTED WELFARE AND PUBLICASSISTANCE
PROGRAMS

(Sec. 7446)
An individual can not receive an increase in their benefit under

an federally funded means-tested program if the increase is a re-
suit of loss of income due to being sanctioned under any Federal,
State, or local means-tested program.
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UBIThE H-REFORM OFTH EARNED INCOME TAX

(Secs. 7460-7466 of the bill and sections 32, 6213(gX2), 6696 and
6701 of the Code)

Present Law
In general

Under present law, certain eligible low-income workers are enti-
tled to claim the earned income tax credit (EITC). The EITC is a
"refundable" tax credit, meaning that the EITC first offsets an in-
come taxes owed by an individual and then the remaining El¶ is
paid by check from the Federal Government. The amount of the
ElITC depends upon whether the individual has one, more than
one, or no qualifying children and is determined by multiplying the
applicable credit rate by the individual's earned income up to a
maximum earned income amount. The maximum credit is the prod-
uct of the credit rate and the maximu earned income amount.

The EITC is phased out at certain income levels. The maximum
credit is reduce d by phaseout rate multiplied by the amount of
earned income (or AGI, 'if heater) in excess of thebeing phase-
out income amount. For individuals with earned income (rAGI,
if greater) in excess of the ending phaseout income amount, no
credit is allowed. The maxium earned income amount and the be-
ginning6phaseout income amount are indexed for inflation. The
ending phaeut amount will also increase if there is inflation.

As enace in Public Law 104-7 (H.R. 831), for taxable years be-
ginmng afte December 31, 1995, an individual is not eligible for

the EITC if the individual's total amount of "disqualified income"
for the taxable year exceeds $2,350. Disqualified income is the sum
of:.

(1) interest (taxable and tax-exempt),
(2) dividends, and
(3) net rent and royalty income (if greater than zero).The p arameters for the EITC depend upon the number of quali-

Xfyin hlrnteidvdual claims. For 1995 the parameters are
~sflows:

(137)
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Two or
more qual-. One q&f- N quality -N

yng chile ing child tug c~kidrXn

Credit R a te........ 36.00% 34.00% 7.65%
Maximum earned income amount

for calculating credit ........... $80640 $6,160 $4100O
Maximum Credit................ $3,110 $2,094 $314
Phaseout begins.................$111,290 $11,290 $5,130
Phaseout ends ........................... $26,673 $24,396 $9,230
Phaseout rate............................ 20.22% 15.98% 7.65%

Note:- The maximum credit equals the credit rate times the maximum earned in-
come amount (for example, 36 percent of $8,640 is $3,110).

For 1996, the parameters are as follows
jections expressed In 1996 dollars):

(dollar amounts are pro-

Two or
more quail. One quality- No qualify-
tying chil- lug child ing children

drvn

Credit Rate.............. *............ 40.00% 34.00% 7.65%
Maximum earned income amount

for calculating credit.................. $8,910 $6,340 $4,230
Maximum Credit ........................ $39564 $2,156 $324
Phaseout begins......................... $11,630 $11,630 $5,290
Phaseout ends ........................... $28,553 $25,119 $9,520
Phaseout rate .................. 21.06% 15.98% 7.65%

For years after 1996, the credit rates and phaseout rates will be
the same as in the preceding table.
Eligbility

In order to claim the EITC, an individual must either have a
qualifying child or meet other requirements. A qualifying child
must meet a relationship test, an age test, an identification test,
and a residence test.

In order to claim the EITC without a qualiyng child, an individ-
ual must not be a dependent and must be over age 24 and under
age 65. In addition, the individual's principal place of abode must
be located in the United States for more than one-half of the tax-
able year. For purpses of this test, a member of the Armed Forces
stationed outside the United States on extended active duty is con-
sidered to be maintaining a principal place of abode in the United
States.

To satisfy the identification test, individuals must include on
their return the name and age of each qualifying child. For returns
filed with respect to tax year 1995, individuals must provide a tax-
payer identification number (TIN) for all qualifying children who
were born on or before October 31, 1995. For returns filed with re-
spect to tax year 1996, individuals must provide TINs for all quali-
fyng children born on or before November 30, 1996. For returns
filec-with respect to tax year 1997 and all subsequent years, indi-
viduals must provide TI~s for all qualifying children, regardless of
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their age. An individual's TIN is generally that individual's Social
Security number. Some individuals are exempt from Social Security
taxes because of their religious8 beliefs. These individuals do not
have a Social Security numblrer; instead, the Internal Revenue Serv-
ice administratively assigns them a taxpayer identification number.
Math errors

The IRS may assess additional tax due as a result of a math
error without sending an individual a notice of deficiency and giv-
Ing the Individual an opportunity to petition the Tax Court. Where
the IRS uses this assessment procedure for a math error, the indi-
vidual must be given an explanation of the asserted error and a pe-
riod of 60 days to request that the IRS abate its assessment.Th
IRS may not proceed to collect the amount of the assessment until
the individual has agred to it or has allowed the 60-day period for
objecting to expire. If the individual files a request for abatement
of the assessment specified in the notice, the IRS must abate the
assessment. Any reassessment of the abated amount is subject to
the ordinary deficiency procedures. The request for abatement of
the assessment is the only procedure an individual may use prior
to paying the assessed amount in order to contest an assessment
arising out of a math error. Once the assessment is satisfied, how-
ever, the individual may file a claim for refund if he/she believes
the assessment was made in error.
Return preparer penalties

An income tax return preparer is subject to a penalty of $250 if
any part of an understatement of tax on a return or refund claim
is due to the return preparer's taking a position for which there
was not a realistic possibility of the position being sustained. The
return preparer must have known (or reasonably should have
known) of the unrealistic position and not disclosed that position.
In addition an income tax return preparer is subject to a penalty
of $1,000 Wt any part of an understatement of tax on a return or
refund claim is due to the return preparer's willful attempt in any
manner to understate tax or negligent or intentional disregard of
rules and regulations. An income tax return preparer is also sub-
ject to a penalty of $50 for each failure to (1) furnish a copy of a
return or refund claim to the individual; (2) sign the return or re-
fund claim; (3) furnish his or her identifying number; (4) furnish
certain copies or lists of returns or refund claims; or (5) file certain
information returns regarding his or her employees. In addition,
tax preparers who endorse or negotiate checks made to individuals
pay a penalty of $500 for each check endorsed or cashed.

Reasons for Change
The EITO is a unique means-tested entitlement program in that

it is administered through the tax code. The Committee is con-
cerned that this feature has led to the EITO being not well-tar-
geted to the neediest individuals. Unlike other means-tested enti-
tlement programs which look to a wide-range of factors to deter-
mine eligibility, individuals have been able to use certain provi-
sions in the tax code to lower their AGI and claim the EITC even
though they are not the intended beneficiaries of the program. The
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Committee also, believes recent findings of fraud and abuse in the
EITC program indicate that reform of this rapidly expanding pro-
gram is needed.

One way to improve the targeting of the credit to the neediest
individuals is by expanding the definition of income used In phas-
imng out the EITC. The Committee believes that the definition of

Caused currently in phasing out the EITC is too narrow and dis-
regards other components of an individual's income level. Broaden-
ing the definition of AGI used in phasing out the EITC will prevent
p ersons with substantial income from sources other than earnings
from claiming the EITC. Tax-exempt interest, untaxed Social Secu-
rity benefits, and untaxed distributions from pensions, annuities
and individual retirement arrangements increase individuals' abil-
ity-to-pay and reduce the need for a tax credit. Similarly, denying
losses reported on Schedules C, D, E, and F for purposes of deter-
mining an individual's eligibility for the EITO willaso help deter-
mine whether participation in this entitlement program is appro-
priate.

The Committee believes that individuals with substantial assets
could use proceeds from the sale of those assets rather than the
EITO to support consumption in tines of low Income. Transfer pro-
grams such as AFDC, food stamps, and Medicaid have asset tests
for determining eligibility. Such programs also have caseworkers
available to make determinations about the assets owned by a po-
tential claimant. In the case of the EITC, the Internal Revenue
Service does not have caseworkers to assess the balance sheets of
millions of individuals, and it does not currently have information
on most individuals' assets. Therefore, in order to a pply a proxy for
an asset-based test, the recently enacted disqualifled income test
concentrates on the returns generated by those assets. Interest,
dividend, and net rental and royalty income represent flows of in-
come from assets that represent wealth of an individual. The Com-
mittee believes that net capital gains and other passive income rep-
resent other flows of income from assets that could be liquidated
to support current consumption.

The method for phasing out the credit will be changed. Under
present law, in 1996, individuals with two or more qualifying chil-
dren would be able to claim the EITC even if they have AGI as
hig as $28,553. Individuals with one qualifying child would be
able to claim the EITC even if they have AGI as high as $25,119.
The Committee believes that individuals with this level of income
should not benefit from an entitlement program distributed
through a tax credit. Redesilningtepaouwilragtth
EITC entitlement program to lwincome working families.

From its inception in 1975 to 1993, the EITC was only available
to individuals with qualifying children. A provision in the Omnibus
Budget Reconciliation Act of 1993 extended the EITC to certain in-
dividuals without qualifying children for taxable years beginning
after December 31, 1993. The Committee believes that the EITC
should be targeted to individuals with qualifying children, as was
the case for the first 19 years of the program.

The Committee believes that individuals who are unauthorized
to work in the United States should not be able to claim the EITC.
To enforce the requirement that EITC claimants and their qualify-
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Ing children have proper Social Security numbers and to insure
that EITC claimants have paid se1f~mpioyment taxes on any self-
employment Income used to qualify for the EITC, the Committee
believes the Internal Revenue Service should be able to use the
streamlined procedures it currently uses for math and clerical er-
rors.

Finally, the Committee believes that strong measures should be
taken to deter income tax return preparers from fiing fraudulent
claims for the EITC and other tax matters. To this end, penalties
for illegitimate claims are doubled.

Explanation of Provision
Modify definition of adjusted gross income used for phasing out the

credit
The adjusted gross income (MGM" amounts over which the EITC

is phased out would be modified by:
A. Including the following items:

(1) tax-exempt interest;
(2) Social Security benefits not subject to income tax;
(3) nontaxable distributions from pensions, annuities,

and individual retirement arrangements; and
(4) child support received, excluding the first $6,000 re-

ceived per year. This amount is not indexed for inflation.
B. Excludging the following items:

(1) net capital losses;
(2) net losses from sole proprietorships (other than in

farming);
(3) net losses from sole proprietorships 'in farming;
(4) net losses from other trades or businesses; and
(5) net losses from nonbusiness rents and royalties.

Change in definition of disqualified income
For puposes of the disqualified income test (the "wealth test")

added by Public Law 104-7(H.R 831), for taxable years beginning
after December 31, 1995, the following items would be added to the
definition of disqualified income: net capital gain income (if greater
than zero) and net passive income (if greater than zero).
Phasing out the EITC over fixed dollar ranges

The method of phasing out the EITC would be changed. Rather
than specifying a phaseout rate, the EITC would be phased out
over fixed dollar income ranges. The maximum amount of EITC
that an individual may claim would be reduced by a certain per-
centage for each $100 (or portion thereof) by which the individual's
earned income (or modified AGI, if ~erater exceeds the applicable
phaseout income amount. For individual with one qualifying child,
the applicable prcentage would be 0.86 percent, meaning that the
EITC would be phased out over an income range of $11,600. For
individuals with more than one qualifying child, the a pp icable per-
centage would be 0.66 percent, meaning that the ElITC would be
phased out over an income range of $15,100. These phaseout
ranges are not indexed for inflation. Both the maximum earned in-
come amount used for calculating the EITC and the income
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amounts at which the EMT phaseout begins would continue to be
indexed for inflation.
Maintain credit rate for individuals with two or more qualifying

children at 1995 levels
The Increase in the credit rate for individuals with two or more

qualifying children that was to take effect in 1996 Is repealed. The
credit rate for individuals with two or more children would con-
tinue at 36 percent for 1996 and following years.
Repeal the EITC for individuals without qualifying children

In order to claim the EITC, an individual must have a qualifying
child.
Earned income tax credit denied to individuals not authorized to be

employed in the United States
Only individuals who are eligible to work in the United States

would be eligible for the EITF.l Individuals claiming the EITO
would be required to provide a valid Social Security number for
themselves (and, if married, their spouse's taxpayer identification
number) and qualifying children. Social Security numbers would
have to be valid for employment purposes in the United States. In-
dividuals residing in the United States illegally would not be eligi-
ble for the EITC.
Use math error procedures for certain omissions

If an individual fails to provide a correct taxpayer identification
number, such omission would be treated as a math error. This
treatment would allow the Internal Revenue Service to use simpler
procedures to resolve questions about the validity of a Social Secu-
rity number. These procedures would also be allowed in instances
of individuals who claim the EITO and fail to pay self-employment
taxes.
Double civil penalties applicable to income tax return preparers and

improve compliance
In the case of civil penalties applicable to income tax return pre-

parers, the penalties would be doubled. In addition, the Secretary
of the Treasury is encouraged to use the maximum review process
that is administratively feasible to ensure that originators of elec-
tronic returns involving the EITO comply with the law.

With these changes, the parameters of the EITO for 1996 are as
follows:
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Two or
more qluailChae quallif - No qualify.
tring chiewe ig child ing cbildr~n

dien

Credit R ate....... 36.00% 34.00% 0.00%
Maximum earned income amount

for calculating credit ..... 909* $80910 $6,340 $0
Maximum credit ................ $3,208 $2,156 $0
Phaseout begins ................ $111,630 $11,630 $0
Phaseout ends ........................... $269731 $23,231 $0
Percent credit reduced per $100

above beginning phaseout
amount ................................. 0.66% 0.86% 0.00%

Effective Date
The provision is effective for taxable yearsbenng after Do-

comber 31, 1995.

SUBTTLEI-INCREASE IN PUBLIC DEBT LIMI
(Sec. 7471)

Current Law
The statutory limit on the public debt currently is $4.9 trillion.

It was set at this level permanently in P.L. 103-66, enacted into
law on August 10, 1993. The current debt limit will expire some-
time in October or November 1995.

Reasene for Change
When the permanent debt limit is reached in October or Novem-

ber 1995, the Treasury will no longer b able to meet the Federal
Government's financial obligations and to manage the debt effec-
tively.
,_ The Committee believes it is imperative to increase the debt
limit on a permanent basis to facilitate the smooth functioning of
the Federal Government and to prevent any disruption of financial.
markets.

Explanation of Provision
The bill increases the statutory limit on the public debt to $5.5

trillion. The new debt limit has no expiration date.
Effective Date

The provision is effective on the date of enactment.

SUBTITLE J-CORRECTION OF COST-OF-LIVING
ADJUSTMENTS

(Sec. 7481)

Current Law
Some of the largest Federal etlments programs with auto-

matic cost-of-living ad*ustments(COLAs) linked to the Consumer
Price Index are Wider Fiance Committee jurisdiction. These pro-
grams are:
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1. Social Security and Railroad Retirement;
2. Supplemental Security Income; and
3. Earned Income Tax Credit.

Automatic adjustments tied to the CPI also affect revenues. In-
come tax brackets, standard deductions and personal exemptions
are under the Jurisdiction of the Finance Committee.

Explanation of Provision
The accuracy of the CPI as a measure of changes in the cost of

living has a great impact on the Federal budget because automatic
cost-of-living increases for Federal retirement programs are based
on the CPI.l-n addition, Federal income taxes are automatically ad-
justed using the CPI. For these reasons, the budget resolution for
IFY 96 called for the establishment of a non-partisan commission on
the CPI. This commission p resented an interim report in Septem-
ber 1995 and will reach its final conclusions in June 1996.

The bill includes a sense of the Senate that all cost-of-living ad-
justments required by Federal law should be corrected as soon as
possible to accurately reflect future changes in the cost of living.
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Statutory Language of Provisions
Approved by the Committee

on September 29, 1995

(163)





TITLE VII-COAMMITE ON FINANCE
SEC. 7000. REFERENCES; TABLE OF CONTEMT.

(a) AmENDMENToSTO SCIAL SECURITY ACT.-Except as other-
wi~se specifically provided, whenever in subtitles A through G ofthis ttite an amendment is expressed in terms of an amendment to
or repeal of a section or other provison, the reference shall be con-
sider~ed to be made to that section or other provision of the Social
Security Act.

(b) REFERENCES To OBRA.-In this title, the terms "OBRA-
1986" uOBRA-1987", "OBRA-1990", and "OBRA-1993" refer to the
Omniibus Budget Reconciliation Act of 1986 (Public Law 99-509),
the Omnibus Budget Reconciliation Act of 1987 (Public Law 100-
203), the Omnibus Budget Reconciliation Act of 1989 (Public Law
10 1-239), the Omnibus Budget Reconciliation Act of 1990 (Public
Law 101-508), and the Omnibus Budget Reconciliation Act of 1993
(Public Law 103-66), respectively.

(c) TABLE OF CONTENTS OF SUBTITLES A THROUGH J.-The
table of contents of subtitles A through J of this title is as follows:

TITLE VII--COMMITTEE ON FINANCE
Sec. 7000. References; table of contents.

Subtitle A-Medi.are
CHAPTER 1-MEDICARE CHOICE PLANS

SUBCHAPTER A-ESTABLISHMENT OF MEDICARE CHOICE PLANS

Sec. 7001. Medicare choice lane.
Sec. 7002. Treatment of 1876orato.
Sec. 7003. Special rule for calcuation of payment rates for 1996.

SUBCHAPTER B-TAX PROVISIONS RELATING TO MEDICARE CHOICE PLANS

*Sec. 7006. Medicare Choice Accounts.
Sec. 7007. Certain rebates included in gross income.

CHAPTER 21-PROVISIONS RELATING TO PART A

SUBCHAPTER A-GENERAL PROUD SIONS RELATING TO PART A

Sec. 7011. PPS hospital payment update.
Sec. 7012. PPS-exempt hospital ents.
Sec. 7013. Capital payments for PPShospitas.
Sec. 7014. Disproportionate share hospital payments.
Sec. 7015. Indirect medical education payments.
Sec. 7016. Graduate medical education and disproportionate share payment adjust-

ments for medicare choice.
Sec. 7017. Payments for hospice services.
Sec. 7018. Extending Medicare coverage of, and application of hospital insurance

tax to, ai State and local government employees.
SUBCHLAPTER B-PAYMENTS TO SKILLED NURSING FACILITIES

Sec. 7031. Payments for routine service costs.
Sec. 7032. Incentives for cost-effective management of covered non-routine services.

(165)
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7033.
7034.
7035.
7036.
7037.
7038.

7041.
7042.

7043.
7044.
7045.
7046.
7047.
7048.
7049.
7050.
7051.
7052.
7053.
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Pamnsfor routine service costs.
Reutin in payment for capio.l-related costs.

Treatment of items and services paid for under part B.
Medical review process.
Report by Prospective Payment Assepssment Commission.
Effctive date.

CHAPTER 3-PRovisioNs RELATING TO PART B
Payments for physicians' services.
Elimination of formula-driven overpayments for certain outpatiei
pital services.

Payment for clinical laboratory diagnostic services.
Durable medical equipment.
Updates for orthotics and prosthetics.
Payments for capital-related costs of outpatient hospital services.
Payments for non-capital costs of outpatient hospital services.
Updates for ambulatory surgical services.

Payment for ambulance services.
Physician supervision of nurse anesthetists.
Part B deductible.
Part B premium.
Increase in medicare part B premium for high income individuals.

int hos-

CHAPTER 4-PROVISIONS RELATING TO PARTS A AND B

SUBCHAPTER A--GENERAL PROVISIONS RELATING TO PARTS A AND B

Sec. 7055. Secondary payor provisions.
Sec. 7056. Treatment of assisted suicide.
Sec. 7057. Administrative provisions.

SUBCHAPTR B-PAYMENTS FOR HOME HEALTH SERVICES

Sec. 7061. Payment for home health services.
Sec. 7062. Maintaining savings resulting from temporary

creases for home health services.
Sec. 7063. Extension of waiver of presumption of lack of

from coverage for home health agencies.

freeze on payment in-

knowledge of exclusion

CHAPTER 5-RURAL AREAS

Sec. 7071. Medicare-dependent, small, rural hospital payment extension.
Sec. 7072. Medicare rural hospital flexibility program.
Sec. 7073. Establishment of rural emergency access care hospitals.
Sec. 7074. Additional payments for physicians' services furnished in shortage areas.
Sec. 7075. Payments to physician assistants and nurse practitioners for services

furnished in outpatient or home settings.
Sec. 7076. Demonstration projects to promote telemedicine.
Sec. 7077. PROPAC recommendations on urban medicare dependent hospitals.

CHAPTER 6-HEALTH CARE FRAUD AND ABUSE PREVENTION

Sec. 7100. Short title.

SUBCHAPTER A-FRAUD AND ABUSE CONTROL PROGRAM

Sec.
Sec.

7102.

7103.

Fraud and abuse control pro gr am.
Application of certain health anti-fraud and abuse sanctions to fraud

and abuse against Federal health programs.
Health care fraud and abuse guidance.

SUBCHAPTR B-REVISIONS TO CURRENT SANCTIONS FOR FRAUD AND ABUSE

Sec. 7111. Mandatory -exclusion from participation in medicare and State health
care programs.

Sec. 7112. Establishment of minimum period of exclusion for certain individuals
and entities subject to permissive exclusion from medicare and State
health care programs.

Sec. 7113. Permissive exclusion of individuals with ownership or control interest in
sanctioned entities.

Sec. 7114. Sanctions against practitioners and persons for failure to comply with
statutory obligtions.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
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Sec. 7115. Intermediate sanctions for medicare health maintenance organizations.
Sec. 7116. Clarification of and additions to exceptions to anti-kickback penalties.
Sec. 7117. Effective date.

SUBCHAPTER C--AIDMINISTRATIVE AND MISCELLANEOUS PROVISIONS

Sec. 7121. Establishment of the health care fraud and abuse data collection pro-
gram.

SUBCHAPTER D--CIVIL MONETARY PENALTIES

Sec. 7131. Social Security Act civil monetary penalties.

SUBCHAPTER E-AMENDMENTS TO CRIMINAL LAW

Sec. 7141. Health care fraud.
Sec. 7142. Forfeitures for Federal health care offenses.
Sec. 7143. Injunctive relief relating to Federal health care offenses.
Sec. 7144. Grand jury disclosure.
Sec. 7145. False statements.
Sec. 7146. Obstruction of criminal investigations of Federal health care offenses.
Sec. 7147. Theft or embezzlement.
Sec. 7148. Laundering of monetary instruments.
Sec. 7149. Authorized investigative demand procedures.

SUBCHLAPTER F-STATE HEALTH CARE FRAUD CONTROL UNITS

Sec. 7151. State health care fraud control units.

CHAPTER 7--O'rHER PROVISIONS FOR TRUST FUND SOLVENCY

SUBCHAPTER A-GENERAL PROVISIONS

Sec. 7171. Conforming age for eligibility under medicare to retirement age for so-
cial security benefits.

Sec. 7172. Nondischargeability of certain medicare debts.
Sec. 7173. Transfers of certain part B savings to hospital insurance trust fund.

SUBCHAPTER B-BUDGET EXPENDITURE LIMITING TOOL

Sec. 7175. Budget expenditure limiting tool.

Subtitle B-Transformation of the Medicaid Program
Sec. 7190. Short title.
Sec. 7191. Transformation of medicaid program.
Sec. 7192. Medicaid drug rebate program.
Sec. 7193. Waivers.
Sec. 7194. Children with special health care needs.
Sec. 7195. CBO reports.

Subtitle C-Block Grants for Temporary Assistance for Needy Families
Sec. 7200. Short title.
Sec. 7201. Block grants to States.
Sec. 7202. Services provided by charitable, religious, or private organizations.
Sec. 7203. Limitations on use of funds for certain purposes.
Sec. 7204. Census data on grandparents as primary caregivers for their grand-

children.
Sec. 7205. Study of effect of welfare reform on grandparents as; primary caregivers.
Sec. 7206. Development of prototype of counterfeit-resistant social security card re-

q uired.
Sec. 7207. Disclosure of receipt of Federal funds.
Sec. 7208. Modifications to the job opportunities for certain low-income individuals

program.
Sec. 7209. Demonstration projects for school utilization.
Sec. 7210. Corrective compliance plan.
Sec. 7211. Parental responsibility contracts.
Sec. 7212. Expenditure of Federal funds in accordance with laws and procedures

applicable to expenditure of State funds.
Sec. 7213. Conforming amendments to the Social Security Act.
Sec. 7214. Conforming amendments to the Food Stamp Act of 1977 and related pro-

visions.
Sec. 7215. Conforming amendments to other laws.
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Sec. 7216. Secretarial submission of legislative proposal for technical and conform-
ing amendments.

Sec. 7217. Effective date; transition rule.
Subtitle D6-Supplemental Security Income

CH~APTRrnI1-Euo~rnurrRESTRICTIONS
Sec. 7251. Denial of supplemental security income benefits by reason of disability

to dru addicts and alcoholics.
Sec. 7262. Denial of SSI benefits for 10 years to individuals found to have fraudu-

lently misrepresented residence in order to obtain benefits simulta-
neously in 2 or more States.

Sec. 7253. Denial of 881 benefits for fugitive felons and probation and parole viola-
tors.

Sec. 7264. Effective dates; application to current recipients.
CHAPTER 2-BaNEzFrm FOR DISABLED CHILDREN

Sec. 7261. Definition and eligibility rules.
Sec. 7262. Eligibility redeterminations and continuing disability reviews.
Sec. 7263. Additional accountability requirements.

CHAPTER 3-TUDIES REGARDING SUPPLEMEwn'I SECURITY INCOME PROGRAM

Sec. 7271. Annual report on the supplemental security income program.
Sec. 7272. Improvements to disability evaluation.
Sec. 7273. Study of disability determination process.
Sec. 7274. Study by General Accounting Office.

CHAPTER 4-NATIONAL COMMISSION ON THE FUTURE OF DISBILIT

Sec. 7281. Establishment.
Sec. 7282. Duties of the Commission.
Sec. 7283. Membership.
Sec. 7284. Staff and support services.
Sec. 7285. Powers of Commission.
Sec. 7286. Reports.
Sec. 7287. Termination.

CHAPTER 5-STATE SUPPLEMENTATION PROGRAMS

Sec. 7291. Repeal of maintenance of effort requirements applicable to optional
State programs for supplementation of 881 benefits.

CHAPTER 6-RETIRMENT AGE ELIGIBIIT
Sec. 7295. Eligibility for supplemental security income benefits based on social se-

curity retirement age.
Subtitle E--Child Support

CHAPTER 1-ELIGIBILITY FOR SERVICES; DISTRIBUTION OF PAYMENTS
Sec. 7301. State obligation to prvidea child support enforcement services.
Sec. 7302. Distribution of chil*sp~port collections.
Sec. 7303. Ri hts to notification and hearings. -

Sec. 7304. Privacy safeguards.

CHAPTER 2-LOCATE AND CASE TRACKING
Sec. 7311. State case registry.
Sec. 7312. Collection and disburement of support payments.
Sec. 7313. State directory of new hires.
Sec. 7314. Amendments concerning income withholding.
Sec. 7315. Locator information from interstate networks.
Sec. 7316.' Expansion of the Federal parent locator service.
Sec. 7317. Collction and use of social security numbers for use in child support en-

forcement.

CHAPTER 3-TREAMLINIG AND UNIFORMITY OF PROCEDURES

Sec. 7321. Adoption of uniform State laws.
Sec. 7322. Improvements to full faith and credit for child support orders.
Sec. 7323. Administrative enforcement in interstate cases.
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Sec. 7324. Use of forms in interstate enforcement.
Sec. 7325. State laws providing expedited procedures.

CHAPTER 4-PATERNIr ETY Eus~mNiT
Sec. 733 1. State laws concerning paternity establishment.
Sec. 7332. Outreach for voluntary paternity establishment.
Sec. 7333. Cooperation by applicants for and recipients of temporary family assist-

ance.
CHAPTER 5-PROGRAM ADMINSTRATION AND FUNDING

Sec. 7341. Performance-based incentives and penalties.
Sec. 7342. Federal and State reviews and audits.
Sec. 7343. Required reporting procedures.
Sec. 7344. Automate aa processing requirements.
Sec. 7345. Technical assistance.
Sec. 7346. Reports and data collection by the Secretary.

CHAPTER 6-EsTABLisHmFENT AND MODIFICATION OF SUPPORT ORDERS

Sec. 7351. National Child Sup~port Guidelines Commission.
Sec. 7352. Simplified process for review and adjustment of child support orders.
Sec. 7353. Furnishing consumer reports for certain purposes relating to child sup-
Sec. 7354. 11onliabilit fo eoioyintttospoiing financial records to

State child support enforcement agencies in child support cases.
CHAPTER 7-ENFORCEmENT OF SUPPOiRTRDOIERS

Sec. 7361. Internal Revenue Service collection of arrearages.
Sec. 7362. Authority to collect support from Federal employees.
Sec. 7363. Enforcement of child support obligations of member of the armed forces.
Sec. 7364. Voiding of fraudulent transfers.
Sec. 7365. Workirequirement for persons owing child support.
Sec. 7366. Definition of support order.
Sec. 7367. Reporting arrearages to credit bureaus.
Sec. 7368. Liens.
Sec. 7367. State law authorizing suspension of licenses.
Sec. 7370. Denial of passports for nonpayment of child support.
Sec. 7371. International child support enforcement.
Sec. 7372. Denial of means-tested Federal benefits to noncustodial parents who are

Sec. 373.delinquent in payig child support.trbs
Sec 733.Child support enfbcment for Indiantrbs

Sec. 7374. Financial institution data matches.
Sec. 7375. Child support enforcement fees for non-assistance families.
Sec. 7376. Enforcement of orders against paternal grandparents in cases of minor

parents.
Sec. 7377. Sense of the Senate regarding the inability of the non-custodial parent

to pay child support.
CHAPTvER 8-MEDICAL SUPPORT

Sec. 7378. Technical correction to ERISA definition of medical child support order.
Sec. 7379. Enforcement of orders for health care coverage.

CHAPTER 9--ENHANCIN RESPONSIBILITY ANID OPPORTUNITY FOR NONRESIDENTIAL
PARENTS

Sec. 7381. Grants to States for access and visitation programs.

CHAPTER 10-EFFECT OF ENACTMENT
Sec. 7391. Effective dates.

Subtitle F-Noncitizens
Sec. 7401. State option to prohibit assistance for certain aliens.
Sec. 7402. Deemed income requirement for Federal and federally funded programs.
Sec. 7403. Requirements for sponsor's affidavit of support.
Sec. 7404. Limited eligibility of noncitizens for SSI benefits.
Sec. 7405. Treatment of noncitizens.
Sec. 7406. Information reporting.
Sec. 7407. Prohibition on payment of Federal benefits to certain persons.

ummommossom Bob" bm I
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Subtitle 0-Additional Provisions Relating To Welfare Reform

CHAPTER 1-REUTIOnNS IN FEDRAL GOVERNMENT POSITIONS
Sec. 7411. Reductions.
Sec. 7412. Reductions in Federal bureaucracy.
Sec. 7413. Reducing personnel in Washington, D.C. area.

CHAPTER 2-BwocK GRANT FOR SOCIAL SERVICES.
Sec. 7421. Reduction in block grant for social services.
Sec. 7422. Establishing national goals to prevent teenage pregnancies.

CHAPTER 3.-FOSTER CARE MAINTENANCE PAYMENTs PROGRAM
Sec. 7431. Limitation on growth of administrative expenses for foster care mainte-

nance payments program.
CHAPTER 4-MISCELLANEOUS PROVISIONS

Sec. 7441. Exemption of battered individuals from certain requirements.
Sec. 7442. Sense of the Senate on legislative accountability for unfhmded mandates

in welfare reform legislation.
Sec. 7443. Sense of the Senate regarding enforcement of statutory rape laws.
Sec. 7444. Sanctioning for testing positive for controlled substances.
Sec. 7445. Abstinence education.
Sec. 7446. Fraud under means-tested welfare and public assistance programs.

Subtitle H-Reform of the Earned Income Tax Credit
Sec. 7460. Amendment of 1986 code.
Sec. 7461. Earned income credit denied to individuals not authorized to be em-

ployed in the United States.
Sec. 7462. Repeal of earned income credit for individuals without children.
Sec. 7463. Modification of earned income credit amount and phr-seout.
Sec. 7464. Rules relating to denial of earned income credit on basis of disqualified

income.
Sec. 7465. Modification of adjusted gross income definition for earned income cred-

it.
Sec. 7466. Provisions to improve tax compliance.

Subtitle I-Increase in Public Debt Limit
Sec. 7471. Increase in public debt limit.

Subtitle J-Correction of Cost of Living Adjustments
Sec. 7481. Sense of the Senate regarding correction of cost of living adjustments.
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Subtitle A-Medicare
CHAPTER 1-MEDICARE CHOICE PLANS

Subchapter A-Establishment of Medicare Choice Plans
SEC, 7001. MEDICARE CHOICE PLANS.

(a) Title XVIII of the Social Security Act (42 U.S.C. 1396 et
seq.) is amended by adding at the end the following new part:

"PART D-MEDICARE CHOICE PLANS

"SUBPART 1-DEFINITIONS

"Sec. 1895A. Definitions.

"SUBPART 2--ENTIITLEMENT OF MEDICARE CHOICE ELIGIBLE INDIVIDUALS TO HEALTH
CARE CHOICES

"Sec. 1895B. Entitlement to medicare choices.
"Sec. 1895C. Enrollment procedures.
"Sec. 1895D. Effect of enrollment.

"SUBPART 3--MEDICARE CHOICE PLAN REQUIREMENTS

"Sec. 1895G. Availability and enrollment.
"Sec. 1895H. Benefits provided to individuals.
"Sec. 18951. Licensing and financial requirements.
"Sec. 1895J. Health plan standards.

"SUBPART 4--DETERMINATION OF MEDICARE PAYMENT AMOUNTS AND REBATES

"Sec. 1895M. Medicare payment amounts.
"Sec. 1895N. Premiums and rebates.
"Sec. 18950. Payments to plan sponsors.

"SUBPART 5--CONTRACTUAL AUTHORITY; TEMPORARY CERTIFICATION; REGULATIONS

"Sec. 1895P. General permission to contract.
"Sec. 1895Q. Renewal and termination of contract.
"Sec. 189511L Temnporar certification process for coordinated care plans.
"Sec. 18958. Regulations.

"Subpart 1-Definitions
"SEC. 1895A. DEFINITIONS.

"(a) MEDICARE CHOICE PLAN.-In this part-
"(1) IN GENERAL.-The term 'medicare choice plan' means

an eligible health plan with respect to which there 15 a contract
in effect under this art to provide health benefits coverage to
medicare choice eligible individuals.

"(2) MEDICARE CHOICE PLAN SPONSOR.-The terms 'medi-
care choice plan sponsor' and 'p lan sponsor' mean a public or
private entity which establishes or maintains a medicare
choice plan.
"(b) TERMS RELATING To HEALTH PLANs.-In this part:-

"(1) ELIGIBLE HEALTH PLAN.-
"(A) IN GENERAL.-The term 'eligible health plan'

means a policy, contract, or plan which is capable of pro-
viding health benefits coverage of items and services pro-
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vided under the traditional medicare program to medicare
choice eligible Individuals.

"(B) TYPES OF INSURANCE.--The term 'eligible health
Elan' shall include any of the following types of plans of
ealth insurance:

"(I) INDEMNITY OR FEE-FOR-SERVICE PLANS.-Pri-
vate indemnity plans that reimburse hospitals, physi-
cians, and other providers on the basis of a privately
determined fee schedule.

"(ii0 COORDINATED CARIE PLANs.-Private managed
or coordinated care plans which provide health care
services through an Integrated network of providers,
includin-

f'56) qualified health maintenance organiza-
tions as defined in section 13 10(d) of the Public
Health Service Act; and

"(11) preferred provider organization plans,
point of service plans, provider-sponsored network
plans, or other coordinated care plans.
"(III) HIGH DEDUCTIBLE PLAN IN CONNECTION WITH

MEDICARE MEDICAL SAVINGS ACCOUNT.-A high deduct-
ible health plan that-

"(I requires an individual to pay a minimum
annual per person deductible for insured medical
expenses equal to at least $3,000;

"(11) has an annual limit on the aggregate de-
ductible, coinsurance, and copayments an individ-
ual is required to pay for insured medical ex-
penses which does not exceed $6,000; and

"(VII) is operated in connection with a medi-
care choice account described in section 137(b) of
the Internal Revenue Code of 1986.
"(IV) OTHER HEALTH CARE PLANs.-Any other pri-

vate plan for the deliver of health care items and
services that is not described in clause (I), (ii), or (III).

"1(2) UNION OR ASSOCIATION PLAN.-
"(A) IN GENERAL.-The term 'union or association plan'

means an eligible health plan with a union sponsor, a
Taft-Hartley sponsor, or a qualified association sponsor
that-

"(I) is organized for purposes other than to market
a health plan;

"(ii may not condition its membership on health
status, health claims experience, receipt of health
care, medical history, or lack of evidence of insurabil-
ity of a ptential member

"(fiiimay not exclude a member or spouse of a
member from health plan coverage based on factors
described in clause 00i;

"(iv) is a permanent entity which receives a sub-
stantial mgkjority of its financial support from active
members; and

"(v may not be owned or controlled by an insur-
ance company.
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"(B)UNMoN SPONSOR.-The term 'union sponsor' means
an employee organization that establishes or maintains an
eligible health plan other than pursuant to a collective
bargaining agreement.

"(C) TAFT-HARTLEY SPONSOR.-The term 'Taft-Hartley
sponsor' means, with respect to a group health plan estab-
lished or maintained by 2 or more employees or jointly by
1 or more employees and 1 or more employee organiza-
tions, the association, committee, joint board of trustees, or
other similar group of representatives of parties who es-
tablish or maintain the plan.

"(D) QUALIFIED ASSOCIATION SPONSOR.-The term
'qualified association sponsor' means an association, reli-
gous fraternal organization, or other organization (which

may be a trade, industry, or professional association, a
chamber of commerce, or a public entity association) which
establishes or maintains an eligible health plan.

"(E TERms.-In this paragraph, the terms 'employee',
'employee organization', and 'group health plan' have the
meanings given such terms, for purposes of part 6 of sub-
title B of title I of the Employee Retirement Income Secu-
rity Act of 1974.

"(c OTHER DEFINITIONS.-In this part:
"(1) AREAS-

"(A) MEDICARE PAYMENT AREA.-
"(i IN GENERAL.-Except as provided in clause (ii),

the term 'medicare payment area' means-
"(I a metropolitan statistical area (whether or

not such area is in a single State) or in the case
of a consolidated metropolitan statistical area,
each primary metropolitan statistical area within
the consolidated area; or

"VII) one area within each State composed of
all areas that do not fall within a metropolitan
statistical area.
"(ii) GEOGRAPHIC ADJUSTMENT.-Upon request of a

State, the Secretary may make a geographic adjust-
ment to a medicare payment area otherwise deter-
mined under clause (i.

"(iii) AREAS.-In this subparagraph,- the terms
'metropolitan statistical area', 'consolidated metropoli-
tan statistical area', and 'primary metropolitan statis-
tical area' mean any area designated as such by the
Secretary of Commerce.
"(B) MEDICARE SERVICE AMEA.-

"(i) IN GENERAL.-Except as provided in clause (ii),
the term 'medicare service area' means a medicare
payment area.

"00i GEoGRAPHIC ADJUSTMENT.-The Secretary
may designate a medicare service area other than a
medicare payment area for a medicare choice plan if
the Secretary determines that such designation would
not result in the enrollment of enrollees in the plan in
such area which are substantially nonrepresentative,
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as determined in accordance with regulations of the
Secretary, of the population in the medicare payment
area.

"(2) MEDICARE CHOICE ELIGIBLE INDIVIDUAL.-
"(A) IN GENERAL.-The term 'medicare choice eligible

individual' means an Individual who is entitled to benefits
underpart A and enrolled under part B.

"(B9) SPECIAL RULE FOR END-STAGE RENAL DISEASE-
Such term shall not include an individual medically deter-
mined to have end-stage renal disease, except that an indi-
vidual who develops end-stage renal disease while enrolled
in a medicare choice plan may continue to be enrolled in
that plan. Not later than December 31, 1999, the Secretary
shall submit to the Congress recommendations on expand-
Ing the definition of 'medicare choice eligible individual' to
include individuals with end-stage renal disease and the
enrollment of such individuals in medicare choice plans.
"(3) TRADITIONAL MEDICARE PRoGRAM.-The term 'tradi-

tional medicare program' means the program of benefits avail-
able to individuals entitled to benefits under part A and en-
rolled under part B of this title, other than enrollment in a
medicare choice plan under this part.

"Sub part 2-Entitlement of Medicare Choice
ElWigil Individluals to Health Care Choices

"SEC. 1895B. ENTITLEMENT TO MEDICARE CHOICES.
"Each medicare choice eligible individual is entitled to choose

to receive health care Items and services covered under parts A and
B-

"(1) through the traditional medicare program; or
"(2) by receiving payments toward the Individual's enroll-

ment in a medicare choice plan under this part.
"SEC. 1895C. ENROLLMENT PROCEDURES.

"(a) IN GENERAL.-Except as provided in section 1895G(a)(2),
each medicare choice eligible individual shall be entitled to enroll
in any medicare choice plan with a medicare service area including
the geographic area in which the individual resides during-

"(1) the annual open enrollment period described in section
1895G(b)( 1); or

"(2) any other enrollment period described in section
1895G(b)(2) applicable to the individual.

"1(b) METHOD OF ENROLLMENT AND DISENROLLMENT.-
"(1) NOTICE PROVIDED TO THE SECRETARY.-Each medicare

choice eligible individual desiring to enroll or terminate enroll-
ment in a medicare choice plan shall provide the Secretary
with notice of such enrollment or disenroliment during any en-
rollment period applicable to the individual. The Secretary
shall, to the extent feasible, provide for the receipt of such no-
tice by telephone, through the mail, and in person at local so-
cial security offices.

"(2) INFORMATION FORWARDED TO THE PLAN.-The Sec-
retary shall promptly provide each medicare choice plan with
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notice of an individual's enrollment or disenroilment with the
plan.
"(c) NaTIcms To INDIDuALS To ASSIST IN ENROLLMENT.-

"(1) OPEN SEASON NOTIFICATION.-
"(A) MAILING OF NOTICE.-By September 30 of each

year be ginning after 1995, the Secretary shall mail a no-
tice of eligibility to each medicare choice eligible individual
and each individual entitled to benefits under part A prior
to the end of the annual open enrollment period described
in section 1895G(bX 1).

"(B) NOTICE DESCRIBED.-The notice described in sub-
paragraph (A) shall include an informational brochure that
includes the information described in this section, and any
other information that the Secretary determines will assist
the individual's enrollment decision.
"(2) NOTIFICATION To NEWLY MEDICARE CHOICE ELIGIBLE

INDMVDUALS.-With respect to an individual who becomes eliigi-
ble to enroll in a medicare choice plan during the period de-
scribed in section 1895G(b)(2)(A) and to whom paragraph (1)
does not apply, the Secretary shall, not later than 2 months be-
fore the date on which the individual becomes eligible, mail to
the individual the notice of eligibility described in paragraph
(1).
"(d) SECRETARY'S MATERIALS; CoNTENTs.-The notice and in-

formational materials mailed by the Secretary under subsection (c)
shall be written and formatted in the most easily understandable
manner possible, and shall include, at a minimum, the following:

(1) GENERAL INFORMATION.--General information with re-
spect to coverage under this part during the next calendar
year, including-

'---(A) the part B premium rates that will be charged for
part B coverage,

"(B) the deductible, copayment, and coinsurance
amounts for coverage under the traditional medicare pro-
gram,

"AC) a description of the coverage under the traditional
medicare -'rgram -and any changes in coverage under the
program frm the prior year,

"(D) a description of the individual's medicare pay-
ment area, and the standardized medicare payment
amount available with respect to such individual,

"(E information and instructions on how to enroll in
a medicare choice plan,

"(F) the right of each medicare choice plan sponsor by
law to terminate or refuse to renew its contract and the ef-
fect the termination or nonrenewal of its contract may
have on individuals enrolled with the medicare choice plan
under this part, and

"AG) to the extent available, quality indicators for the
traditional medicare program and each medicare choice
plan, including-

"(i) disenrollment rates for medicare enrollees for
the previous 2 years (excluding disenrollment due to
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death or moving outside the plan's medicare service
area);, and

"(ii) Information on medicare enrollee satisfaction
and health outcomes.

"(2) PLAN-SPECIFIC INFORMATION.-Information for the
next calendar year for each medicare choice plan In the Indi-
vidual's medicare payment area, including-

"(A) the plan's medicare service area,
"(B) the enrollee's rights to benefits under the plan, in-

cluding-
"(I) covered items and services,
"00i deductible, coinsurance, and copayment

amounts, and
"(III) the enrollee's liability for payment amounts

billed in excess of the plan's fee schedule,
"(C) the extent to which ehrollees may select the pro-

viders of their choice (from within or outside the plan's
network of providers If applicable) and the restrictions (if
any) on the plan's payment for services furnished to the
enrollees by other than the plan's participating providers,

"(D) out-of-area coverage provided by the plan,
"(E coverage of emergency services and urgently need-

ed care,
"(F) appeal rights of enrollees, including the right to

address grievances to the Secretary or the applicabl e ex-
ternal review entity,

""(G) whether the plan is out-of-compliance with any
requirements of this part (as determined by the Secretary),

"(H) the plan's premium price submitted under section
1895N(aXl) and an indication of the difference between
such premium price and the standardized medicare pay-
ment amount, and

"MI optional supplemental coverage available from the
plan, including-

"ad"(I) the supplemental items and services covered,

"00i the premium price for the optional supple-
mental benefits.

"(e) ASSISTANCE.-
"(1) AGREEMENTS WITH COMMISSIONER OF SOCIAL SECU-

RiTY.-In order to promote the efficient administration of this
section and this part, the Secretary may enter into an agree-
ment with the Commissioner of Social Security under which
the Commissioner performs administrative responsibilities re-
lating to enrollment and disenrollment under this section.

"(2) USE OF NON-FEDERAL ENTITIES.-The Secretary shall,
to the maximum extent feasible', enter into contracts with
propriate non-Federal entities to carry out activities under su
section Wd.

"(3) PLANS.-Each medicare choice plan sponsor shall pro-
v ide such information as the Secretary requests with respect to
a medicare choice plan in order to carry out activities under
subsection Wd.
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"SEC. 18951). EJTE OF ENROLLMENT.
"(a) PREMIUM DI.FERENTIALs.-If a medicare choice eligible in-

dividual enrolls in a medicare choice plan, the Individual-
"(1 shall receive a rebate 'in the amount determined under

section 1895N(b) if the plan's premium is less than the stand-
ardized medicare payment amount; and

"(2) shall be required to pay the plan's premium in excess
of the standardized medicare payment amount.
"(b) PERIOD OF ENROLLMENT.-

"(1 ANNUAL ENROLLMENT PERIOD.-An individual enroll-
ing in a medicare choice plan during the annual open enroll-
ment period under section 1895G(b)( 1) shall be enrolled in the
plan for te calendar year following the open enrollment pe-

"riod SPECIAL ENROLLMENT PERIODS.-An individual enroll-
ing in a plan under section 1895G(b)(2) shall be enrolled in the
plan for the portion of the calender year on and after the date
on which the enrollment becomes effective (as specified by the
Secretary).

"(3) TERMINATIONS.-
"d(A) IN GENERIAL.-Except as otherwise provided in

this subsection, an individual may not terminate enroll-
ment in a medicare choice plan Wore the next annual
open enrollment period applicable to the individual.

"1(B) QUALIFYING EVENTS.-Notwlthstanding subpara-
graph (A), an individual may terminate enrollment in a
mecticar choice plan if-

"(I the individual moves to a new medicare serv-
ice area, or

"00i the individual has experienced a qualifying
event (as determined by the Secretary).

"i"(C) FOR CAUSE.-Notwithstanding subparagraph (A),
an individual may terminate enrollment in a medicare
choice plan if the plan fails to meet quality or capacity
standards or for other cause as determined by the Sec-
retary.

"(D) TERMINATION AFTER INITIAL ENROLLMENT.-An in-
dividual may terminate enrollment in a medicare choice
plan within 90 days of the individual's initial enrollment
in such medicare choice plan and enroll in another medi-
care choice plan or the traditional medicare program.
"(4) SEAMLESS ENROLLMENT.-If a medicare choice eligible

individual is enrolled in a medicare choice plan under this part
and such individual fails to provide the Secretary with notice
of the individual's enrollment or disenrollment under section
1895C(bXl) during any open enrollment period applicable to
the individual, the individual shall be deemed to have
reenrolled in the plan.

"1(5) SPECIAL RULES FOR HIGH DEDUCTIBLE PLANS.-In the
case of a high deductible plan described in section
1895AWb1XB)(iii) operated in connection with a medicare
choice account, an individual may not terminate enrollment in
the plan (other than under paragraph (3) (B), (C), or (DM) with-
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out at least 12 months notice given during the annual open en-
rollment period under section 1895G(b)(1).

"(6) SPECIAL RULES FOR UNION, TAFT-HARTLEY, OR ASSO-
CIATIO PLANs.-The Secretary shall establish special enroll-
ment rules for the enrollment of individuals In medicare choice
plans that are union or association-sponsored health plans de-
scribed In section 1895A(b)(2).
"(c) SOLE PAYMENrS.--Subject to subsections (d)(2) and Ce) of

section 1895H, payments under a contract to a medicare choice
plan under section 18950 and for rebates under section 1895N(b)
shall be ine'tead of the amounts which (in the absence of the con-
tract) would be otherwise payable under the traditional medicare
program for items or services furnished to individuals enrolled with
the plan under this section.

"Subpart 3-Medicare Choice Plan Requirements
"SEC. 1895G. AVAIIABEIiTY AND ENROLLMENT.

"(a) GENERAL Av~iLAenarry.-
"(1 IN GENERAL.-Except as provided in paragra ph (2),

each medicare choice plan sponsor shall provide that each med-
icare choice eligible individual shall be eligible to enroll under
this p art 'in a medicare choice plan of the sponsor during an
enrollment period applicable to such individual if the plan's
medicare service area includes the geographic area in which
the individual resides.

"(2) ExcEPrIONS.-
"(A) ACCEPTANCE TO LIMITS OF CAPACITY.-Each medi-

care choice plan spnsrshall provide that, at any time
during which enrolet are accepted, the plan sponsor
will accept medicare choice eligible individuals in the order
in which they apply for enrollment up to the limits of the
medicare choice plan's capacity (as determined by the Sec-
retary and without restrictions, except as may be author-
ized in regulations. The preceding sentence shall not apply
if it would result in the enrollment of enrollees substan-
tially nonrepresentative, as determined in accordance with
regulations of the Secretary, of the medicare population in
the medicare service area of the plan.

"(B) UNION, TAFT-HARTLEY, OR ASSOCIATION HEALTH
PLAN.-A medicare choice plan sponsor of a union or asso-
ciation plan described in section 1895A(bX2) shall limit its
enrollment to members of the sponsoring group who are
entitled to all rights and privileges of any other members
of the grup and spouses of such members. An association
plan which is sponsored by a religious fraternal benefit so-
ciety may limit membership to individuals who share the
same religious convictions as the society.

"1(b) ENROLLMENT PERIODS.-
"(1 ANNUAL OPEN ENROLLMENT PERIOD.-Each medicare

choice plan sponsor shall offer an annual open enrollment pe-
riod in November of each year for the enrollment and termi-
nation of enrollment of medcare choice eligible individuals for
the next year.
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"(2) ADDITIONAL PERIODS.-Each Medicare choice plan
sponsor shall accept the enrollment of an Individual in the
Medicare choice plan-

"(A) during the initial Medicare enrollment period
specified by section 1837 that applies to the Individual (ef-
fective as specified by section 1838), and

"(B) during the period specified by the Secretary fol-
lowing any termination of the enrollment of the individual
in a Medicare choice plan under subparagr-aph (B), (C), or
(D) of section 1895D(bX3).

"(c) PLAN PARTICIPATION IN ENROLLMENT PROCESS.-
"(1) IN GENERAL--In addition to any informational mate-

rials distributed by the Secretary under section 1895C(c), a
Medicare choice plan sponsor may develop and distribute mar-
keting materials and engage in marketing strategies in accord-
ance with this subsection.

"(2) PLAN MARKETING AND ADVERTISING sTANDARDs.-Any
marketing material developed or distributed by a Medicare
choice plan sponsor and any marketing strategy developed by
such plan sponsor-

"(A) shall accurately describe differences between
health care coverage available under the plan and the
health care coverage available under the traditional medi-
care program,

"(B shall be pursued in a manner not intended to vio-
late the nondiscrimination requirement of section
1895J(eX 1), and

"(C) shall not contain false or materially misleading
information, and shall conform to any other fair marketing
and advertising standards and requirements applicable to
such plans under law.
"(3) PRIOR APPROVAL BY SECRETARY.-

"(A) IN GENERAL.-No marketing materials may be
distributed by a Medicare choice plan sponsor to (or for the
use of) individuals eligible to enroll with the plan under
this part unless-

"(i) at least 45 days before its distribution, the
plan has submitted the material to the Secretary for
review, and

"(ii) the Secretary has not disapproved the dis-
tribution of the material.
"(B) REviEW.-The Secretary shall review all market-

ing materials submitted under guidelines established by
the Secretary and shall disapprove such material if the
Secretary determines, in the Secretary's discretion, that
the material is materially inaccurate or misleading or oth-
erwise makes a material misrepresentation.

"I(C) DEEMED APPROVAL.-If Marketing material has
been submitted under subparagraph (A) to the Secretary
or a regional office of the Department 'of Health and
Human Services and the Secretary or the office has not
disapproved the distribution of the materials under sub-
paragraph (B) with respect to an area, the Secretary is
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deemed not to have disapproved such distribution in all
areas covered by. the plan.

"SEC. 189511. BENEFITS PROVED TO INDIVIDUALS.
"(a) BASIC BENEFITS.-Each medicare choice plan shall provide

to members enrolled under this part, through providers and other
persons that meet the applicable requirements of this title and part
A of title X1-

"(1) those Items and services covered under parts A and B
of this title which are available to individuals residing in the
medicare service area of the plan, and

"(2) additional health services as the Secretary may ap-
prove.

The Secretary shall approve any such additional health care serv-
ices which the plan proposes to offer to such members, unless the
Secretary determines that including such additional services will
substantially discourage enrollment by medicare choice eligible in-
dividuals with the plan.

"(b) SUPPLEMENTAL BENEFITS.-Each medicare choice plan
may offer optional supplemental benefits to each individual en-
rolled in the plan under this part for an additional premium
amount. If the supplemental benefits are offered only to individuals
enrolled in the sponsor's plan under this part, the additional pre-
mium amount shall be the same for all enrolled individuals in the
medicare payment area. Such benefits may be marketed and sold
by the medicare choice plan sponsor outside of the enrollment proc-
ess described in section 1895D(b).

"(C) COST-SHARING.-
"(1 ENROLLEE COST-SHARING UNDER CHOICE PLAN MAY NOT

EXCEED MEDICARE ENROLLEE COsT.-Except as provided In
prgaph (2), in no event may the average total amount of

deductibles, coinsurance, and copayments charged an individ-
ual under a medicare choice p lan with respect to basic benefits
described in subsection (aX 1) for a year exceed the average
total amount of deductibles, coinsurance, and copayments,
charged an Individual under the traditional medicare program
for a year.

"(2) HIGH DEDUCTIBLE PLANs.--Subparagraph (A) shall not
a I th high deductible plan described in section

"(3) DETERMINATION ON OTHER BASIS.-If the Secretary de-
termines that adequate data are not available to determine the
average amount under paragraph (1), the Secretary may deter-
mine such amount with respect to all individuals in the medi-
care payment area, the State, or in the United States, eligible
to enroll in such plan under this part or on the basis of other
appropriate data.
"(d) NATIONALa COVERAGE DEbTERmiNATION.-If there is a na-

tional coverage determination made in the period beginning on the
date of an announcement und~rt section 1895M(a) and ending on
the date of the next announcement under such section and the Sec-
retary projects that the determination will result in a significant
change in the costs to the medicare choice pIan of providing the
benefits that are the subject of such nation coverage determina-
tion and that such change in costs was not incorporated in the de-

0
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termination of the medicare payment amount included in the an-
nouncement made at the beginning of such period-

"(1 such determination shall not apply to contracts under
this part until the first contract year that begins after the end
of such period and

"(2) if sucihcoverage determination provides for coverage of
additional benefits or coverage under additional circumstances,
section 18951(bX2) shall not apply to payment for such addi-
tional benefits or benefits provided under such additional cir-
cumstances until the first contract year that begins after the
end of such period,

unless otherwise required by law.
"(e) OVERLAPPING PERIODS OF COVERAGE.-A contract under

this part shall provide that in the case of an individual who is re-
ceiving inpatient hospital services from a subsection (d) hospital (as
defined in section 1886(d)(1)(B)) as of the effective date of teindi-
vidual's-

"(1) enrollment with a medicare choice plan under this
part-"(A) payment for such services until the, date of the in-

dividual's discharge shall be made under this title as if the
individual were not enrolled with the plan,

"(B) the plan sponsor shall not be financially respon-
sible for payment for such services until the date after the
date of the 'Individual's discharge, and

"(C) the plan sponsor shall nonetheless be paid the full
amount otherwise payable to the plan under this part, or
"(2) termination of enrollment with a medicare choice plan

under this part-
"(A) the p lan sponsor shall be financially responsible

for payment Ior such services after such date and until the
date of the individual's discharge,

"(B) payment for such services during the stay shall
not be made under section 1886(d), and

"(C) the plan sponsor shall not receive any payment
with respect to the individual under this part during the
period the individual is not enrolled.,

"(f) ORGANIZATION AS SECONDARY PAYER.-Notwithstanding
any other provision of law, a medicare choice plan sponsor may (in
the case of the provision of services to an individual under this part
under circumstances in which payment is made secondary pursu-
ant to section 1862(bX2)) charge or authorize the provider of such
services to charge, in accordance with the charges allowed under
the law, plan, or policy which is the primary payer under such ci~r-
cumstances-

"(1 the insurance carrier, employer, or other entity which
under such law, plan, or policy is to pay for the provision of
such services, or

"(2) such individual to the extent that the individual has
been paid under such law, plan, or policy for such services.

"SEC. 18951L LICENSING AND FINANCIAL REQUIREMENTS.
"(a) LICENSING REQuiREMENT.-

"(1 IN GENERAL.-A medicare choice plan sponsor shall be
organized and licensed under applicable State law as a risk-
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bearing entity eligible to offer health insurance or health bene-
fits coverage in each State in which the medicare choice plan
enrolls individuals under this part.

"(2) ExcEPTION FOR UNION, TA7V-HARTLEY, OR ASSOCIATION
PLANS.-Paragraph (1) shall not apply to a union or association
p lan described in section 1895A(b)(2) if such plan is exempt
from such requirements under the Employee Retirement In-
come Security Act of 1974.

"(3) COORDINATED CARE PLANs.-Paragraph (1) shall apply
to a coordinated care plan except to the extent provided in sec-
tion 1895R.
"(b) ASSUMPTION OF FULL FINANCIAL RiSK.-A medicare choice

plan sponsor shall assume full financial risk on a prospective basis
for the provision of health care services for which benefits are re-
quired to be provided under section 1895H(a)( 1), except that such
plan sponsor may-

"(1 obtain insurance or make other arrangements for the
cost of such health care services the aggregate value of which
exceeds $5,000 in any year,

"(2) obtain insurance or make other arrangements for the
cost of such health care services provided to its enrolled mem-
bers other than through the plan sponsor because medical ne-
cessity required their provision before they could be secured
through the plan sponsor,

"(3 obtain insurance or make other arrangements for not
more than 90 percent of the amount by which its costs for any
of its fiscal years exceed 115 percent of 'Its income for such fis-
cal year, and

"(4) make arrangements with physicians or other health
professionals, health care institutions, or any combination of
such individuals or institutions to assume all or part of the fi-
nancial risk on a prospective basis for the provision of basic
health services by the physicians or other health professionals
or through the institutions.
"(c) PROTECTION AGAINST RISK OF INSOLVENCY.-

"(1) IN GENERAL.-A medicare choice plan sponsor shall
make adequate provision against the risk of insolvency (includ-
ing provision to prevent enrollees from being held liable to any
person or entity for the plan sponsors debts in the event of the
plan sponsor's insolvency)--

"(A) as determined by the Secretary, or
"(B) as determined by a State which the Secretary de-

termines requires solvency standards at least as stringent
as the standards under subparagraph (A).
"(2) FACTORS TO CONSIDER.-In establishing standards

under paragraph (1) for coordinated care plans described in
section 1895A(bX1XB )(ii), the Secretary shall consult with in-
terested parties and shall take into account-

"(A) a coordinated care plan sponsor's delivery system
assets and its ability to provide services directly to enroll-
ees through affiliated providers, and

"(B) alternative means of protecting against insol-
vency, including reinsurance, unrestricted surplus, letters
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of credit, guarantees, organizational insurance coverage,
and partnerships with other licensed entities.

The Secretar is not required to include alternative means de-
scribed In subparagraph (B) in the standards but may consider
such alternatives where consistent with the standards.
"(d) PAYMENTS TO THE PLAN.-

"(1) PREPAID PAYMEN'r.-A medicare choice plan sponsor
shall be compensated (except for deductibles, coinsurance, and
copayments) for the provision of health care services to individ-
uals enrolled under this p art by a payment by the Secretary
(and If applicable, the individual) which is paid on a periodic
basis withot~t regard to the date the health care services are
provided and which is fixed without regard to the frequency,
extent, or kind of health care service actually provided to a
member.

"1(2) SOLE PAYMENTS.-Subject to subsections (d)(2) and (e)
of section 1895H, If an individual is enrolled under this part
with a medicare choice plan, only the plan sponsor shall be en-
titled to receive payments from the Secretary under this title
for services furnished to the individual.

"SEC. 1895J. HEALTH PLAN STANDARDS.
"(a) IN GENEiRAL.-Each medicare choice plan sponsor shall

meet the requirements of this section.
"1(b) QuALrrY ASSwURNCE AND ACCREDITATION.-

"(1) INTERNAL REVIEW.-
"(A) IN GENERAL.-Each medicare choice plan sponsor

must establish an ongoing quality assurance program (in
accordance with regulations established, by the Secretary)
for health care services it provides to such individuals.

"(B) ELEMENTS OF PROGRAM.-The quality assurance
program established under subparagraph (A) shall-

"(I) stress health outcomes,
"00i provide for the establishment of written proto-

cols for 'itilization review, based on current standards
of medical practice,

"(III) provide review by physicians and other
health care professionals of the process followed in the
provision of such health care services,

"(iv) monitor and evaluate high-volume and high-
risk services and, the care of acute and chronic condi-
tions,

"Mv evaluate the continuity and coordination of
care that enrollees receive,

"(vi) have mechanisms to detect both underutiliza-
tion and overutilization of services,

"(vii) after identifying areas for improvement, es-
tablish or alter practice parameters,

"(viii) take action to 'improve quality and assess
the effectiveness of such action through systematic fol-
lowuy,

"(ix make available information on quality and
outcomes measures to facilitate beneficiary comparison
and choice of health coverage options (in such form

20-067 - 95 -7
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and on such quality and outcomes measures as the
Secretary determines to be appropriate), and

"(x provide that the program is evaluated on an
ongoing basis as to its effectiveness.

"(2) EXTERNAL REVIEW.-
"(A) IN GENERAL.-Each medicare choice plan sponsor

shall, for each medicare choice plan it operates, have an
agreement with an independent quality review and im-
provement organization approved by the Secretary

"1(B) FUNCTIONS OF ORGANIZATION.-Each independent
quality review and improvement oranization with an
agreement under subparagraph (A) shall

"(I) provide an alternative mechanism for address-
ing enrollee grievances,

"01i) review plan performance based on accepted
quality performance criteria,

"(III) promote and make plans accountable for im-
proved plan performance,

"(iv) integrate into ongoing external quality assur-
ance activities a new set of quality indicators and
standards developed specifically for the medicare pop-
ulation that would be used to determine whether a
tlan'is providing quality care and appropriate continu-

rty and coordination of care, and
"Mv report to the Secretary on those plans that

have demonstrated unwillingness or inability to im-
prove their performance.

"(3) AcCREDITATION.-Each medicare choice plan sponsor
shall be required-

"(A) to meet accreditation standards established by the
Secretary, or

"(B to be accredited by an external independent ac-
crediting organization, recognized by the Secretary as re-
quiring standards at least as stringent as the standards
established under subparagraph (A).
"1(4) ENCOUNTER DATA.-The Secretary shall create incen-

tives for medicare choice plan sponsors to report aggregate en-
counter data, including data on physician visits, nursing home
days, home health days, hospital in patient days, and rehabili-
tation services.
"(0) AcCEss.-Each medicare choice plan sponsor shall-

"(1) make the services described in section 1895H(a) (and
such *other health care services as such individuals have con-
tracted for)-

"(A) available and accessible to each such individual,
within the medicare service area of the plan, with reason-
able promptness, and in a manner which assures continu-
ity, and

"(B when medically necessary, available and acces-
sible 24 hours a day and 7 days a week,
"(2) provide for reimbursement with respect to such serv-

ices which are provided to such an Individual other than
through the plan's providers, if-

I
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"(A) the services were medically necessary and imme-
diately required because of an unforeseen illness, Injury, or
condition, and

"(B it was not reasonable given the circumstances to
obtain the services through the plan's providers,
"(3) provide access to appropriate providers, including

credentialed specialists, for all medically necessary treatment
and services, and

"(4) except as provided by the Secretary on a case-by-case

basis, in the case of a coordinated care plan described in sec-
tion 1895A(bX1XBXii), provide primary care services within 30
minutes or 30 miles from an enrollee's place of residence if the
enrollee resides in a rural area.
"(d) CAPAciTY.-EAch medicare choice p lan sponsor shall pro-

vide the Secretary with a demonstration of the plan's capacity to
adequately service the plan's expected enrollment of individuals
under this part.

"(e) CONSUMER PROTECTIONS.-
"(1) NoNDiscRimiNATioN.-Each medicare choice plan

sponsor shall provide assurances to the Secretar that it will
not deny enrollment to, expel, or refuse to reenroll any such in-
dividual because of the individual's health status or require-
ments for health care services, and that it will notify each such
individual of such fact at the time of the individual's enroll-
ment. A medicare choice plan sponsor may not cancel or refuse
to renew a beneficiary except in the case of fraud or
nonpayment of premium amounts due the plan.

"(2) GRIEVANCE PROCEDURES.-
"(A) IN GENERAL.-Each medicare choice plan sponsor

shall provide meaningful procedures for hearing and re-
solving grievances between the plan (including any entity
or Individual through which the plan provides health care
services) and members enrolled with the plan under this

"pr4(B) H.EARING REQUIREMENT.-A member enrolled with
a medicare choice plan under this part who is dissatisfied
by reason of his failure to receive any 'health service to
which he believes he is entitled and at-no greater charge
than he believe, he is required to pay is entitled, if the
amount in controversy is $100 or more, to a hearing before
the Secretary to the same extent as is provided in section
205(b), and in any such hearing the Secretary shall make
the plan sponsor a party. If the amount 'in controversy is
$1,000 or more, the individual or plan sponsor shall, upon
notifyIng the other party, be entitled to judicial review of
the Scretary's final decision as provided in section 205(g),
and both the individual and the plan sponsor shall be enti-
tled to be parties to that judicial review. In a plying sec-
tions 205(b) and 205(g) as provided in this subparagraph,
and in applying section 205(1) thereto, any reference there-
in to the Commissioner of Social Security or the Social Se-
curity Administration shall be considered a reference to
the Secretar or the Department of Health and Human
Services, respectively.

a I
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"(C) EXPEDITED REviEw.-ThQ Secretary shall provide
an expedited review procedure 6nder subparagraph (B)
where a failure to receive any health care service or pay-
ment for such Service would result in significant harm.
"(3) SUPPLEMENTAL COVERAGE IF PLAN TERMINATES THE

CONTRACT.-Each medicare choice plan sponsor that provides
items and services pursuant to a contract under this part shall
provide assurances to the Secretar that in the event the con-
tract is terminated, the sponsor shall provide or arrange for
supplemental coverage of benefits under this title related to a
preexisting condition with respect to any exclusion period, to
all individuals enrolled with the entity who receive benefits
under this title, for the lesser of 6 months or the duration -of
such period.
"(f) PROMPT PAYMENT.-

"(1 IN GENERAL.-Each medicare choice plan sponsor shall-
provide prompt payment (consistent with the provisions of sec-
tions 18 16(c)(2) and 1842(c)(2)) of claims submitted for services
and supplies furnished to individuals pursuant to such con-
tract, if the services or supplies are not furnished under a con-
tract between the plan and the provider or supplier.

"(2) DIRECT PAYMENT.-In the case of a medicare choice
plan sponsor which the Secretary determines, after notice and
opportunity for a hearing, has failed to'make payments of
amounts in compliance with paragraph (1), the Secretary may
provide for direct payment of the amounts owed to providers
and suppliers for such covered services furnished to individuals
enrolled under this part under the contract. If the Secretary
provides for such direct payments, the Secretary shall provide
Ior an appropriate reduction in the amount of payments other-
wise made to the plan sponsor under this part to reflect the
amount of the Secretary's payments (and costs incurred by the
Secretary in making such payments).
"(g) ADVANCE DRECTIVEs.-A contract under this part shall

provide that a medicare choice plan sponsor shall meet the require-
ment of section 1866(f) (relating to maintaining written policies
and procedures respecting advance directives).

"Subpart 4-Determination of Medicare Payment
Amounts and Rebates

"SEC. 1895M. MEDICARE PAYMENT AMOUNTS.
"(a) IN GENERAL.-Not later than July 31 of each calendar year

(beginning with 1996), the Secretary shall determine, and an-
nounce in a manner intended to provide notice to interested par-
ties a standardized medicare payment amount determined in ac-
corciance with this section for the following calendar year for each
medicare payment area.

"1(b) CALCULATION OF STANDARDIZED MEDICARE PAYMENT
AMOuNTs.-For purposes of this part-

"(A) IN GENERAL.-The standardized medicare pay-
ment amount for calendar year 1997 for a medicare pay-
ment area shall be equal to the sum of-
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"(1) 50 percent of the modified per capita rate for
calendar year 1996, and

"(11) 50 percent of the adjusted average national
per capiita rate for calendar year 1996,

increased by, the percentage increase in the gross domestic
g~rouctper capita for the 12-month period ending on June

"(B MODIFIED PER CAPITA RATE.-For purposes of sub-
paragraph (AXi), the modified per capita rate for calendar
year 1996 for a medicare payment area shall be equal to
the per capita rate which would have been determined
(without regard to class) under section 1876(a)(1)(C) for
1995 if-

"(I) the applicable geographic area were the medi-
careypayment area, andrý

(i0) 50 percent of any payments attributable to
sections 1886(dX5XB), 1886(h), and 1886(dX(5XF) (re-
lating to IME, GME, and DSH payments) were not
taken Into account,

increased by the percentage increase which the Secretary
estimates will occur in medicare expenditures per capita
for 1996 over medicare expenditures per capita for 1995.

"(C) ADJUSTED AVERAGE NATIONAL PER CAPITA RATE.-
"(I IN GENERAL.-For purposes of subparagraph

WA)ii, the adjusted average national per capita rate
for a medicare payment area for calendar year 1996
shall be equal to the sum, for all typ es of medicare
services (as classified by the Secretar), of the pro duct
for each such type of-

"(I) the average national per capita rate for
1996

;'II) the proportion of such rate for the year
which is attributable to such type of services, and

"(III) an index that reflects for 1996 and that
type of service the relative input price of such
services in the medicare payment area as com-
pared to the national average input price of such
services.In applying subclause (111) the Secretary shall apply

those indices that are used in applying (or updating)
medicare payment rates for specific areas and local-
ities.

"00i AVERAGE NATIONAL PER CAPITA RATE.-For
purposes of clause (I), the average national per capita
rate for 1996 is the weighted average of the modified
per capita rates determined under subparagraph (B)
o r all medicare payment areas for 1996.

"(2) SUCCEEDING YEARS.-
"(A) IN GENERAL.-The standardized medicare pay-

ment amount for any calendar year after 1997 in a med--
care payment area shall be an amount equal to the stand-
ardized medicare payment amount determined for such
area for the precding year, increased by the percentage
increase in the gross domestic product per capita fortithe
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12-month period ending on June 30 of the preceding cal-
"( ) SPECIAL RULE FOR 1998.-In applying subpara-

graph (A) for 1998, the standardized medicare payment
amount for the preceding calendar year shall be the
amount which would have been determined if clause (ii) of
paragraph (1XB) had been applied by substituting '100
percent' for '50 percent'.
"(3) SPECIAL RULE FOR INDIVIDUALS WITH END-STAGE RENAL

DISEASE.-In computing the standardized medicare payment
amount for any medicare payment area, there shall not be
taken into account an. y indi viduals with end-stage renal dis-
ease or any medicare expenditures for such individuals.
"(c) ADJUSTMENTS FOR PAYMENTS TO PLAN SPONSORS.-

"(1 IN GENERAL.-The rate of payment under section
18950 to a medicare choice plan sponsor with respect to any
individual enrolled in a medicare choice plan of the sponsor
shall be equal to the standardized medicare payment amount
for the medicare payment area, adjusted for such risk factors
as age, disability status, gender, institutional status, health
status, and such other factors as the Secretary determines to
be appropriate, so as to ensure actuarial equivalence. The Sec-
retary may add to, modify, or substitute for such classes, if
such changes will improve the determination of actuarial
equivalence.

"(2) SPECIAL RULE FOR END-STAGE RENAL DISEASE.-The
Secretary shall establish a separate rate of payment under sec-
tion 18950 to a medicare choice plan sponsor with respect to
any individual with end-stage renal disease enrolled in a medi-
care choice plan of the sponsor. Such rate of payment shall be
actuarially equivalent to rates paid to other enrollees in the
medicare payment area (or such other area as specified by the
Secretary).
"1(d) GEOGRAPHICAL ADJUSTMENTS.-

"(1 ANNUAL ADJusTMENTS.-
"(A) IN GENERAL.-Unless Congress provides other-

wise, beginning with calendar years after 1999, the Sec-
retary shall, based on' the analysis under paragraph (2)
and to the extent the Secretary determines necessary,
make annual differential adjustments to the standardized
medicare payment amounts determined under subsection
(bX2) for calendar years 2000 and 2001 in a manner de-
signed to achieve appropriate and equitable variation in
standardized medicare payment amounts across medicare
payment areas by calendar year 2002. Such variation shall
be reasonably related to measurable geographic differences
in medicare payment areas.

"1(B) BUDGET NEuTRALITY.-The Secretary shall adjust
the standardized medicare payment amounts under sub-
section (b) in a manner that ensures that total payments
under this section for a year are not greater or less than
total payments, under this section would have been but for
the application of subparagraph (A).
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"(2) ANALYsis-The Secretary, in consultation with inter-
ested parties shall conduct an analysis of the measurable
input cost diAferences across medicare payment areas, includ-
ing wage differentials, and other measurable variables Identi-
fied by the Secretary. The Secretary shall also determine the
degree to which medicare beneficiaries, Including beneficiaries
in rural and underserved areas, have access to more health
plan choices by calendar year 2000 under this part, and the ex-
tnt to which standardized medicare payment amounts have

limited or enhanced such choices.
"(3) REPORT To coNGRESS.-Not later then March 1, 1999,

the Secretary shall submit a report to the appropriate commit-
tees of Congress that includes the results of the analysis de-
scribed In paragraph (2) and the annual differential adjust-
ments that the Secretary Intends to implement under para-
graph (1) for calendar years 2000 and 2001.
"(e) NOTrICE IN CHANGES To BENEFIT ASSUMPTIONS-

"(1 IN GENERAL.-At least 45 days before making the an-
nouncement under subsection (a) for a year (beginning with
the announcement for 1998), the Secreta" shall provide for no-
tice to medicare choice plans of pro posedA changes to be made
in the methodology or benefit coverage assumptions from the
methodology and assumptions used in the previous announce-
ment and shall provide such plans an opportunity to comment
on such propose d changes.

"(2) EXPLANATiON.-In each announcement made under
subsection (a) for a year (beginning with the announcement for
1998), the Secretary shall include an explanation of the as-
sumptions (including any benefit coverage assumptions) and
changes in methodology used in the announcement in sufficient
detal so that medicare choice plans can compute medicare
payment rates under subsection (d) for classes of individuals
located in each medicare payment area which is in whole or in
part within the medicare service area of such a plan.
"(f) DEMONSTRATION PROJECT ON MARKET-BASED REIMBURSE-

MENT AND COMPETITIVEP~iciNG.-The Secretary shall establish 1
or more demonstration projects to determine the standardized med-
icare payment amounts described in subsection (b) through com-
petitive bidding by medicare choice plans in a medicare payment
area., Not later then December 31, 2001, the Secretary shall submit
a report to the Congress on the success of such 'projects in deter-
mining standardized medicare payment amounts that are reflective
of market price.
"SEC. 1895N. PRENMIMS AND REBATES.

"(a) SUBMISSION AND CHARGING OF PREMIUMS.-
"(I) IN GENERAL.-Each medicare choice plan sponsor shall

file with the Secretary each year, in a form and manner and
at a time specified by the Secretary, the amount of the monthly
premium for coverage under each medicare choice plan it offers
under this part in each medicare payment area in which the
plan is being offered.

"(2) UNnI'oRm PREMIUM.-The premiums charged by a med-
icare choice plan sponsor under this part may not vary among
individuals who reside in the same medicare payment area.
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"(3) TERMS AND CONDITIONS OF IMPOSING PREMIUMS.-Each
medicare choice plan sponsor shall permit the payment of
monthly premiums on a monthly basis.
"(b) REBATES.-

"(1 IN GENERAL.-If the standardized medicare payment
amount for the medicare payment area 'in which an individual
resides exceeds the amount of the monthly premium for the
plan in which the individual is enrolled (as submitted under
subsection (aX 1)), the Secretary shall-

"(A) in the case of an individual-
"(I who is enrolled in a high deductible health

plan described in section 1895A(b)(1XBXiii) deposit
100 percent of such excess in the medicare ciboice ac-
count specified by the individual, or

"(fi) who is not so enrolled but who elects the ap-
plcto of this clause, deposit 100 percent of such ex-
cess in the medicare choice account specified by the 'in-
dividual; or
"(B)(i) pay to the medicare choice plan sponsor on be-

half of such Individual the monthly amount equal to .100
percent of such excess up to the amount of the premium
amount of such individual for supplemental benefits de-
scribed in section 1895H(b),

"(ii) pay to such individual an amount equal to 75 per-
cent of the remainder of such excess, and

"(Wi) deposit the remainder of such excess in the Fed-
eral Hospital Insurance Trust Fund.
"1(2) TIME FOR PAYMENT.-

"(A) IN GENERAL.-A rebate under paragraph (1)(B)(ii)
shall be p aid as of the close of the calendar year to which
the enrollment applied.

"(B) DEPOSITS IN MEDICARE CHOICE ACCOUNTS.-De-
posits described in paragraph (iXA) shall be made on a
monthly basis.

"(C)9 OTHER PAYMENTS AND DEPOSITS.-Payments and
deposits described in subparagraphs (B)(i) and (iii) shall be
made on a monthly basis.-
"(3) SOURCE OF REBATES.-Deposits and payments de-

scribed in paragraph (1) shall be made in the same manner as
payments are made under section 18950(b).

"SEC. 18950. PAYMENTS TO PLAN SPONSORS.
"(a) MONTHLY PAYMENTS.-

"9(1) IN GENERAL.-For each individual enrolled with a plan
under this part, the Secretary shall make monthly payments
in advance to the medicare choice plan sponsor of the medicare
choice plan with which the individual is enrolled in an amount
equal to the medicare payment rate determined with respect to
such individual under section 1895M(c).

"(2) RETROACTIVE ADJUSTMENTS.-The amount of payment
under this paragraph may be retroactively adjusted to take
into account any difference between the actual number of indi-
viduals enrolled in the plan under this section and the number

of such individuals estimated to be so enrolled in determining
t; e amount of the advance payment.
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"(b) PAYMENTS. FROM TRUST FUNDS.-The payment to a medi-
care choice p lan sponsor under this section for a medicare-eligible
individual shall be made from the Federal Hospital Insurance
Trust Fund and the Federal Supplementary Medica Insurance
Trust Fund In such proportion as the Secretary determines reflects
the relative weight that benefits under parts A and B are rep-
resentative of the actuarial value of the total benefits under th~is
part.

"Subpart 5-Contractual Authority; Temporary
Certification; Regulations

"SEC. 1895P. GENERAL PERMISSION TO CONTRACT.
"The Secretary shall enter 'Into a contract with any medicare

choice plan sponsor in a medicare payment area if the require-
ments of this part are met with respect to the medicare choice plan
and the plan sponsor.
"SEC. 1895Q. RENEWAL AND TERKMIATION OF CONTRACT.

"(a) IN GENERAL.-Except as provided in subsection (b), each
contract under this part may be made automatically renewable
from term to term in the absence of notice by either party of inten-
tion to terminate at the end of the current term.

"1(b)7TERMINATION FOR CAUSE.-
"(1) IN GENERAL.-In accordance with procedures estab-

lished under paragraph (2), the Secretary may terminate any
contact with a medicare choice plan sponsor at any time or
may impose the intermediate sanctions described in paragraph
(2) or (3) or subsection (f) (whichever is applicable) on the plan
sponsor, if the Secretary finds that the plan sponsor-

"(A) has failed substantially to carry out the contract,
"(B) is carrying out the contract in a manner substan-

tially inconsistent with the efficient and effective adminis-
tration of this part, or

"(C) no longer substantially meets the applicable con-
ditions of this part.
"1(2) PRocEDuRES.-The Secretary may terminate a con-

tract with a medicare choice plan sponsor under this part or
may impose the intermediate sanctions described in subsection
(f)(3) on the plan in accordance with formal investigation and
compliance procedures established by the Secretary under
which-

"(A) the Secretary first provides the medicare choice
plan sponsor with the reasonable opportunity to develop
and implement a corrective action plan to correct the defi-
ciencies that were the basis of the Secretary's determina-
tion under paragraph (1) and the medicare choice plan
sponsor fails to develop or implement such a corrective ac-
tion plan,

"(B) in deciding whether to impose sanctions, the Sec-
retary considers aggravating factors such as whether a
plan sponsor has a history of deficiencies or has not taken
action to correct deficiencies the Secretary has brought to
the plan sponsor's attention,
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"(C) there are no unreasonable or unnecessary delays
between the finding of a deficiency and the Imposition of
sanctions, andI

"(D) the Secretary provides the pIan- sponsor with rea-
sonable notice and opportunity for hearing (including the
right to appeal an initial decision) before Imposing any
sanction or terminating the contract.

"(c) TERms oF CONTRAcT.--Each contract under this part-
"(1 shall provide that the Secretary, or any person or or-

ganization designated by the Secretary-
"(A) shall have the right to inspect or otherwise evalu-

ate-
"(I) the quality, appropriateness, and timeliness of

services performed under the contract, and
"(if) the facilities of the plan sponsor when there

is reasonable evidence of some need for such inspec-
tion,
"(B) shall have the right to audit and inspect any

books and records of the plan sponsor that pertain-
"(I) to the ability of the plan sponsor to bear the

risk of potential financial losses, and
"USi shall require the plan sponsor with a contract

to provide (and pay for) written notice in advance of
the contract's termination, as well as a description of
alternatives for obtaining benefits under this title, to
each individual enrolled under this part with the plan

"(CXi) except as provided by the Secretary, shall re-
qure the plan sponsor to comply with requirements simi-

laur to the requirements of subsections (a) and (c) of section
1318 of the Public Health Service Act (relating to disclo-
sure of certain financial information) and section 130 1(c)(8)
of such Act (relating to liability arrangements to protect
members)

"(if) shall require the p lan sponsor to provide and sup-
ply information (described in section 1866(bX2XCXii)) In
the manner such information is required to be provided or
supplied under that section, and

"(III) shall require the plan sponsor to notify the Sec-
retary of loans and other special financial arrangements
which are made between te plan sponsor and subcontrac-
tors, affiliates, and related parties, and

"(D) shall contain such other terms and conditions not
inconsistent with this p art (including requiring the plan
sponsor to provide the Sceay with such information) as
the Secretary may find necessary and appropriate.

"(d) 5-YEAR LOCKOT.-The Secretary may not enter into a
contract under this part with a medicare choice p lan sponsor if a
previous contract with that plan sponsor under this part was ter-
minated at the request of the plan sponsor within the preceding 5-
year period, except in circumstances which warrant special consid-
eration, as determined by the Secretary.

"(e) APPLICATON F OTHER FEDERAL LAws.-The authority
vested in the Secretary by this part may be performed without re-
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Var to such provisions of law or regul ations relating to the mak-a.g, performance, amendment, or modification of contracts of the
United States as the Secretary may determine to be inconsistent
with the furtherance of the purpose of this title.

"()f) RMEDIES FOR FAILuRE To COMPLY.-
"(1) FAILuRE OF PLAN SPONSOR TO COMPLY WITH CON-

TRtAcT.-If the Secretary determines that a medicare choice
plan sponsor-

"(A) fails substantially to provide medically necessary
items and services that are required (under law or under
the contract) to be provided to an individual covered under
the contract, and the failure has adversely affected (or has
substantial likelihood of adversely affecting) the individ-
ual,

"(B imposes cost sharing on individuals enrolled
under ths part in excess of the cost sharing permitted,

"(C) acts to expel or to refuse to re-enrol I an individual
in violation of the provisions of this part,

"(D) engages in any practice that would reasonably be
expected to have the effect of denying or discouragng en-
rollment (except as permitted by this part) by eligible indi-
viduals with the plan whose medical condition or history
indicates a need for substantial future medical services,

"(E) misrepresents or falsifies information that is fur-
nished-

"(I) to the Secretary under this section, or
"(ii) to an individual or to any other entity under

this section,
"(F) fails to comply with the requirements of section

1895J(O), or
"(G) employs or contracts with any individual or entity

that is excluded from participation under this title under
section 1128 or 1128A For the provision of health care, uti-
lization review, medical social work, or administrative
services or employs or contracts With any entity for the
provision (directly or indirectly) through such an excluded
individual or entity of such services,
the Seretary m Iay rvde, in addition to any other remedies

authorized by law, for any of the remedies described in para-
graph (2).

"(2) REMEDIEs.-The remedies described in this paragraph
are-

"(A) civil money penalties of not more than $25,000 for
each determination under paragraph (1) or, with respect to
a determination under subparagraph (D) or (EXi) of such
paragraph, of not more than $100,000 for each such deter-
mination, plus, with respect to a determination under
paragraph (1XB), double the excess amount charged in vio-
lation of such subparagraph (and the excess amount
charged shall be deducted from the penalty and returned
to the Individual concerned), and plus with respect to a
determination under paragraph (1AD),4J15,000 for each in-
dividual not enrolled as a result of the practice involved,
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"(B suspension of enrollment of individuals under this
section after the date the Secretary notifies the p lan spon-
sor of a determination under paragraph (1) and until the
Secretary-is satisfied that the basis for such determination
has been corrected and is not likely to recur, or

"(C) suspension of payment to the plan sponsor under
this section for individuals enrolled after the date the Sec-
retary notifies the plan sponsor of a determination under
p aragraph (1) and until the Secretary is satisfied that the
basis for such determination has been corrected and is not

likely to recr
"()INTERMEDIATE sANcTioNs.-In the case of a medicare

choice plan sponsor for which the Secreta"y makes a deter-
mination under subsection (bXl) the basis of which is not de-
scribed In subparagraph (A) thereof, the Secretary may apply
the following intermediate sanctions:

"(A) Civil money penalties of not more than $25,000
for each determination under subsection (bXl) if the defi-
cinc that is the basi's of the determination has directly

avrely affected (or has the substantial likelihood of ad-
versely affecting) an individual covered under the plan's
contract.

"(B) Civil money penalties of not more than $10,000
for each week beginning after the initiation of procedures
by the Secretary under subsection (bX2) during which the
deficiency that ~is the basis of a determination under sub-
section (bXl) exists.

"(C) Suspension of enrollment of individuals under
this section after the date the Secretary notifies the plan
sponsor of a determination under subsection (b)(1) and
until the Secretary is satisfied that the deficiency that 'is
the basis for the determination has been corrected and is
not likely to recur.
"1(4) PROCEEDINGS.-The provisions of section 1128A (other

than subsections (a) and ()) shall apply to a civil money pen-
alty under paragraph (2XA) or W3A) in the same manner as
they apply to a civil money penalty or proceeding under section
1128A(a).

"SEC. 1895R1. TEMPORARY CERTFICATION PROCESS FOR COORDI-
NATED CARE PLANS.

"(a) FEDERAL ACTION ON CERTIFICATION.-
"(1) IN GENERAL.-If-

"(A) a State fails to substantially complete action on a
licensing application of a coordinated care plan sponsor
within 90 dapys of receipt of the completed application, or

"(B) a State denies a licensing application and the Sec-
retary determines that the Stat's icensing standards or
review process create an unreasonable barrier to market
entry,

the Secretary sall evaluate such application pursuant to the
procedures established under subsection Wb.

"(2) UNREAsoNABLE BARRIERS TO MARKET ENTRY.-A
State's licensing standards and review process shall not be
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treated as unreasonable barriers to market entry under para-
graph (1) if-

"(A) they are applied consistently to all coordinated
care medicare choice plan applications,

"(B are not directly In conflict, or inconsistent with,
the Federal standards.

"(b) FEDERAL CERTIFICATION PROCEDURES.-
"(1 IN GENERAL.-The Secretary shall establish a process

for certification of a coordinated care plan and its sponsor as
meeting the requirements of this part in cases described In
subsection (aX1).

"(2) REQUIREmENTs.-Such process shall-
"(A) set forth the standards for certification,
"(B provide that final action will be taken on an appli-

cation for certification within 120 business days of receipt
of the completed application,

"(C) provide that State law and regulations shall apply
to the extent they have not been found to be an unreason-
able barrier to market entry under subsection (aX 1)(B),
and

"(D) require any person receiving a certificate to pro-
vide the Sertaywihall reasonable information in order
to ensure compliance with the certification.
"(3) EFFECT OF CERTIFICATIONS.- -

"(A) IN GENERALj.-A certificate under this section
shall be issued for not more than 36 months and may not
be renewed.

"(B) COORDINATION WITH STATE.-A person receiving a
certificate under this section shall continue to seek State
licensure under subsection (a) during the period the certifi-
cate is in effect.

"(C) SUNSET.-No certificate shall be issued under this
section after December 31, 2000, and no certificate under
this section shall remain In effect after December 31, 2001.

"(c) REPoRT.-Not later than December 31, 1998, the Secretary
shall report to Congress on the temporary Federal certification sys-
tem under subsection (b), including an analysis of State efforts to
adopt licensing standards and review processes that take Into ac-
count the fact that coordinated care lan sponsors provide services
directly to enrollees through affiliated provi..ders.

"(d) COORDINATED CARE PLAN.-Iln this section, the term 'co-
ordinated careI plant means a plan described in section
1895A(bX1XBXii).

"(e) TRANSITON RULE FOR CERTAIN RISK CoNTRAcTORs.-A
medicare choice p lain sponsor that is an eligible organization (as de-
fined in section 1876(b)) and that--

"(1) has a risk-sharing contract in effect under section
1876 as of the date of the enactment of this part, or

"(2) has an application for such a contract filed before such
date and the contract is entered into before July 1, 1996,

shall be treated as meeting the Federal standards In effect under
this section for an~y contract year beginning before January 1, 2000.

"(f) PARTIAL CAPITATI DEmoNSTRATioNO-The Secretary shall
conduct a demonstration on alternative partial risk-sharing ar-

I
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rangemnents between the Secretary and health care providers. The-
Secretary shall report to Congress no later than December 31,
1998, on the administrative feasibility of such partial capitation
methods and the information necessary to implement such arrange-
ments.
"SEC. 18958. REGULATIONS.

"(a) IN GENERAL.-The Secretary shall establish such regula-
tions as may be necessary to carry out the purposes of this part
Including regulations setting forth the requirements to meet ali
quality, access, and solvency standards specified in sections 18951
and 1895J.

"(b) USE OF INTERIM, FINAL REGULATIONS.-In order to carry
out the provisions of this part in a timely manner, the Secretary
may, within 120 days after the date of the enactment of this part,
promulgate regulations described in subsection (a) that take effect
on an interim basis, after notice and opportunity for public com-
ment."

(b) COORDINATION WITH FEHBP.-Notwithstanding any poi
sion of part D of title XVIII of the Social Security Act (asade
by subsection (a)), individuals who are enrolled in a health benefit
plan under chapter 89 of title 5, United States Code, shall not be
eligible to enroll in high deductible medicare choice plans described
in section 1895A(b)(1)(B)(iii) of such Act until such time as the Di-
rector of the Office of Management and Budget certifies to the Sec-
retary of Health and Human Services that the Office of Personnel
Management has adopted policies which will ensure that the en-
rollment of such individuals in such plans will not result in in-
creased expenditures for the Federal Government for health benefit
plans under such chapter.

(c) CONFORMING AMENDMENTS.-
(1) IN GENERAL.-Not later than 90 days after the date of

the enactment of this Act, the Secretary of Health and Human
Services shall submit to the appropriate committees of Con-
gress a legislative proposal providing for such technical and
conforming amendments in the law as are required by the pro-
visions of this chapter.

(2) OTHER AMENDMENTS.-(A) Section 1866(a)(1)(0) (42
U.S.C. 1395cc(a)(1XO)) is amended-

(I) in the-matter preceding clause (I), by inserting "or
medicare choice plan under part D" after "eligible organi-
zation", and

(ii) in clause (i), by inserting "or under a contract
under part D, " after "1972,".
(B) Section 1882(g)(1) (42 U.S.C. 1395ww(g)(1)) is amended

in the first sentence by inserting ", or under a medicare choice
plIan under par " eore, the end period.
(d) EFFECTiVE DATE.-The amendments made by this section

shall apply with respect to contracts effective on and after January
1, 1997.
SEC. 7002. TREATMENT OF 1876 ORGANIZATIONS.

(a) TERMINATION OF 1876 RIsK-SHARING ORGAInZATIONS.-Sec-
tion 1876 (42 U.S.C. 1395mm) is amended by adding at the end the
following new subsection:
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"(kXl1) Except as provided in paragraph (2), this section shall
not apply to risk-sharing contracts effective for contract years be-
ginning on or after January 1, 1997.

"(2) An individual who Is enrolled in part B only and Is en-
rolled in an eligible organization with a risk-sharing contract under
this section on December 31 1996, may continue enrollment in
such organization. Not later then July 1 1996, the Secretary shall
Issue regulations relating to such individuals and such organiza-
tions."

(b HMO LIwrr8 LIWrED.--Section 1301(b) of the Public Health
Service Act (42 U.S.C. 300e(b)) is amended by adding at the end
the following new paragraph:

"M6A) Effective January 1, 1997, if a member certifies
that a medicare choice account has been established for the
benefit of such member, a health maintenance organization
may reduce the basic health services payment otherwise deter-
mined under paragraph (1) by requiring the payment of a de-
ductible by the member for basic helth services.

"(B) F or purposes of this paragraph, the term 'medicare
choice account' has the meaning given such term by section
7705 of the Internal Revenue Code of 1986."

SEC. 7003. SPECIAL RULE FOR CALCULATION OF PAYMENT RATES
FOR 1996

(a) IN GENERAL.-Notwithstanding any other provision of law,
the per capita rate under section 1876 of the Social Security Act
for 1996 fopr any class for a geographic area shall be equal to the
sum of-

(1)75 percent of the updated per capita rate for such class
for such area, and

(2) 25 percent of the weighed vreo h pae e
capita rates for such class for all geographic: areas, a jstdin
the same manner as under section 1895MRbXl)(CXi) of the So-
cial Security Act (as added by section 7001 of this Act) to re-
flect differences in input prices in the geographic area as com-
pared to the national average input prices.

In no event shall any average per capita rate in a geographic area
determined under the preceding sentence be less than such rate de-
termined under section 1876 of such Act for 1995.

(b) UPDATED PER CAPiTA RATES.-For purposes of subsection
(a), the updated per capita rate for any class is the per capita rate
of payment for 1995 determined under section 1876(a1XCX') of the
Social Security Act for a county (or equivalent area), increased by
the percentage increase which the Secretary estimates will occur in
medicare expenditures per capita for 1996 over medicare expendi-
tures per capita for 1995.

(c)PuBICATioN.-The Secretary shall publish the rates deter-
mined under subsection (a) no later than 30 days after the date of
the enactment of this Act.
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Subchapter B-Tax Provisions Relating to Medicare Choice
Plans

SEC. 7006 MEDICARE CHOICE ACCOUNTS.
(a) IN GENERAL.-Part III of subchapter B of chapter 1 of the

Internal Revenue Code of 1986 (relating to amounts specifically ex-
cluded from gross income) is amended by redesignating section 137
as section 138 and by Inserting after section 136 the following new
section:
"SEC. 137. MEDICARE CHOICE ACCOUNTS.

"(a) ExcLusIoN.-
"(1 IN OENERAL.--Gross income shall not include any pay-

ment to the medicare choice account of ar. individual by the
Secretary of Health and Human Services under section
1895N(b)Xl) of the Social Security Act.

"(2) No CONSuTRUwiE RECEIPT.-No amount shall be in-
cluded in the gross income of an individual solely because the
individual may choose between-

"(A) the payment described in paragraph (1) or a re-
-bate under section 1895N(b) of the Social Security Act, or

"(B) the payment of the individual's premium for sup-
plemental benefits described in section 1895H(b) of such
Act or such a rebate.

"(b) )EFInNITOs.-For purposes of this section-
"(1 MEDICARE CHOICE ACCOUNT.-The term 'medicare

choice account' means a trust created or organized in the Unit-
ed States exclusively for the purpose of paying qualified medi-
cal expenses, but only if the written governing instrument cre-
ating the trust meets the following requirements:

"(A) Except in the case of a trustee-to-trustee transfer
described in subsection (d)(4), no contribution will be ac-
cepted unless it is made by the Secretary of Health and
Human Services under section 1895N(b)(1) of the Social
Security Act.

"(B) The trustee is a bank (as defined* in section
408(n)), an insurance company (as defined Iin section 816),
or another person who demonstrates to the satisfaction of
the Secretary that the manner in which such person will
administer the trust will be consistent with the require-
ments of this section.

"(C) No part of the trust assets will be invested in life
insurance contracts.

"(D) The assets of the trust will not be commingled
with other property except in a common trust fund or com-
mon investment fund.

"ME The Interest of an individual in the balance in his
account is nonforfeitable.

"(F) Trustee-to-trustee transfers described in sub-
section (d)(4) may be made to and from the trust.
"(2) QUALIFIED MEDICAL EXPENSES.-

"(A) IN GENERAL.-The term 'qualified medical- ex-,
penses' means, with respect to an account beneficiary,
amounts paid by such beneficiary-
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"(I) for medical care (as defined in section 2 13(d))
for-

"(I the account beneficiary, or
"(VI) the spouse of the account benefliciaryif

the spouse Is entitled to benefits under part A of
title XVIII of the Social Security Act and enrolled
under part B of such title,

but only to the extent such amounts are not com-
pensated for by Insurance or otherwise, or

"01i) for qualified long-ter care services for the
account beneficiary or such spouse.
"(B HEALTH INSURANCE MAY NOT BE PURCHASED FROM

ACCOUNT.--Subparagraph (A) shall not apply to any pay-
ment for insurance other than insurance providing cov-
erage for qualified long-term care services.

"(C) QUALIFIED LONG-TERM CARE sERVICES.-The term
'qualified long-term care services' means necessary diag-
nostic, preventive, therapeutic, rehabilitative, and mainte-
nance (including personal care) services which are re-
quired by an individual during any period during which
such individual is a functionally impaired individual (as
determined in the manner prescribed by the Secretary).
"(3) ACCOUNT BENEFICIARY.-

"(A) IN GENERAL.-The term 'account beneficiary'
means the individual on whose behalf the medicare choice
account is maintained.

"(B) JOINT ACCOUNTs.-If married individuals are both
enrolled in a medicare choice plan, they may establish a
joint account and each spouse shal be treated as an ac----
count beneficiary.
"(4) MEDICARE CHOICE PLAN.-The term 'medicare choice

plan' has the meaning given such term by section 1895A(a) of
the Social Security Act.

"(5) CERTAIN RULES To APPLY.-Rules similar to the rules
of subsections (g) and (h of section 408 shall apply for pur-
poses of this section.
"(c) TAx TREATMENT OF ACCOUNTS.-

"(1) IN GENERAL.-A medicare choice account is exempt
from taxation under this subtitle unless such account has
ceased to be a medicare choice account by reason of paragraph~
(2). Notwithstanding the preceding sentence, any such accoTnif
is subject to the taxes imposed by section 511 (relating to impo-
sition of tax on unrelated business income of charitable, etc. or-
ganizations).

"(2) ACCOUNT ASSETS TREATED AS DISTRIBUTED IN THE CASE
OF PROHIBITED TRANSACTIONS OR ACCOUNT PLEDGED AS SECU-
RITY FOR LoAN.-Rules similar to the rules of paragraphs (2)
and (4) of section 408(e) shall apply to medicare choice ac-
counts, and any amount treated as distributed under such
rules shall be treated as not used to pay qualified medical ex-
pen ses.

"d)TAX TREATMENT OF DISTRIBUTIONS.-
"(1) IN GENERAL.-Any amount paid or distributed out of

a medicare choice account to an account beneficiary which is
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used exclusively to pay qualified medical expenses shall not be
Includible in gross income. Any amount paid or distributed out
of a medicare choice account to an account beneficiary which
is not used exclusively to pay qualified medical expenses shall
be Included in the gross income of the account beneficiary.

"(2) PENALTY FOR DISTRIBUTIONS NOT USED FOR QUALIFIED
MEDICAL EXPENSES.-

"(A) IN GENERAL.-The tax imposed by this chapter on
an account beneficiary for any taxable year in which there
is a payment or distribution to the account beneficiary
from a medicare choice account which is not used exclu-
sively to pay the qualified medical expenses shall be in-
creased by 10 percent of the amount of such payment or
distribution.

"(B)ExcEPTioNs.--Subparagraph (A) shall not apply if
the payment or distribution is made on or after the date
the account beneficiary-

"(I) becomes disabled within the meaning of sec-
tion 72(mX7), or

"(ii) dies.
"(C) SPECIAL RuLEs.-For purposes of subparagraph

(A)-
"(I) all medicare choice accounts of the account

beneficiary shall be treated as 1 account,
"00i all payet and distributions not used exclu-

sively to pay qualified medical expenses during any
taxable year shall be treated as 1 distribution and

"Off) any distribution of property shall be taken
into account at its fair market value on the date of the
distribution.

"(3) WITHDRAWAL OF ERRONEOUS CONTRIBUTIONS.-Para-
graphs (1) and (2) shall not apply to any payment or distribu-
tion from a medicare choice account to the Secretary of Health
and Human Services of an erroneous contribution to such ac-
count and of the net income attributable to such contribution.

"(4) TRUSTEE-TO-TRUSTE TRANSFERs.-Paragraphs (1) and
(2) shall not apply to any trustee-to-trustee transfer from a
medicare choice account of an account beneficiary to another
medicare choice account of such account beneficiary.

"(5) COORDINATION WffH MEDICALEPENSEDEDUCTION.-
For purposes of section 213, any payment or distribution out
of a medicare choice account for qualified medical expenses
shall not be treated as an expense paid for medical care.
"(e) TREATMENT OF ACCOUNT AFTER DEATH OF ACCOUNT BENE-

FICIARY.-
"(1 TREATMENT IF DESIGNATED BENEFICIARY IS SPOUSE.-

"(A) IN GENERAL.-In the case of an account bene-
ficiary's interest in a medicare choice account which is pay-
able to (or for the benefit of) such beneficiary's spouse
upon the death of such beneficiary, such account shall 1e
treated as a medicare choice account of such spouse as of
the date of such death.

"(B SPECIAL RULES IF SPOUSE NOTr MEDICARE ELIGI-
BLE.-If, as of the date of such death, such spouse is not
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entitled to benefits under title XVIII of the Social Socurity
Act, then after the date of such death-

"(I) the Secretary of Health and Human Services
may not make any payments to such account,, other
than pa ents attributable to periods before such
date, andm

(ii) in applying subsection Wb2) with respect to
such account, references to the account beneficiary
shall be treated as including references to any depend-
ent (as defined in section 152) of such spouse and any
subsequent spouse of such spouse.

"(2) TREATMENT IF DESIGNATED BENEFICIARY IS NOT
spousE.-In the case of an account beneficiary's interest in a
medicare choice account which is payable to (or for the benefit
of) any person other than such beneficiary's spouse upon the
death of such beneficiary-

"(A) such account shall cease to be a medicare choice
account as of the date of death, and

"(B) an amount equal to the fair market value of the
assets in such account on such date shall be includible-

"(i if such person is not the estate of such bene-
ficiary, in such person's gross income for the taxable
year which includes such date, or

"0i0 if such person is the estate of such bene-
ficiary, in such beneficiary's gross income for last tax-
able year of such beneficiary.

"(f) REPORTS.--
"(1) IN GENERAL.-The trustee of a medicare choice account

shall make such reports regarding such account to the Sec-
retary and to the account beneficiary with respect to-

"(A) the fair market value of the assets in such ac-
count as of the close of each calendar year, and

"(B) contributions, distributions, and other matters,
as the Secretary may require by regulations.

"1(2) TIME AND MANNER OF REPORTs.-The reports required
by this subsection-

"(A) shall be filed at such time and in such manner as
the Secretary prescribes in such regulations, and

"(B) shall be furnished to the account beneficiary-
"(i not later than January 31 of the calendar year

following the calendar year to which such reports re-
late, and

"00i in such manner as the Secretary prescribes in
such regulations."

(b) EXCLUSION OF MEDICARE CHOICE ACCOUNTS FROM ESTATE
TAx.-Part IV of subchapter A of chapter 11 of such Code is
amended by adding at the end the following new section:
"SEC. 2067. MEDICARE CHOICE ACCOUNTS.

"For purposes of the tax imposed by section 2001, the value of
the taxable estate shall be determined by deducting from the value
of the gross estate an amount equal to the value of any medicare
choice account (as defined in section 137(b)) included in the gross
estate."

(c) TAX ON PROHIBITED TRANSACTIONS.-
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(1) Section 4975 of such Code (relating to tax on prohibited
transactions) is amended by adding at the end of subsection (c)
the following new paragraph:

"(5) SPECIAL RULE FOR MEDICARE CHOICE ACCOUNTs.-An
individual for whose benefit a medicare choice account (within
the meaning of section 137(b)) is established shall be exempt
from the tax imposed by this section with respect to any trans-
action concerning such account (which would otherwise be tax-
able under this section) if, with respect to such transaction, the
account ceases to be a medicare choice account by reason of the
application of section 137(c)(2) to such account."

(2) Paragraph (1) of section 4975(e) of such Code is amend-
ed to read as follows:

"(1) PLAN.-For purposes of this section, the term 'plan'
means-

"(A) a trust described in section 40 1(a) which forms a
part of a pIan, or a plan described in section 403(a), which
trust or plan is exempt from tax under section 50 1(a),

"(B) an individual retirement account described in sec-
tion 408(a),

"(C) an individual retirement annuity described in sec-
tion 408(b),

"(D) a medicare choice account described in section
137(b), or

"(E) a trust, plan, account, or annuity which, at any
time, has been determined by the Secretary to be described
in any preceding subparagraph of this paragraph."

(d) FAILURE To PROVIDE REPORTS ON MEDICARE CHOICE AC-
COUNTS.-

(1) Subsection (a) of section 6693 of such Code (relating to
failure to provide reports on individual retirement accounts or
annuities) is amended to read as follows:
"(a) REPORTS.-

"(1) IN GENERAL.-If a person required to file a report
under a provision referred to in paragraph (2) fails to file such
report at the time and in the manner required by such provi-
sion, such person shall pay apenalty of $50 for each failure
unless it is shown that such failr is due to reasonable cause.

"(2) PROVISIONS.-The provisions referred to in this para-
graph are-

"(A) subsections (i and (1) of section 408 (relating to
individual retirement plans), and

"(B) section 137(f) (relating to medicare choice ac-
counts)."
(2) The section heading for section 6693 of such Code is

amended to read as follows:
"SEC. 669. FAILURE TO FILE REPORTS ON INDIVIDUAL RETIREMENT

PLANS AND CERTAIN OTHER TAX-FAVORED ACCOUNTS-
PENALTIES RELATING TO DESIGNATED NONDEDUCTIBil
CONTRIBUTIONS."

(e) EXCEPIO FROM CAPITALIZATION OF POLICY ACQUISITION
ExPENsEs.--Subparagraph (B) of section 848(e)(1) of such Code (de-
fining specified insurance contract) is amended by striking "and" at
the end of clause (ii), by striking the period at the end of clause
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0ii0 and inserting ", and", and by adding at the end the following
new clause:

"(iv) any contract which is a medicare choice ac-
count (as defined in section 137(b))."

(M CLERicAL AMEDMENTS.-
(1) The table of sections for part III of subchapter B of

chapter 1 of such Code is amended by striking the last item
and inserting the following:

"Sec. 137. Medicare choice accounts.
"Sec. 138. Cross references to other Acts."

(2) The table of sections for subchapter B of chapter 68 of
such Code is amended by striking the item relating to section
6693 and inserting the following new item:

"Sec. 6693. Failure to file reports on individual retirement plans and
certain other tax-favored accounts; penalties relat-
ing to designated nondeductible contributions."

(3) The table of sections for part IV of subchapter A of
chapter 11 of such Code is amended by adding at the end the
following new item:

"Sec. 2057. Medicare choice accounts."
(g) EFFEcTIVE DATE.-The amendments made by this section

shall apply to taxable years beginning after December 31, 1996.
SEC. 7007. CERTAIN REBATES INCLUDED IN GROSS INCOME.

(a) IN GENERAL.--Section 6 1(a) of ti%.. Internal Revenue Code
of 1986 (defining gross income) is amended by striking "and" at the
end of paragraph (14), by striking the period at the end of para-
gra ,ph (15) and inserting "; and", and by adding at the end the fol-
lowing new paragraph:

"(16) Payments under section 1895N(bX1XB)(ii) of the So-
cial Security Act."
Wb EFFECTIVE DATE.-The amendment made by subsection (a)

shall apply to amounts received after the date of the enactment of
this Act.
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CHAPTER 2-PROVISIONS RELATING TO PART A

Subchapter A-General Provisions Relating to Part A

SEC. 7011. PPS HOSPITAL PAYMENT UPDATE.
Section 1886(bX3XBXi) (42 U.S.C. 1395ww(bX3)(BXi)) is

amended by striking subclauses (XI), (XII), and (XIII) and inserting
the following new subclauses:

"=X) for fiscal years 1996 through 2002 for hospitals in all
areas, the greater of-

"(aa) the market basket percentage increase minus 2.5
percentage points, or

"(bb) 1.1 percent (1.3 percent for discharges during fis-
cal year 1996 and 1.2 percent for discharges during fiscal
year 1997), and
"(XII) for fiscal year 2003 and each subsequent fiscal year

for hosjpitals in all areas, the market basket percentage in-
crease..

SEC. 7012. PPS-EEMMPT HOSPITAL PAYMENTS.
(a) UPDATE.-

(1) IN GENERAL.-Section 1886(b)(3XB)(ii) (42 U.S.C.
1395ww(b)(3XBXii)) is amended-

(A) in subclause MV-
(i by striking "1997" and inserting "1995", and
40i by striking "and" at the end,

(B) by redesignating subclause (VD as subclause (VII);
and

(C) by inserting after subclause (V), the following
subclause:
"(VI) for fiscal years 1996 through 2002-

"(aa) the market basket percentageiceaemnu0h
applicable reduction (as defined in clause (viXIM),

"(bb) in the case of a hospital for a fiscal year for
which the hospital's update adjustment percentage (as de-
fined in clause (vi)(I)) is at least 10 percent, the market
basket percentage increase, or

"(cc) in the case of a hospital for which 150 percent of
the hospital's allowable operating costs of inpatient hos-
pital services recognized under this title for the most re-
cent cost reporting period for which information is avail-
able is less than the hospital's target amount (as deter-
mined under subparagraph (A)) for such cost reporting pe-
riod, 0 percent,

except that the applicable percentage increase determined
under item (aa) or (bb) may not be less than 1.4 percent for
fiscal year 1996, 1.3 percent for fiscal year 1997, and 1.1 per-
cent for fiscal years 1998 through 2002, and".

(2) DEFiNrFIoNs.--Section 1886(bX3XB) (42 U.s.c.
1395ww(bX(3XB)) is amended by adding at the end the follow-
ing new clause:
"(vi) For purposes of clause (iXVI)-

"(I a hospital's 'update adjustment percentage' for a fiscal
year is the percentage by which the hospital's allowable operat-
ing costs of inpatient hospital services recognized under this
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title for the most recent cost reporting period for which Infor-
mation is available exceeds the hospital's target amount (as de-
termined under subparagraph (A)) for such cost reporting pe-
riod, and

"(11) the 'applicable reduction' with respect to a hospital for
a fiscal year is 2.5 percentage points, reduced by 0.25 percent-
age point for each percentage point (if any) the hospital's up-
date adjustment percentage for the fiscal year is less than 10

(3 EFCTO PAYMENT REDUCTION ON EXCEPTIONS AND
ADJLJSTMENTS.-Section 1886(bX4XA)(ii) (42 U.s.c.
1395ww(b)(4XA)(ii)) is amended by striking paragraphh
(3)(BOiXVY' and Inserting "subclause (V) or (VI) o paragraph
(3XBXii)"
(b TARGET AMOUNTS FOR NEW REHABILITATION HOSPITALS

AND LONG-TERM CARE HospiTALS.-Section 1886(b)(3)(A) (42
U.S.C. 1395ww(b)(3)(A)) is amended-

(1) by redesignating clauses (I) and (ii) as subclauses (I)
and (11), respectively;

(2) by inserting "(1)91 after "W3AY'- and
(3) by adding at the end the following new clauses:

"Vii) Notwithstanding clause (I), in the case of a rehabilitation
hospital (or unit thereof) which first receives payments under this
section-

"(I on or before October 1, 1995, the target amount deter-
mined under this subparagraph for such hospital or unit for a
cost reporting period beginning during a fiscal year shall not
be less than 50 percent of the national mean of the target
amounts determined under this paragraph for all rehabilita-
tion hospitals (and units thereof) for cost reporting periods be-
gi"nning during such fiscal year (determined without regard to
this clause); and

"(1I) on or after October 1, 1995, such target amount may
not be greater than 130 percent of the national mean of the
target amounts for such hospitals (and units thereof) for cost
reporting periods beginning during fi scal year 199 1.
"(III) Notwithstanding clause (I), in the case of a hospital which

has an average inpatient length of stay of greater than 25 days-
"(I which first receives payments under this section as a

hospital that is not a subsection (d) hospital (as defined in sec-
tion 1886(dX1XB)) or a subsection (d) Puerto Rico hospital (as
defined in section 1886(d)(9)(A)) on or before October 1, 1995,
the target amount determined under this subparagraph for
such hospital for a cost reporting period beginning during a fis-
cal yar shall not be less than 50 percent of the national mean

oftetarget amounts determined under this paragraph for all
such hospitals for cost reporting periods beginning during such
fiscal year (determined without regard to this clause); and

"(II) which first receives payment under this section as a
hosp ital described in subclause (I) on or after October 1, 1995,
such target amount may not be greater than 130 percent of
suc national mean of the target amounts for such hospitals
for cost reporting periods beginning during fiscal year 1991.
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"(lv) The Secretary shall, if the Secretary determines it is ap-
propriate, calculate and implement a separate ceiling under clause
(iiXII) based on case-mix and DRG category.".

(c DEVELOPMENT NATIONAL PROSPECTIVE PAYMENT RATES FOR
CuRRENT NoN-PPS HOSPITALS.-

(1) IN GENERAL.-The Secretary of Health and Human
Services, in consultation with the Prospective Payment Assess-
ment Commission, appropriate providers of services, health
plans, and other experts, shall develop a proposal to replace
the current system under which hospitals that are not sub-
section (W hospitals (as defined in section 1886(d)(1)(B) of the
Social Security Act) receive payment for the operating and cap-
ital-related costs of inpatient hospital services under part A of
the medicare program with a prospective payment system.

(2) DEVELOPMENT OF SYSTEM FOR REHABILITATION AND
LONG TERM CARE HOSPITALS.-

(A) IN GENERAL.-Not later then June 1, 1996, the
Secretary of Health and Human Services shall submit a
report to the Congress providing recommendations on a
prospective payment system for rehabilitation hospitals
(and units thereof) and hospitals which have an average
inpatient length of stay of greater than 25 days.

(B) MATTERS INCLUDED.-The report submitted under
subparagraph (A) shall include-

(i the available and preferred systems of
classifying rehabilitation patients relative to duration
and intensity of inpatient services;

00ii the means of calculating medicare program
payments to reflect such patient requirements;

(iii) other adjustments deemed appropriate such
as geographic variations in wages and other costs and
outliers;

(iv) a schedule upon which it is deemed feasible to
introduce a prospective payment system for such pro-
viders and whether any such system should be applied
to other types of providers of rehabilitation services;
and

(v) any other matters the Secretary determines
are relevant including recommendations for other
types of hospitals that are not subsection (d) hospitals
(as defined in section 1886(dX1lXB) of the Social Secu-
rity Act).

(d) CAPITAL PAYMENTS FOR PPS-ExEmpT HospIT.Am--Section
1886(g) (42 U.S.C. 1395ww(g)) is amended by adding at the end the
following new paragraph:

"(4) In determining the amount of the payments that may be
made under this title with respect to all the capital-related costs
of inpatient hospital services furnished during fiscal years 1996
through 2002 of a hospital which is not a subsection (d) hospital
or a subsection (d) Puerto Rico hospital, the Secretary shall reduce
the amounts of such payments otherwise determined under this
title by 15 percent.".
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SEC. 7018. CAPIAL PAYMENTS FOR PPS HOSPIALS.
(a) IN GENERAL.-Section 1886(gX1XA) (42 U.s.c.

1395ww(gXl1XA)) is amended by adding at the end the following
new sentence: "In addition to the reduction described in the preced-
ing sentence, for discharges occurring after September 30, 1995,
the Secretary shall reduce by -7.47 percent the unadjusted standard
Federal capital payment rate (as described in 42 CFR 412.308(c),
as in effect on the date of the enactment of the Balanced Budget
Reconciliation Act of 1995) and shall reduce by 8.27 percent the
unadjusted hospital-specific rate (as described in 42 CFR
412.328(e)(1), as in effect on the date of the enactment of such
Act)."

(b) BUDGET NEUTRALITY ADJUSTMENT.-
(1) IN GENERAL.-The second sentence of section

1886(g)(1)(A) (42 U.S.C. 1395ww(gX1XA)) is amended-
(A) by striking "fiscal years 1992 through 1995" and

inserting "fiscal years 1996 through 2002"; and
(B) by striking "10 percent" and inserting "15 percent".

(2) EFFECTIVE DATE.-The amendments made by para-
graph (1) shall apply on and after October 1, 1995.
(c) HsPITA-SPEc~ic ADJUSTMENT FOR CAPITAL-RELATED TAx

COSTS.--Section 1886(g)(1) (42 U.S.C. 1395ww(g)(1)) is amended-
(1) by redesignating subparagraph (C) as subparagraph

(D), and
(2) by inserting after subparagraph (B) the following sub-

paragraph:
"(C)(i) For discharges occurring after September 30,

1995, such system shall provide for an adjustment in an
amount equal to the amount determined under clause (iv)
for capital-related tax costs for each hospital that is eligi-
ble for such adjustment.

"00i Subject to clause (iii), a hospital is eligible for an
adjustment under this subparagraph, with respect to dis-
charges occurring in a fiscal year, if the hospital-

"(I) is a hospital that may otherwise receive pay-
ments under this subsection,

"(II) is not a public hospital, and
"VIII incurs capital-related tax costs for the fiscal

year.
"(iii)(I) In the case of a hospital that first incurs cap-

ital-related tax costs in a fiscal year after fiscal year 1992
because of a change from nonproprietary to proprietary
status or because the hospital commenced operation after
such fiscal year, the first fiscal y ear for which the hospital
shall be eligible for such adjustment is the second full fis-
cal year following the fiscal year in which the hospital first
incurs such costs.

"(II) In the case of a hospital that first incurs capital-
related tax costs in a fiscal year after fiscal year 1992 be-
cause of a change in State or local tax laws, the first fiscal
year for which the hospital shall be eligible for such ad-
justment is the fourth full fiscal year following the fiscal
year in which the hospital first incurs such costs.



208

"(iv) The per discharge adjustment under this clause
shall be equal to the hospital-spe.cific capital-related tax
costs per discharge of a hospiMtaor fisca year 1992 (or, in
the case of a hospital that first incurs capital-related tax
costs for a fiscal year after fiscal year 1992, for the first
full fiscal year for which such costs are incurred), updated
to the fiscal year to which the adjustment applies. Such
per discharge adjustment shall be added to the Federal
capital rate, after such rate has been adjusted as described
in 42 CFR 412.312 (as in effect on the date of the enact-
ment of the Balanced Budget Reconciliation Act of 1995),
and before such rate ils multiplied by the applicable Fed-
eral rate percentage.

"(v)For purpses of this subparagraph, capital-related
tax costs include-

"(I the costs of taxes on land and depreciable as-
sets owned by a hosptal and used for patient care,

"(11) paymentsrin lieu of such taxes (made by hos-
pitals that are exempt from taxation), and

"(Il) the costs of taxes p aid by a hosital as lessee
of land, buildings, or fixed equipment fromalso
that is unrelated to the hospital under the terms of a
lease that requires the lessee to pay all expenses (in-
cluding mortgage, interest, and amortization) and
leaves the lessor with an amount free of all claims
(sometimes referred to as a 'net net net' or 'triple net'
lease).

In determining the adjustment required under clause (i),
the Secretary shall not take into account any capital-relat-
ed tax costs of a hospital to the extent that such costs are
based on tax rates and assessments that exceed those for
similar commercial properties.

"(vi) The system shall provide that the Federal capital
rate for any fiscal year after September 30, 1995, shall be
reduced by a percentage sufficient to ensure that the ad-
justments required to be paid under clause Wi for a fiscal
year neither increase nor decrease the total amount that
would have been paid under this system but for the pay-
ment of such adjustments for such fiscal year."

(d) REVISION OF EXCEPTIONS PROCESS UNDER PROSPECTWE
PAYMENT SYSTEM FOR CERTAIN PROJECTS.-

(1)I GENERAL.-Section 1886(g)(1) (42 U.S.C.
139ww~~l), as amended by subsection (c), is amended-

(A yredesignating subparagraph (D) as subpara-
graph (E), and

(B) by inserting after subparagraph (C) the following
subparagraph:

"(D) The exceptions under the system provided by the Sec-
retary under subparagraph (BXiii) shall include the provision of ex-
ception payments under the special exceptions process provided
under 42 CFR 412.348(g) (as in effect on September 1, 1995), ex-
cept that the Secretary shall revise such process as follows:

"Mi A hospital with at least 100 beds which is located in
an urban area shall be eligible under such process without re-

- II - - -
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gard to its disproportionate patient percentage under sub-
section (dX5)(F) or whether it qualifies for additional payment
amounts under such subsection.

"01f) The minimum payment level for qualifying hospitals
shall be 80 percent.

"(fiii) A hospital shall be considered to meet the require-
ment that it completes the project involved no later than the
end of the hospital's last cost reporting period beginning after
October 1, 2001, if-

"(I the hospital has obtained a certificate of need for
the proect approved by the State or a local planning au-
thority by September 1, 1995, and

"4(11) by September 1, 1995, the hospital has expended
on the project at least $750,000 or 10 percent of the esti-
mated cost of the project.
"(iv) Offsetting amounts, as described in 42 CFR

412.348(gX8Xii), shall apply except that subparagraph (B) of
such section shall be revised to require that the additional pay-
ment that would otherwise be payable for the cost reporting
period shall be reduced by the amount (if any) by which the
hos ital's current year medicare capital payments (excluding, if
apicable, 75 percent of the hospital's capital-related dis-

proportionate share payments) exceeds its medicare capital
costs for such year.".

(2) LIMIT TO ADDITIONAL PAYMENTS.-The amendment
made by subsection (a) shall not result in aggregate additional
payments under the special exception process described in sec-
tion 1886(b)(1)(D) for fiscal years 1996 through 2000 in excess
of an amount equal to the sum of $50,000,000 per year more
than would have been paid in such fiscal years if such amend-
ment had not been enacted.

(3) CONFORMING AMENDMENT.--Section 1886(g)( 1)(B) (42
U.S.C. 1395ww(g)(1)(B)) is amended by striking "may provide"
and inserting "shall provide (in accordance with subparagraph
(D)"

SEC. 7014. DISPROPORTIONATE SHARE HOSPITAL PAYMENTS.
(a) IN GENERAL.-Section 1886(d)(5)(F)(ii) (42 U.S.C.

1395ww(d)(5)(F)(ii)) is amended-
(1) by striking 'The" and inserting "Subject to clause (ix),

the",
(2) by redesignating subclauses (I) and (11) as items (aa)

and (bb), respectively;
(3) by inserting "(ID" after 16ii01;
(4) by inserting "the applicable percentage determined

under subclause (II) of the amount" after "discharge shall be";
(5) by adding at the end the following new subclause:

'(II) For purposes of subclause (I), the applicable per-
centage for discharges occurring during a fiscal year is 95
percent in fiscal year 1996, 90 percent in fiscal year 1997,
85 percent in fiscal year 1998, 80 percent in fiscal year
1999, and 75 percent in fiscal years 2000, 2001, and
2002."; and
(6) by adding at the end the following new clause:
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"(04 With respect to discharges occurring on or after Octo-
ber 1, 1995, the Secretary shall adjust the additional payment
amounts provided in accordance with this subparagraph for
each discharge such that the total amount of such additional
payment amounts for discharges occurring over the 7-year pe-
riod beginning on October 1, 1995, does not exceed an average
5 percent of the sum of the total estimated payments under
this subsection over such 7-year period (other than payments
under subparagraph (B) or this sub paragraph).".
(W No RESTANDARDIZATION OF PAYmENT AMOUNTS RE-

QUIRED.-Section 1886(d)(2)(CXiv) (42 U.S.C. 1395ww(d)(2XCXiv))
is amended by striking "1990" and inserting ", 1990, and the modi-
fications made to such paragraph by section 7014(a) of the Bal-
anced Budget Reconciliation Act of 1995.".

(c EFFECTWE DATE.-The amendments made by subsections
(a) and (b shall apply to discharges occurring on or after October
1,91995.
SEC. 7015. INDIRECT MEDICAL EDUCATION PAYMENTS.

(a) IN GENERAL.--Section 1886(d)(5XBXii) (42 U.S.C.
1395ww(dX5XBXii)) is amended to read as follows:

"(ii) For purposes of clause (iXII), the indirect teaching ad-
justment factor is equal to c x (((1+r) to the nth power) - 1),
where Yr is the ratio of the hospital's full-time equivalent in-
terns and residents to beds and 'n equals .405. For discharges
occurring on or after-

"(I May 1, 1986, and before October 1, 1995, Vc is
equal to 1.89;

"(11) October 1, 1995, and before October 1, 1996, Vc is
equal to 1.65;

"VIII October 1, 1996, and before October 1, 1997, Vc
is equal to 1.38; and

"WIV October 1, 1997, and before October 1, 2001, Vc
is equal to 1.11.".

(b) No RESTANIDARDIZATION OF PAYMENT AMOUNTs RE-
QUIRED.-Section 1886(dX2XC)(i) (42 U.S.C. 1395ww(d)(2)(0)(i)) is
amended by striking "of 1985" and inserting "of 1985, but not tak-
ing into account the amendments made by section 70 15(a) of the
Balanced Budget Reconciliation Act of 1995".
SEC. 701& GRADUATE MEDICAL EDUCATION AND DISPROPORTIONATE

SHARE PAYMENT ADJUSTMENTS FOR MEDICARE CHOICE.
Section 1886 (42 U.S.C. 1395ww) is amended by adding at the

end the following new subsection:
"(Q) GRADUATE MEDICAL EDUCATION AND DISPROPORTIONATE

SHARE PAYMENT ADJUSTMENTS FOR MEDICARE CJHOICE.-
"(1) IN GENERAL.-For discharges occurring on or after

January 1, 1997, a subsection (d) hospital shall receive pay-
ment for each discharge of an individual enrolled under part
D with a medicare choice plan in an amount equal to the appli-
cable percentage of the amount that the hospital would have
received for such discharge under subsections (dX5XB), (relat-
ing to indirect medical education), (dX5)(F) (relating- to dis-
proportionate share), and (h (relating to direct graduate medi-
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cal. education), if such individual was enrolled in the tradi-
tional medicare program (as defined In section 1895AWcX)).

"(2) APPLICAB3LE PERCENTAGE.-For purposes of paragraph
(1), the applicable percentage is-

'(A) for calendar year 1997, 50 percent; and
"(B for calendar years after 1997, 100 percent.".

SEC. 7017. PAYMENTS FOR HOSPICE SERVICES.
Section 1814(iX1XCXii) (42 U.S.C. 1395fRi(1XMii) is amended

by striking subclauses (IV, (V), and (VI), and inserting the follow-
ing subclauses:

"(MI)for each of fiscal years 1996 through 2002, the great-
er of-

"(aa) the market basket percentage Increase for the
fiscal year minus 2.5 percentage points, or

"(bb) 1.1 percent (1.3 percent in fiscal year 1996 and
1.2 percent in fiscal year 1997); and

"MV for a subsequent fiscal year, the market basket per-
centage increase for the fiscal year.".

SEC. 7018.1 EXT'IENDING MEDICARE COVERAGE Of, AND APPLICATION
OF HOSPITAL INSURANCE TAX TO, ALL STATE AND LOCAL
GOVERNMENT EMPLOYEES.

(a) IN GENERAL.-
(1) APPLICATION OF HOSPITAL INSURANCE TAX.-Section

3121(uX2) of the Internal Revenue Code of 1986 is amended by
striking subparagraphs (C) and (D).

(2) COVERAGE UNDER MEDICARE.-Section 210(p) (42 U.S.C.
410(pi)) is amended by striking paragraphs (3) and (4).(3) EFFECTIVE DATE.---The amendments made by this sub-
section shall apply to services performed after December 31,
1995.
(b) TRANSITION IN BENEFITS FOR STATE AND LOCAL GOVERN-

1m1FNT EMPLOYEES AND FORMER EMPLOYEES.-
(1) IN GENERAL.-

(A) EMPLOYEES NEWLY SUBJECT To TAX.-For purposes
of sections 226, 226A, and 1811 of the Social Security Act,
in the case of any individual who performs services ring
the calendar quarter beginning January 1, 1996, the wages
for which are subject to the tax imposed by section 3 101(b)
of the Internal Revenue Code of 1986 only because of the
amendments made by subsection (a), the individual's medi-
care qualified State or local government employment (as
defined in subparagraph (B)) performed before January 1,
1996, shall be considered to be employmentn" (as defined
for purposes of title 11 of such Act), but only for purposes
of providing the individual (or another person) with enti-
tlement to hospital insurance benefits under part A of title
XVIII of such Act for months beginning with January
1996.

(B) MEDICARE QUALIFIED STATE OR LOCAL GOVERN-
MENT EMPLOYMENT DEFINED.-In this paragraph, the term
"medicare qualified State or local government employ-
ment" means medicare qualified government employment
described In section 210(pX1XB) of the Soial Security Act
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(determined without regard to section 210(pX3) of such
Act, as in effect before its repeal under subsection (a)(2)).
(2) AUTHoRIZTioN OF APPRopIATInONs.-There are author-

ized to be appropriated to the Federal Hospital Insurance
Trust Fund from time to time such sums as the Secretary of
Health and Human Services deems necessary for any fiscal
year on account of-

(A) payments made or to be made during such fiscal
year from such Trust Fund with respect to individuals who
are entitled to benefits under title XVIII of the Social Se-
curity Act solely by reason of paragraph (1),

(B) the additional administrative expenses resulting or
expected to result therefrom, and

(C) any loss in interest to such Trust Fund resulting
from the payment of those amounts, in order to place such
Trust Fund in the same position at the end of such fiscal
year as it would have been in if this subsection had not
been enacted.
(3) INFORMATION TO INDIVIDUALS WHO ARE PROSPECTIVE

MEDICARE BENEFICIARIES BASED ON STATE AND LOCAL GOVERN-
MENT EMPLOYMENT.-
Section 226(g) (42 U.S.C. 426(g)) is amended-

(A) by redesignating paragraphs (1) through (3) as
subparagraphs (A) through (C), respectively,

(B) by inserting "(1)" after "(g)", and
(C) by adding at the end the following new paragraph:

"(2) The Secretary, in consultation with State and local govern-
ments, shall provide procedres designed to assure that individuals
who perform medicare qualified government employment by virtue
of service described in section 210(aX7) are fully informed with re-
spect to (A) their eligibility or potential eligibility for hospital in-
surance benefits (based on such employment) under part A of title
XVIII, (B) the requirements for, and conditions of, such eligibility,
and (C) the necessity of timely application as a condition of becom-
ing entitled under subsection (bX2XC), giving particular attention
to individuals who apply for an annuity or retirement benefit and
whose eligibility for such annuity or retirement benefit is based on
a disability."

Wc TECHNICAL AMENDMENTS.-
(1) Subparagraph (A) of section 3121(uX2) of the Internal

Revenue Code of 1986 is amended by striking "subparagraphs
(B) and (C)," and inserting "subparagraph (B),".

(2) Subparagraph (B) of section 2l0(pXl) (42 U.S.C.
410(pX 1)) is amended by striking "paragraphs (2) and (3)." and
inserting "paragraph (2."

(3) Secion 218 (42 U.S.C. 418) is amended by striking sub-
section Wn.

(4) The amendments made by this subsection shall apply
after December 31, 1995.
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Subchapter B-Payments to Skiled Nursing Facilities
SEC. 7081. PAYMENTS FOR ROUTINE SERVICE COSTS.

(a) CLARIFICATION OF DEFINITION OF ROUTINE SERVICE
CoSTS.-Section 1888 (42 U.S.C. 1395yy) is amended by adding at
the end the following new subsection:

"(e) For purposes of this section, the 'routine service costs' of
a skilled nursing facility are all costs which are attributable to
nursing services, room and board, administrative costs, other over-
head costs, and all other ancillary services (including supplies and
equipment), excluding costs attributable to coveedno-routine
services subject to payment limits under section 1888A.`

(b) CONFORMING AMENDMENT.-Section 1888 (42 U.S.C.
1395yy) is amended in the heading by inserting "AND CERTAIN AN-
CILLARY" after "SERVICE".
SEC. 7032. INCENTIVES FOR COST-EFFECTIVE MANAGEMENT OF COV-

ERED NON-ROUTINE SERVICES.
(a) IN GENERAL.-Title XVIII is amended by inserting after

section 1888 the following new section:
"INCENTIVES FOR COST-EFFECTIVE MANAGEMENT OF COVERED NON-

ROUTINE SERVICES OF SKILLED NURSING FACILITIES
"SEC. 1888A. (a) DEFINITIONS.-For purposes of this section:

"(1 COVERED NON-ROUTINE SERVICES.-The term 'covered
non-routine services' means post-hospital extended care serv-
ices consisting of any of the following:

"(A) Physical or occupational therapy or speech-lan-
guage patholo.gy services, or respiratory therapy.

"(B) Prescription drus.
"(C) Complex medical equipment.
"(D) Intravenous therapy and solutions (including en-

teral and parenteral nutrients, supplies, and equipment).
"ME)Radfi-+ Ion therapy.
"(F) Diagnostic services, including1 laboratory, radiol-

ogy (including computerized tomography services and im-
aging services), and pulmonary services.
"(2) SNF MARKET BASKET PERCENTAGE INCREASE.-The

term 'SNF market basket percentage increase' for a fiscal year
means a percentage equal to input price changes in routine
service costs for the year under section 1888(a).

"(3) STAY.-The term 'stay' means, with respect to an indi-
vidual who is a resident of a skilled nursing facility, a period
of continuous days during which the facility provides extended
care services for which payment may be made under this title
for the individual during the individual's spell of illness.
"(b) NEW PAYMENT METHOD FOR COVERED NON-ROUrINE SERV-

ICES.-
"(1) IN GENERAL.-Subject to subsection (c), a skilled nurs-

ing facility shall receive interim payments under this title for
covered non-routine services furnished to an individual during
a cost reporting period beginning during a fiscal year (after fis-
cal year 1996) in an amount equal to the reasonable cost of

povdin such services in accordance with section 186 1(v. The
Secretary may adjust such payments if the Secretary deter-
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mines (on the basis of such estimated information as the Sec-
retary considers appropriate) that payments to the facility
under this paragraph or a cost reporting period would sub-
stantially exceed the cost reporting period limit determined
under subsection (c)(1)(B).

"(2) RESPONSIBILITY OF SKILLED NURSING FACILITY TO MAN-
AGE BILLINGS.

"(A) CLARIFICATION RELATING TO PART A BILLING.-Inl
the case of a covered non-routine service furnished to an
individual who (at the time* the service is furnished) is a
resident of a skilled nursing facility who is entitled to cov-
erage under section 1812(a)(2) for such service, the skilled
nursing facility shall submit a claim for payment under
this title for such service under part A (without regard to
whether or not the item or service was furnished by the
facility, by others under arrangement with them made by
the facility, under any other contracting or consulting ar-
rangement, or otherwise).

"(B) PART B BILLING.-In the case of a covered non-
routine service furnished to an individual who (at the time
the service is furnished) is a resident of a skilled nursing
facility who is not entitled to coverage under section
1812(a)(2) for such service but is entitled to coverage
under part B for such service, the skilled nursing facility
shall submit a claim for payment under this title for such
service under part B (without regard to whether or not the
item or service was furnished by the facility, by others
under arrangement with them made by the facility, under
any other contracting or consulting arrangement, or other-
wise).

"(C) MAINTAINING RECORDS ON SERVICES FURNISHED TO
REsiDENTs.-Each skilled nursing facility receiving pay-
ments for extended care services under this title shall doc-
ument on the facility's cost report all covered non-routine
services furnished to all residents of the facility to whom
the facility provided extended care services for which pay-
ment was made under part A during a fiscal year (begin-
ning with fiscal year 1996) (without regard to whether or
not the services were furnished by the facility, by others
under arrangement with them made by the facility, under
any other contracting or consulting arrangement, or other-
wise).

"(c) RECONCILIATION OF AMOUNTS.-
"(1 LIMIT BASED ON PER STAY LIMIT AND NUMBER OF

STAYS.-
"(A) IN GENERAL.-If a skilled nursing facility has re-

ceived aggregate payments under subsection (b) for cov-
ered non-routine services during a cost reporting period be-
ginning during a fiscal year in excess of an amount equal
to the cost reporting period limit determined under sub-
paragraph (B), the Secretary shall reduce the payments
made to the facility with respect to such services for cost
reporting periods beginning during the following fiscal
year in an amount equal to such excess. The Secretary
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shall reduce payments under this subparagraph at such
times and in such manner during a fiscal year as the Sec-
retary finds necessary to meet the requirement of this sub-
paragraph.

"(B)COST REPORTING PERIOD LIMIT.-The cost report-
ing period limit determined under this subparagraph is an-
amount equal to the product of-

"(ieothe per stay limit applicable to the facility
under subsection (d for the period; and

"(ii) the number of stays beginning during the pe-
riod for which payment was made to the facility for
such services.
"(C) PROSPECTiVE REDUCTION IN PAYMENTs.-In addi-

tion to the process for reducing payments described in sub-
paragraph (A), the Secretary may reduce payments made
to a facility under this section during a cost reporting pe-
riod if the Secretary determines (on the basis of such esti-
mated information as the Secretary considers appropriate)
that payments to the facility under this section for the pe-
riod will substantially exceed the cost reporting period
limit for the period determined under this paragraph.
"(2) INCENTiVE PAYMENTS.-

"(A) IN GENERAL.-If a skilled nursing facility has re-
ceived aggregate payments under -subsection (W for cov-
ered non-routine services during a cost reporting period be-
ginning during a fiscal year in an amount that is less than
the amount determine under paragraph 1BteSc
retary shall pay the skilled nursing facility in the following
fiscal year an incentive payment equal to 50 percent of the
difference between such amounts, except that the incentive
payment -may not exceed 5 percent of the aggregate pay-
ments made to the facility under subsection Wb for the pre-
vious fiscal year (without regard to subparagraph (B).

"(B INSTALLMENT INCENTIVE PAYMENTs.-The Sec-
retary ma make installment payments during a fiscal
year toa a skilled nursing fadiltrbe on the estimated In-
centive payment that thie afaci ityawould be eligible to re-
ceive with respect to such fiscal year.

"(d) DETERMINATION OF FACILITY PER STAY LIMIT.-
"(1) LIMIT FOR FISCAL YEAR 1997.-

"(A) IN GENERAL.-Except as provided in subpara-
graph (B), the Secretary shall establish separate per stay
limits for hospital-based and freestanding skilled nursing
facilities for the 12-month cost reporting period beginning
during fiscal year 1997 that are equal W the sum of-

"(1 50 percent of the facility-specific stay amount
for the facility (as determined under subsection (e)) for
the last 12-month cost reporting period ending on or
before September 30, 1994; and

"00l 50 percent of the average of all facility-spe-
cific stay amounts for all hospit albased facilities or all
fr-eestanding facilities (whichever is applicable) during
the cost reporting period described in clause Wi.

20-067--95-8a
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"(B FACILTES= NOT HAVING 1994 COST REPORTING PE-
RIOD.-In the case of a skilled nursing facility for which
payments were not made under this title for covered non-
routine services for the last 12-month cost reporting period
ending on or before September 30, 1994, the per stay limit
for the 12-month cost reporting period beginning during
fiscal year 1997 shall be twice the amount determined
under subparagraph (A)(ii).
"(2) LImIT FOR SUBSEQUENT FISCAL YEARS.-Subject to

paragraph (3) the per staq limit for a skilled nursing facility
(or a 12-month cost reporting period beginning during a fiscal
y ear after fiscal year 1997 is equal to the per stay limit estab-
lished -under this subsection for the 12-month cost reporting
period beginning during the previous fiscal year, increased by
the greater of-

"(A) the SNF market basket percentage increase for
such subsequent fiscal year minus 2.5 percentage points;
or

"(B) 1.1 percent (1.2 percent for fiscal year 1997).
"(3 REBAsING OF AMOUNTS.-

"(A) IN GENERAL.-The Secretary shall provide for an
adjustment to the facility-specific amounts used to deter-
mine the per stay limits under this subsection for cost re-
porting periods beginning on or after October 1, 1999, and
ever 2 years thereafter.

(B) TREATmENT OF FACILITIES NOT HAVING REBASED
COST REPORTING PERIODS.-Paragraph (1XB) shall apply
with respect to a skilled nursing facility for which pay-
ments were not made under this title for covered non-rou-
tine services for the 12-month cost reporting period used
by the Secretary to update facility-specific amounts under
subp aragraph (A) in the same manner as such paragraph
applies wit h respect to a facility for which payments were
not made under this title for covered non-routine services
for the last 12-month cost reporting period ending on or
before September 30, 1994.

"e)DETERMINATION OF FACLITY-SPECIFIC STAY AMOUNTS.-
The 'facility-specific: stay amount' for a skilled nursing facility for
a cost reporting period is the sum of-

"(1 the average amount of payments made to the facility
under part A during thek period which are attributable to cov-
ered non-routine services furnished during a stay; and

"(2) the Secret~us best estimate of the average amount of
payments made under part B during the period or covered
non-routine services furnished to all residents of the facility to
whom the facility provided extended care services for which
payment was ma de under part A during the period (without re-

gadto whether or not the services were furnished by the facil..
itty,by others under arrangement with them made by the facil-
ity under any other contracting or consulting arrangement, or
otherwise), as estimated by the Secretary.
"(1)INTESiV Nuptino OR THeRAPY NEEDS.-

"(1 IN GE:NERAL.ý-In alyg subsection (b to covered
non-routine services furnish du.gasaybgnLn"drn
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a cost reporting period beginning during a fiscal year (begin-
ning with fisca years after fiscal year 1997) to a resident of
a skiled nursing facility who requires intensive nursing or
terapy services, the per stay limit for such resident shall be

the per stay limit developed under paragaph (2) instead of the
per stay limit determined under subsection (d01)(A).

"(2) PER STAY LIMIT FOR INTENSIVE NEED RESIDENTS.-Not
later than June 30, 1997, the Secretary, after consultation with
the Pros ive Payment Assessment Commission and skilled
nursing facility experts, shall develop and publish a per stay
limit for residents of a skilled nursing facility who require in-
tensive nursing or therapy services.

"(3) BUDGET NEUTRALITY.-The Secretary shall adjust pay-
ments under subsection (b) in a manner that ensures that total
payments for covered non-routine services under this section
are not greater or less than total payments for such services
would have been but for the application of paragraph (1).
"(g) EXCEPTIONS AND ADJUSTMENTS To LIMITS.-

"(1) IN GENERAL.-The Secretary ma make exceptions and
adýustments to the cost reporting period imits, applicale to a

skilled- nursing facility under subsection (cX1XB) 'Ior aesc~ost re-
porting period, except that the total amount of any additional
payments made under this section for covered non-routine
services during the cost reporting period as a result of such ex-
ceptions and adjustments may not exceed 5 percent of the ag-
grgate payments made to all skilled nursing facilities for cov-
ered non-routine services during the cost reporting period (de-
termined without regard to this paragraph).

"(2) BUDGET NEUTR.ALITY.-Th~e Secretary shall adjust pay-
ments under subsection (b) 'in a manner that ensures that total
payments for covered non-routine services under this section
are not greater or less than total payments for such services
would have been but for the application of paragraph (1).
"(h) SPECIAL TREATMENT FOR MEDICARE Low VOLUME, SKILLED

NURSING FACILITiEs.-The Secretary shall determine an appro-
priate manner in which to apply this section, taking into account
the purposes of this section, to non-routine costs of a skilled nurs-
ing facility for which paymn is made for routine service costs dur-
inga cost reporting period on the basis of prospective paymentsundersection 1888(d)b..

(b) CONFORMING AmENDmENT.--Section 18 14(b) (42 U.S.C.
1395f(b)) is amended in the matter preceding paragraph (1) by
strikin, "1813 and 1886" and inserting "1813, 1886, 1888, and
1888AV
SEC. 7033. PAYMENTS FOR ROUTINE SERVICE COSTS.

(a) M[AINAINING SAvINGs RESULTING FROM TEMPORARY
FREEZE ON PAYMENT INCREASES.-

(1) BASING UPDATES TO PER DIEM COST LIMITS ON LIMITS
FOR FISCAL YEAR 1993.-

(A) IN G-ENERAL.-The last sentence of section 1888(a)
(42 U.S.C. 1395yy(a)) is amended by adding at te end the
following: '(except that such updates may not take into ac-
count any changes in the routine service costs of skilled
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nursing facilities occurring during cost reporting periods
which an during fiscal year 1994 or fiscal year 1995)..

(B) NO' EXCEPTIONS PERMITTED BASED ON AMEND-
MENT.-The Secretary of Health and Human Services shall
not consider the amendment made by subpargrph (A) in
making any adjustments pursuant to section 1888(c) of the
Social Security Act.
(2) PAYMENTS To LOW MEDICARE VOLUME SKILLED NURSING

FACILITIE.-Any change made by the Secretary of Health and
Human Services in the amount of any prospective payment
paid to a skilled nursing facility under section 1888(d) of the
Social Security Act for cost reporting periods beginning on or

after October 1, 1995, may not take into account any changes
in the costs of services occurring during cost reporting periods
which began during fiscal year 1994 or fiscal year 1995K.
(b ESTABLISHMENT OF SCHEDULE FOR MAKING ADJUSTMENTS

To LIMIT.-Section 1888(c) (42 U.S.C. 1395yy(c)) is amended by
striking the period at the end of the second sentence and inserting
", and may only make adjustments under this subsection with re-
spect to a facility which applies for an adjustment ,during an an-
-nual application period established by the Secretar-y.'.

(c) LIMITAION ON AGGREGATE INCREASE IN PAYMENTS ]RESULT-
ING FROM: ADJSTMENTS To LmITvS.--Section 1888(c) (42 U.S.C.
1395yyý(c) is amended-

(1) by striking "(c) The Secretary" and inserting "(c)(1)
Subject to paragraph (2), the Secretary; and

(2) by adding at the end the following new paragraph:
"(2) The Secretary may not make any adjustments under this

subsection in the limits set forth in subsection (a) for a cost report-
ing period beginning during a fiscal year to the extent that the

ttlamount of the additional payments made under this title as
a result of such adjustments is greater than~ an amo-ant equal to-

"(A) for cost reporting periods beginning during fiscal year
1997, the total amount of the additional payments made under
this title as a result of adjustments under th is subsection for
cost reporting periods beginning during fiscal year 1994 in-
creased (in a compounded manner) by the SNF market basket
p ercentage increase (as defined in section 1888A(eX3)) for each
fiscal yar; and

"(B) for cost reporting periods beginning during a subse-
quent fiscal year, the amount determined under this paragraph
or th previous fiscal year iincreased by the SNF market bas-

ket percentage increase for such subsequent fiscal year.".
(d) IMPOSITION OF LIMITS FOR ALL COST REPORTING PERIODS.-

Section 1888(a) (42 U.S.C. 1395yy(a)) is amended in the matter
preceding paragraph (1) by inserting after "extended care services"
the following:'(or any cost reporting period for which payment is
made under this title to the skilled nursing facility for such serv-
ices)".
SEC. 7034. REDUCTIONS IN PAYMENT FOR CAPITAJL-RELATED COSTS.

Section 1861(vXl) (42 U.S.C. 1395x(v)(1)) is amended by add-
ing at the end the following new subparagraph:

"(T) Such regulations shall provide that, in determining the
amount of the payments that may be made under this title with

I 'A
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respect to all the capital-related costs of skilled nursing facilities,
the Secretary shall reduce the amounts of such payments otherwise
established under this title by 15 percent for payments attributable
to portions of cost reporting periods occurring during fiscal years
1996 through 2002.".
SEC. 70M8 TREATMENT OF ITEM AND SERVICES PAID FOR UNDER

PART 3.
(a) REQUIRING PAYMENT FOR ALL ITEMS AND SERVICES To BE

MADE To FACILITY.-
(1) IN GENERAL.-The first sentence of section 1842(b)(6)

(42 U.S.C. 1395u(bX6)) is amended-
(A) by striking "and (D)" and inserting "(D)"; and
(B) by striking the period at the end and inserting the

following:- ", ad (E) in the case of an item or service fur-
nished to an individual who (at the time the item or serv-
ice is furnished) is a resident of a skilled nursing facility,
payment shall be made to the facility (without regard to
whether or not the item or service was furnished by the
facility, by others under arrangement with them made by
the facility, under any other contracting or consulting ar-
rangement, or otherwise), except that this subparagraph
shall not preclude a physician from providing evaluation
and management services to patients under the physician's
care."
(2) EXCLUSION FOR ITEMS AND SERVICES NOT BILLED BY FA-

ciITrY.--Section 1862(a) (42 U.S.C. 1395y(a)) is amended-
(A) by striking "or" at the end of paragraph (14);
(B) by striking the period at the end of paragraph (15)

and inserting "; or?; and
(C) b~ inserting after paragraph (15) the following new

(16 w~resuch expenses are for covered non-routine
services (as defined in section 1888A(aX 1)) furnished to an in-
dividual who is a resident of a skilled nursing facility and for
which the claim for payment under this title is not submitted
by the facility.".

(3) CONFORMING AMENDMENT.-Section 1832(aXl) (42
U.S.C. 1395k(aX 1)) is amended by striking "(2);" and inserting
"(2) and section 1842(bX6)(E);".
(b) REDUCTION IN PAYMENTS FOR ITEMS AND SERVICES FUR-

NISHED BY OR UNDER ARRANGEMENTS WITH FACiLITs.--Section
186 1(v)(1) (42 U.S.C. 1395x(vX 1)), as amended by section 7034, is
amended by adding at the end the following new subparagraph:

"(U) In- the case of an item or service furnished by a skilled
nursing facility (or by others under arrangement with them made
by a skilled nursing facility or under any other contracting or con-
sulting arrangement or otherwise) for which payment is made
under art B in an amount determined in accordance with section
1833(a B), the Secretar shall reduce the reasonable cost for
such item or service otherwise determined under clause (IXI) of
such section by 5.8 percent for payments attributable to portions of
cost reporting periods occurring during fiscal years 1996 through
2002.".
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SEC. 7036.MEIA REVIEW PROCESS.
In order to ensure that medicare beneficiaries are furnished

;appropriate extended care services, the Secretary of Health and
Human Services shall establish and implement a thorough medical
review process to examine the effects of the amendments made by
this subchapter on the quality of extended care services furnished
to medicare beneficiaries. Tn developing such a medical review
process, the Secretary shall place a particular emphasis on the
quality of non-routine covered services for which payment is made
under section 1888A of the Social Security Act.
SEC. 7037. REPORT BY PROSPECTIVE PAYMENT ASSESSMENT COMMIS-

SION.
Not later than October 1, 1997, the Prospective Payment As-

sessment Commission shall submit to Congress a report on the sys-
tem under which payment is made under the medicare program for
extended care services furnished by skilled nursing facilities, and
shall include in the report the following:

(1) An analysis of the effect of the methodology established
under section 1888A of the Social Security Act (as added by
section 7032) on the payments for, and the quality of, extended
care services under the medicare program.

(2) An analysis of the advisability. of determining the
amount of payment for covered non-routine services of facilities
(as described in such section) on the basis of the amounts paid
for such services when furnished by suppliers under partB of
the medicare program.

(3) An analysis of the desirability of maintaining separate
limits for hospital-based and freestanding facilities in the costs
of extended care services recognized as reasonable under the
medicare program.

(4) An analysis of the quality of services furnished by
skilled nursing facilities.

(5) An analysis of the adequacy of the process and stand-
ards used to provide exceptions to the limits described in para-
graph (3).

SEC. 7038. EFFECTIVE DATE.
Except as otherwise provided in this subchapter, the amend-

ments made by this subchapter shall applly to services furnished
during cost reporting periods (or portions of cost reporting periods)
beginning on or after October 1, 1996.
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CHAPTER 3-PROVISIONS RELATING TO PART B
SEC. 7041, PAYMENTS FOR PHYSICIANS' SER1 VICES.

(a) ESTABLIsHING UPDATE To CONVESIO FAcToR To MATCH
SPENDING UNDER SusT~iNAI3LE GROWTH RATE.-

(1) Section 1848(dX2) (42 U.S.C. 1395ww(dX2)) is amended
to read as follows:

"(2) RECOMMENATioN OF UPDATE.-
"(A) IN GENERtAL.-Not later than Apr11 15 of each year

(beginning with 1996), the Secretary shall transmit to the
Congress a report that includes a recommendation on the
appropriate update in the conversion factor for all physi-
cians' services (as defined In subsection MOWXA) in the fol-
lowing year. In making the recommendation, the Secretary
shall consider-

"(I) the percentage change in the medicare eco-
nomic index (described In the fourth sentence of sec-
tion 1842(bX3)) for that year;

"00i such factors as enter into the calculation of
the update adjustment factor as described in para-
graph (3XB); and

"(III) access to services.
"(B) ADDITIONAL CONsiDERATioNs.-In making rec-

ommendations under subparagraph (A), the Secretary may
also consider-

"(I) unexpected changes by physicians in response
to the implementation of the fee schedule;

"(ii) unexpected changes in outlay projections;
"(III) changes in the quality or appropriateness of

care;
"(iv) any other relevant factors not measured in

the resource-based payment methodology; and
"(v changes in volume or intensity of services.

"(C) COMMISSION RvIEw.-The Physician Payment
Review Commission shall review the report submitted
under subparagraph (A) in a year and shall submit to the
Congress, by not later than May 15 of the year, a report
including its recommendations respecting the update in
the conversion factor for the following year."
(2) UPDATrE.--Section 1848(dX3) (42 U.S.C. 1395w--4(d)(3))

is amended to read as follows:
"(3) UPDATE.-

"(A) IN GENERAL.-Unless Congress otherwise pro-
vides, subject to subparagraph h (E), for purposes of this sec-
tion the update for a year beginning with- 1997) is equal
to the prmodulct of-

"(1) 1 plus the Secretary's estimate of the pearcent-
age increase in the medicare economic index (de-
scribed in the fourth sentence of section 1842(bX3)) for
the year (divided by 100), and

"(ii) 1 plus the Secretary's estimate of the update
adjustment factor for the year (divided by 100),

minus 1 and multiplied by 100.
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"(B) UPDATE ADJUSTMENT FAcTOR.-The 'updte ad-
justment factor' for a year is equal to the quotient of-

"(I the difference between (1) the sum of the al-
lowed expenditures for physicians' services furnished
during each of the years 1995 through the year in-

vovdand (II) the sum of the amount of actual ex-
1penditures for physicians' services furnished during
each of the years 1995 through the previous year; df-
vided b

"tue(ii the SecretarY's estimate of allowed expendi-
trsfor physicians services furnished during the

"(0) DETERMINATION OF ALLOWED EXPENDITUREs.-For
purposes of subparagraph (B), allowed expenditures for

physicians' services shall~ be determined as follows (as esti-
mated by the Secretary):

"(M In the case of allowed expnditures for 1995,
such expenditures shall be equa to actual expendi-
tures for services furnished during the 12-month pe-
riod ending with June 30, 1995.

"(ii) In the case of allowed expenditures for 1996.
and each subsequent year, such expenditures shall be
equal to allowed expenditures for the previous year,
increased by the sustainable growth rate under sub-
section (M for the fiscal year which begins during the

"(D) DETERMINATION OF ACTUAL EXPENDiTUREs.-For
prposso paragraph (B), the amount of actual ex-

penditures for physicians' services furnished during a year
shall be equal to the amount of expenditures for such serv-
ices during the 12-month period ending with June of the
previous yar.

"(E) ESTORICTION ON VARIATION FROM MEDICARE ECO-
NOMIC IND~x.-Notwithstanding the amount of the update
adjustment factor determined under subparagraph (W) or
a year, the update in the conversion factor under this
paragraph for the year may not be-

"(i) greater than 103 percent of 1 plus the Sec-
retarys estimate of the percentage increase in the
medicare economic index (described in the fourth sen-
tence of section 1842(bX3)) for the year (divided by
100), minus 1 and multiplied by 100- or

"00i less than 93 percent of 1 pius the Secretary's
estimate of the percentage increase in the medicare
economic index (described in the fourth sentence of
section 1842(b)(3)) for the year (divided by 100), minus
1 and multiplied by 100.".

(3) EFFECTIVE DATE.-The amendments made by this sub-
section shall apply to physicians' services furnished on or after
January 1, 1997.
(b) REPLACEMENT OF VOLUME PERFORANCE STANDARD WITH

SUSTAIABLE GROWTH RATE.--Section 1848(f) (42 U.S.C. 1395W-
0(0) is amended to read as follows:

(0 SUSTAINABLE GROWTH RATE.-
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"(1) PROCESS FOR ESTABLISHING SUSTAINABLE GROWTH
RATE OF INCREASE.-

"(A) SECRETARY*S RECOMMENDATION.-By not later
than April 15 of each year (beginning with 1996), the Sec-
retary shall transmit to the 1ongrss a recommendation
on the sustainable growth rate for the fiscal year begin-ning In such year. In making the recommendation, 'the
Secretary sh Icner with" organizations representing
physicians and shall consider-

"(I) inflation,
"(ii) changes in numbers of enrollees (other than

private pIan enrollees) under this part,
"(iii)changes in the age composition of enrollees

(other than private plan enrollees) under this part,
"(iv) changes in technology,
"Mv evidence of inappropriate utilization of serv-

ices,
"(vi) evidence of lack of access to necessary physi-

cians' services, and
"(vii) such other factors as the Secretary considers

N) COMMl~ISSION REviEW.-The Physician Payment
Review Commission shall review the recommendation

-transmitted during a year under subparagraph (A) and
shall make its recommendation to Congress, by not later
than May 15 of the year, respecting the sustainable growth
rate for the fiscal year beginning in that year.

"(C) PUBLICATION OF SUSTAINABLE GROWTH RATE.-The
Secretary shall cause to have the sustainable growth rate
published in the Federal Register, in the last 15 days of
October of each calendar year (beginning with 1997), for
the fiscal year beginning in that year. The Secret!aryhall
cause to have puL~lished in the Federal Regis ter,.by not
later than January 1, 1997, the paragraph (2) for fiscal
year 1997.
"(2) SPECIFICATION OF GROWTH RATE.-

"(A) FISCAL YEAR 1996.-The sustainable grwth rate
for all physicians' services for fiscal year 1996 shall be
equal to the product of-

"(1) 1 plus the Secretary's estimate of the percent-

age change in the medicare economic index for 196
(describedT in the fourth sentence of section 1842(bX3))

(divided by 100),
"(ii) 1 plus the Secretary's estimate of the percent-

age change (divided by 100) in the average number of
individuals enrolled under this part (other than pri-
vate plan enrollees) from fiscal year 1995 to fiscal year
1996~

ý(iii) 1 plus the Secretary's estimate of the pro-
jected percentage growth In real gross domestic prod-
uct pe capita (dividded by 100) from fiscal year 1995
to fisa year 1996 plus 2 percentage points, and

"(iv) 1 plus the Secretary's estimate of the per-
centage change (divided by 100) in expenditures for all

6
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physicians' services in fiscal year 1996 (compared with
fiscal year 1995) which will result from changes in law
(including the Balanced Budget Reconciliation Act of
1995) determined without taking into account esti-
mateJ changes in expenditures due to changes in the
volume and intensity of physicians' services or changes
in expenditures resulting from changes in the update
to the conversion factor under subsection (d),

minus 1 and multiplied by 100.
"(B)SUBSEQUENTr FISCAL YEARs.-The sustainable

growth rate for all physicians' services for fiscal year 1997
and each subsequent fiscal year shall be equal to the prod-
uct of-

"(1) 1 plus the Secretary's estimate of the percent-
age change in the medicare economic index for the fis-
cal year Involved (described In the fourth sentence of
section 1842(bX3)) (divided by 100),

"(11) 1 plus the Secretary's estimate of the percent-
age change (divided by 100) in the average number of
individual enrolled under this part (other than pri-
vate plan enrollees) from the previous fiscal year to
the fiscal year involved,

"MIi) 1 plus the Secretary's estimate of the pro-
jected percentae growth in real gross domestic rod-uct per capita (divided by 100) from the previous Fiscal
year to the fiscal year Involved, plus 2 percentage
points, and

"(iv) 1 plus the Secretary's estimate of the per-
centage change (divided by 100) in expenditures for all
physicians' services in the fiscal year (compared with
the previous fiscal year) which will result from
changes in law, determined without taking into ac-
count estimated changes in expenditures due to
changes in the volume and intensity of physicians'
services or changes in expedtrsrslingfo
changes in the update to the conversion factor under
subsection (dX3),

minus 1 and multiplied by 100.
"(3) DEFJNITIONS.-In this subsection:

"(A) SERVICES INCLUDED IN PHYSICIANS' SERVICES.-
The term 'physicians' services' includes other items and
services (such as clinical diagnostic laboratory tests and
radiology servicess, specified by the Secretary, that are
commony performed or furnished by a physician or in a
physician's office, but does not include services furnished
to a private plan enrollee.

"(B)PwRIVT PLAN ENROLLE.-The term 'private plan
enrollee means, with respect to a fiscal year, an individual
enrolled under this part who has elected to receive benefits
under this title for the fiscal year through a medicare
choice plan offered under part D or through enrollment
with an eligible oralation with a risk-sharing contract
under section 18761..
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(c) ESTABISHMENT OF SiNGLE CONVERsioN FACTOR- FOR
1996.-

(1) IN GENERAL.--Section 1848(dXl) (42 U.S.C. 1395w-
4(dX 1)) is amended-

(A) by redesignating subparagraph (C) as subpara-
graph (D); and

(B) by inserting after subparagraph (B) the following
new subparagraph:

"(C) SPECIAL RULE FOR 1996.-For 1996, the conver-
sion factor under this subsection shall be $35.42 for all

F hyiciaii'services.".r2) MPRIGAMENDMET.--Section 1848 (42 U.S.C.
1395w-A) is amended-

(A) by stri ing "(or factors)" each place it appears in
subsection (dXl XA1and (dX1XCXiI);

(B) in subsection (dX1XA,),by striking "or updates"-
(C) in subsection (dX1 (XiI), by striking "(or up-

dates)"; and
(D) in subsection (iX1XC), by striking "conversion fac-

tors" and inserting "the conversion factor.
SEC. 7042. ELIMINATION OF FORMULA-DRIVEN OVERPAYMENTS FOR

- CERTAIN OUTPATIENT HOSPITAL SERVICES.
(a) AMBULATORY SURGICAL CENTER PIROCEDURES.--Section

1833(iX3XBXiXII) (42 U.S.C. 13951(iX3XB)(iXII)) is amended-
(1) by striking "of 80 percent"; and
(2) b striking the period at the end and inserting the. fol-

lowing: "less the amount a provider may charge as described
in clause 00i of section 1866 a 2XA)."
(b) RADIOLOGY SERVICES AND DIAGNOSTIC PROCEDURES.-SeC-

tion 1833(n)(1X(BXiXII) (42 U.S.C. 13951(nUl)BMiII) is amend-
ed-

(1) by striking "of 80 percent"; and
(2) by striking the period at the end and inserting the fol-

lowing: ", less the amount a provider may charge as described
in clause 00i of section 1866(a)2A)."
(c) EFFECTrvE DATE.-The amendments made by this section

shall apply to services furnished during portions of cost reporting
periods occurring on or after October 1, 1995.
SEC. 7043. PAYMENTS FOR CLINICAL LABORATORY DIAGNOSTIC SERV-

ICES.
(a) FREEzE IN UPDATE.-Section 1833(hX2XAXiiXIV) (42 U.S.C.

13951(hX2XAXiiXIV)) is amended by striking " and 1995" and in-
serting "through 2002".

(b REDUCTION OF NATIONAL CAPS.-Section 1833(hX4B) (42
U.S.C. 13951(hX4XB)) is amended-

(1) by striking "and" at the end of clause (vi);
(2) in clause (vii)-

(A) by inserting "and before January 1, 1997," after
"December 31, 1995,"; and

(B) by striking the period and inserting ", and"; and
(3) by adEg at the ended the following new clause:
"(viii) after December 31, 1996, is equal to 65 percent of

such median.".
(c) STUDY AND REP'ORTrTo CONGRES.-
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(1) STuDY.--The Secretary of Health and Human Services
shall conduct a study of-

(A) the fee schedule determined under section
1833(hXl) of the Social Security Act (42 U.S.C. (42 U.S.C.
13950(hM1) relating to clinical laboratory services; and

(B) options for rebasing or otherwise revising the
amounts payable for such services under such fee sched-
ule, taking into account the amounts paid for such services

bother large volume purchasers.
(T) REPORT.-Not later then 1 year after the date of the

enactment of the Balanced Budget =nciliation Act of 1995,
the Secretary shall submit to Congress a report on the study
conducted under paragraph (1).

SEC. 7044. DURABLE MEDICAL EQUIPMENT.
(a) FREEZE IN UPDATEs.--Secti~on 1834(a)( 14) (42 U.S.C.

1395m(aXl4)) is amended-
(1) In subparagraph (A), by striking "and" at the end;
(2) by redesignating subparagraph (B) as subparagraph

(C); and
(3) by inserting after subparagraph (A), the following sub-

paragraph:
"(B for 1996 through 2002, the percentage increase is

0 percent; and".
Wb OXYGEN EQUIPMENT.-

(1) IN GENERAL.--Section 1834(aX5XA) (42 U.S.C.
1395m(aX5XA)) is amended to read as follows:

"(A) IN GENERAL.-Subject to subparagraphs (B), (C),
and (E), payment for-

"(I) oxygen shall be made on a monthly basis in
the monthlypaymn amount recognized under para-
graph (9) for oxygen; and

"(fii) oxygen equipment (other than portable oxcy-
gen equipment) shall be made on a monthly basis in
an amount equ al to 60 percent of the monthly pay-
ment amount recognized under paragraph (9) for oxy-

(2) PRAL OXYGEN EQUIPMENT.-Section 1834(aX5XB)
(42 U.S.C. 1395m(aX5XB)) is amended by inserting "60 percent
of" after "increased by.

(3) EF'pEc'rlv DATE.-The amendments made by this sub-
section shall apply to items and services furnished on or after
January 1, 1996.
(C) UPGRADED DURABLE MEDICAL EQUIPMENT.--Section 1834(a)

(42 U.S.C. 1395m(a)) is amended by inserting after paragraph (15)
the following new paragraph:

"(16) CERTAIN UPGRADED ITEMS.-
"(A) INDIVIDUAL'S RIGHT TO CHOOSE UPGRADED ITEM.-

Notwithstanding any other provision of law effective on
the date on which the Secretary issues regulations under
subparagraph (C), an individual may purchase or rent
fromn a supplier an item of upgraded durable medical
equipment for which payment would be made under this
subsection if the Item were a standard item.
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"M(B PAYMENTS To SMUPPIRR-In the case of the pur-
chase or rental of an upgraded item wnder subparagraph
(A-

"(I) the supplier shall receive payment under this
subsection with respect to such item as if such item
were a standard item; and

"00I the individual purchasing or renting the Item
shall pay the supplier an amount equal to the dif-
ference between the supplier's charge and the amount
under clause (1).

In no event may the supplier's charge for an upgraded
item exceed the applicable fee schedule amount (if any) for
such item.

"(C) CONSUMER PROTECTION SAFEGUARDS.-The Sec-
retary shall issue regulations providing for consumer pro-
tection standards with respect to the furnishing Of up-
graded equipment under subparagraph (A). Such regula-
tions shall provide for-

"(I) determination of fair market prices with re-
spect to an upgraded item;

"(ii) full disclosure of the availability and price of
standard Items and proof of re~ceip t of such disclosure
information by the beneficiary before the furnishing of
the upgraded item;

"(ifi) conditions of participation for suppliers in
the simpliffed billing arrangement;

"(iv sanctions of suppliers who are determined to
engage in coercive or abusive practices, including ex-
clusion; and

"(v) such other safeguards as the Secretary deter-
mines are necessary.".

SEC. 7045. UPDATES FOR ORTHOTICS AND PROSTEICS.
(a) IN GENERAL.--Section 1834(hX4XA)(iii) (42 U.S.C.

1395m(hX4XAXIIi)) is amended by striking "1994 and 1995" and in-
serting "1994 through 2002".

(b) EXTENSION OF FREEzE ON PARENTERAL ND ENTERAL Nu-
TRIENTSUPPLIES, AND EQuIPMENT.-In determining te amount
Of payment under part B of title XVIII of the Soial Security Act
with respect to parenteral and enteral nutrients, supplies, and
equipment during 1996 through 2002, the charges determined to be
reasonable with respect to such nutrients, supplies, and equipment
may not exceed the charges determined to be reasonable with re-
spect to such nutrients, supplies, and equipment during 1995 (as
such charges were determined in accordance with section 13541 of
OBRA-1993).
SEC. 704&. PAYMENTS FOR CAPIAL-RELATED COMl OF OUTPATIENT

HOSPIAL SERIES
Section 1861(vX1XSXiiXI) (42 U.S.C. 1395x(vX1XSXHiXI)) is

amended by striking ", and by 10 percent for payments attributable
to portions of cost reporting periods occurring during fiscal years
1992 through 1998" and inserting "by 10 percent for payments at-
tributable to portions of cost reotnperiods occurring during fis-
cal years 1992 through 1995, and by 5 percent for payments at-
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tributable to portions of cost reporting periods occurring during fis-
cal years 1996 through 2002.".
SEC, 7047. PAYMENTS FOR NON-CAPITAL COSTS OF OUTPATIENT HOS-

PITAL SER11VICES.
Section 1861(vX1XSXiiXII) (42 U.S.C. 1395x(vXl)(SXii)(II)) is

amended by striking "through 1998" and inserting "through 2002".
SEC. 7048. UPDATES FOR AMBULATORY SURGICAL SERVICES.

Section 1833(i)(2)(C) (42 U.S.C. 13951(iX2XC)) is amended-
(1) by striking "1996" and inserting "2003"; and
(2) by inserting before the first sentence the following new

sentence: "Notwithstanding the second sentence of subpara-
graph (A) or the second sentence of subparagraph (B), the Sec-
retary shall not update amounts established under such sub-
paragraphs for fiscal years 1996 through 2002."

SEC. 7049. PAYMENTS FOR AMBULANCE SERVICES.
Section 1861(vXl) (42 U.S.C. 1395x(vXl)), as amended by sec-

tions 7034 and 7035(b), is amended by adding at the end the fol-
lowing new subparagraph:

"(V In determining the reasonable cost or charge of ambu-
lance services for fiscal years 1996 through 2002, the Secretary
shall not recognize anycosts in -excess of costs recognized as
reasonable for fiscal year 1995.".-

SEC. 7060. PHYSICIAN SUPERVISION OF NURSE ANESTHETISTS.
(a) PROMULGATION OF REVISED REGuLATIONS.-The Secretary

of Health and Human Services shall revise any regulations describ-
ing the conditions under which payment may be made for anesthe-
sia services under the medicare program under title XVIII of the
Social Security -Act (42 U.S.C. 1395 et seq.) to provide that pay-
ment may be made under the medicare program for anesthesia
services furnished in a hospital or an ambulatory surgical center
by a certified registered nurse anesthetist who, under the law of
the State in which the service is furnished, is permitted to admin-
ister anesthesia services without supervision by the physician per-
forming the operation or the anesthesiologist.

(b) EFFECTIVE DATE.-The revisions to the regulations referred
to in subsection (a) shall apply with respect to anesthesia services
furnished on or after January 1, 1996.
SEC. 7051. PART B DEDUCTIBLE.

Section 1833(b) (42 U.S.C . 13951(b)) is amended in the first
sentence b~y striking "and $100 for 1991 and subsequent years" and
inserting ", $100 for calendar years 1991 through 1995, $150 for
calendar year 1996, and for calendar years after 1996, an amount
equal to the deductible amount determined under this subsection
in the prior calendar year, increased by $10.00".
SEC. 7052. PART B PREMIUIL

Section 1839(eXl) (42 U.S.C. 1395r(eXl)) is amended-
(1) in subparagraph (A), by striking "after after December

1995 anýd prior to January 1999" and inserting "after December
2002"; and

(2) in subparagraph (B)-
(A) by s-tr-iking " and" at the end ot clause (iv),

0 0 4 0 PM omir Wpo
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(B) in clause (v), by striking the period and inserting
a comma, and

(C) by adding at the end the following new clauses:
"(vi) 1996 shall be $53.00,
"(vii) 1997 shall be $57.009
"(viii) 1998 shall be $61.00,
"(ix) 1999 shall be $66.00,
"(x) 2000 shall be $74.00,
"(xi) 2001 shall be $80.00, and
"(xii) 2002 shall be $89.00."

SEC. 7063. INCREASE IN MEDICARE PART B PREMIUM FOR HIGH-IN-
COME INDIVIDUALS.

(a) IN GENERAL.-Part B of title XVIII Is amended by inserting
after section 1839 the following new section:

"INCREASE IN PREMIUM FOR HIGH-INCOME INDIVIDUALS

"SEC. 1839A. (a) INCREASE IN PREMIum.-
"(1 IN GENERAL.-If this section applies to an individual-

for any calendar year, the monthly premium otherwise applica-
ble under section 1839 for each month during the calendar
year shall be increased by an amount equal to the supple-
mental Medicare part B premium.

"(2) INDIVDUALS To wHOM SECTION APPLIEs.-This section
shall apply to any individual for a calendar year if-

"s(A) the individual is covered under this part for any
month during the calendar year, and

"(B) the modified adjusted gross income of the tax-
payer for the taxable year beginning in the calendar year
exceeds the threshold amount.

"(b) PREMIUMS To BE DEDUCTED BASED ON ESTIMATED
AMOUNTS.-

"(1) IN GENERAL.-Each individual shall-
"(A) during the medicare open enrollment period

under section 1895G(bX 1), or
"(B) during any other medicare enrollment period ap-

plicable to the individual under section 1895G(b)X2),
include with the medicare enrollment an estimate of the tax-
payer's modified adjusted gross income for the following cal-
endar year.

"(2) INDIVIDUALS NOT FILING ENROLLMENT FORm.-If an in-
dividual does not file a medicare enrollment form for any en-
rollment period applicable to the individual and the individ-
ual's cover e under this part continues without modification
by reason of the failure to file, the individual's modified ad-
justed gross income shall be determined on the basis of the
most recent information available to the Secretary from prior
enrollment forms, the Secretary of the Treasury under section
6103(1X15), or otherwise.

"(3) INDIVIDUALS FILING INCORRECT ENROLLMENT FORMS.-
If, on the basis of information obtained from the Secretary of
the Treasury under section 6103(1X15), the Secretary deter-
mines that the information included with a medicare enroll-
ment form under paragraph (1) is incorrect, the individual's
modified adjusted gross income shall be determined on the
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basis of the information obtained from the Secretary of the
Treasury.

"(4) TRANSFER OF JNORMATION.-The Secretary shall no-
tify the applicable agency under section 1840 of-

(A) the estimates received under paragraph (1) or the
determinations under paragraph (2) or (3), and

"(B) the amount of the premiums to be deducted under
section 1840.

The premiums under subparagraph (B) shall be effective with
respect to months beginning with the later of the month for
which the enrollment is effective or the month following the
month in which the notice is received. Such premim0 hllr-
main in effect until another premium tksefc under this
subsection or there is an increase in the premium determined
without regard to this section.
"(c) SUPPLEMENTAL MEDICARE PART B PREMIUM.-For purposes

of subsection (a)-
"(1 IN GENERAL.-The supplemental Medicare part B pre-

mium for any month is an amount equal to the excess of-
"(A) 200 percent of the monthly actuarial rate for en-

rollees age 65 and over determined under subsection
1839(aX1) for such month, over

"(B) the total monthly premium under section 1839
(determined without regard to subsections (b and (M of
section 1839).
"(2) PHAsEIN OF SUPPLEMENTAL PREMUM.-

"(A) IN GENERAL.-If the modified adjusted gross in-
come of the taxpayer for any taxable year exceeds the
threshold amount by less than $50,000, the supplemental
Medicare p art B premium under this section for months in
the calendari year in which the taxable year begins shall
be an amount which bears the same ratio to the amount
of the pemu (without regard to this paragraph) as such
excess Pbeamrsito $50,000. The preceding sentence shall not
apply to any individual whose threshold amount is zero.

(B) PHASEIN RANGE FOR JOINT RETUJRNS.-In the case
of a joint return under section 6013 of the Internal Reve-
nue Code of 1986, subparagraph (A) shall be applied by
substituting '$75,000' for '$50,000' each place it appears.

"1(d) VERIFICATION AND ADJUSTMENTS OF SUPPLEMENTAL PRE-
MIUJMS.-

""(1) VERIFicATioN-Each individual to whom this section
ap plies shall, on the basis of information shown on the return
of tax imposed by chapter 1 of the Internal Revenue Code of
1986 for any taxable year, determine the difference (if any) be-
tween-.

"(A) the aggregate supplemental Medicare part B pre-
miums imposed by this section for months during the cal-
endar yer n which the taxable year begins, and

"(B) the aggregate amount of premiums deducted and
paid under section 1840 for such months with respect to
the individual.

Such determination shall be included on a form prescribed by
the Secretary and the form shall be submitted to the Secretary

(
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at such time and In such manner as the Secretary shall pre-
scribe.

"(2) DEFICIENCYADJUSTMENT.-
"(A) IN GENERAL.-If the amount under paragraph

(IXA) exceeds the amount under paragraph (1XB), theIndividual shall include with the form required to be tied
under paragraph (1) a separate check made payable to the
Secretary in an amount equal to such excess plus interest
determined under subparagraph (B).

"(B) INTRESTON UNDERPAYMENs.-For purposes of
subparagraph (A)-

"(I) IN GENERAL.-The amount of interest taken
into account shall be the sum of the amounts deter-
mined under clause 01i) for each of the months in the
taxable year.

"01I) MONTHLY INEREsT.-Interest shall be com-
puted for any month in an amount determined by ap-
plying the underpayment rate established under sec-
tion 6621 of the Internal Revenue Code of 1986 to any
portion of the underpayment for the period beinning
on the first day of the following month and en ingo
the date the portion iis paid. For purposes of this
clause, payments shall be applied to months In order,
beginning with the earliest.

"(III) SAFE-HAmRBOR EXCPTON.-No interest shall
be imposed for any month if the individual's estimate
of modified adjusted gross income under subsection (b
on which the supplemental Medicare part B premium
for the month was based was not less than the individ-
ual's modified adjusted gross income determined on
the basis of information shown on the return of tax

imosd by chapter 1 of such Code-for the taxable year
e'n izn' with or within the calendar year preceding the
calendar year in which the estimate was made.

"(3) OVERPAYMENT ADJUSTMENTs.-If the amount under
paragraph (1XB) exceeds the amount under paragraph (1)(A),
the Secretary shall, at the Secretary's discretion-

"(A) credit such excess against any supplemental pre-
mium required under this section, or

" (B) make a payment to the individual in the amount
Of such excess.
"(4) ADJusTMENTS By sECRETARY.-If the Secretary deter-

mines, on the basis of *Information received from the Secretary
of the Treasury under section 6103(l)(15), that there was an
underpayment or overpayment of the aggregate supplemental
Medicare part B premiums for months during any taxable year
(after any other adjustment under this subsection), the Sec-
retary shall-

"(A) notify the individual of such underpayment or
overpayment,,

"M in te case of an underpayment, give such indi-
vidual an opportunity for a hearing with respect to such
underpayment and a reasonable time for payment of such
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underpayment and interest determined under paragraph
(2X(B), and

"(CXi) collect the amount of any underpayment and in-
terest not paid under subparagraphg(B) in such manner as
the Secretary may prescribe, and

"0i0 take the actions described in paragraph (3) with
respect to any overpayment.
"(5) TRANSFERS To TRUST FtJND.-Amounts equ1al to

amounts paid under paragraphs (2XA) (4XB), and (4XC)(i)
shall be deposited into the Federal Supplementary Medical In-
surance Trust Fund.
"(e) OTHER DEFINITIONS AND SPECIAL RULEs.-For purposes of

this section-
"(1) THRESHOLD AMOUNT.-The term 'threshold amount'

means-
"(A) except as otherwise provided in this paragraph,

$50,000,
"(B) $75,000 in the case of a joint return, and
"(C) zero in the case of a taxpayer who-

"(i is married at the close of the taxable year but
does not file a Joint return for such year, and

"00i does not live apart from his spouse at all
times during the taxable year.

"1(2) MODIFIED ADJUSTED GROSS INcomE.-The term 'modi-
fied adjusted gross income' means adjusted gross income deter-
mined under section 62 of the Internal Revenue Code of 1986-

"(A) determined without regard to sections 135, 911,
931, and 933 of such Code, and

"(B) increased by the amount of interest received or
accrued by the taxpayer during the taxable year which is
exempt from tax.
"(3) JOINT RETURNS.-In the case of a joint return under

section 6013 of such Code, this section shall be applied by tak-
SinInto account the combined modified adjusted gross income
ofthe spouses.

"(4) MARRIED miNDIUAL.-The determination of whether
an individual is married shall be made in accordance with sec-
tion 7703 of such Code.

"(5) AGREEMENTS.-In order to promote the efficient ad-
ministration of this section, the Secretary may enter into
agreements with the Commissioner of the Social Security Ad-
ministration or the head of any other appropriate Federal
agency under which such agency performs administrative re-
sponsibilities under this section."
(b) DISCLOSURE OF INFORMATION.-Section 6 10301) of the Inter-

nal Revenue Code of 1986 is amended by adding at the end the fol-
lowing new paragraph:

"(15) DISCLOSURE. OF TAXPAYER RETURN INFORMATION TO
SOCIAL SECURITY ADMINISTRATION FOR PURPOSES OF COLLECT-
ING SUPPLEMENTAL PART B PREMIUMS.-

"(A) IN GENERAL.-The Secretary shall, upon written
request from the Secretary of Health and Human Services,
disclose to the Secretary with respect to any medicare ben-
eficiary (as defined in paragraph (12XEXi)) identified in
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the request whether or not (and the amount by which) the
individual's modified adjusted gross income for any taxable
year specified in the request exceeded the threshold
amount.

"(B)RETRICTION ONUSE.-Return information dis-
closed under subparagraph (A) may be used by officers and
employees of the Department of Health and Human Serv-
ices (or of any other Federal agency if an agreement under
section A89~e5 of the Social Security Act is in effect)
only for the purposes of, and to the extent necessary in, es-
tablishing an Individual's correct supplemental Medicare
part B1 premium under section 1839A of the such Act.

"()DEFI oNIOs.-FOr. purposes of this paragraph,
any term used which is also used in section 1839A of the
Social Security Act shall have the meaning given such
term by such section."

(c CONFORMINGAMENDMENTS.-
(1) Paragraph (2) of section 1839(a) (42 U.S.C. 1395rza2))

is amended by inserting "or section 183WA after "subsections
(b) and (e)".

(2) Paragraph (3) of section 1839(a) (42 U.S.C. 1395r(a)(3))
is amended by, inserting "or section 1839W after "subsection
(e)".

(3) Section 1839(b) (42 U.S.C. 1395r(b)) is amended by In-
serting "(and as increased under section 1839A)" after sub-
section (a) or (e)".

(4) Section 1839(f) (42 U.S.C. 1395r(f)) is amended by add-
ing at the end the following new sentence: "This subsectionshaIll not apply to the portion of the premium attributable to
the supplemental premium under section 1839A."

(5) Section 1840(c) (42 U.S.C. 1395r(c)) is amended by in-
serting "or an individual determines that the estimate of modi-
fied adjusted gross income used in determining the supple-
mental premium under section 1839A is too low and results in
a portion of the premium not being deducted," before "he may".
(d) EFFEcTivE DATE.-

(1) IN GENERAL.-The amendments made by this section
shall apply to months after December 1996.

(2) INFORMATION FOR PRIOR YEARs.-The Secretary of
Health and Human Services may request information under
section 6013(l)(16) of the Social Security Act (as added by sub-
section (b)) for taxable years beginning after December 31,
1993.
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CHIAFFER 4-PROVISIONS RELATING TO PARTS A AND B
Subhater A-General Provisions Relating to Parts A and

B
SEC. 7055. SECONDARY PAYOR PROVISIONS.

(a) PERmANENT EXTENSION OF APPLICATION To DISABLED
BENEFiICARIES.-Section 1862(bX1XB)(iii) (42 U.S.C.
l395y(bX1XBXff)) is amended by striking ", and before October 1,
1998.

(b) INDIvIDuAls WIT END STAGE RENAL DisEASE.-Section
1862(bX1XC) (42 U.S.C. 1395y(bX1XC)) is amended-

(1) in the last sentence by striking "October 1, 1998" and
insertingr "the date of the enactment of the Balanced Budget
Reconcailaton Act of 1995"; and

(2) by adding at the end the following new sentence: "Ef-
fective for items and services furnished on or after the date of
the enactment of the Balanced Budget Reconciliation Act of
1995, (with rese ct to periods beginning on or after the date
that Is 18 montras prior to such date), clauses (I) and (ii) shall
be applied by substituting '30-month' for '12-month' each place
it appears.".
(c)EXTENSION OF TRANSFER OF DATA.-

(1) ELIMINATION OF sTJNsET.-Section 1862(bX5XC) (42
U.S.C. 1395y(bX5XC)) is amended by striking clause (I**).

(2) ELIMINATION OF TERmiNATioN.--Section 6103(lX 12) of
the Internal Revenue Code of 1986 is amended by striking sub-

(4) &ROCTWEAPPLICATION OF ESRD SECONDARY PAYER
INTERPRETATioN.-Notwithstanding any other prviion of law, the
April 1995 interpretation of section 1862(b)(1)(C) voif the Social Se-
curlity Act (42 U.S.C. 1395y(bX1XC)) issued by the Health Care Fi-
nancing Administration shall not apply retroactively to a group
health p lan that paid benefits primary to title XVIII of such Act
(42 U.S.C. 1395 et seq.) (but would have p aid benefits secondary
to such title in the absence of such section) on or after August 10,
1993, and before April 24, 1995, on behalf of an individual Who,
during such period-

(1) was entitled to benefits under such title under sub-
section (a) or (b of section 226 of such Act (42 U.S.C. 426); and

(2) subsequently became entitled or eligible for benefits
under such title under section 226A of such Act (42 U.S.C.
426-1).

SEC. 7056. TREATMENT OF ASSISTED SUICIDE.
(a) PROHIBITION OF PAYMENr.--Section 1862(a) (42 U.S.C.

1395y(a)) is amended-
(1) by striking "or" at the end of paragraph (14);
(2) by striking the period at the end of paragraph (15) and

inserting "; or"; and
(3) by inserting after pargraph (15) and before the flush

language at the end the following new paragraph:
"(16) where such expenses are for items and services, or to

assist in the purchase in whole or in part of health benefit coy-
erage that includes items or services, for the purpose of caus-
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Ing, or assistingF in causing, the death, suicide, euthanasia, or
mer kllng of an individual,".
(b) No REQUIREMENT THAT HEALTH CARE PROVIDERS INFORM

PATIENTS CONCERNING ASSISTING SUICIDE.--Section 1866(fX1AXi)
(42 U.S.C. 1395cc(fX1lXAXI)) is amended by striking "paragraph
(W)" and inserting "paragraph (3)), except that no health care pro-
vider or employee of a health care provider be required under this
section to Inform or counsel a patient regarding assisted suicide,
euthanasia, mercy killing, or other service which purposefully
causes the death of a person".
SEC. 7057. ADMINISTRATIVE PROVISIONS.

(a) INDIAN HEALTH SERVICE FAcIUTIEs.-Nothing in this Act
shall be construed to change the status under title XVIII of the So-
cial Security Act (42 U.S.C. 1395 et seq.) of-

(1) a Federally qualified health center (as defined in sec-
tion 186 1(aaX4) of such Act) which is an outpatient health pro-
gram or facility operated by a tribe or tribal organization
under the Indian Self-Determination Act or by an urban Indian
organization receiving funds under title V of the Indian Health
Care Improvement Act; or

(2) hospitals or skilled nursing facilities of the Indian
Health Service, whether operated by such Service or by an In-
dian tribe or tribal organization (as those terms are defined in
section 4 of the Indian Health Care Improvement Act), that are
eligible for payments under title XVIII of the Social Security
Act, in accordance with section 1880 of such Act (42 U.S.C.
1395qq).
(b CONFORMING AMENDMENT To CERTIFICATION OF CHRISTIAN

SCIENCE PROVIDERE.-
(1) HospITALS.-Section 186 1(e) (42 U.S.C. 1395x(e)) is

amended in the sixth sentence by striking "the First Church of
Christ, Scientist, Boston, Massachusetts," and inserting "the
Commission for Accreditation of Christian Science Nursing Or-
ganizations/Facilities, Inc.,",

(2) SKILLED NURSING FACILITIES.--Section 1861(yXl) (42
U.S.C. 1395x(yX 1)) is amended by striking "the First Church
of Christ, Scientist, Boston, Massachusetts," and inserting "the
Commission for Accreditation of Christian Science Nursing Or-
ganizations/Facilities, Inc.,".

(3) GENERAL PROVISIONS.-
(A) UNIFORM REPORTING sysTEMS.--Section 1122(h)

(42 U.S.C. 1320a-1(h)) is amended by striking "the First
Church of Christ, Scientist, Boston, Massachusetts" and
inserting "the Commission for Accreditation of Christian
Science Nursing Organizations/Facillities, Inc,".

(B) PEER REVIEW.-Section 1162 (42 U.S.C. 1320c-11)
is amended by striking "the First Church of Christ, Sci-
entist, Boston, Massachusetts" and inserting "the Commis-
sion for Accreditation of Christian Science Nursing Organi-
zations/Facilities, Inc.".
(4) EFFECTIVE DATE.-The amendments made by this sub-

section shall take effect on January 1, 1997.
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Subchapter B-Payments for Home Health Services
SEC. 7061. PAYMNTW FOR ROME HAT SERVICES.

(a) IN GENERAL.-Part C of title XVIII (42 U.S.C. 1395x et
seq.) is amended by adding at the end the following new section:

"PAYMENT FOR HOME HEALTH SERVICES
"SEC. 1893. (a) IN GENERAL.-

"(1) PER VISIT PAYMENTS.-Subject to subsection (c), the
Secretary shall make per visit payments beginning with fiscal
year 1997 to a home health agency in accordance with this sec-
tion for each type of home health service described in para-
graph (2) furnished to an individual who at the time the serv-
ice is furnished is under a plan of care by the home health
agency under this title (without regard to whether or not the
item or service was furnished by the agency or by others under
arrangement with them made by the agency, under any other
contracting or consulting arrangement, or otherwise).

"(2) TYPES OF sERVICEs.-The types of home health serv-
ices described in this paragraph are the following:

"(A) Part-time or *Intermittent nursing care provided
by or under the supervision of a registered professional
nurse.

"(B) Physical therapy.
"(C) Occupational therapy.
"(D) Speech-language pathology services.
"(E Medical social services under the direction of a

physician.
"(F) To the extent permitted 'in regulations, part-time

or intermittent services of a home health aide who has
successfully completed a training program approved by the
Secretary.

"(b) ESTABLISHMENT OF PER VISIT ]RATE FOR EACH TYPE OF
SERVICES.-

"(1) IN GENERAL.-The Secretary shall, subject to para-
graph (3), establish a per visit payment rate for a home health
agency in an area (which shall be the same area used to deter-
mine the area wage index applicable to hospitals under section
1886(dX3XE)) for each type of home health service described in
subsection (a)(2). Such rate shall be equal to the national per
visit payment rate determined under paragraph (2) for each
such type, except that the labor-related portion of such rate
shall be adjusted by the area wage index applicable under sec-
tion 1886(dX3XE) for the area in which the agency is located.

"(2) NATIONAL PER VISIT PAYMENT RATE.-The national per
visit payment rate for each type of service described in sub-
section (aX2)-

"(A) for fiscal year 1997, is an amount equal to the na-
tional average amount paid per visit under this title to
home health agencies for such type of service during the
most recent 12-month cost reporting period ending on or
before June 30, 1994; and
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"(B for each subsequent fiscal year, is an amount
equal to the national per visit payment rate in effect for
the preceding fiscal year, increased by the greater of-

"(i the home health market basket percentage in-
crease for such subsequent fiscal year minus 2.5 per.,
centage points; or

"(11) 1.1 percent (1.2 percent in fisa year 1997).
"(3) REBAsING OF RATEs.-The Secretary shall adjust the

national per visit pyment rates under this subsection for cost
reporting periods begi-nning on or after October 1, 1999, and
every 2 years thereafter, to reflect the most recent available
data.

"(4) HOME HEALTH MARKET BASKET PERCENTAGE IN-
cREAsE.-For purposes of this subsection, the term 'home
health market asket percentae increase' means, with respect
to a fiscal year, a percentage (estimated by the Secretary be-
forv the beginning of the fiscal year) determined and applied
with respect to the types of home health services described in
subsection (aX2) in the same manner as the market basket
percentage increase under section 1886(b)(3XBXiii) is deter-
mined and applied to inpatient hospital services for the fiscal
year.
"(c) PER EPISODE LIMT.-

"(1) AGGREGATE LIMIT.-
"(A) IN GENERAL.-Except as provided in paragraph

(2), a home health agency may not receive aggregate per
visit payments under subsection (a) for a fisc ear in ex-
cess of an amount equal to the sum of the following prod-
ucts determined for each case-mix category for which the
agency receives payments:

"Mi The number of eisodes of each such case-mix
catgodurngthe ficl : year; multiplied by

71the per episoe limit determined for such
case-mix category for such-fliscal year.
"(B ESTABLISHMENT OF PER EPISODE LIMITS.-

"(i) IN GENERAL.-The per episode limit for a fiscal
year for any case-mix category for the area in which
a home health agency is located (which shall be the
same- area used to determine the area wage inde ap-
plicable to hospitals under section 1886(dX3XE)) is
equal to-

"(I the mean number of visits for each type of
home health service described in subsection a02)
furnished during an episode of such case-mix cat-
egory in such area during fiscal year 1994, ad-
justed by the case-mix adjustment factor deter-
mined in clause (ii) for the fiscal year involved;
multi p led by

"(II) the pr visit payment rate established
under subsecion (b) for such tp of home health
service for the fiscal year for whic the determina-
tion is being made.
"(ii) CASE-Mix ADJSTMNT FACTOR.-For purposes

of clause (i), the case-mix adjustment factor for.-
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"MI each of fiscal years 1997 through 2000 is
the factor determined by the Secretary to assure
that agrgt payments for home health services
under this section during the year will not exceed
the payment for such services during the previous
year as a result of changes in the number and
type of home health visits within case-mix cat-
egories over the previous year; and

"(11) each subsequent fiscal year, Is the factor
determined by the Secretary to necessary remove
the effects of case-mix increases due to reporting
improvements instead of real changes in patients'
resource usage.
"(iii) IREBASING OF PER EPISODE LIMITS.-Begin-

ning with fiscal year 1999 and every 2 years there-
after, the Secretary shall revise the mean number of
home health visits determined under clause (iRI)for
each type of home health service visit described in
subsection (a02) furnished during an episode in a
case- mix category to reflect* the most recently available
data on the number of visits.

"(iv) DETERMINATION OF AREA.-In the case of an
area which the Secretary determines has insufficient
number of home health agencies to establish an appro-
priate per episode limit, the Secretary may establish
an area other than the area used to determine the
area wage under section 1886(dX3XE)) for purposes of
establishing an appropriate per episode limit.
"(C) CASE-mix cATEGORY.-For purposes of this para-

graph, the term 'case-mix category' means each of the 18
case-mix categories established under the Home Health
Agency Prospective Payment Demonstration Project con-
ducted by the Health Care Financing Administration. The
Secretary may develop an alternate methodology for deter-
mminn case-mix categories.

"(D) pisoE.-or purposes of this paragraph, the
term 'episode' means, with respect to a cost reporting pe-
riod, the continuous 120-day period that--

"(I) begins on the date of an individual's first visit
for a type of home health service described Iin sub-
section (0X2) for a case-mix category, and

"(ii) Is immediately p receded by a 60-day period in
which the individual did not receive visits for a type
of home health service described in subsection (a2)
"(E) ExEMPFioNs AND EXCEPTioNs.-The Secretary

may provide for exemptions and exceptions to the limits
estatblished under this paragraph for a fiscal year as the

Secretary deems appropriate, to the extent such exemp-
tions and exceptions do not result in greater payments
under this section than the exemptions and exceptions pro-
vided under section 1861(vX(1XL U11) in fiscal year 1994, in-
creased by the home health- market basket percentage in-
crease for the fiscal year involved (as defined in subsection
MO4).
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"(2) RECONCILIATION OF AMOUNTS.-
"(A) PAYMENTS IN EXCES FmrLIMIs.--Subject to sub-

paragraph (B), if a home health agency has received aggre-
gate pe r visit payments under subsection (a) for a fis-cal
year in excess of the amount determined under paragraph
(1) with respect to such home health agency for such fiscal
year, the Secretary shall, in such manner as the Secretary
considers appropriate, reduce the payments under this sec-
tion to the ho me health agency in the following fiscal year
by the amount of such excess.

"(B)EExcPTION FOR HOME HEALTH SERVICES FUR-
NISHED OVER A PERIOD GREATER THAN 165 DAYS.-

"(I) IN GENERAL.-For purposes of subpargrph
(A), the amount of agrgate per visit payments deter
mined under sbeton (a) shall not include payments
for home health visits furnished to an individual on or
after a continuous period of more than 165 days after
an individual begins an episode described in sub-
section (cXXD (if such period is not interrupted by
the beginning of a new episode).

"(Ili) REQUIREMENT OF CERIFXCAioN.-Clause (I)
shall not a& if the agency has not obtained a physi-
cian's certiiction with respect to the individual re-
quiring such visits that includes a statement that the
individual requires such continued visits, the reason
for the need for such visits, and a description of such
services furnished during such visits.
"(C) SHARE OF SAVINGS.-

"(I) BONUS PAYMENTS.-If a home health agency
has received aggregate per visit payments under sub-
section (a) for a fiscal year in an amount less than the
amount determined under paragraph (1) with respect
to such home health agency for such fiscal year, the
Secretary shall pay such home health agency a bonus
payment equal to 50 percent of the difference between
such amounts in the following fiscal year, except that
the bonus payment may not exceed 5 percent of the
aggregate per visit payments made to the agency for
the 0ro year without regard to clause (ii).

(ii) INSTALL,[ENT BONUS PAYMENTs.-The Sec-
retary mat make installment payments during a fiscal
year to a home health agency based on the estimated
bous pa ent that the agency would be eligible to re-
ceive with respect to such fiscal year.

"(d) MEDIAL REVIEW PROCESS.-
"(1) IN GENERAL.-The Secretary shall implement a medi-

cal review process (with a particular emphasis on fiscal years
1997 and 1998) for the system of payments described in this
section that shall provide an assessment of the pattern of care
furnished to individuals receiving home health services for
which payments are made under this section to ensure that
such individuals receive appropriate home health services.
Such review process shall focus on low-cost cases described in
subsection (eX3) and cases described In subsection (cX2XB) and
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shall reuire recertification by intermediaries at 30, 60, 90,
120(, andM165 dy noa psd ecie nsbeto
(cX1XD). dy noa psd ecie nsbeto

"(2) USING OF ORGANIZATIONSTo CONDUCTREVIEs.-The
Secretary may use public of private organizations to conduct
medical reviews in accordance with this subsection.
"(e) ADJUSTMENT OF PAYMENTS To AvoiD CIRCUMVENTION OF

LIMITS.-
"(1 IN GENERAL.-The Secretary shall provide for appro-

priate adjustments to payments to home health agencies under
this section to ensure ttatgencies do not circumvent-the pur-
pose of this section by-

"(A) discharging patients to another home health
agency or similar provider;

"(B) altering corporate structure or name to avoid
being subject to this section or for the purpose of 'increas-
ing payments under this title; or

"(C) undertaking other actions considered unnecessary
for effective patient care and intended to achieve maxi-
m um payments under this title.
"(2) TRACKING OF PATIENTS THAT SWITCH HOME HEALTH

AGENCIES DURING EPISODE.-
"(A) DEvELOPMENT OF SYSTEm.-The Secretary shall

develop a system that tracks home health patients that re-
ceive home health services deti%,ribed in subsection (aX2)
from more than 1 home health agency during an episode
described in subsection (cX1XD).

"(B) ADJUSTMENT OF PAYMENTS.-The Secretary shall
adjust payments under this section to each home health
agency that furnishes an individual with a type of home
health service described in subsection (aX2) to ensure that
aggregate payments on behalf of such individual during
such episode do not exceed the amount that would be paid
under this section if the individual received such services
from a single home health agency.
"(3) LOW-COST CASES.-

"(A) IN GENERAL.-The Secretary hall develop and
implement a system designed to adjust payments to a
home health agency for a fiscal year to eliminate any in-
crease in growth of the percentage distribution of low-cost
episodes for which home health services are furnished bythge agency over such prcentage distribution determined
for the agency under subpiaragraph (B).

"(B) DisTmIuTioN.-The Secretary shall profile each
home health agency to determine the distribution of all
episodes by length of stay for each agency during the agen-
cys first 12-month cost reporting period beginning during
fiscal year 1994. The Secretary shall calculate te 25th
percentile distribution for each agency for low-cost epi-
sodes.

"(C) Low-COST EpisODE.-For purposes of this para-
graph, the Secretary shall define a low-cost episode in a
manner that provides that a home health agency has an
incentive to be cost efficient in delivering home health
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services and that the volume of such services does not in-
crease as a result of factors other than patient needs.

"(f) RmoRT By PROSPECTIVE PAYMENT ASSESSMENT CoMMIs.
SION.-During the first 3 years in which payments are made under
this section, the Prospective Payment Assessment Commission
shall annually submit a report to Congress on the effectiveness of
the payment methodology established under this section that shall
include recommendations regardin* the following:

"(1 Case-mix and volume increases.
"(2) Quality monitoring of home health agency practices.
"(3) Whether a capitated. payment for home care patients

receiving care during a continuous period exceeding 165 days
is warranted.

"(4) Whether public providers of service are adequately re-
imbursed.

"(5) On the adequacy of the exemptions and exceptions to
the limits provided under subsection (cX iXE).

"(6) The appropriateness of the methods provided under
this section to adjust the per episode limits and annual pay-
ment updates to reflect changes in the mix of services, number
of visits, and assignment to case categories to reflect changing
patterns of home hath care.

"(7) The geographic areas used to determine the per epi-
sode limits.".
(b) PAYMENT FOR PROSTHETICS ANDm ORTHiOTICS UNDER PART

A.--Section 1814(k) (42 U.S.C. 1395f(k)) is amended-
(1) by inserting "and prosthetics and orthotics" after "dura-

ble medical equipment"; and
(2) by inserting "and 1834(h), respectively" after

"1834(a01)"..
(c) CoIwo~mwNG AMENDMENTS.-

(1) PAYMENTS UNDER PART A.-Section 1814(b) (42 U.S.C.
1395f(b)), as amended by section 7032(b), is amended in the
matter preceding paragraph (1) by striking "1888 and 1888A"
and inserting "18,88, 1888~ and 1893".

(2) TREATMENT OF ITEMS AND SERVICES PAID UNDER PART
B.-

(A) PAYMENTS UNDER PART B.--Section 1833(aX2) (42
U.S.C. 13951(aX2)) is amended-

(i) by amending subparagraph (A) to read as fol-
lows:
"(A) with respect to home health services-

"(i) that are a type of home health service de-
scribed in section 1893(aX2), and which are furnished
to an individual who (at the time the item or service
is furnished) is under a plan of care of a home health
agency., the amount determined under section 1893;

"(fl) that are not described in clause (i) (other than
a covered osteoporosis drug) (as defined in section
1861(kk)), the lesser of-

"(I the reasonable cost of such services, as de-
termined under section 1861(v), or

"(1I) the customary charges with respect to
such services;-".
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M;I0) by striking "and" at the end of subparagraph

(011) by adding "and" at the end of subparagraph
(F); and

(Wv by adding at the end the following new sub-
paragraph:
(G) with respect to items and services described in

section 1861(sX1OXA), the lesser of-
"(I the reasonable cost of such services, as deter-

mined under section 186 1(v), or
"00i the customary charges with respect to such

services,
or, if such services are furnished by a public provider of
services, or by another provider which demonstrates to the
satisfaction of the Secretary that a significant portion of its
patients are low-income (and requests that payment be
made under this provision), free of charge or at nominal
charges to the public, the amount determined in accord-
ance with section 1814(bX2);".

(B) REQUIRINGPAYmENT FOR ALL ITms AND SERVICES
TO BE MADE TO AGENCY.-

(I) IN GENEBAL.-The first sentence of section
1842(bX6), as amended by section 7035(aX 1), (42
U.S.C. 1395u(bX6)) is amended-!

ad(1) by striking "and (E)" and inserting "(E)";

(II) by striking the period at the end and in-
serting the following: ", and (F in the case of
types of home health services described in section
1893(aX2) furnished to an individual who (at the
time the item or service is furnished) is under a
plan of care of a home health agency, payment
shall be made to the agency (without regard to
whether or not the item or service was furnished
by the agency, by others under arrangement with
them made by the agency, or when any other con-
tracting or consulting arrangement, or other-
wise).".
(HO) CONFORMING AMENDmENT.--Section 1832(aXl)

(42 U.S.C. 1395k(aX 1)) is amended by striking "(2);"
and inserting "(2) and section 1842(bX6XF);".
(C) EXCLUSIONS FROM COVERAGE.--Section 1862(a) (42

U.S.C. 1395y(a)), as amended by section 7035(aX2XC), is
amended-

(i) by striking "or" at the end of paragraph (15);
(fii) by striking the period at the end of paragraph

(16) and inserting "or"; and
(ill) by adding at the end the following new para-

graph.-
"(17) where such expenses are for home health services

furnished to an Individual who is under a plan of care of the
home health agency if the claim for payment for such services
is not submitted by the agency.".
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(3) SUNSET OF REASONABLE COST LIMITATIONS.--Section
1861(vX1XL) (42 U.S.C. 1395x(vX1XL)) Is amended by adding
at the end the following new clause:
"(iv) This subpargah shall apply only to services furnished

by home health agencies during cost reporting periods ending on or
before September 30, 1996.".

(d) EFMCnv DATE.-The amendments made by subsections
(a), (b), and (c) shall apply to cost reporting periods beginning on
or after October 1, 1996.
SEC. 7062o. MAINTAINING SAVINGS RESULTING FROM TEMPORARY

FREEZE ON PAYMENT INCREASES FOR HOME HEALTH
SERVICES.

(a) BASING UPDATES TO PER VISIT COST LIMITS ON LIMITS FOR
FISCAL YEAR 1993.--Section 1861(vXlXLXiii) (42 U.S.C.
1395x(vX1XLXfi~i)) is amended by adding at the end the following
sentence: "In establishing limits under this subparagraph, the Sec-
retary may not take into account any changes in the costs of the
provisioti of services furnished by home health agencies with re-
spect to cost reporting periods which began on or after July 1,
1994, and before July 1, 1996..".

(b) No EXCEPTIONS PERMITTED BASED ON AMENDmENT.-The
Secretary of Health and Human Services shall not consider the
amendment made by subsection (a) in making any exemptions and
exceptions pursuant to section 1861(v)(1)(LXii) of the Social Secu-
rity Act.
SEC. 7063. EXTENSION OF WAIVER OF PRESUMPTION OF ]LACK OF

KNOWLEDGE OF EXCLUSION FROM COVERAGE FOR HOME
HEATHAGENCIES.

Section -9305(g)(3) of OBRA-1986, as amended by section
426(d) of the Medicare Catastrophic Coverage Act of 1988 and sec-
tion 4207(bX3) of the OBRA-1990 (as renumbered by section
160(dX4) of the Social Security Act Amendments of 1994), is
amended by striking "December 31, 1995" and inserting "Septem-
ber 30, 1996.".
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CHIAPER= 5-RURALAR S
SEC. 7071. MEDICARE.-DEPENDENT, SMALL,. RURAL HOSPITAL PAY-

MENT EXTENSION.
(a) SPECIAL TREATMENT EXTENDED.-

(1) PAYMENT METHODOLOGY.-Section 1886(dX5XGXi) (42
U.S.C. 1395ww(d)(5XG)) is amended-

(A) in clause (i), by striking "October 1, 1994," and in-
serting "October 1, 1994, or beginning on or after Septem-
ber 1, 1995, and before October 1, 2000," and

(B) in clause (iiXII), by striking "October 1, 1994" and
inserting "October 1, 1994, or beginning on or after Sep-
tember 1, 1995, and before October 1, 2000,".
(2) EXTENSION OF TARGET AMOUNT.-Section 1886(b)(3)(D)

(42 U.S.C. 1395ww(bX3XD)) is amended-
(A) in the matter preceding clause (i), by striking "Sep-

tember 30, 1994," and inserting "September 30, 1994, and
for cost reporting periods beginning on or after September
1, 1995, and before October 1, 2000,";

(B) in clause (ii), by striking "and" at the end;
(C) in -clause (iii), by striking the period at the end and

inserting ",and"; and
(D) by adding at the end the following new clause:

"(iv) with respect to discharges occurring during Septem-
ber 1995 through fiscal year 1999, the target amount for the
preceding year increased by the applicable percentage increase
under Subparagraph (BXiv).".

(3) PERMITTING HOSPITALS TO DECLINE RECLASSIFICA-
TION.-Section 1350 1(eX2) of OBRA-93 (42 U.S.C. 1395ww
note) is amended by striking "or fiscal year 1994" and inserting
"69, fiscal year 1994, fiscal year 1995, fiscal year 1996, fiscal year
1997, fiscal year 1998, or fiscal year 1999".

(4) TECHNICAL CORRECTION.-Section. 1886(d)(5)(G)(i) (42
U.S.C. 1395ww(dX5XG)(i), as in effect before the amendment
made by paragraph (1), is amended by striking all that follows
the first period.
(b) EFFECTIvE DATE.-The amendments made by subsection (a)

shall apply with respect to discharges occurring on or after Septem-
ber 1, 1995.
SEC. 7072. MEDICARE RURAL HOSPITAL FLEXIDBILITY PROGRAMS

(a) MEDICARE RURAL HOSPITAL FLEXIBILITY PROGRAM.--Section
1820 (42 U.S.C. 13951-4) is amended to read as follows:

"MEDICARE RURAL HOSPITAL FLEXIBILITY PROGRAM

"SEC. 1820. (a) PURPosE.-The purpose of this section is to--
"(1 ensure access to health care services for rural commu-

nities by allowing hospitals to be designated as critical access
hospitals if such hospitals limit the scope of available inpatient
acute care services;

"(2) provide more appropriate and flexible staffing and li-
censure standards;

"(3) enhance the financial security of critical access hos-
pitals by requiring that medicare reimburse such facilities on
a reasonable cost basis; arid
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"(4) promote linkages between critical access hospitals des-
ignated by the State under this section and broader programs

suportngthe development of and transition to integrated pro-

"Mb)EsTABLISHmENT.-Any State that submits an application
in accordance with subsection (c) may establish a medicare rural
hospital flexibility program described in subsection (d).

"(c) APPLcATioN.-A State may establish a medicare rural hos-
pital flexibility program described in subsection (d) if the Sta16 sub-
mits to the Secretary at such time and in such form as the Sec-
retary may require an application containing-

"(1 assurances that the State-
"(A) has developed, or is in the process of developing,

a State rural health care plan that-
"(I provides for the creation of one or more rural

health networks (as defined in subsection (e)) in the
State,

"(ii) promotes regionalization of rural health serv-
ices in the State, and

"(iii) improves access to hospital and other health
services for rural residents of the State;
"(B) has developed the rural health' care plan de-

scribed in subparagraph (A) in consultation with the hos-
p ital association of the State, rural hospitals located in the
,ate, an d the State Offlice of Rural Health (or, in the case

of a State in the process of developing such p lan, that
assures the Secretary that the State will consult with its
State hospital association, rural hosi talks located in the
State, anT the State Office of Rural Healsth in developing
such plan);
"(2) assurances that the State has designated (consistent

with the rural health care plan described in paragraph (iXA),
or is in the process of so designating, rural nonprofit or public
hospitals or facilities located in the State as critical access hos-
pitals; and'

"(3 such other information and assurances as the Sec-
retary may require.

"d)MEDICARE RuIRAL HOSPITAL FLEXIBILITY PROGRAM DE-
SCRIBED.-

"(1 IN GENERAL.-A State that has submitted an applica-
tion in accordance with subsection (c), may establish a medi-
care rural hospital flexibility program that provides that-

"(A) the State shall develop at least one rural health
network (as defined in subsection (e)) in the State; and

"(B) at least one facility in the State shall be des-
ignated as a critical access hospital in accordance with
para gaph (2).

(2)STTEDESIGNATION OF FACILTIES.-
"(A) IN GENERAL.-A State may designate one or more

facilities as a critical access hospital in accordance with
subparagraph (B).

"(B) CRITRIA FOR DESIGNATION AS CRITICAL ACCESS
HOSPITAL.-A State may designate a facility as a critical
access hospital if the facility--
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"M4 i is located in a county (or equivalent unit of
local government) in a rural area (as de fine din section
1886(d)(2)(D)) that-

"(I is located more than a 35-mile drive from
a hospital, or another facility described in this
subsection, or

"(11) is certified by the State as being a nec-
essary provider of he~th care services to residents
in the area;
"(ii) makes available 24-hour emergency care serv-

ices that a State determines are necessary for ensur-
ing access to emergency care services in each area
served by a critical access hospital;

"Ofti) provides not more than 6 acute care inpa-
tient beds (meeting such standards as the Secretary
may establish) for providing inpatient care for a period
not to exceed 72 hours (unless a longer period is re-
quired because transfer to a hospital is precluded be-
cause of inclement weather or other emergency condi-
tions), except that a peer review organization or equiv-
alent entity may, on request, waive the 72-hour re-
striction on a case-by -case basis;

"(iv) meets such staffing requirements as would
apply under section 186 1(e) to a hospital located in a
rural area, except that-

"(I the facility need not meet hospital stand-
ards relating to the number of hours during a day,
or days during a week, in which the facility must
be open and fully staffed, except insofar as the fa-
cility is required to make available emergency
care services as determined under clause (ii) and
must have nursing services available on a 24-hour
basis, but need not otherwise staff the facility ex-
cept when an inpatient iis present,

"(11) the facility may provide any services oth-
erwise required to be provided by a full-time, on-
site dietitian, pharmacist, laboratory technician,
medical technologist, and radiologicaltechnologist
on a p art-time, off-site basis under arrangements
as defined in section 1861(wX 1), and

"(III) the inpatient care described in clause
(iii) may be provided by a physician's assistant,
nurse practitioner, or clinical nurse specialist sub-
ject to the oversight of a physician who need not
be present in the facility; anyd
"(v) meets the requirements of subparagraph (1) of

paragraph (2) of section 186 1(aa).
"(e) RuRAL HEALTH NETwoRK DEFIND.-

"(1) IN GENERAL.-For purposes of this section, the term
'rural health network' means, with respect to a State, an orga-
nization consisting of-

"(A) at least 1 facility that the State has designated or
plans to designate as a critical access hospital, and-
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" e."(B) at least 1 hospital that furnishes acute care serv-

"(2) AGREEMENTS.-
"(A) IN GENERAL.-Each critical access hospital that is

a member of a rural health network shall have an agree-
ment with respect to each item described in subparagraph
(B) with at least 1 hospital that is a member of the net-
work.

"1(B) ITEMS DESCRIBED.-The items described in this
subparagraph are the following:

"(i) Patient referral and transfer.
"00i The development and use of communications

systems including (where feasible)-
"(I) telemetry systems, and
"(II) systems for electronic sharing of patient

data.
"(III) The provision of emergency and non-emer-

gency transportation among the facility and the hos-
pital.
"E(C) CREDENTIALING AND QUALITY ASSURANCE.-Each

critical access hospital that is a member of a rural health
network shall have an agreement with respect to
credentialing and quality assurance with at least 1-

"(I) hospital that is a member of the network;
"(ii) peer review organization or equivalent entity;

or
"(III) other approprite and qualified entity identi-

fied in the State rural health care pIan.
"(f) CERTIFICATION BY THE SECIIETARY.-ThRe Secretary shall

certify a facility as a critical access hospital if the facility-
"(1 is located in a State that has established a medicare

rural hospital flexibility program in accordance with subsection

"(2) is designated as a critical access hospital by the State
in which it is located; and

"(3) meets such other criteria as the Secretary may re-
"f(g) PER~MITTING MAINTENANCE OF SWING BEDS.-Nothing 'in

this section shall be construed to prohibit a State from designating
or the Secretary from certifying a facilitIy as a critical access hos-
pital solely because, at the time the facility applies to the State for
designation as a critical access hospital, there Is in effect an agree-
ment between the facility and the Secretary under section 1883
under which the facility's inpatient hospital facilities are used for
the furnishing of extended care services, except that the number of
beds used for the furnishing of such services may not exceed 12
beds (minus the number of inpatient beds used for providing Inp a-tient care in the facility pursuant to subsection (dX2XBXiW)). For
purposes of the previous sentence, the number of beds of the facil-
ity used for the furnishing of extended care services shall not in-
clude an beds of a unit of-the facility that is licensed as a distinct-
p art skilled nursing facility. at the time the facility applies to the
State for designation as a critical access hospital.

"(h) GRA.NT-

20-W67 -95- 9
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"(1 MEDICARE RURAL HOSPITAL FLEXIBILITY PROGRAM-
The Secretary may award grants to States that have submittd
applications in accordance with subsection (c) for-

"(A) engaging in activities relating to planning and im-
plementing a rural health care plan;

"(B engaging in activities relating to planning and im-
plementing rural health networks; and

"(C) designating facilities as critical access hospitals.
"(2) RURAL EMERGENCY MEDICAL SERVICES.-

"(A) IN GENERAL.-The Secretary may award grants to
States that have submitted applications in accordance with
subparagraph (B) for the establishment or expansion of a
program for the provision of rural emergency medical serv-
ices..

"(B) APPLiCATioN.-An application is in accordance
with this subparagraph if the State submits to the Sec-
retary at such time and in such form as the Secretary may
require an application containing the assurances described
in subparagraphs (AXii), (AXiii), and (B) of subsection
(cXl) and paragraph (3) of such subsection.

"(I) TEATMENT OF RURAL PRIMARY CARE HOSPITAL.-A rural
primary care hospital designated by the Secretary under this sec-
tion prior to the date of the enactment of the Balanced Budget Rec-
onciliation Act of 1995 shall receive payment under this title in the
same manner and amount as critical access hospital certified by
the Secretary under subsection (f) receives payment for such serv-
ices.

"(j) WAIVER OF CONFLICTING PART A PROVISIONS.-The Sec-
retary is authorized to waive such provisions of this part and part
C as are necessary to conduct the program established under this
section.

"(k) AUTHORITION OF APPROPRiATioNs.-There are author-
ized to be appropriated from the Federal Hospital Insurance Trust
Fund for making grants to all States under subsection (h),
$25,000,000 in each of the fiscal years 1996 through 2000.".

(b REPORT ON ALTERNATIVE To 72-HoUR RuLE-Not later
than January 1, 1996, the Administrator of the Health Care Fi-
nancing Administration shall submit to the Congress a report on
the feasibility of, and administrative requirements necessary to es-
tablish an alternative for certain medical diagnoses (as determined
by the Administrator) to the 72-hour limitation for inpatient care
in critical access hospitals required by section 1820(dX2XB)(iii).

(C) CONTINATION OF MAF'S.-otwithstanding any other pro-
vision of law, the Secretary of Health and Human Services shall
extend the Montana Medical Assistance Facility Demonstration
Project until December 31, 2002. The demonstration proect shall
provide that new medical assistance facilities may be designated
and that all medical assistance facilities shall receive reasonable
cost reimbursement under title XVIII of the Social Security Act (42
U.S.C. 1395 et seq.) for services provided to medicare beneficiaries.

(d) PART A AmmENDENS RELATING To RURAL PRIMARY CARE~
HOSPITALS AND CRITICAL ACCESS HosprrmIs

(1) DEFIrroNS.-Section 1861(mm) (42 U.S.C.
1395x(mm)) is8 amended to read as follows:
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"CRITICAL ACCESS HOSPITAL; CRITICAL ACCESS HOSPITAL SERVICES
"(mmXl1) The term 'critical access hospital' means a facility cer-

tified. by the Secretary as a critical access hospital under section
1820(f).

"(2) The term 'in patient critical access hospital services' means
Items and services, furnished to an Inpatient of a critical access
hospital by such facility, that would be inpatient hospital services
if furnished to an Inpatient of a hospital by a hospital.".

(2) COVERAGE AND PAYMENT.-(A7) Section 1812(a)(1) (42
U.S.C. 1395d(a)(1)) is amended by striking "or inpatient rural
primary care hospital services" and inserting "or inpatient crit-
ical access hospital services".

(B) Sections 18 13(a) and section 1813(b)(3XA) (42 U.S.C.
1395e(a), 1395e(bX3XA)) are each amended by striking "inpa-
tient rura primary care hospital services" each place It ap-
pears, and inserting "inpatient critical access hospital serv-
ices".

(C) Section 1813(bX3XB) (42 U.S.C. 1395e(bX3XB)) is
amended by striking "inpatient rural primary care hospital
services" and inserting "Inpatient critical access hospital serv-
ices".

(D) Section 1814 (42 U.S.C. 13950 is amended-
(I) in subsection (a)(8) by striking "rural primary care

hospital" each place it appears and inserting "critical ac-
cess hospital"; and

(ii) in subsection (b), by striking "other than a rural
primary care hospital providing inpatient rural primary
care hospital services," and inserting "other than a critical
access hospital providing inpatient critical access hospital
services,"; and

(III) by amending subsection (1) to read as follows:
"(1) PAYMENT FOR INPATIENT CRITICAL ACCESS HOSPITAL SERV-

ICES.-The amount of payment under this part for inpatient critical
access hospital services is the reasonable costs of the critical access
hospital in providing such services.".

(3) TREATMENT OF CRITICAL ACCESS HOSPITALS AS PROVID-
ERS OF SERVICEs.-(A) Section 1861(u) (42 U.S.C. 1395x(u)) is
amended by striking "rural primary care hospital" and insert-
ing "criticalaccess hospital".

(B) The first sentence of section 1864(a) (42 U.S.C.
1395aa(a)) Is amended by striking "a rural primary care hos-
pital" and inserting "a critical access hospital".

(4) CONFORMING AmENDmENTs.-(A) Section 1128A(bXl)
(42 U.S.C. 1320a-7a(bX 1)) is amended by striking "rural pri-
mary care hospital" each place 'it appears and inserting "criti-
cal access hospital".

(B) Section 1128B(c) (42 U.S.C. 1320a-7b(c)) is amended
by striking "rural primary care hospital" and inserting "critical
access hospita".0

(C) Section 1134 (42 U.S.C. 1320b-4) is amended by strik-
ing "rural primary care hospitals" each place it appears and in-
serting "critical access hospitals".
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(D) Section 1138(aXl) (42 U.S.C. 1320b-8(aXl)) is amend-
ed-

(i) in the matter preceding subparagraph (A), by strik-
ing "rural primary care hospital" and inserting "critical ac-
cess hospital ; ad

(ii) in the matter preceding clause (i) of subparagraph
(A), by striking "rural primary care hospital" and inserting
"critical access hospital.
(E) Section 1816(cX2XC) (42 U.S.C. 1395h(cX2XC)) is

amended by striking "rural primary care hospital" and insert-
ing "critical access hospital".

(F) Section 1833 (42 U.SC. 13951) is amended-
(I in subsection (h)(5)(AXiii), by striking "rural pri-

mary care hospital" and inserting "critical access hospital";
(ii) in subsection (iXiXA), by striking "rural primary

care hospital" and inserting "critical access hospital"; r
(iii) in subsection (i)(SA), by striking "rural primary

care hospital services" and inserting "critical access hos-
pital services";

(iv) in subsection (lX5)(A), by striking "rural primary
care hospital" each place it appears and inserting "critical
access hospital"; and

(v in subsection (lX5XB), by striking "rural primary
care hospital" each place it appears and inserting 'critical
access hospital".
(G) Section 1835(c) (42 U.S.C. 1395n(c)) is amended by

striking "ruralprm y care hospital" each place it appears
and inserting "criialacess hospiOtal".(H) Section 1842(b)(6XAXii*) (42 U.S.C. 1395u(b)(6XAXii)) is
amended by striking "rural primary care hospital" and insert-
ing "criticalaccess hospital".

(1) Section 1861 (42 U.S.C. 1395x) is amended-
(i in subsection (a)--

(1) in paragraph (1), by striking "inpatient rural
primary care hospital services" and inserting "inpa-
tient critical access hospital services"; and

(II) ion paragraph (21), by striking "rural primary
care hospital" and inserting "critical access hospital;
(ii) in the last sentence of subsection (e), by striking

"rural primary care hospital" and inserting "critical access
hospital"

(iii) in subsection (vX1lXSXiiXIII), by striking "rural
primary care hospital" and inserting "critical access hos-
pital"

(iv) in subsection (wX 1), by striking "rural primary
care hospital" and insertingr "critical access hospital", and

(v in subsection (wX2) by striking "rural primary
care hospital" each place it appears and inserting "critical
access hospital".
(J) Section 1862(aX 14) (42 U.S.C. 1395y(aX 14)) is amended

by striking "rural primary care hospital" each place it appears
and inserting "critical access hospital" .

(K Section 1868(aXl) (42 U.S.C 1395cc(aX 1)) is amend-
ed-
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(I) in subp~ararph (F)ii), by striking "rural primary
care hospi onsand inserting "critical access hospitals";

(if) in subparagraph (H), in the matter preceding
clause (1), by striking "rural primary care hospitals" and
"rural primary care hospital services" and inserting "criti-
cal access hospitals" and "critical access hospital services",
respectively;,

(III) in subparagraph (1), in the matter prceding
clause (I), by striking "rural primary care hospita"Tand In-
serting "critical access hospital"; and

(Wi)In subparagraph (N)-
(1) in the matter preceding clause (I), by striking

"rural primary care hospitals" and inserting criticala
access hospitals", and

(11) in clause (I), by striking "rural primary care
hospital" and inserting 'critical access hospital".

(L) Section 1866(a)(3) (42 U.s.c 1395cc(a)(3)) is amended-
(I) by striking "rural primary care hospital" each place

it appears In subpara~raphs (A) and (B) and inserting
"critical access hospital'; and

(ii) in subparagraph (CXiiiXII), by striking "rural pri-
mary care hospitals" each place it appears and inserting
"critical access hospitals".
(M) Section 1867(e)(5) (42 U.S.C. 1395dd(e)(5)) is amended

by striking "rural primary care hospital" and inserting "critical
access hospital".
(e) PAYMENT CONTINUED To DESIGNATED EACHS.-Section

1886(d)(5)(D) (42 U.S.C. 1395ww(dX5XD)) is amended-
(1) In clause (iii)(III), by-inserting "as in effect on Septem-

ber 30, 1995" before the period at the end; and
(2) in clause (v)-

(A) by inserting "ias in effect on September 30, 1995"
after "1820(iX 1)"; and

(B) by striking "1820(g)" and inserting "1820(e)".
(M PART B AMENDMENTS RELATING To CRITICAL ACCESS Hos-

PTALs.-
(1) CovERAGE.-(A) Section 1861(mm) (42 U.S.C.

1395x(mm)) as amended by subsection (d)(1), is amended by
adding at the end the following new paragraph:
"(3) The term 'outpatient critical access hospital services'

means medical and other health services furnished by a critical ac-
cess hospital on an outpatient basis.".

(B) Section 1832(a)(2XH) (42 U.S.C. 1395k(a)(2)(H)) is
amended by striking "rural primary care hospital services" and
inserting criticall access hospital services".

(2)AYEr-A) Section 1833(a) (42 U.S.C. 13951(a)) is
amended in paragraph (6), by striking "outpatient rural pril-
mary care hospital services" and inserting "outpatient critical
access hospital services".

(B) Section 1834(g) (42 U.S.C. 1395m(g)) is amended to
read as follows--
"(g) PAYMENT FOR OUTPATIENT CRrITIAL ACCESS HOSPITAL

SERvxcs.-The amount of payment under this part for outpatient

* m No
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critical access hospital services is the reasonable costs of the criti-
cal access hospital in providing such services.".

(g) EFFMcTiE DATE.-The amendments made by this section
shall apply to services furnished on or after October 1, 1995.
SEC. 7078. ESTABLISHMENT OF RURAL EME ' RGENCY ACCESS CARE

HOSPITALS.
(a) IN GENERAr..-Section 1861 (42 U.S.C. 1395x) Is amended

by adding at the end the following new subsection:,

"Rural Emergency Access Care Hospital; Rural Emergency Access
Care Hospital Services

"(oo)(1) The term 'rural emergency access care hospital' means,
for a fiscal year, a facility with respect to which the Secretary finds
the following:-

"(A) The facility is located in a rural area (as defined in
section 1886(dX2XD)).

"(B) The facility was a hospital under this title at any time
during the 5-year period that ends on the date of the enact-
ment of this subsection.

"(C) The facility is in danger of closing due to low inpatient
utilization rates and operating losses, and the closure of the fa-
cility would limit the access to emergency services of individ-
uals residing in the facility's service area.

"(D) The facility has entered into (or plans to enter into)
an agreement with a hospital with a participation agreement
in effect under section 1866(a), and under such agreement the
hospital shall accept patients transferred to the hospital from
the facility and receive data from and transmit data to the fa-
cility.

"(E There is a practitioner who is qualified to provide ad-
vanced cardiac life support services (as determined by the
State in which the facility is located) on-site at the facility on
a 24-hour basis.

"(F) A physician is available on-call to provide emergency
medical services on a 24-hour basis.

"(G) The facility meets such staffing requirements as
would apply under section 186 1(e) to a hospital located in a
rural area, except that-

"(I) the facility need not meet hospital standards relat-
ing to the number of hours during a day, or days during
a week, in which the facility must be open, except insofar
as the facility is required to provide emergency care on a
24-hour basis under subparagraphs (E) and (F; and

"Vii) the facility mayr provide any services otherwise re-
quired to) be provided by a full-time, on-site dietitian, phar-
maci~st, laboratory technician, medical technologist, or radi-
ological technologist on a part-time, 0ff-Bite basis.
"(H)The facility meets the requirements applicable to dlin-

ics and facilities under. subparagraphs- (C) through (J) of para-
graph (2) of section 1861(aa) and of clauses (fii) and (iv of the
second sentence of such paragraph (or, in the case of the re-
quirements of subparagraph (E), (F, or (J) of such paragraph,
would meet the requirements if any reference in such subpa-ra-
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graph to a 'nurse practitioner' or to 'nurse practitioners' weredeemed to be a reference to a 'nurse practitioner or nurse' or
to 'nurse practitioners or nurses'); except that In determining
whether a facility meets the requirements of this subpara-
graph, subparagraphs (E) and (F of that paragraph shall be
applied as if any reference to a 'physician' is a reference to a
physician as defined in section 1861(r)(1).
(2) The term 'rural emergency access care hospital services'

means the following services provided by a rural emergency access
care hospital and furnished to an individual over a continuous pe-
riod not to exceed 24 hours (except that such services mayTbe fur-
nished over a longer period in the case of an individual who Is un-
able to leave the hospital because of Inclement weather):

"(A) An appropriate medical screening examination (as de-
scribed in section 1867(a)).

"(B) Necessary stabilizing examination and treatment
services for an emergency mecuca condition and labor (as de-
scribed in section 1867(b)."0
(b) REQUIRIN RURAL EMERGENCY ACCESS CARE: HOSPITALS To

MEET HOSPITAL ANTI-DUMPIN REQuiRmEMET.-Section 1867(e)(5)
(42 U.S.C. 1395dd(e)(5)) is amended by striking "186 1(mm)(1))" and
inserting "1861(mmXl) and a rural emergency access care hospital
(as defined In section 1861(ooX1)).

(c) COVERAGE AND PAYMENT FOR SERVICES.-
(1) CovERAGE.-Section 1832(aX2) (42 U.S.C. 1395k(a)(2))

is amended-
(A) by striking "and" at the end of subparagraph WI;
(B) by striking the period at the end of subparagraph

(J) and inserting "; and"; and -
(C) by adding at the end the following new subpara-

graph:
"(K) rural emergency access care hospital services (as

defined in section 1861(oo)(2)).".
(2) PAYMENT BASED ON PAYMENT FOR OUTPATIENT CRITICAL

ACCESS HOSPITAL SERVICES.-
(A) IN GENERAL.-Section 1833(a)(6) (42 U.s.c.

13951(a)(6)), as amended by section 7072(f)(2), is amended
by striking "services," and inserting "services and rural
emergency access care hospital services,".

(B) PAYMENT METHODOLOGY DESCRIBED.-Section
1834(g) (42 U.S.C. 1395m(g)), as amended by section
7O72(f)(2)(B), is amended-

(I) in the heading, by strikin r "SERVICES" and in-
serting "SERVICES AND RURAL EMERGENCY ACCESS
CARE HOSPITAL SERVICES"; and

00i) by adding at the end the following new sen-
tence: 'The amount of payment for rural emergency
access care hospital services provided during a year
shall be determined using the applicable method pro-
vided under this subsection for determining payment

-for outpatient rural primary care hospital services
during the year.".

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to fiscal years beginning on or after October 1, 1995.

0
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-SEC-. 7074. ADDITIONAL PAYMENT FOR PHY SICIANS' PRICES, FUR-

NIS HEDsI IN SHORTAGE ABEA&L
(a) INCREASE IN AMOUNT OF ADDITIONAL PA~hENT.-Section

1833(m) (42 U.S.C. 13951(m)) is amended by striking "10 percent"
and inserting "20 percent".0

Wb RESTRICTION TO PRImMAY CARE SERmIEs.--Section 1833(m)
(42 U.S.C. 13951(m)) is amended by inserting after "physicians'
services" the following: "consisting of primary care services (as de-
fined in section 1842(&X4))".

(c)EXTENSION OF PAYMENT FOR FORMER SHORTAGE AREAS.-
(1) IN GENERAL.--Section 1833(m) (42 U.S.C. 13951(m)) is

amended by striking "area," and inserting "area (or, in the case
of an area for which the designation as a health professional
shortage area under such section is withdrawn, in the case of
physicians' services furnished to such an individual during the
3-year period beginning on the effective date of the withdrawal
of such designation),".

(2) EFFECTIVE DATE.-The amendment made by paragra h
(1) shall apply to physicians' services furnished in an area For
which the designation as a health professional shortage area
under section 332(aXl)(A) of the Public Health Service Act is
withdrawn on or after January 1, 1996.
Wd REQUIRING CARRIERS To REPORT ON SERVICES PROVIDED.-

Section 1842(bX3) (42 U.S.C. 1395u(bX3)) is amended-
(1) by striking "and" at the end of subparagraph (I); and
(2) by inserting after subparagraph (1) the following new

subparagraph h:
"(J) wlprvde information to the Secretary (on such peri-

odic basis as teScretary may eure) on the types of provid-
ers to whom the carrier makes additional payments for certain
physicians' services pursuant to section 1833(m), together with
a description of the services furnished by such providers; and".
(e) SWuDY-

(1) IN GENERAL.-The Physician Payment Review Commis-
sion shall conduct a study analyzing the effectiveness of the
provision of additional payments under art B of the medicare
program for physicians' services provided in health professional
shortage areas in recruiting physicians to provide services in
such areas.

(2) REPORT.-Not later than 1 year after the date of the
enactment of this Act, the Secretary shall submit to Congress
a report on the study conducted under paragraph (1), and shall
include in the report such recommendations as the Secretary
considers appropriate.
Mf EFFEcTIVE DATE.-The amendments made by subsections

(a), (b), and (d) shall apply to physicians' services furnished on or
after October 1, 1995.
SEC. 707&. PAYMENTS TO PHYSICIAN ASSISTANTS AND NURSE PRACTI-

TIONERS FOR SERVICES FURNISHED IN OUTPATIENT OR
HOME ETFNG

(a) COVERAGE IN OUTPATIENT OR HOME SETTINGS FOR PHYSI-
ClAN ASSISANT AND NURsE PRACTITIONERS.--Section
1861(sX2XK) (42 U.S.C. 1395x(sX2)(K)) is amended-

(1) in clause %i-

pq
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(A) by striking "or' at the end of subclause (11); and
(B) by Inserting "or (MV in an outpatient or home set-

ting as defined by the Secretary" following "shortage
area,"; and
(2) in clause (Iii-

(A) by striking "in a skilled" and inserting "in (1) a
skilled"; and .?

(B) by inserting ", or (II) in an outpatient or home set-
ting (as defined by the Secretary)," after "(as defined in
section 19 19(a))".

(b) PAYMENTS To PHYSICIAN AssismANTs AND NURSE PRACTI-
TIONERS IN OUTPATIENT OR HOME SETTINGS.-

(1) IN GENERAL.-Section 1833(rXl) (42 U.S.C. 13951(r)(1))
is amended-

(A) by inserting "services described in section
186 1(sX2)(KXIiXII) (relating to, nurse practitioner services
furnished in outpatient or hme settings), and services de-
scribed In section 186 1(s)(2XKiXiIV) (relating to physician
assistant services furnished in an outpatient or home set-
ting" after "rural area),"; and

(B) by striking "or clinical nurse specialist" and insert-
ing "clinical nurse specialist, or physician assistant".
(2) CONFORMING AMENDMENT.-Section 1842(b)(6X0) (42

U.S.C. 1395u(bX6)(C)) is amended by striking "clauses (1), 00i,
or (iv)" and inserting "subclauses (I), (1I), or (III) of clause (I),
clause (iiXI), or clause (iv)".
(c PAYMENT UNDER THE FEE SCHEDULE To PHYSICIAN ASSIST-

ANTS AND NURSE PRACTITIONERS IN OUTPATIENT OR HOME SET-
TINGS.-

(1) PHYSICIAN AssisTANTs.-Section 1842(bX 12) (42 U.S.C.
1395u(bX 12)) is amended by adding at the end the following
new subparagraph:
"(C) With respect to services described in clauses (iIV), (iiXII),

and (iv) of section 186 1(s)(2XK) (relating to physician assistants
and nurse practitioners furnishing services in outpatient or. home
settings)-

"(I) payment under this part may only be made on an as-
signment-related basis; and

"01i) the amounts paid under this part shall be equal to 80
percent of (I) the lesser of the actual charge or 85 percent of
the fee schedule amount provided under section 1848 for the
same service provided by a physician who is not a specialist;
or -(II) in the case of services as an assistant at surgery, the
lesser of the actual charge or 85 percent of the amount that
would otherwise be recognized if performed by a physician who
is serving as an assistant at surgery.".

(2) CONORMINAMENDMENT.--Section 1842(b)(12XA) (42
U.S.C. 1395u(bX12XA)) is amended in the matter preceding
clause (I) by striking "(1), 00i," and inserting "subclauses WI,
(11), or (III) of clause (I), or subclause (I) of clause (Bi)".

(3) TECHNICAL AMENDmEN.-Section 1842(bX12XA) (42
U.S.C. 1395u(b)(12XA)) is amended in the matter preceding
clause (I) by strlkin# "a physician assistants" and inserting
"physician assistants .
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(d) EFFETIV DATE.-The amendments made by this section
shall apply to services furnished on or after October 1, 1995.
SEC. 7076. DEMONSTRATION PROJECTS TO PROMOTE TELEMEDICINE.

(a) DEFIN~roNs.-For purposes of this section:
(1) RUAL HEALTH CARE PROVIDER.-T he term "rural

health care provider" means any public or private health care
provider located in a rural area.

(2) NONHEALTH CARE ENTITY.-The term "nonhealth care
entity" means any entity that is not involved in the provision
of health care, including a business, educational institution, 11-
brary, and prison.
(b) EsTABUisHMENT.-The Secretary, acting through the Office

of Rural Health, shall award grants to eligible entities to establish
demonstration projects under which an eligible entity establishes a
rural-based consortium that enables members of the consortium to
utilize the telecommunications network-

(1) to strengthen the delivery of health care services in the
rural area through the use of telemedicine;

(2) to provide for consultations involving transmissions of
detailed data about the patient that serves as a reasonable
substitute for face-to-face interaction between the patient and
consultant; and

(3) to make outside resources or business interaction more
available to the rural area.
(c) ELIGIBLE EN'rrry.-To be eligible to receive a grant under

this section an applicant entity shall propose a consortium that in-
cludes as members at least-

(1) one rural health care provider; and
(2) one nonhealth care entity located in the same rural

area as the rural health care provider described in paragraph
(1).

The Secretary may waive the membership requirement under para-
graph (2) if the members described in paragaph (1) are unable to
locate a nonhealth care entity located in the same rural area to
participate in the demonstration project.

(d) APPLICATION.-To be elig ible. to receive a grant under this
section, an eligible entity describe in subsection (c) shall prepare
and submit to the Secretary an application at such time, In such
manner, and containing suchi information as the Secretar may re-
quire including a description of the use to which the! eligile entity
would apply any amounts received under such grant, the source
and amount of non-Federal funds the entity would pledge for the
project, and a showing of the long-term sustainability of the
project.

(e) GRANTS9.-Grants under this section shall be distributed in
accordance with the following requirements:

(1) GRAnT UMIT.-The Secretary may not make a grant to
an eligible entity under this section in excess of $500,000 for
each fiscal year in which an eligible entity conducts a project
under this section.

(2) MATCHING FUNDS.-
(A) IN OENERAL.-The Secretary may not make a

grant to an eligible entity under this section unless the eli-
gible entity agrees to provide non-Federal funds in an
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amount equal to not less than 20 percent of the total
amount to be expended by the eligible entity in anyr fiscal
year for the purpose of conducting the project under this
section.

(B) ADJUSTMENTS.-The Secretary shall make nec-
essary adjustments to the amount that an eligible entity
may receive In a subsequent fiscal year If the eligible en-
tity does not meet the requirements of subparagraph (A)
in the preceding fiscal year.

(M USE OF GRANTAMOUNTS.-
(1) IN GENERAL.-Amounts received under a grant awarded

under this section shall be utilized for the development and op-
erati*on of telemedicine systems that serve rural areas. All such
grant funds must be -used to further the provision of health
services to rural areas.

(2) RULESOF USE.-
(A) PERMISSIBLK USAGES.--Grant funds awarded under

this section-
(I) shall primarily be used to support the costs of

establishing and operating a telemedicine system that
provides specialty consultations to rural communities;

(ii) may be used to demonstrate the application of
telemedicine for preceptorship of medical students,
residents, and other health professions students in
rural training sites;

(III) may be used for transmission costs, salaries,
maintenance of equipment, and compensation of spe-
cialists and referring practitioners;

(Iv) may be used to pay the fees of consultants,
but only to the extent that the total of such fees does
not exceed 5 percent of the amount of the grant;

Or7) may be used to demonstrate the use of
telemedicine to facilitate collaboration between
nonphysician primary care practitioners (including
physician assistants, nurse practitioners, certified
nurse-midwives, and clinical nurse specialists) and
physicians; and

(vi) may be used to test reimbursement meth-
odologies under the medicare program under title
XVIII of the Social Security Act for practitioners par-
ticipating in telemedicine activities.
(B) PROHIBITED USE OF FUNDS.-ý-Grant funds shall not

be used by members of a rural-based consortium for any
of the following:

(I) Expenditures to purchase or lease equipment.
(ii) In the case of a member of a consortium that

Is an isolated rural facility, purchase of high-cost tele-
communications technologies for the furnishing of
telemedicine services that-

(I) incur high cost per minute of usage

chI)requore consultants to be available at the

-same time as the patient and the referring physi-
cian.
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(iii) Purchase or installation of transmission
equipment or establishment or operation of a tele-
communications common carrier network.

(iv) Expenditures for indirect costs (as determined
by the Secretary) to the extent the expenditures would
exceed more than 20 percent of the total grant funds.

(v) Construction (except for minor renovations re-
lated to the installation of equipment), or the acquisi-
tion or building of real property.

(g) MAINTNANCE OF EFFOR.-Any funds available for the ac-
tivities covered by a demonstration project conducted under this
section shall supplement, and shall not supplant, funds that are ex-
pended for similar purposes under any State, regional, or local pro-
gram.

(h) EvALUATIoN.-Each eligible entity that conducts a dem-
onstration prq)ect under this section shall submit to the Secretary
such information and interim evaluations as the Secretary may re-
quire.

(i)Auwmmom T oN F APPROPRAToNs.-There are authorized
to be appropriated to carry out this section, $10,000,000 for each
of the fiscal years 1996 through 1998.
SEC. 7077. PROPAC RECOMMENDATIONS ON URBAN MEDICARE DE-

PENDENT HOSPITAJA.
Section 1886(e)(3XA) (42 U.S.C. 1395ww(eX3)(A)) is amended

Lby adding at the end the following new sentence: "The Commission
sall, beginning in 1996, report its recommendations to Congress

on an appropriate update to be used for urban hospitals with a
high proportion of medicare patient days and on actions to ensure
that me dicare beneficiaries served by such hospitals retain the
same access and quality of care as medicare beneficiaries nation-
wide. .
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CHAPTER 6-HEALTH CARE FRAUD AND ABUSE
- REENTION

SEC. 7100. SHORT TITLE.
This chapter may be cited as the "Health Care Fraud and

Abuse Prevention Act of 1995".

Subchapter A-Fraud and Abuse Control Program
SEC. 7101. FRAUD AND ABUSE CONTROL PROGRAMS

(a) ESTABLISHMENT OF PRoGRAM.-Title XI (42 U.S.C. 1301 et
seq.) is amended by -inserting after section 1128B the following new
section:

"FRAUD AND ABUSE CONTROL PROGRAM

"SEC. 1128C. (a) ESTABLISHMENT OF PROGRAM.-
"(1) IN GENERAL.-Not later than January 1, 1996, the Sec-

retary, acting through the Office of the Inspector General of
the Department of Health and Human Services, and the Attor-
ney General shall establish a program-

"(A) to coordinate Federal, State, and local law en-
forcement programs to control fraud and abuse with re-
Us ect to the delivery of and payment for health care in the
TJnited States,

"(B) to conduct investigations, audits, evaluations, and
ýinsp ections relating to the delivery of and payment for
heath care in the United States,

"(C) to facilitate the enforcement of the provisions of
sections 1128, 1128A, and 1128B and other statutes appli-
cable to health care fraud and abuse, and

"(D) to provide for the modification and establishment
of safe harbors and to issue interpretative rulings and spe-
cial fraud alerts pursuant to section 1128D.
"(2) COORDINATINWIH HEALTH PLANs.-In carrying out

the program established under paragraph (1), the Secretary
and the Attorney General shall consult with, and arrange for
the sharing of data with representatives of health plans.

"(3) GUIDELINES.-
"(A) IN GENERAL.-The Secretary and the Attorney

General shall issue guidelines to carry out the program
under paragraph (1). The provisions of sections 553, 556,
and 557 of title 5, United States Code, shall not apply in
the issuance of such guidelines.

"(B) INFORMATION GUIDELINES.
"(I) IN GENERAL.--Such guidelines shall include

guidelines relating to the furnishing of information by
health plans, providers, and others to enable the Sec-
retary and the Attorney General to carry out the pro-
gram (including coordination with health plans under
paragraphs (2)).

(iti) CONFIDENTI.ALTy.-Such guidelines shall in-
clude procedures to assure that such information is
provided and utilized In a manner that appropriately
protects the confidentiality of the Information and the
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privacy of Individuals receiving health care services
and Items.

"(III) QUALIFIED IMMUNITY FOR PROVIDING INFOR-
MATioN-The provisions of section 1157(a) (relating to
limitation on liability) shall apply to a person provid-
ing information to the Secretary or the Attorney Gen-
eral in conjunction with their performance of duties
under this section.

"(4) ENSURING ACCESS TO DOCUJMENTATION.-The Inspector
General of the Department of Health and Human Services is
authorized to exercise such authority described in paragraphs
(3) through (9) of section 6 of the Inspector General Act of 1978
(5 U.S.C. App.) as necessary with respect to the activities
under the fraud and abuse control program established under
-this subsection.

"_i"(5) AUTHORITY OF INSPECTOR GENERAL.-Nothing in this
Act shall be construed to diminish the authority of any Inspec-
tor General, including such authority as provided in the In-
spector General Act of 1978 (5 U.S.C. App.).
"1(b) ADDITIONAL USE OF FUNDS BY INSPECTOR GENERAL.-

"(1 REIMBURSEMENTS FOR IN4VESTIGATIONS.-The Inspector
General of the Department of Health and Human Services is
authorized to receive and retain for current use reimbursement
for the costs of conducting investigations and audits and for
monitoring compliance plans when such costs are ordered by a
court, voluntarilyagreed to by the payer, or otherwise.

"(2) CREDIrING.-Funds received by the Inspector General
under paragraph (1) as reimbursement for costs of conducting
investigations shall be deposited to the credit of the appropria-
tion from which initially aid, or to appropriations for similar
purposes currently available at the time of deposit, and shall
remain available for obligation for 1 year from the date of the
deposit of such funds.
"1(c) HEALTH PLAN DEFINED.-FOr purposes of this section, the

term 'health plan' means a plan or program that provides health
benefits, whether directly, through insurance, or otherwise, and in-
cludes-

"(1 a policy of health insurance;,
"(2) a contract of a service benefit organization; and
"(3) a membership agreement with a health maintenance

organization or other pre aid health plan.".
(b) ESTABLISHMENT OF HEATH CARE FRAUD AND ABUSE CON-

TROL ACCOUNT IN FEDERAL HOSPITAL INSURANCE TRUST FUND.
Section 1817 (42 U.S.C. 1395i0 is amended by adding at the end the
following new subsection:

"(k) HEALTH CARiE FRAUD AND ABUSE CONTROL ACCOUNT.-
"(1) ESTABLISHMENT.-There is hereby established in the

Trust Fund an expenditure account to be known as the 'Health
Care Fraud and Abuse Control Account' (in this subsection re-
ferred to as the 'Account').

"(2) APPROPRIATED AMOUNTS TO TRUST FUND.-
"(A) IN GENERAL.-There are hereby appropriated to

the Trust Fund-
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"(I) such gifts and bequests as may be made as
provided in subparagraph (B);

"(i1) such amounts as may be deposited in the
Trust Fund as provided in sections 7141(b) and
7 142(c) of the Balanced Budget Reconciliation Act of
1995, and title XI; and

"(III) such amounts as are transferred to the Trust
Fund under subparagraph (C).
"1(B) AUTHORIZTION To ACCEPT GLFTS.-The Trust

Fund Is authorized to accept on behalf of the United States
money gifts and bequests made unconditionally to the
Trust Fund, for the benefit of the Account or any activity
financed through the Account.

"(C) TRANSFER OF AmotJNTs.-The Managing Trustee
shall transfer to the Trust Fund, under rules similar to the
rules in section 9601 of the Internal Revenue Code of 1986,
an amount equal to the sum of the following:

"(I) Criminal fines recovered in cases involving a
Federal health care offense (as defined in section
982(a)(6)(B) of title 18, United States Code).

"(ii) Civil monetary penalties and assessments im-
posed in health care cases, including amounts recov-
ered under titles XI, XVIII, and XXI, and chapter 38
of title 31, United States Code (except as otherwise
provided by law).

"(*III) Amounts resulting from the forfeiture of
property by reason of a Federal health care offense.

"(iv) Penalties and damages obtained and other-
wise creditable to miscellaneous receipts of the general
fund of the Treasury obtained under sections 3729
through 3733 of title 31, United States Code (known
as the False Claims Act), in cases involving claims re-
lated to the provision of health care items and services
(other than funds awarded to a relator, for restitution
or otherwise authorized by law).

"(3) APPROPRIATED AMOUNTS TO ACCOUNT.-
"(A) IN GENERAL.-There are hereby appropriated to

the Account from the Trust Fund such sums as the Sec-
retary and the Attorney General certify are necessary to
carry out the purposes described in subparagraph (B), to
be available without further appropriation, in an amount-

"(I) with respect to activities of the Office of the
Inspector General of the Department of Health and
Human Services and the Federal Bureau of Investiga-
tions in carrying out such purposes, not less than-

"(I for fiscal year 1996, $ 110,000,000,
"(II) for fiscal year 1997, $140,000,000,
"(III) for fiscal year 1998, $160,000,000,
"(MV for fiscal year 1999, $185,000,000,
"MV for fiscal year 2000, $215,000,000,
"(VI) for fiscal year 2001, $240,000,000, and
"(VII) for fiscal year 2002, $270,000,000; and
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"00I with respect to all activities (including the ac-
tivities described In clause (I)) in carrying out such
purposes, not more than-

"(I) for fiscal year 1996, $200,000,000, and
"(II) for each of the fiscal years 1997 through

2002, the limit for the preceding fiscal year, in-
creased by 15 percent; and
"(III) for each fiscal year after fiscal year 2002,

within the limits for fiscal year 2002 as determined
under clauses (1) and 0ii.
"(B USE OF FUNDs.-The purposes described in this

subparagraph are as follows:
"(I) GENERL u.USE.-To cover the costs (including

equipment, salaries and benefits, and travel and train-
ing) of the administration and operation of the health
care fraud and abuse control program established
under section 1128C(a), including the costs of-

"(I) prosecuting health care matters (through
criminal, civil, and administrative proceedings);

"(11) investigations;
"(VII) financial and performance audits of

health care programs and operations;
"(IM inspections and other evaluations; and
"(V provider and consumer education regard-

ing compliance with the provisions of title XI.
"00i USE BY STATE MEDICAID FRAUD CONTROL UNITS

FOR INVESTIGATION REIMBUJRSEMENTS.-To reimburse the
various State medicaid fraud control units upon request to
the Secretary for the costs of the activities authorized
under section 2134(b).
"(4) ANNUAL REPORT.-The Secretary and the Attorney

General shall submit jointly an annual report to Congress on
the amount. of revenue which is generated and disbursed, and
the 'justificaffioFTbr such disbursements, by the Account in
each fiscal year.".

SEC. 7102. APPLICATION OF CERTAIN HEALTH ANTI-FRAUD AND
ABUSE SANCTIONS TO FRAUD AND ABUSE AGAINST FED.
ERAL HALHPROGRAMS.

(a) CRIMES.
(1) SOCIAL SECURITY ACT.-Section 1128B (42 U.S.C.

1320a-7b) is amended as follows:
(A) In the heading, by striking "MEDICARE OR STATE

HEALTH-." CARE PROGRAMS" and Inserting "FEDERAL HEALTH
CARE PROGRAMdS".

(B) In subsection (aX1), by striking "a program under
title XVIII or a State health care program (as defined in
section 1128(h))" and inserting "a Federal health care pro-
gram".

(C) In subsection (aX5), by striking "a program under
title XVIII or a State health care program" and inserting
"a Federal health care program".

(D) In the second sentence of subsection (a-
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(1) by striking "a State plan approved under title
XIX and inserting "a Federal health care program",
and

(ii0by striking "the State may at its option (not-
withstanding any other provision of that title or of
such plan)" and Inserting "the administrator of such
program may at its option" (notwithstanding any other

prviion of such pro am)
(E) Ilna subsection (b),by striking "title XVIII or a State

health care program" each place it appears and inserting
"a Federal he-alth cr ri(F) In subsection W%, y inserting "(as defined in sec-
tion 1128(h))" after "a State health care program".

(G) By adding at the end the following new subsection:
"(f) For purposes of this section, the term Tederal health care

program' means-
"(1) any plan or program that provides health benefits,

whether directly, through insurance, or otherwise, which is
funded, in whole or In part, by the United States Government;
or

"W()Nany State health care program, as defined in section
1128(h)..

(2) IDENTIFICATION OF CONMMUNITY SERVICE OPPO RTUNI-
TIES.-Se%,cti~on 1128B (42 U.S.C. 1320a-7b) is further amended
%by adding at the end the following new subsection:
"(g)TheSeretary may-

"(1 in consultation with State and local health care offli-
cials, identify opportunities for the satisfaction of community
service obligations that a court may 'impose upon the conviction
of an offense under this section, and

"(2) make information concerning such opportunities avail-
able to Federal and State law enforcement officers and State
and local health care officials.".
(b EFFECTIVE DATE.-The amendments made by this section

shall take effect on January 1, 1996.
SEC. 7103. HEALTH CARE FRAUD AND ABUSE GUIDANCE.

Title XI (42 U.S.C. 1301 et seq.), as amended by section 7101,
is amended by inserting after section 11280 the following new sec-
tion:

"HEALTH CARE FRAUD AND ABUSE GUIDANCE

"SEC. 1128D. (a) SOLICITATION AND PUBLICATION OF MODIFICA-
TIONS To ExisTING SAFE HARBORS AND NEW SAFE HARBORS.-

"(1) IN GENERAL.-
"(A) SOLICITATION OF PROPOSALS FOR SAFE HARBORS.-

Not later than January 1, 1996, and not less than annu-
ally thereafter, the Secretary shall publish a notice in the
Federal Register soliciting proposals, which Will be accept-
ed during a 60-day period, for-

f(i) modifications to existing safe harbors issued
pursuant to section 14(a) of the Medicare and Medic-
aid Patient and Program Protection Act of 1987 (42
U.S.C. 1320a-Th note);-_
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"00i additional safe harbors specifying payment
practices that shall not be treated as a criminal of-
fense under section 1128B(b) and shall not serve as
the basis for an exclusion under section 1128(b)(7);

"(Oii) interpretive rulings to be Issued pursuant to
subsection (b); and

"(iv special fraud alerts to be issued pursuant to
subsection (c.
"(B) PUBLICATION OF PROPOSED MODIFICATIONS AND

PROPOSED ADDITIONAL SAFE HARBORs.-After considering
the proposals described In clauses (I) and (if) of subpara-
C-aph (A), the Secretary, in consultation with the AttorneyGeneral, shall publish in the Federal Register proposed
modifications to existing safe harbors and proposed addi-
tional safe harbors, if-appropriate, with a 60-day comment
period. After considering any public comments received
during this period, the Secretary shall issue final rules
modifying the existing safe harbors and establishing new
safe harbors, as appropriate.

"(C) REF'oRT.-The Inspector General of the Depart-
ment of Health and Human Services (in this section re-
ferred to as the 'Inspector General') shall, in an annual re-
port to Congress or as part of the year-end semiannual re-
port required by section 5 of the Inspector General- Act of
1978 (5 U.S.C. App.), describe the proposals received under
clauses (I) and (if) of subparagraphK (A) and explain which
proposals were included in the publication described in
subparagraph (B), which proposals were not included in
that publication, and the reasons for the rejection of the
proposals that were not included.
"(2) CRITERIA FOR MODIFYING AND ESTABLISHING SAFE lIAR-

BORS.-In modifying and establishing safe harbors under para-
graph (1)(B), the Secretary may consider the extent to which
providing a safe harbor for the specified payment practice may
result in any of the following:

"(A) An increase or decrease in access to health care
services.

"(B) An increase or decrease in the quality of health
care services.

"(C) An increase or decrease in patient freedom of
choice among health care providers.

"(D) An increase or decrease in competition among
health care providers.

"(E An increase or decrease in the ability of health
care facilities to provide services In medically underserved
areas or to medically underserved populations.

"(F) An increase or decrease in the cost to Federal
health care programs (as defined in section 1128B(O)).

"(G) An increase or decrease 'in the potential
overutilization of health care services.

"(H) The existence or nonexistence of any potential fi-
nancial benefit to a health care professional or provider
which may vary based on their decisions of-



265

"(I) whether to order a health care item or service;
or

"(ii) whether to arrange for a referral of health
care items or services to a particular practitioner or
provider.
"(I) Any other factors the Secretary deems appropriate

in the interest of preventing fraud and abuse in Federal
health care programs (as so defined).

"(b) INTERPRETivE uis-
"(1) IN GENERAL.-

"(A) REQUEST FOR INTERPRETIVE RUUiNG.-Any person
may resent, at any time, a request to the Inspector Gen-
eral or a statement of the Inspector General's current in-
terpretation of the meaning of a specific aspect of the ap-f lication of sections 1128A and 1128B (in this section re-
erred to as an 'interpretive ruling').

"(B) ISSUANCE AND EFFECT OF INTERPRETIVE RULING.-
"(I) IN GENERAL.-If appropriate, the Inspector

General shall in consultation with the Attorney Gen-
eral, issue an interpretive ruling not later than 90
days after receiving a request described in subpara-
graph (A). Interpretive rulings shall not have the force
of law and shall be treated as an interpretive rule
within the meaning of section 553(b) of title 5, United
States Code. All interpretive rulings issued pursuant
to this clause shall be published in the Federal Reg-
ister or otherwise made available for public inspection.

"1i0) REASONS FOR DENIAL.-If the Inspector Gen-
eral does not issue an interpretive ruling in response
to a request described in subparagraph (A), the In-
spector General shall notify the requesting party of
such decision not later than 60 days after receiving
such a request and shall identify the reasons for such
decision.

"(2) CRITERIA FOR INTERPRETIVE RULINGS.-
"(A) IN GENERAL.-In determining whether to issue an

interpretive ruling under paragraph (1XB), the Inspector
General may consider-

"(I) whether and to what extent the request identi-
fies an ambiguity within the language of the statute,
the existing safe harbors, or previous interpretive rul-
ings; and

"(ii whether the subject of the requested interpre-
tive ruling can be adequately addressed by interpreta-
tion of the language of the statute, the existing safe
harbor rules, or previous interpretive rulings, or
whether the request would require a substantive rul-
in (as defined in section 552 of title 5, United States
Coe) not authorized under this subsection.
"(B No RULINGS ON FACTUAL issuEs.~-The Inspector

General shall not give an interpretive ruling on any fac-
tual Issue, including the intent of the parties or the fair
market value of particular leased space or equipment.

"(c) SPECIAL FRAUD ALERTS.-

Ifto - - - mm - - -
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"(1 IN GENERAL.-
"(A) REQUEST FOR SPECIAL FRAUD ALERT.-Any per-

son may present, at any time, a request to the Inspector
General for a notice which inWorms the public of practices
which the Inspector General considers to be suspect or of
particular concern under section 1128B(b) (in this sub-
section referred to as a 'special fraud alert').

"(B ISSUANCE AND PUBLICATION OF SPECIAL FRAUD
ALERms.-Upon receipt of a request described in subpara-
I aph (A), the, Inspector General shall investigate the sub-
ject matter of the request to determine whether a special
fraud alert should be issued. If appropriate, the Inspector
General shall Issue a special fraud alert in response to the
request. All special fraud alerts issued pursuant to this
subparagraph shall be published In the Federal Register.
"(2) CRITERIA FOR SPECIAL FRAUD ALERTs.-In determining

whether to issue a special fraud alert upon a request described
in paragraph (1), the Inspector General may consider-

"(A) whether and to what extent the practices that
would be identified in the special fraud alert may result in
any of the consequences described in subsection (a)(2); and

"(B the volume and frequency of the conduct that
would be identified in the special fraud alert.".

Subchapter B-Revisions to Current Sanctions for Fraud
and Abuse

SEC. 7111. MANDATORY EXCLUSION FROM PARTICIIPATION IN MEDI-
CARE AND STATK EALHCARE PROGRAMS.

(a) INDIVIDUAL CONVICTED OF FELONY RELATING To HEALTH
CARE FRAUD.-

(1) IN GENERAL.-Section 1128(a) (42 U.S.C. 1320a-7(a)) is
amended by adding at the end the following new paragraph:

"(3) FELONY CONVICTION RELATING TO HEALTH CARE
FRAuD.-Any individual or entity that has been convicted after
the date of the enactment of the Health Care Fraud and Abuse
Prevention Act of 1995, under Federal or State law, in connec-
tion with the delivery of a health care item or service or with
respect to any act or omission in a health care program (other
than those specifically described in paragraph (1)) operated by
or financed in whole or in part by any Federal, State, or local
government agency, of a criminal offense consisting of a felony
relating to fraud, theft, embezzlement, breach of fduciary re-
sponsibility, or other financial misconduct.".

(2) CONFORMING AMENmEzNT.-Paragraph (1) of section
1128(b) (42 U.S.C. 1320a-7(b)) is amended to read as follows:

"(1 CONVICTION RELATING To FRAUD.-Any individual or
entity that has been convicted after the date of the enactment
of the Health Care Fraud and Abuse Prevention Act of 1995,
under Federal or State law-

"(A) of a criminal offense consisting of a misdemeanor
relating to fraud, theft, embezzlement, breach of fiduciary
responsibility, or other financial misconduct-

"(I) in connection with the delivery of a health
-cr item or service, or



267

"01i) with respect t any act or omission in a
health care program (other than those specifically de-
scribed in subsection (aX )) operated by or financed in
whole or in part by any Federal, State, or local govern-
ment agency; or
"(B of a criminal offense relating to fraud, theft, em-

bezzlemnent, breach of fiduciary responsibility, or other fi-
nancial misconduct with respect to any act or'7 omission In
a program (other than a health care program) operated by
or financed in whole or in part by any Federal, State, or
local government agency.".

(b INDMvDUAL CONVICTED OF FELONY RELATING To CON-
TROLLED SUBSTANCE.-

(1) IN GENERAL.--Section 1128(a) (42 U.S.C. 1320a-7(a)),
as amended by subsection (a), Is amended by adding at the end
the following new paragraph:

"(4) FELONY CONVICTION RELATING To CONTROLLED SUB-
STANCE.-Any individual or entity that has been convicted
after the date of the enactment of the Health Care Fraud and
Abuse Prevention Act of 1995, under Federal or State law, of
a criminal offense consisting of a felony relating to the unlaw-
ful manufacture, distribution, prescription, or dispensing of a
controlled substance."

(2) CONFORMING AMENDmENT.-Section 1128(bX3) (42
U.S.C. 1320a-7(bX3)) is amended-

(A) in the heading, by striking "CONVICTION" and in-
serting "MISDEMEANOR CONVICTION ; and

(B) by striking "Criminal offense" and inserting "crimi-
nal offense consisting of a misdemeanor".

SEC. 7112. ESTABLISHMENT OF MINIMUM PERIOD OF EXCLUSION FOR
CERTAIN INDIVIDUALS AND ENTITIES SUBJECT TO PER-
MISSIVE EXCLUSION FROM MEDICARE AND STATE

HELHCARE PROGRAMS.
Section 112080(cX3 (42 U.S.C. 1320a-7(cX3)) is amended by add-

ing at the end the follownne subparagraphs:
"(D) In the case of anecuion of an individual or entity under

paragraph (1), (2), or (3) of subsection (b), the period of the exclu-
sion shall be 3 years, unless the Secretar determines in accord-
ance with published regulations that a shorter period 'i's appro-
priate because of mitigating circumstances or that a longer period
is apyrprate because of aggravating circumstances.

( E) Inn the case of an exclusion of an individual or entity under
subsection (bX4) or MA5) the period of the exclusion shall not be
less than the period during which the individual's or entity's li-
cense to provide health care is revoked, suspended, or surrendered,
or the individual or the entity is excluded or suspended from a Fed-
eral or State health care program.

"(F) In the case of an exclusion of an individual or entity under
subsection (bX6XB), the period of the exclusion shall be not less
than 1 year.".
SEC. 7118.PEMISSIVE EXCLUSION OF INDIVIDUALS WITH OWNER-

SHIIPOR CONTROL ITEREST IN SANCTIONED ENITIE&
Section 1128(b) (42 U.S.C. 1320a-7(b)) is amended by adding

at the end the following new paragraph:
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"(15) INDIVIDUALS CONTROLLING A SANCTIONED ENTITY.-
Any individual who has a direct or indirect ownership or con-
trol interest of 5 percent or more, or an ownership or control
Interest (as defined In section 1124(aX3)) in, or who is an offi-
cer or managing employee (as defined in section 1126(b)) of, an
entity- "(A) that has been convicted of any offense described

in subsection (a) or In paragraph (1), (25, or (3) of this sub-
section; or

"(B that has been excluded from participation under
a program under title XVIII or under a State health care
program.".

SEC. 7114. SANCTIONS AGAINST PRACTITIONERS AND PERSONS FOR
FAILURE TO COMPLY WIT STATUTORY OBLIGATIONS.

(a) MIRiMUM PERIOD OF EXCLUSION FOR PRACTITIONERS AND
PERSONS FAILING To M[EiET STATUTORY OBLIGATIONS.-

(1) IN GENERAL.-The second sentence of section 1156(b)(1)
(42 U.S.C. 1320c-5(bX )) is amended by striking "may pre-
scribe)" and inserting "may ,prescribe, except that such period
mnay not be less thqan. year).

(2) CONFORMING AMENDMENT.-S1ection 1156(bX2) (42
U.S.C. 1320c-5(bX2)) is amended by striking "shall remain"
and inserting "shall (subject to the minimum priod specified
In the secondlsentence of paragraph (1)) remain.
(b) REPEAL OF "UNWILLIN OR UNABLE" CONDITION FOR IMPO-

SITON OF SANCTioN.-Section 1156(bXl) (42 U.S.C. 1320o-5(b)(1))
is amended-

(1) in the second sentence, by striking "and determines"
and all that follows through "such obligations,"; and

(2) by striking the third sentence.
SEC. 7116. INTEMEDIATE SANCTIONS FOR MEDICARE HEALTH MAIN-

TEANCE ORGANIZATIONS.
(a) APPLICATION OF INTERMEDIATE SANCTIONS FOR ANY PRO-

GRAM VIOLATIONS.-
(1) IN GENERAL.--Section 1876(0)(1) (42 U.S.C.

1395mm(iX 1)) is amended by striking "the Secretar may ter-
minate" and all that follows and inserting "in accordanc with
procedures established under paragraph (9), thd Secretary m~ay
at any time terminate any such contract or may impose the in-
termediate sanctions described in paragraph (6B) or (6XC)
(whichever is applicable) on the eligible organization if the Sec-
retary determines that the organization-

"(A) has failed substantially to carry out the contract;
"(B is carrying out the contract In a manner substan-

tialy Inconsistent with the efficient and effective adminis-
tration of this section; or

"(C) no longer substantially meets the applicable con-
ditions of subsections () c,(e), and Mf.".
(2) OTHER INTERMEDIATE SANCTIONS FOR MISCELLANEOUS

PROGRAM vioLATioNs.-Section 1876(1)(6) (42 U.S.C.
1395mm(iX8) is amended by adding at the end the following
new sub gah il raiainfrwihteSc
"(C) In&e ase of an eligil raiainfrwihteSc

retary makes a determination under paragraph (1) the basis of
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which is not described in subparagraph (A), the Secretary may
apply the following intermediate sanctions:

"(1) Civil money penalties of not more than $25,000 for
each determination under paragraph (1) if the deficiency that
is the basis of the determination has directly adversely affected
(or has the substantial likelihood of adversely affecting) an in-,
dividual covered under the organization's contract.

"01i) Civil money penalties of not more than $10,000 for
each week beginning after the initiation of procedures by the
Secretary under paragraph (9) during which the deficiency that
Is the basis -of a determination under paragraph (1) exists.

"(III) Suspension of enrollment of ina'viduals under this
section after the date the Secretary notifies the organization of
a determination underIpaagraph (1) and until the Secretary
is satisfied that the deficiency that is the basis for the deter-
mination has been corrected and is not likely to recur.".

(3) PROCEDURES FOR IMPOSING SANCTIONs.--Section 1876(i)
(42 U.S.C. 1395mm(i)) is amended by adding at the end the fol-
*lowingnew paragraph:

"(9)TheSecretary may terminate a contract with an eligible
organization under this section or may impose the intermediate
sanctions described in paragraph (6) on the organization in accord-
ance with formal investigation and compliance procedures estab-
lished by the Secretary under which-

"(A) the Secretary first provides the organization with the
reasonable opportunity to develop and implement a corrective
action plan to correct the deficiencies that were the basis of the
Secretary's determination under paragraph (1) and the organi-
zation fails to develop or implement such a plan;

"(B) in deciding whether to impose sanctions, the Secretary
considers aggravating factors such as whether an organization
has a history of deficiencies or has not taken action to correct
deficiencies the Secretary has brought to the organization's at-
tention;

"(C there are no unreasonable or unnecessary delays be-
tween the finding of a deficiency and the imposition of sanc-
tions; and

"(D) the Secretary provides the organization with reason-
able notice and opportunity flor hearing (including the right to
appeal an initial decision) before imposing any sanction or ter-
minatingthe contract.".

(4) CONFORMING AMENDMENTs.-Section 1876(iX6XB) (42
U.S.C. 1395mm(iX6XB)) is amended by striking the second
sentence.
Wb AGREEMENTS WITH PEER RmvEw ORGANIZATIONS.--Section

1876(iX7XA) (42 U.S.C. 1395mm(iX7XA)) is amended by striking
"an agreement" and inserting "a written agreement".

(cWEFEmCTiE DATE.-Th_ amendments made by this section
shall apply with respect to contract years beginning on or-after
January 1, 1996.
SEC, 7116. CLARIFCATION OF AND ADDITONS TO EXCEPTIONS TO

ANTI-KICKBACK PENALTIES.
(a) IN GENERAL.-Section 1128B(bX3) (42 U.S.C. 1320a-

7b(bX3)) is amended-
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(1) by striking "and" at the end of subparagraph (D);
(2) by striking the period at the end of subparagraph (E)

and inserting ;and"; and
(3) by adding at the end the following new subparagraph:

'(F) any amounts paid to a provider in connection with
an item or service furnished to an individual, any discount
or reduction in price given by the provider for such an
Item or service, or any other remuneration if the item or
service is provided through a medicare choice plan.".

(b) VOLUME AND COMBINATION DISCOUNTS.-
(1) STUDY.-The Secretary of Health and Human Services

(in this subsection referred to as the "Secretary") shall conduct
a study evaluating the benefits of volume and combination dis-
counts to the medicare program under title XVIII of the Social
Security Act.

(2) CONTENTS OF STUDY.-
(A) IN GENERAL.-The Secretary, in consultation with

health care providers and manufacturers, shall specifically
examine the issues associated with the discounting or
other reductions in price (including reductions in price ap-
plied to combinations of items or services or both, and re-
ductions made available as part of capitation, risk sharing,
decrease management or similar programs) obtained by a
provider of services or other entity under title XVIII of the
Social Security Act or a State health care program (as de-
fined in section 1128(h) of such Act).

(B) SPECIFIC EVALUATION AND IDENTIFICATION.-The
Secretary shall evaluate the provision of discounts on the
medicare program under title XVIII of the Social Security
Act and specifically identify mechanisms to assure that the
medicare program benefits from such discounts.
(3) REPoRT.-Not later than 6 months after the date of the

enactment of this Act, the Secretary shall report the findings
of the study to the Committees on Finance and the Judiciary
of the Senate and the Committees on Ways and Means, Com-
merce, and the Judiciary of the House of Representatives.

(4) REGULATIONS.-The Secretar shall develop regulations
regarding the acceptability of such discounts based on the find-
ings of the study described In this subsection. Such regulations
shall not become effective unless such regulations are budget
neutral.

SEC. 7117. EFFECTIVE DATE.
The amendments made by this subchapter shall take effect

January 1, 1996.

Subchapter C-Administrative and Misellaneous
Provisions

SEC, 7121. ESTABLISHMENT OF THE HEALTH CARE FRAUD AND ABUSE
DATA COLLECTION PRtOGRAM~

(a) IN GENER4L.-Title XI (42 U.S.C. 1301 et seq.), as amended
by sections 7101 and 7103, is amended by Inserting after section
1128D the following new section:
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"HEALTH CARE FRUD AND ABUSE DATA COLLECTION PROGRAM

"SEc. 1128E. (a) GENERAL PuRPsE.-Not later than January
1, 1996, the Seretr shall establish a national health care fraud
and abuse data collection program for the reporting of final adverse
actions (not including settlements in which no findings of liability
have been made) against health care providers, suppliers, or practi-
tioners as required by subsection (b), with access as set forth in
subsection (c).

"Mb REPORTING OF INFORM TION.
"(1) IN GENERAL.-Each government agency and health

plan shall report any final adverse action (not including settle-
ments in which no findings of liability have been made) taken
against a health care provider, supplier, or practitioner.

"(2) INFORMATION TO BE REPORTED.-The information to be
reported under paragraph (1) includes:

"(A) The name and TIN (as defined in section
7701(a)(41) of the Internal Revenue Code of 1986) of any
health care provider, supplier, or practitioner who i's the
subject of a final adverse action.

"(B), The name (if known) of any health care entity
with which a health care provider, supplier, or practitioner
is a~ffliated or associated.

"(C) The nature of the final adverse action and wheth-
er such action is on appeal.

"(D) A description of the acts or omissions and injuries
upon which the final adverse action was based, and such
other information as the Secretary determines by regula-
tion is required for appropriate interpretation of 'Informa-
tion reported under this section.
"(3)CoNFIDENTIALITY.-IJI determining what information

is required, the Secretary shall include procedures to assure
that the privacy of individuals receiving health care services is
appropriately protected.

"(4) TIMING AND FORM OF REPoRTiNG.-The information re-
quired to be reported under this subsection shall be reported
regularly (but not less often than monthly) and in such form
and manner as the Secretary prescribes. Such information
shall first be required to be reported on a date specified by the
Secretary.

"(5 To WHOM REPORTED.-The information required to be
reported under this subsection shall be reported to the Sec-
retary.
"1(c) DISCLOSURE AND) CORRECTION OF INFORMATION.-

"(1 DISCLOSURE.-With respect to the information about
final adverse actions (not including settlements in which no
findings of liability have been made) reported to the Secretary
under this section respecting a health care provider, supplier,
or practitioner, the Secretary shall, by regulation, provide for-

"(A) disclosure of the information, upon request, to the
health care provider, supplier, or licensed practitioner, and

"(B) procedures in the case of dispute accuracy of the
information.
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"(2) ConutcnroNs.-Each Government agency and health
plan shall report corrections of information already reported
about any final adverse action taken against a health care pro-
vider, supplier, or practitioner, in such form. and manner that
the Secretary prescribes by regulation.
"(d) ACCESS To REPORTED INFORMATION-

"(1)AvAILABILIT.-The information in this database shall
be available to Federal and State government agencies and
health plans pursuant to procedures that the Secretary shall
provide b~y regulation.

"(2) FEES FOR DISCLOSURE.-The Secretary may establish
or approve reasonable fees for the disclosure of information in
this database (other than with respect to requests by'Federal
agencies). The amount of such a fee shall be sufficient to re-
cover the full costs of operating the database. Such fees shall
be available to the Secretar or, in the Secretary's discretion
to the agency designated under this section to cover such costs.
"(e) PROTECTION FRO LIABILITY FOR REPORTIN.-.NO person

or entity, Including the agency designated by the Secretary in sub-
section (bW5 shall be held liable in any civil action with respect to
any report made as required by this section, without knowledge of
the falsit~yof the Information contained in the report.

"(0 DEFInNITOS AND SPECIAL RULES.-For purposes of this
section:

"(1) FINAL ADVERSE ACTION.-
"(A) IN GENERAL.-The term 'final adverse action 'in-

cludes:
"(I) Civil Judgments against a health care pro-

vider, supplier, or practitioner in Federal or State
court related to the delivery of a health care item or
service.

"(Wi) Federal or State criminal convictions related
to the delivery of a health care item or service.

"(III) Actions by Federal or State agencies respon-
sible for the licensing and certification of health care
providers, suppliers, and licensed health care practi-
tioners, including-

"(I formal or official actions, such as revoca-
tion or suspension* of a license (and the length of
any such suspension), reprimand, censure or pro-
bation,

"(II) any other loss of license or the right to
apply for, or renew, a license of the provider, sup-
plier, or practitioner, whether by operation of law,
voluntary surrender, non-renewability, or other-
wise, or

"(III) any other negative action or finding by
such Federal or State agency that is publicly
available information.
"(iv) Exclusion from participation in Federal or

State health care programs.
"(v) Any other adjudicated actions or decisions

that the Secretary shall establish by regulation.
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"(B)ExcUIPTIONO-The term does not include any ac-
tion with respect to a malpractice claim.
"(2) PRACTITiONER.-The terms 'licensed health care prac-

titioner', licensed practitioner', and 'practitioner'mean, with
respc to a State, an individual who is licensed or otherwise
authorized b, the State to provide health care services; (or any
individual who, without authority holds himself or herself out
to be so licensed or authorized).

"(3) HEALTH CARE PROVIDER.-The term 'health care pro-
vider'means a provider of services as defined in section
186 1(u), and any entity including a health maintenance orga-
nization, group medical ractce, or any other Individual or en-
tity listed- by the Secretary in regulation, that provides health
care services.

"(4) SUPPLIER.-The term 'supplier'means a supplier of
health care items and services described in subsections (a) and
(b) of section 1819 and section 1861.

"(5) GOVERNMENT AGENCY.-The term 'Government agency,
shall include:I

"(A) The Department of Justice.
"(B) The Department of Health and Human Services.
"(C) Any other Federal agency that either administers

or provides payment for the delivery f health care serv-
ices, including, but not limited to the Department of De-
fense and the Veterans' Administration.

"(D) State law enforcement agencies.
"ME State medicaid fraud control units.
"(F) Federal or State agencies responsible for the li-

censing and certification of health care providers and li-
censed health care practitioners.
"(6) HEALTH PLAN.-The term 'health plan' has the mean-

ing lien such term by section 11280(c).
'(v7) DETERMINATION OF CONVICTION-For purposes of

paragraph (1), the existence of a conviction shall be determined
under paragraph (4) of section 1128Qj).".
(b) IMPROVED PREVENTION IN ISSUANCE OF MEDICARE PRO-

VIDER NUMBERS.7ý-Section 1842(r) (42 U.S.C. 1395u(r)) i's amended
-by adding at the end the following new, sentence: "Under such sys-
tem, the Secretary mayv impose appropriate fees on such physicians
to cover the costs of investigation and recertification activities with
respect to the issuance of the identifiers.".

Subchapter D-Civil Monetary Penalties
SEC. 7131. SOCIAL SECURITY ACT CIVIL MONETARY PENALTIES.

(a) GENERAL CIVIL MONETARY PENALTIEs.--Section 1128A (42
U.S.C. 1320a-7a) is amended as follows:

(1) In the third sentence of subsection (a), by striking "pro-
grams under title XVIII" and Inserting "Federal health care
programs (as defined in section 1128B(f)(l))".

(2) In subsection (f-
ad(A) by redesignating paragraph (3) as paragraph (4);

(B) by inserting after paragraph (2) the following new
paragraph:

I -- - - 1
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"(3 With respect to amounts recovered arising out of a
claim under a F~edea health care program (as defined in sec-
tion 1128B(), the portion of such amounts as is determined to
have been paid by the program shall be repaid to the program,
and the portion of such amounts attributable, to the amounts
recovered under this section by reason of the amendments
made by the Health Care Fraud and Abuse Prevention Act of
1995 (as estimated by the Secretary) shall be deposited into
the Federal Hospital Insurance Trust Fund pursuant to section
18 17(kX2XC)."

(3) In subsection (I0-
(A) in paragraph (2), by striking "title V, XVIII, XIX,

or XX of this Act" and inserting "a Federal health care pro-
gram (as defined In section. 1128BUf)Y,

(B) in paragraph (4), by striking "a health insurance
or medical services program under title XVIII or XM of
this Act" and inserting 'a Federal health care program (as
so defined)", and

(C) In paragraph (5), by striking "title V, XVIII, XIX,
or MX' and inserting "a Federal health care program (as
so defined)".
(4) By adding at the end the following new subsection:

"(m)(1) For purposes of this section, with respect to a Federal
health care program not contained 'in this Act, references to the
Secretary in this section shall be deemed to be references to the
Secretary or Administrator of the department or agency with, juris-
diction over such program and references to the Inspector General
of the Department of Health and Human Services in this section
shall be deemed to be references to the Inspector General of the ap-
plicable department or agency.

"(2)(A) The Secretary and Administrator of the departments
and agencies referred to in paragraph (1) may include in any action
pursuant to this section, claims within the jurisdiction of other
Federal departments or agencies as long as the following conditions
are satisfied:

"(I) The case involves primarily claims submitted to the
Federal health care programs of the department or agency ini-
tiating the action.

"(ii) The Secretary or Administrator of the department or
agency initiating the action gives notice and an opportunity to
participate in the investigation to the Inspector General of the
department or agency with primary jurisdiction over the Fed-
eral health care programs to which the claims were submitted.
"(B If the conditions specified -in subparagraph (A) are ful-

filled, the Inspector General of the department or agency initiating
the action is authorized to exercise all powers granted under the
Inspector General Act of 1978 with respect to the claims submitted
to the other departments or agencies to the same manner and ex-
tent as provided in that Act with respect to claims submitted to
such departments or agencies.".

(b) EXCLUDED frINvwuAL RETAINING OWNERSHIP OR CONTROL
INTEREST IN PARTICIPATING ENTrry.--Section 1128A(a) (42 U.S.C.
1820a-7a(a)) Is amended-

(1) by striking "or" at the end of paragraph (1XD);
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(2) by striking ", or," at the end of paragraph (2) and in-
serting a semicolon;

(3) by striking the semicolon at the end of paragraph (3)
and inserting "; or~"; and

(4) by Inserting after paragraph (3) the following new
pargaph:

'(4) in the case of a person who is not an organization,
agency, or other entity, is excluded from participating in a pro-
gram under title XVIII or a State health care program in ac-
cordance with thi's subsection or under section 1128 and who,
at the time of a violation of this subsection, retains a direct or
indirect ownership or control interest of 5pecn or more, or
an ownership or control interest (as deie in section
1124(aX3)) in, or who is an officer or managing employee (as
defined in section 1126(b)) of, an entity that is participating in
a program under title XVIII or a State health care program;"
(c) MODIFICATIONS OF AMOUNTS OF ]PENALTIES AND ASESS-

mENTs.--Section 1128A(a) (42 U.S.C. 1320a-7a(a)), as amended by
subsection (b), is amended in the matter following paragraph (4)-

(1) by striking "$2,000" and inserting "$10,1000";
(2) by inserting "; in cases under paragrajph (4), $10,000

for each day the prohibited relationship occurs after "false or
misleading information was given; and

(3) by striking "twice the amount" and inserting "3 times
the amount".
(d) CLAIM FOR ITEM OR SERVICE BASED ON INCORRECT CODING

OR MEDICALLY UNNECESSARY SERVICEs.-Section 1128A(a)(1) (42
U.S.C. 1320a-7a(aX 1)) is amended-

(1) in subparagraph (A) by striking "claimed," and insert-
ing "claimed, including any person who engages in a pattern
or practice of presenting or causing to be presented a claim for
an item or service that is based on a code that the person
knows or has reason to know will result In a greater payment
to the person than the code the person knows or has reason to
know is applicable to the item or service actually provided,";

(2) in subparagraph (C), by striking "or" at the end;
(3) in subparagraph (D), by striking" or" and inserting"

or,"; and
(4) by Inserting after subparagraph (D) the following new

""ubW is f:or a medical or other 'item or service that a

person knows or has reason to know is not medically nec-
essary; or,".

(e) PERMITTING SECRETARY To IMPOSE CIVIL MONETARY PEN-
ALTY.--Section 1128A(b) (42 U.S.C. 1320a-7a(a)) is amended by
adding the following new paragrah:

"(3) Any person includingg any organization, agency, or
other entity, but excluding a beneficiary as defined in sub-
section (OXW) who the Secretary determines has violated sec-
tion 1128B(b) of this title shall be subject to a civil monetary
pnalty of not more than $ 10,000 for each such violation. In

addition, such person shall be subject to an assessment of not
more tan twice the total amount of the remuneration offered,
paid, solicited, or received in violation of section 1128B(b). The
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total amount of remuneration subject to an assessment shall be
calculated without regard to whether some portion thereof also
may have been intended to serve a purpose other than one pro-
scribed by section 1128B(b).".
(f) SANcTIONS AGAINST PRACTITIONRmS AND PERSONS FOR FAIL-

URE To COMPLY WITH STATUTORY OBLIGATIONS.--Section
MOM(X3 (42 U.S.C. 1320c-5(bX3)) is amended by striking "the ac-

tual or estimated cost" and inserting "up to $10,000 for each in-
stance".

(g) PROCEDURAL PROVISIONs.-Section 1876(iX6) (42 U.S.C.
1395mm(iX8)), as amended by section 7115(aX2), is amended by
adding at the end the following new subparagraph:

"(D) The provisions of section 1128A (other than subsections (a)
and (b)) shall apply to a civil money penalty under subparagraph
(BXi) or (CXi) -in the same manner as such provisions apply to a
civil money penalty or proceeding under section 1128A(a).".

(h) PROHIBTIO AGAINST OFFERING INDUCEMENTS TO INDIVID-
uALs ENROLLED UNDER PROGRAMS OR PLANS.-

(1) OFFER OF REMUNERATION.--Section 1128A(a) (42 U.S.C.
1320a-7a(a)) is amended-

(A) by striking "or" at the end of paragraph (1XD);
(B) by striking "or" at the end of paragraph (2) and

inserting a semicolon;
(C) by striking the semicolon at the end of paragraph

(3) and inserting "; or-"; and
(D) by inserting after paragraph (3) the following new

paragraph:
"(4) offers to or transfers remuneration to any individual

eligible for benefits under title XVIII of this Act, or'under a
State health care program (as defined in section 1128(h)) that
such person knows or should know is likely to influence such
individual to order or receive from a particular provider, prac-
titioner, or supplier any item or service for which payment may
be made, in whole or in part, under title XVIII, or a State
health care program;".

'(2) REMUNRATION DEFINED.--Section 1128AWi (42 U.S.C.
1320a-7a(i))- is amended by adding the following new para-
graph:

"(6) The term 'remuneration' Includes the waiver of coin-
surance and deductible amounts (or any part thereof), and
transfers of items or services for free or for other than fair
market value. The term 'remuneration' does not Include-

"(A) the waiver of coinsurance and deductible amounts
by a person, if-

"(I) the waiver is not offered as part of any adver-
tisement or solicitation;

"(ii0 the person does not routinely waive coinsur-
ance or deductible amounts; and

"(III) the person-
"(I waives the coinsurance and deductible

amounts after determining in good faith that the
individual is in financial need;
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"(II) fails to collect coinsurance or deductible
amounts after making reasonable collection ef-
forts; or

"(III) provides for any permissible waiver as
specified in section 1128B3(bX3) or in regulations
issued by the Secretary;

"(B differentials in coinsurance and deductible
amounts as part of a benefit plan design as long as the dif-
ferentials have been disclosed in writing to all bene-
ficiaries, third party payers, and prviers, to whom
claims are presentedaidf long as the differentials meet
the standards as defined In regulations promulgated by
the Secretary not later than 180 days after the date of the
enactment of the Health Care Fraud and Abuse Preven-
tion Act of 1995; or

"(C) incentives given to individuals to promote the de-
livery of preventive care as determined by the Secretary in
regulations so promulgated.".

(I) EFFECTIVE DATE.-The amendments made by this section
shall take effect January 1, 1996.

Subchapter E-Amendments to Criminal Law
SEC. 7141. HEALTH CARE FRAUD.

(a) IN GENERAL.-
(1) FINEs AND IMPRISONMENT F04I~ HEALTH CARE FRAUD VIO-

LATIONS.--Chapter 63 of title 18, 'United States Code, is
amended by iading at the end the following new section:

"*1347. Health care fraud
"(a) Whoever knowingly and willfully executes, or attempts to

execute, a scheme or artifice-
"(1 to defraud any health plan or other person, in connec-

tion with the delivery of or payment for health care benefits,
items, or services; or

"(2 to obtain, by means of false or fraudulent pretenses,
representations, or promises, any of the money or property
owned by, or under the custody or control of, any health plan,
or person in connection with the delivery of or payment for
health care benefits, items, or services;

shall be fined under this title or imprisoned not more than 10
years, or both. If the violation results in serious bodily injury (as
defined in section 1365(gX3 of this title), such person may be im-
prisoned for any term of years.,

"(b) For purposes of this section, the term 'health pIan has the
same meaning given such term in section 1128C(c) of the Social Se-
curity Act.".

(2) CLERICAL AmENDmENT.-The table of sections at the be-
ginning of chapter 63 of title 18, United States Code, is amend-
ed by adding at the end the following:

"1347. Health care fraud.".
(b) CRMINAL FINESDEPOSITED Iw FEDERAL HospffmL INsuR-

ANCE TRUST FuND.-The Secretary of the Treasury shall deposit
into the Federal Hospital Insurance Trust Fund pursuant to sec-
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tion 1817(kX2XC) of the Social Security Act, as added by section
7101(b), an amount equal to the criminal fines imposed under sec-
tion 1347 of title 18., United States Code (relating to health care
fraud).
SEC. 7142. FORFEITURES FOR FEDERAL HAT CARE OFFENSES.

(a) IN GENERAL.-Section 982(a) of title 18, United States
Code, is amended by adding after paragraph (5) the following new
paragraph:

"(6)(A) The coUrt, In 'imposing sentence on a person convicted
of a Federal health care offense, shall order the person to forfeit
p roperty, real or personal, that constitutes or is derived, directly or
indirectly, from gross proceeds traceable to the commission of the
offense.

"(B) For purposes of this paragraph, the term 'Federal health
care offense' means a violation of, or a criminal conspiracy to vio-
late-

"(I) section 1347 of this title;
"(0i) section 1128B of the Social Security Act; and
"(III) sections 287, 371, 664, 666, 669, 1001, 1027, 1341,

1343, 1920, or 1954 of this title if the violation or conspiracy
relates to health care fraud.".
(b)CoNFoRmINAMENDMENT.-Section 982(bX1XA) of title 18,

United States Code, is amended by inserting "or (a)(6)" after
"(aX1)".

(C) PROPERTY FORFEITED DEPOSITED IN FEDERAL HOSPITAL IN-
SURANCE TRUST FUND.-

(1) IN GENERAL.-After the payment of the costs of asset
forfeiture has been made, and notwithstanding any other pro-
vision of law, the Secretary of the Treasury shall deposit into
the Federal Hospital Insurance Trust Fund pursuant to section
1817(kX2XC) of the Social Security Act, as added by section
7101(b),, an amount equal to the net amount realized from the
forfeiture of property by reason of a Federal health care offense
pursuant to section 982(aX6) of title 18, United States Code.

(2) Con~s OF ASSET FORFEI'ruRE.-For purposes of para-
graph (1), the term "payment of the costs of asset forfeiture"
means-

(A) the payment, at the discretion of the Attorney
General, of any expenses necessary to seize, detain, iinven-
tory, safeguard, maintain, advertise, sell, or dispose of
property under seizure, deten tion, or forfeited, or of any
other necessary expenses incident to the seizure, deten-
tion, forfeiture, or disposal of such property, including pay-
ment for-

(I) contract services,
(ii) the employment of outside contractors to oper-

ate and manage properties or provide other specialized
services necessary to dispose of such properties in an
effort to maximize the return from such properties;
and

(III) reimbursement of any Federal, State, or local
agency for any expenditures made to perform the func-
tions described in this subparagraph;
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(B) at the discretion of the Attorney General, the pay-
ment of awards for information or assistance leading to a
civil or criminal forfeiture. involving any Federal agency
participating in the Health Care Fraud and Abuse Control
Account;

(C) the compromise and payment of valid liens and
mortgages "Agaist property that has been forfeited, subject
to the discretion of the Attorney General to determine the
validity of any such lien or mortgage and the amount of
payment to be made and the employment of attorneys- and
other personnel skilled in State reeal estate law as nec-

)payment authorized in connection with remission
or mitigation procedures relating to property forfeited; and

(E) the payment of State and local property taxes on
forfeited real property that accrued between the date of
the violation giving rise to the forfeiture and the date of
the forfeiture order.

SEC. 7143. INJUNCTIVE RELIEF RELATING TO FEDERAL HAT CARE
OFFENSES&

(a) IN GENERAL.-Section 1345(a)(1) of title 18, United States
Code, is amended-.

(1) by striking "or," at the end of subparagraph. (A);
(2) by Inserting "or" at the enid of subparagraph (B); and
(3) by adding at the end the following new subparagraph:

"(C) committing or about to commit a Federal healhý
care offense (as defined in section 982(aX6XB) of this
title);".0

(b) FREEZING OF AssETS.-Section 1345(a)(2) of title 18, United
States Code, is amended by inserting "or a Federal health care of-
fense (as defined in section 982(aX6XB))" after "title)".
SEC. 7144. GRAND JURY DISCLOSURE.

Section 3322 of title 18, United States Code, is amended-
(1) by redesignating subsections (c) and (d) as subsections

(d) and (e), respectively; and
(2) by inserting after subsection (b) the following new sub-

sbection:
"(c) A person who is privry to grand jury information concerning

a Federal health care offense ( as defined in section 982(aX6XB))-
"(1 received in the course of duty as an attorney for the

Government; or
"(2 disclosed under rule 6(eX3XA)(ii) of the Federal Rules

of Criminal Procedure;
may disclose that information to an attorney for the Government
to use in any investigation or civil proceeding relating to health
care fraud.".
SEC. 7145o FALSE STATEMENTS.

(a) IN GENERAL.-Chapter 47 of title 18, United States Code,
is amended by adding at the end the following new section:,

"§1033. False statements relating to health care matters
"(a) Whoever, in any matter involving a health plan, knowingly

and willfully falsifies, conceals, or covers up by any trick, scheme,

20-M6 - 95- 10
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or device a material fact, or makes any false, fictitious, )fraudu-
lent statements or representations, or makes or uses anyfalse writ-
Ing or document knowing the same to contain any false, fictitious,
or fraudulent statement or entry, shall be fined under this title or
imprisoned not more than 5 years, or both.

"(b) For purposes of this section, the term 'health plan' has the
same meaning given such term in section 1128C(c) of the Social Se-
curity Act.".

(b) CLERICAL AMENDmENT.-The table of sections at the begin-
ning of chapter 47 of title 18, United States Code, in amended by
adding at the end the following:

"1033. False statements relating to health care matters.".

SEC. 7146. OBSTRUCTION OF CRIMINAL INVESTGATIONS OF FEDERAL
HELHCARE OFFENSES.

(a) IN GENERAL.-Chapter 73 of title 18, United States Code,
is amended by adding at the end the following new section:

"§1518. Obstruction of criminal investigations of Federal
health care offenses

"(a) Whoever willfully prevents, obstructs, misleads, delays or
attempts to prevent, obstruct, mislead, or delay the communication
of information or records relating to a Federal health care offense
to a criminal investigator shall be fined under this title or impris-
oned not more than 5 years, or both.

"(b) As used in this section the term 'Federal health care of-
fense' has the same meaning given such term in section
982(aX6)(B3) of this title.

"(c) As used in this section the term 'criminal investigator'
means any individual duly authorized by a department, agency, or
armed force of the United States to conduct or engage in investiga-
tions for prosecutions for violations of health care offenses.,".*(b) CLERICAL AMENDMENT.-The table of sections at the begin-
ning of chapter 73 of title 18, United States Code, is amended by
adding at the end the following:

"1518. Obstruction of Criminal Investigations of Federal Health Care Offenses.".

SEC. 7147. THEFT OR EMBEZZLEMENT.
(a) IN GENERAL.-Chapter 31 of title 18, United States Code,

is amended by adding at the end the following new section:
"§669. Theft or embezzlement in connection with health

care
"(a) Whoever willfully embezzles, steals, or otherwise willfully

and unlawfully converts to the use of any person other than the
rightful owner, or intentionally misapplies any of the moneys,
funds, securities, premiums, credits, property, or other assets of a
health plan, shall be fined under this title or imprisoned not more
than 10 years, or both.

"(b) As used in -this section the term 'health pan'has thesame
meaning given such term In section 1128C(c) of the Social Security
Act. .
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(b) CLEmucAL .AMENDmENT.-The table of sections at the be n-
ning of chapter 31 of title 18, United States Code, is amended by
addig at the end the following:

*669. Theft or Embeulement in Connection with Health Care.".
BEC. 714& LAUNDERING OF MONETARY INSTRUMENTS.

Section 1956(cX7) of title 18, United States Code, is amended
by adding at the end the following new subparagraph:

"(F) Any act or activity constituting an offense involv-
ing a Federal health care offense as that termn is defined
in section 982(aX6XB) of this title."

SEC. 7149. AUTHORIZED INVESTIGATIVE DEMAND PROCEDURES.
(a) IN GmENEL.-Chapter 233 of title 18 United States Code,

is amended by adding after section 3485 the allowingg new section:
"§3486. Authorized investigative demand procedures

"(aXiXA) In any investigation relating to functions set forth in
paragraph (2), the Attorney General or designee may issue in writ-
ing and cause to be served a subpoena compelling production of any
records (including any books, papers, documents, electronic media,
or other objects or tangible things), which may be relevant to an
authorized law enforcement inquiry, that a person or legal entity
may assess or have care, custody, or control.

"(B) A custodian of records may be required to give testimony
concerning the production and authentication of such records.

"(C) The production of records may be required from any place
in any State or in any territory or other place subject to the juris-
diction of the United States at any designated place; except that
such production shall not be required more than 500 miles distant
from the p lace where the subpoena is served.

"(D) Witnesses summoned under this section shall be paid the
same fees and mileage that are paid witnesses in the courts of the
United States.

"(E) A subpoena requiring the production of records shall de-
scribe the objects required to be produced and prescribe a return
date within a reasonable period of time within which the objects
can be assembled and made available.

"(2) Investigative demands utilizing an administrative sub-
poena are authorized for any investigation with respect to any act
or activity constituting or involving health care fraud, including a
scheme or artifice-

"(A) to defraud any health plan or other person, in connec-
tion with the delivery of or payment for health care benefits,
items or services; or

"(B) to obtain, by means of false or fraudulent pretenses,
representations, or promises, any of the money or property
owned by, or under the custody or control or, any health plan,
or person in connection with the delivery of or payment for
health care benefits, Items, or services.
"(bXl) A subpoena Issued under this section may be served by

any person designated In the subpoena to serve it.
'(2) Service upon a natural person may be made by personal

delivery of the subpoena to such person.
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"(3) Service may be made upon a domestic or foreign associa-
tion which is subject to suit under a common name, by delivering
the subpoena to an officer, to a managing or general agent, or to
any other agent authorized by appointment or by law to receive
service Of process.

"(4) The affidavit of the person serving the subpoena entered
on a true copy thereof by the person serving it shall be proof of
service.

"(cXl) In the case of contumacy by or refusal to obey a sub-
poena issued to any person, the Attorney General may invoke the
aid of any court of the United States within the jurisdiction of
which the investigation Is carried on or of which the subpoenaed
person is an inhabitant, or in which iouch person carries on busi-
ness or may be found, to compel compliance with the subpoena.

"(2) The court may issue an order requiring the subpoenaed
person to appear before the Attorney General to produce records,
if so ordered, or to give testimony required under subsection
(aX1)(B).

"(3) Any failure to obey the order of the court may be punished
by the court as a contempt thereof.

"(4) All process in any sdtch case may be served in any judicial
district in which such person may be found.

"(d) Notwithstanding any Federal, State, or local law, any per-
son, including officers, agents, and employees, receiving a subpoena
under this section, who complies in good faith with the subpoena
and thus produces the materials sought, shall not be liable in any
court of any State or the United States to any customer or other
person for such production or for nondisclosure of that production
to the customer.

"(e01) Health Information about an individual that is disclosed
under this section may not be used in, or disclosed to any person
for use in, any administrative, civil, or criminal action or investiga-
tion directed against the individual who is the subject of the infor-
mation unless the action or investigation arises out of and is di-
rectly related to receipt of health care or payment for health care
or action involving a fraudulent claim related to health; or if au-
thorized by an appropriate order of a court of competent jurisdic-
tion, granted after application showing good cause therefore.

"(2) In assessing good cause, the court shall weigh the public
interest and the need for disclosure against the injury to the pa-
tient, to the physician-patient relationship, and to the treatment
services.

"(3) Upon the granting of such order, the court, in determining
the extent to which any disclosure of all or any part of any record
is necessary, shall impose appropriate safeguards against unau-
thorized disclosure.

"(f) As used in this section the term 'health plan' has the same
meaning given such term in section 1128C(c) of the Social Security
Act.".

(b) CLuRIcAL A zrmwr.-The table of sections for chapter
223 of title 18, United States Code, is amended by inserting after
the item relating to section 3405 the following new item:
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"18486. Authorized investigative demand procedures".
(c) CONFoMING AmzNDmENT.--Section 1510(bX3XB) of title

18, United States Code, Is amended by inserting "or a Department
of Justice subpoena (issued under section 3486), after "subpoena".

Subchapter F-State Health Care Fraud Control Units
SEC. 7151. STATE HEALTH CARE FRAUD CONTROL UNITS.

(a) EXTENSION OF CONCURRENT AUTHORITY To INVESTIGATE
AND PROSECUTE FRAUD IN OTHER FEDERAL PRoGRAms.-Paragraph
(3) of section 2134(b), as added by section 7191(a) of this Act, is
amended-

(1) by inserting "(A" after "in connection with"; and
(2) by striking "plan." and inserting "plan; and (B) upon

the approval of the relevant Federal agency, any aspect of the
provision of health care services and activities of providers of
such services under any Federal health care program (as de-
fined in section 1128B(f)(l)).".
(b) EXTENSION OF AUTHORITY To INVESTIGATE AND PROSECUTE

PATIENT ABUSE IN NON-MEDICAID BOARD AND CARE K-CILITES.-
Paragraph (4) of section 2134(b), as added by section 7191(a) of this
Act, is amended to read as follows:

"(4XA) The entity has-
"(I) procedures for reviewing cornplaiints of abuse or

neglect of patients in health care facilities which receive
payments under the medicaid plan under this title;

"(ii) at the option of the entity, procedures for review-
Ing complaints of abuse or neglect of patients residing in
board and care facilities; and

"(III) where appropriate,' procedures for acting upon
such complaints under the criminal laws of the State or for
referring such complaints to other State agencies for ac-
tion.
"(B) For purposes of this paragraph, the term 'board and

care facility' means a residential setting which receives pay-
ment from or on behalf of two or more unrelated adults who
reside in such facility, and for whom one or both of the follow-
ing is provided:

"(I) Nursing care services provided by, or under the su-
pervision of, a registered nurse, licensed practical nurse, or
licensed nursing assistant.

"01i) Personal care services that assist residents with
the activities of daily living, including personal hygiene,
dressing bathing, eating toileting, ambulation, transfer
positioning, self-medicatio, body care, travel to medical
services, essential shopping, meal preparation, laundry,
and housework.".
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CHAPTER 7-OTHER PROVISIONS FOR TRUST FUND
SOLVENCY

Subchapter A--General Provisions
SEC. 7171. CONFORMING AGE FOR ELIGIBILITY UNDER MEDICARE TO

RETIREMENT AGE FOR SOCIAL SECURITY BENEFITS.
(a) ENTITLEMENT To HOSPITAL INSURANCE BENEFITs.--Section

226 (42 U.s.c. 426) is amended by striking "age 65" each place
such term appears and inserting "retirement age".

(b) HOSPITAL INSURANCE BENEFITS FOR THE AGED.--Section
1811 (42 U.S.C. 1395c) is amended by striking "age 65" each place
such term appears and inserting "retirement age (as such term is
defined in section 216(lX1))".

(c) HOSPITAL INSURANCE BENEFITS FOR UNINSURED ELDERLY
INDIVIDUALS NOT OTHERWISE ELIGIBLE.-Section 1818 (42 U.S.C.
1395i-2) is amended-

(1) in subsection (a)(1), by striking "age of 65" and insert-
ing "retirement age (as such term is defined in section
216(lXI))"of;

(2) in subsection (dX1), by striking "age 65" and in serting
retirementt age (as such term is defined in section 216(l)(1))'-,
and

(3) in subsection (d)(3), by striking "65" and inserting "re-
tirement age (as such term is defined in section 2 16(lM1)".
(d) HOSPITAL INSURANCE BENEFITS FOR DISABLED INDIVIDUALS

WHO HAVE EXHAUSTED OTHER ENTITLEMENT.-Section 1818A(a)(1)
(42 U.S.C. 1395i-2a(a)(1)) is amended by striking "the age of 65"
and inserting "retirement age (as such term is defined in section
216(lX 1))"

(e) ELIGIBILITY FOR PART B BENEFITS.-
(1) IN GENERAL.-Section 1836 (42 U.S.C. 1395o) is amend-

ed by striking "age 65" each place such term appears and in-
serting "retirement age (as such term is defined in section
2160lX1)).

(2) ENROLLMENT PERIODS.--Section 1837 (42 U.S.C. 1395p)
is amended by striking "age 65" and "the age of 65" each place
such terms appear an d inserting "retirement age (as such term
is defined in section 2160lX1))".

(3) COVERAGE PERIOD.-Section 1838(c) (42 U.S.C.
1395q(c)) is amended by striking "the age of 65" and inserting
"retirement age (as such term is defined in section 216(1)(1)).

(4) AMOUNTS OF PREMIUMS.-Section 1839 (42 U.S.C.
1395r) is amended by striking "age 65" and "the age of 65"
each place such terms appear and inserting "retirement age (as
such term is defined in section 216(lX1))".
(M APPROPRIATIONS To COVER GOVERNMENT CONTRIBUTIONS

AND CONTINGENCY RESERVE.--Section 1844(a)(1) (42 U.S.C. 1395w)
is amended by striking "age 65" each place such term appears and
inserting "retirement age".

(g) MEDICARE SECONDARY PAYER.--Section 1862(b) (42 U.S.C.
1395y(b)) is amended by striking "age 65" each place such term ap-
pears and inserting "retirement age (as such term is defined in sec-
tion 2160lX1)).
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(h) MEDICARE SUPPLEMENTAL POLICIES.--Section 1882(sX2XA)
(42 U.S.C. 1395ss(sX2XA)) Is amended by striking "65 years of age"
and inserting "retirement age (as such term is defined in section
2160lX1))".
SEC. 7172. NONDISCHABGEABILITY OF CERTAIN MEDICARE DEBTS.

Section 523(a) of title 11, United States Code, Is amended-
(1) b striking "; or" at the end of paragraph (12);
(2) by inserting "or" at the end of paragraph (15XB);
(3) by striking the period at the end of paragraph (16) and

inserting "or"; and
(4) by adding at the end the following new paragraph:
"(17) for an overpayment to a provider or supplier made

from the Federal Hospital Insurance Trust Fund or the Fed-
eral Supplementary Medical Insurance Trust Fund.".

SEC. 7178. TRANSFERS OF CERTAIN PART B SAVINGS TO HOSPITAL IN-
SURANCE TRUST FUND.

Section 1841 (42 U.S.Ce 1395t0 is amended by adding at the
end the following new subsection:

"(J) There are hereby appropriated for each fiscal year to the
Federal Hospital Insurance Trust Fund amounts equal to the esti-
mated savings, to the general fund of the Treasury for such year re-
sulting from the amendments made by sections 7051 (relating to
the part B deductible), 7052 (relating to the part B premium), and
7053 (relating to the part B premium for high-income individuals)
of the Balanced Budget Reconciliation Act of 1995. The Secretary
of the Treasury shall from time to time transfer from the general
fund of the Treasury to the Federal Hospital Insurance Trust Fund
amounts equal to such estimated savings in the form of public-debt
obligations issued exclusively to the ederal Hospital Insurance
Trust Fund.".

Subchapter B-Budget Expenditure Limiting Tool
SEC. 7175. BUDGET EXPENDITURE LIMITING TOOL

(a) IN GENERAL.-Tltle XVIII is amended by adding at the end
the following new section:

"BUDGET EXPENDITURE LIMITING TOOL
"uSEC. 1893. (a) IMPLEMENTATION OF MEDICARE BUDGET COM-

PLIANCE QRDERS.-
"(1) IN GENERAL.-If a medicare budget compliance order

is issued with respect to a fiscal year, then, notwithstanding
any other provision of this title, the Secretary shall make the
adjustments to applicable payment rates specified in the order.

"(2) EFFECT OF ADJUSTMETS.-
"(A) ITEMS ADJUSTED.-Any adjustment under para-

graph (1) shall apply solely for purposes of determining-
"(I) the applicable payment rates actually paid

during the fiscal year, and
"Cii) the amount of any premium or coinsurance an

individual is required to pay under this title.
"U(B) ADJUSTMENT, S NOT TO OTHERWISE APPLY.-Any ad-

justment under paragraph (1) shall not apply for any other
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purpose not described In subparagraph (A), Including for
purposes of determining-

"(I) in the case of a scheduled rate Increase de-
scribed in subsection (cX3), the rate In effect for a fis-
cal year in determining the amount of the Increase for
any subsequent fiscal year, and

"00i the rate to which an adjustment under this
section a applies for a subsequent fiscal year.

"(b) MEDICARE BUDGET COMPLAIN ORDE~ts.-In this sec-
tion-

"(1) DOWNWARD ADwusmwEms I RATEs.-A medicare
budget compliance order is an order Issued by the President
under subsection (eX5) or (e)(6X) which sets forth (in the
manner described in subsection (c)) the adjustments in applica-
ble payment rates for fee-for-service expenditures as are nec-
essary-

"(A) in the case of an order under subsection (eX5), to
eliminate the medicare outlay deficit estimated for the fis-
cal year In the 0MB final report under subsection (e04),
and

"(B) in the case of an order under subsection (e)(6XB),
to eliminate any increase in such deficit in the 0MB up-
dated report under subsection (eX6)(A).
"(2) UPwARD ADJUSMENT IN RATEs.-A medicare budget

compliance order is an order issued by the President under
subsection (e)(6XC) which sets forth (in the manner described
in subsection (c)) increases in the applicable payment rates for
fee-for-service expenditures for the portion of the fiscal year
specified in the order as are necessary to correct any reductionof the medicare outlay deficit estimated for the fiscal year in
the 0MB updated report under subsection (e)(6XA.

"(3) APPLICABLE PAYMENT RATEs.-The term 'applicable
payment rate' means the rate (determined without regard to
this section) at which payment is made under parts A and B
for fee-for-service expenditures for items and services covered
under parts A and B.
"(c) METODS FOR MAKING ADJSTMENTS.-

"(1) RATE REDucTioNs.-Except as provided in paragraph
(3), a medicare budget compliance order described in sub-
section (b)(1) shall provide the following adjustments in the fol-
lowing order:

"(A) First, a uniform percentage reduction in each of
the scheduled rate increases specified in paragraph (4) as
is necessary to reduce medicare outlays by the amount of
the medicare outlay deficit for the fiscal year.

"(B) Second, if the medicare outlay deficit exceeds the
reduction in outlays resulting from an elimination of the
scheduled rate increases, a uniform percentage reduction
in each of the applicable payment rates as is necessary to
reduce medicare outlays by the amount of that excess.
"(2) RATE iNcREAsES.-Except as provided 'in paragraph

(3), a medicare budget compliance order described in sub-
section (bX2) shall provide-
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"(A) a uniform percentage increase in each of the ap-
plicable payment rates descrbed In paragraph (1XB) as Is

ncsay to Increase medicare outlaysfosuhpyet
by the lesser of the estimated reduction in the medicare
outlayr deficit or the amount of reductions under paragraph

(1Band
"(B) a uniform percentage increase in rates for which

scheduled Increases were reuced under paragrph (1XB)
to the extent of the lesser of the remainder of the reduc-
tion in the medicare outlay deficit or the amount of the re-
duction in such scheduled increases.
"(3) GEOGRAPHICAL ADJUSTMENTs.-

"(A) ADiusTuEN'rs To PERCENTAGES.
"(I) fIN GENERAL.-Unless Congress provlde.3 other-

wise, beginning with ficl, years on or after October 1,
1999, the Secretary may, based on the analysis under
subparagraph (B) and to the extent the Secretary de-
termines necessary, adjust the percentage changes to
the applicable payment rates required by this section
in a manner designed to reflect an appropriate and eq-
uitable variation in rates of growth In per capita
spending across medicare payment areas. Such vari-
ation shall be reasonably related to measurable geo-
graphic differences in medicare payment areas and the
degree to which such patterns of rates of growth in per
capita spending contribute to a medicare outlay defi-
cit.

"00i BUDGET NELJRALrTy.-If the Secretary takes
action under clause (I), the Secretary shall adjust the
applicable payment rates in a manner that ensures
that total outlays for a fiscal year are not greater or
less than total outlays under this section would have
been but for the application of clause (I).
"(B) ANALYSIS.-The Secretary, in consultation with

interested parties, shall conduct an analysis of the measur-
able differences in rates of growth of spending across medi-
care earent areas using measurable variables as identi-
fied Iby rtary.

"(C) NoTicE.-If the Secretary decides to take action
under subparagraph (A), the Secretary shall provide notice
to Con ss 1 year before the effective date of the action
as toAte variables the Secretary will use to determine
variations in rates of growth in per capita spending and a
preliminary assessment regarding how- these variations
may impact a medicare budget compliance order.
"(4) SCHEDULED RATE NcREASES.---For purposes of para-

grph (1), a scheduled rate increase is any increase in an appli-
cable payment which is made pursuant to an automatic adjust-
ment re uired by part Aor part B.

"(5) SPECIAL RULES FOR TIMING OF REDUCTIONS.-
"(A) IN GENERL.-Except as provided in subpara-

graph (B), any reduction in applicable payment rates pur-
suant to a medicare budget compliance order shall be ap-
plied to payments for servces furnished during the fiscal
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year. For purposes of the preceding sentence, in the case
of inpatient services furnished for an individual the serv-
Ices shall be considered to be furnished on the date of the
individual's discharge from the Inpatient facility.

"(B PAYMENT ONq THE BASIS OF COST REPORTING PERI-
ODs.-In applyifig subsection (a) for a fiscal year with re-
spect to items and services for which payment is made
under part A or B on the basis of costs incurred for items
and services in a cost reporting period, the medicare budg-
et compliance order shaFllprovi de for the payment adjust-
ment under such subsection for a fiscal year through the
appropriate percentage reduction In the payment for costs
for such items and services incurred at any time during
each cost reporting period any part of which occurs during
the fiscal year involved, but only (for each such cost report-
ing period) in the same proportion as the fraction of the
cost reporting period that occurs during the fiscal year in-
volved.
"(6) TIMING OF UPDATED ADJUSTMENTS.-Any Increase or

decrease in applicable payment rates pursuant to a medicare
budget compliance order under subsection (eX6) shall be made
in the same manner as provided under paragraph (5), but shall
only a ply for the portion of the fiscal year occurring on and
after march 1.

"(7 No INCREASE IN BENEFICIARY CHARGES IN ASSIGNMENT-
RELATED CASES.-If a reduction 'in payment amounts is made
under subsection (a) for services for which payment under part
B of title XVIII of the Social Security Act is made on the basis
Of an assignment described in section 1842(bX(3)(BXii), in ac-
cordance with section 1842(b)(6)(B), or under the procedure de-
scri~bed in section 1870(f)(1), of such Act, the person furnishing
the services shall be considered to have accepted payment of
the reasonable charge for the services, less any reduction in
payment amount made pursuant to a sequestration order, as
payment in full.
'(d) MEDICARE OUTLAY DEFICITS AND RELATED TERms.-In this

section:
"(1) MEDICARE OUTLAY DEFICIT.-

"(A) IN GENERAL.-The term 'medicare outlay deficit'
means the excess (if any) of-

"(I) the outlays with respect to items and services
for which payment is made under art A or B, over

"00i the baseline medicare outlays.
"(B SPECIFIC FISCAL YEAR.-The medicare outlay defi-

cit for any fiscal year Is the sum of-
"(I) the amount determined under subparagraph

(A) for the fiscal year (without regard to this section),
"(pl)s0 the amount determined under subparagraph

(A) for the preceding fiscal year (determined after ap-
plication of this section).
"(C) AMouNs BASED ON EsTimATE8.-The medicare

outlay deficit for any fiscal year shall be determined on the
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basis of the 0MB final and updated reports under sub-
section (e).
"1(2) MEDicARE BA8ELmNEOUTLAYS.-The medicare baseline

outlays shall be determined In accordance with the following
table:

"Oft the case of The baseline Is
flsoa w (In billions):

199.......................................................................... 2096.3
1998 .................. ............... 209.5
1999........................................................................ 233.5
2000 ........................................................................ .$249.6
2001 ................ ................ 266.9
2002......................................................................... $121185.8

"(3) OUTLAYS.-The term 'outlays' has the meaning given
such term by section 3 of the Congressional Budget and Im-
poundment Control Act of 1974.

"(4 OMB3.-The term '0MB' means the Director of the Of-
fice of Management and Budget.

"(5) OBO -Th_ term 'CBO' means the Director of the Con-
gressional Budget Office.
"(e) REPORTS AND ORDERS.-

"(1 TIMETABLE.-The timetable for the calendar year in
which a fiscal year begins is as follows:

"Date: Action to be completed:
August 15 .................................. Initial CBO/OMB snapshot
October 10 ................................. CEBO final report
October 15 ................................. 0OMB final report/order
November 15 ............................... GAO cmlacerpr
March l of next year......................0OMB/CEO updated rprlre
April 1 of next year ....................... GAO compliance report.

"(2) SUBMISSIO AND AVAILABILIy.-Each report required
by this section shall be submitted to the Committee on Ways
and Means of the House of Representatives, the Committee on
Finance-.of the Senate, and the President and in the case of
0MB and CBO, to each other. On the following day, a notice
of the report shall be printed In the Federal Register.

"(3) SNAPSHOT.CBO and 0MB shall each prepare an esti-
mate of the medicare outlay deficit for the fiscal year beginning
October 1.

"(4) Fmw, REPORTS.-
"(A) IN GENERAL.-The final reports of OBO and 0MB

shall each Include-
"(I) an estimate of the medicare outlay deficit (if

any) for the fiscal year beginning October 1, and
"(ii) the percentage reductions described In sub-

section (cl) necessary to offset the deficit.
"(B) DU"FERENCEs.-EacII 0MB report shall explain

any differences between the CBO and 0MB estimates of
the medicare outlay deficit and any required percentage
reduction.
"(5) PRESIDENTIAL# ORDER.--On the date specified in para-

grph (1), if in its final report 0MB estimates a medicare out-
lay deficit, for the fiscal year beginning October 1, the Presi-
dent shall issue an order fully implementing without change
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all Percentage reductions required by the 0MB calculations set
forth in the report. The order shall be effective on Issuance.

"(6) 0MB AND CBO UPDATED REPORTS; ORDER-
"(A) REPoRTS.-The updated reports of 0MB and CBO

shall include-
"(I) an estimate of the differences between its cur-

rent estimate of the medicare outlay deficit for the fis-
cal year and the estimate included in its fiAlSreprt,

"(11) if a medicare budget compliance order Is in ef-
fect for the fiscal year and if the estimate finds the
deficit to be greater than that included in the 0MB or
CBO final report, the percentage decreases specified in
subsection (cXl) or (cX3) necessary to offset the in-
crease over the remainder of the fiscal year, and

"(iW) If the estimate finds the deficit to be less
than that included in the final report, the percentage
Increases described in subsection (c)(2) or (cX) nec-
essary to offset the reduction.
"(B ORDER IMPLEMENTING DECREASES.-The President

shall Issue an order fully implementing without change the
percentage decreases described in the 0MB updated report
under sub~paragraph (A)(ii).

"(C) ORDER IMPLEMENTING INCREASES.-The President
shall issue an order fully implementing without change the
percentage increases described in the 0MB updated report
under subparagraph (A)(iii).
"(7) REPORTS BASED ON CBO.*-Any report required by this

subsection shall be based on the economic and technical as-
sumptions used by the CBO in its initial snapshot under para-
graph (3).

"(8) GAO COMPLIANCE REPORTs.-On the dates specified in
p aragraph (1), the Comptroller General shall submit to the
ongrss and the President a report on-

"(A) the extent to which each order issued by the
President under this section complies with all of the re-
quirements contained 'in this section, either certifying that
th order fully and accurately complies with such require-
ments or indicating the respects in which it does not; and

"(B the extent to which each report issued by 0MB or
CBO under this section complies with all of the require-
ments contained in this section, either certifying that the
report fully and accurately complies with such require-
ments or indicating the respects in which it does not,

"(f) MODIFICATION OF PRESIDENTIAL ORDER.-
"(1 IN GENERAL.-At any time after the 0MB final report

or updated report is issued under subsection (e) but before the
close of the 2Oth caendar day of the session of 65ongress begin-
ning after the issuance of either such report, the Majority
Leader of either House of Congrss may introduce a joint reso-
lution, which contains provisions directing the President to
modify the Presidential order issued under subsection (eX5) or
We6)43) in connection with either such report or to provide an
alternative to reduce the medicare outlay deficit for the fiscal
year for which such order was issued. After the introduction of
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the first such Joint resolution In either House of Congress with
respect to any final report or updated report, then no otherJoint resolution issued with respect to such order shall be sub-
lect to the procedures set forth in this subsection.

"(2) PkoCEmumE.-Except as provided In paragraph (3)
the procedures under section 258A of the Balanced Budget and
Emergency Deficit Control Act of 1985 shall apply to a joint
resolution under paragraph (1).

"(3) DECREASE IN AMOUNT OF MEDICAREOUTLAY DEFICIT
REDUCTION REQUIRES THREE-FIF'FHS VOTE.-It shall not be in
order in either the House of Representatives or the Senate to
consider any provision which would have the effect of-

""(A) decreasing the medicare baseline outlay for any
fiscal year, or

"(B decreasing medicare outlay reductions for any fis-
cal year below the amount of the medicare outlay deficit
specified in the 0MB final or updated report,

unless at least three-fifths of the Members of that House agree
to the consideration of the joint resolution, amendment, or con-
ference report.

"(4) RULEMAKING AuTHoRIY.-The provisions of para-
graphs (2) and (3) are enacted by the Congress-

"(A) as an exercise of the rulemaking power of the
House of Representatives and the Senate, respectively, and
as such they are deemed a part of the rules of each House,
respectively, but applicable only with respect to the proce-
dure to be followed in that House in the case of joint reso-
lutions described in paragraph (1), and they supersede
other rules only to the extent they are inconsistent there-
with, and

"(B) with full recognition of the constitutional right of
either House to change the rules relating to the procedure
of that House at any time, in the same manner, and to the
same extent as in the case of any other rule of that
House."

(b) EFFECTIVE DATE.-The amendment made by this section
shall apply to fiscal years 1996 through 2002.
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Subtitle B=-Transformation of the
Medicaid Program

SEC. 7100. SHORT TITLE
This subtitle may be cited as the "Medicaid Transformation

Act of 1995.
SEC. 7191. TRANSFORMATION OF MEDICAID PROGRABL

(a) IN GENERAL.-The Social Security Act is amended by add-
ing at the end the following new title:

'TTLE XXI-MEDICAID PROGRAM FOR LOW-INCOME
INDIVIDUALS AND FAMILIES

"TABLE OF CONTENTS OF TITLE

"Sec. 2100. Purpose; State medicaid plans.
"`PART A--OBECTIVS, GOALS, AND PERFORMANCE UNDER STATE PLANS

"USec. 2101. Descrl tlon of strategic objectives and performance goals.
"Sec. 2102. nsrpornent eauaios
"Sec. 2103. Pe~dc ndepenetvauios
"Sec. 2104. DewscrIdption of proes for medicaid p lan development.
"Sec. 2105. Consultation in medicaid plan development.
"Sec. 2106. Medicaid Task Force.

"PART B-EmomIiuTY, BENEFITS, AND SET-ASIDES
"Sec. 2111. Eligibility and benefits.
"Sec. 2112. Set-asides of funds for population groups.
"Sec. 2113. Premiums and cost-sharin
"Sec. 2114. Description of process for developing capitation payment rates.
"Sec. 2115. Construction.
"Sec. 2116. Causes of action.
"Sec. 2117. Treatment of income and resources for certain institutionalized

spouses.
"PART C-PAYMENTS TO STATES

"Sec. 2121. Allotment of funds among States.
"Sec. 2122. Payments to States.
"Sec. 2123. Limitation on use of funds; disallowance.
"Sec. 2124. Grant program for community health centers and rural health cmn-

Ics.
"PART D-PROGRAM INTEGRITY AND QUALITY

"Sec. 2131. Use of audits to achieve fiscal integrity.
"Sec. 2132. Fraud prevention program.
"Sec. 2133. Information concenn sanctions taken by State licensing authori-

ties against health care practitioners and providers.
"Sec. 2134. State medicaid fraud control units.
"Sec. 2135. Recoveries from third parties and others.
"Sec. 2136. Asslment of rights of ayment.
"Sec. 2137. Qualty assurance standards for nursing facilities.
"Sec. 2138. Other provisions promoting program integrity.

"PART Er-EsTABUjsHMEwT AD AMENDMENT OF MEDICAID PLANS

"Sec. 2151. Submittal and approval of medicaid plans.
"Sec. 2152. Submittal and approval of plan amendments.
"Sec. 2153. Sanctions for susatl noncompliance.
"Sec. 2154. Secretarial authority.

"PART F-GENERAL PROVISIONS

"Sec. 2171. Deftintons.

I
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"Swec. 2171~ Treatment of territories.
"Sec. 2173. Description of treatment of Indian health programs.
"Sec. 2174. Application of certain general provisions.

"SEC. 2100. PIJRPOSE; STATE EICI PLANS.
"(a) PUm'osE.-The purpose of this title Is to provide funds to

States to enable them to provide medical assistance to low-income
individuals and families in a more effective, efficient, and respon-
sive manner.

"(b) STATE PLAN REQUIRD.-A State is not eligible for pay-
ment under section 2122 of this title unless the State has submit-
ted to the Secretary under part E a plan (in this title referred to
as a 'medicaid plan') that-

"(1 sets forth how the State intends to use the funds pro-
vided under this title to provide medical assistance to needy in-
dividuals and families consistent with the provisions of this
title; and

"(2) is approved under such part.
"(c) CONTINUED APPROVAL.-An approved medicaid plan shall

continue in effect unless and until-
"(1) the State amends the plan under section 2152;
"(2) the State terminates participation under this title; or
"(3) the Secretary finds substantial noncompliance of the

plan with the requirements of this title under section 2153.
"(d) STATE ENTrrLEmENT.-This title constitutes budget au-

thority In advance of appropriations Acts, and represents the obli-
gation of the Federal Government to provide for the payment to
States of amounts provided under part C.

"PAwr A-OBJEcTwvEs, GOALS, AND PERFORmMAN UNDER STATE:
PLANS

"SEC. 2101. DESCRIPTION OF STRATEGIC OBJECTIVES AND PERFORM-
ANCE GOALS.

"(a) DESCRII'ToN-A medicaid plan shall include a description
of the strategic objectives and performance goals the State has es-
tablished for providing health care services to low-income popu-
lations under this title, including a general description of the man-
ner in which the plan is designed to meet these objectives and
goals.

"(b) CERTAIN OBJEcTmvEs AND GOALS REQUIRED.-A medicaid
plan shall include strategic objectives and performance goals relat-
ing to-

"(1 rates of childhood immunizations;
"(2) reductions in infant mortality and morbidity; and
"(3) standards of care and access to services for children

with special health care needs as defined by the State.
"(c) CoNsIDERATioNS.-In specifying these objectives and goals

the State may consider factors such as the following:
"(1)ThRe State's priorities with respect to providing assist-

ance to low-income populations.
"(2) The State's priorities with respect to the general pub-

lic health and the health status of individuals eligible for as-
sistance under the medicaid plan.
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"(3) The State's financial resources, the particular eco-
nomic conditions in the State and relative adequacy of the
health care infrastructure in direrent regions of the State.
"(d) PEmRmoWAcz MAsuREs.-To the extent practicable-

"(1) one or more performance goals shall be established by
the State for each strategic objective Identified in the medicaid
plan- and

A(2) the medicaid plan shall describe, how program per-
formance will be-

"(A) measured through objective, independently verifi-
able means, and

"(B compared against performance goals, in order to
determine the State's performance under this title.

"(e) PERIOD COVERED-
"(1 STRATEGIC OýBJEcTVEs.-The strategic objectives shall

cover a period of not less than 5 years an d shall be updated
and revised at least every 3 years.

"(2) PERFORMANCE GoALS.-The performance goals shall be
established for dates that are not more than 3 years apart.

"SEC. 2102. ANNUAL REPORTS.
"(a) IN GENERAL.-In the case of a State with a medicaid plan

that is in effect for part or all of a fiscal year, no later than March
31 following such fiscal year (or March 31, 1998, in the case of fis-
cal year 1996) the State shall prepare and submit to the Secretary
and the Congrss a report on program activities and performance
under this titl or such fiscal year.

"(b) CoNTNTs.-Each annual report under this section for a
fiscal year shall include the following:

"(1)EXPENDITuRE AND BENEFICIARY SUMMARY.-
"(A) INITIAL SUMMARY.-For the repor for fiscal year

1997 (and, if applicable, fiscal year 1996),' a summary of all
expenditures under the medicaid pIan during the fiscal
year (and during any portions of fiscal year 1996 during
which the medicaid plan was in effect under this title) as
follows:

"(I) Aggregate medical assistance expenditures,
disagpegated to the extent required to determine
compliance with the set-aside requirements of sub-
sections (a) through (c) of section 2112 and to compute
the case mix index under section 212 1(d)(3).

"00i For each general category of eligible individ-
uals specified in subsection (c01), aggregate medical
assistance expenditures and the total and average
number of eligible individuals under the medicaid.
plan.

"(III) By each general category of eligible individ-
uals, total expenditures for each of the categories of
health care items and services specified in subsection
(c02) which are covered under the medicaid plan and
provided on a fee-for-service basis.

"(iv) By each general category of eligible individ-
uals, total expenditures for payments to capitated
health care organizatons (as defined in section
211001~)).
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"(M Total administrative expenditures.
"(B SUBSEQUENT 8UMMA~is.-ý-For reports for each

succeeding fiscal year, a summary of-
"(g) all expenditures under the medicaid plan con-

sistent with the reporting format specified by the Med-
icaid Task Force under section 2106(dXl)- and

"00i the total and average number o? eligible Indi-
viduals under the medicaid plan for each general cat-
egory of eligible individuals.

"(2) UTIUZAION SUMMARY.-
"(A) INIIL SUMMARY.-For the report for fiscal year

1997 (and, if applicable, fiscal ~year 1996), summary statis-
tics on the Utfilization of health care services under the
medicaid plan during the year (and during any portions of
fiscal year 1996 during which the medicaid plan was in ef-
fect under this title) as follows:

"(I) For each general category of eligible individ-
uals and for each of the categories of health care items
and services which are covered under the medicaid
p lan and provided on a fee-for-service basis, the num-
ber and percentage of persons who received such a

o pf service or item during the period covered by

"00i Summary of health care utilization data re-
ported to the State by caplitated. health care organiza-
tions.
"(B) SUBSEQUENT SUMMARIEs.-For reports for each

succeeding fiscal year, summary statistics on the utiliza-
tion of health care services under the medicaid plan con-
sistent with the reporting format spe~cified by the Medicaid
Task Force under section 2106(d)(1)T
"(3)ACHIvEEMENT OF PERFORMANCE GO)ALS.-With respect

to each performance goal established under section 2101 and
applicable to the yearlinvolved-

"(A) a brief description of the goal;
"(B) a description of the methods to be used to meas-

ure the attainment of such goal;
"(C) data on the actual performance with respect to

the goal;
"(D) a review of the extent to which the goal was

achieved, based on such data; and
"(E if a performance goal has not been met-

"('I) why the goal was not met, and
"(1i) actions to be taken in response to such per-

formance, including adjustments in performance goals
or program activities for subsequent years.

"(4) PROGRAM EVALUAToNs.-A summary of the findings of
evaluations' under section 2103 completed during the fiscal
year covered by the report.

"(5) FRAUD AND ABUSE AND QUALITY CONTROL ACTIVITIES.-
A general description of the State's activities under part D to
detect and deter fraud and abuse and to assure quality of serv-
ices provided under the program.

(6) PLAN ADMINISTRATION.-
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"(A) A description of the administrative roles and re-
sponsibilities of entities in the State responsible for admin-
istration of this title.

"U(B) Organizational charts for each entity in the Stat.
primril reponsible for activities under this title.
"(C) An estimate of the percentage of expenditures to

be used for p lan administration.
"(D) A brief description of each interstate compact (if

any) the State has entered Into with other States with re-
spect to activities under this title.

"(E General citations to the State statutes and admin-
istrative rules governing the State's activities under this
title.
"(7 INPATIENT HOSPITAL PAYMENT.-With respect to inpa-

tient hospital services provided under the medicaid plan on a
fee-for-service basis, a description of the average amount paid
per discharge in the fiscal year compared either to the average
charge for such services or to the State's estimate of the aver-
age amount paid per discharge by commercial health insurers
in the State.
"(c) SPECIAL RuLEs.-For purposes of this section:

"(1) IDENTIFICATION OF GENERAL CATEGORIES OF INDMVD--
LTALs.-Each of the following is a general category of eligible
individuals:

"(A) Pregnant women.
"(B) Children.
"(C) Blind or disabled adults under retirement age.
"(D) Persons who have attained retirement age.
"(E Other adults.

"(2) TREATMENT OF HEALTH CARE ITEMS AND SERVICES.-
The health care items and services described in each subpara-
graph of section 2171(a)(1) shall be considered a separatte cat-
egory of health care items and services.

"SEC. 2108. PERIODIC, INDEPENDENT EVALUATIONS.
"(a) IN GENERAL.-During fiscal year 1998 and every third fis-

cal year thereafter, each State shall provide for an evaluation of
the operation of its medicaid plan approved under this title.

"(b) INDEPENDENT.-Each such evaluation with respect to an
activity under the medicaid plan shall be conducted by Ban entity
that is neither responsible under State law for the submission of
the State plan (or part thereof) nor responsible for administering
(or supervising the administration of) the activity. If consistent
with the previous sentence, such an entity may be a college or uni-
versity, a State agency, a legislative branch agency in a State, or
an independent contractor.

"(c) RESEARCH DEsiGN.-Each such evaluation shall be con-
ducted in accordance with a research design that is based on gen-
erally accepted models of survey design and sampling and statis-
tical analysis.
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"SEC.f 2104.DESCRIPTON OF PROCESS FOR MDCI PLAN DEVEL.

0PET
"Each medcaid plan shall Include a description of te process

under which the plan shall be developed and implemented in the
State (consistent with section 2105).
"SEC. 2106. CONSULTATION IN MEDICAID PLAN DEVELOPMME.

"(a) PUBLIC PROCESS.-
"(1 IN GENERAL.-Before submitting a medicaid plan or a

plan amendment described in paragraph (3) to the Secretary
under part E, a State shall provide-

"(A) public notice respecting the submittal of the pro-
posed plan or amendment, including a general description
of thep lan or amendment;

"~(B) a means for the public to inspect or obtain a copy
(at reasonable charge) of the proposed plan or amendment;,
and

"(C) an opportunity for submittal and consideration of
public comments on the proposed plan or amendment.

The previous sentence shall not apply to a revision of a medic-
aid plan (or revision of an amendment to a plan) made by a
State under section 2153(c)(1) or to a plan amendment with-
drawal described in section 2153(cX4).

"(2) CONTENTS OF NOTICE.-A notice under paragraph
MW(A for a proposed plan or amendment shall include a de-
scription of-

"(A) the general purpose of the proposed plan or
amendment, including applicable effective dates;

"(B where the public may Inspect the proposed plan
or amendment;

"(C) how the public maty obtain a copy of the proposed
plan or amendment and the applicable charge (if any) for
the copy;and

"(D) how the public may submit comments on the pro-
posed plan or amendment, including any deadlines appli-
cable to consideration of such comments.
"(3) AMENDMENTS DESCRIBED.-An amendment to a medic-

aid plan described in this paragraph is an amendment which
makes a material and substantial change in eligibility under
the medicaid plan or the benefits provided under the plan.

"(4) PUBLICATION.-Notices under this subsection may be
published (as selected by the State) in one or more daily news-
papers of general circulation in the State or in any publication
used by the State to publish State statutes or rules.

"(5) COMPARABLE PRocEss.-A separate notice, or notices,
shall not be required under this subsection for a State if notice
of the medicaid plan or an amendment to the plan will be pro-
vided under a process specified in State law that is substan-
tially equivalent to the notice process specified in this sub-
section.
"Nb)ADVISRY ComuTT'EE.-

"(1 IN GENERAL.-Each State with a medicaid plan shall
establish and maintain an advisory committee.
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"(2) CoNsULTATioN.-The State shall periodically consult
with the advisory committee In the development, revision, and
monitoring the performance of the medicaid p an, including-

" the development of strategic objectives and per-
formance goals under section 2101;

"(B) the annual report und~r section 2102; and
"(C) the research design under section 2103(c).

"(3) GEoGRAmHc DIVERsiTY.-The composition of the advi-
sory committee shall be chosen In a manner that assures some
representation on the advisory committee of the different gen-
eral geographic regions of the State. Nothing in the previous
sentence shall be construed as requiring proportional represen-
tation of geographic areas in a State.

"(4) CONsTRUCTioN.-Nothing in this title shall be con-
strued as preventing a State from establishing more than 1 ad-
visory committee, including specialized advisory committees
tat focus on specific population groups, provider groups, or ge-

ographic areas.
"SEC. 2106. MEDICAID TASK FORCE.

"(a) IN GENERAL.-The Secretary shall provide for the estab-
lishment of a Medicaid Task Force (in this section referred to as
the 'Task Force').

"(b) COMPosmroN.-The Task Force shall consist of 6 members
appointed by the chair of the National Governors Association and
6 members appointed by the vice chair of the National Governors
Association.

"(c) ADVISOR GROUP FOR TASK FOIIcE.-The Secretar-y shall
Pvide for the establishment of an advisry group to assist the

~ask Force In carrying out its duties undesrr tfs section, consisting
of 1 representative appointed by each of the following associations:

"(1 Nationail ommittee for Quality Assurance.
"(2) Joint Commission for the Accreditation of Healthcare

Organiations."(3) Group Health Association of America.
"(4) American Managed Care and Review Association.
"(5) Association of State and Territorial Health Offlicers.
"(6) American Medical Association.
"(7) American Hospital Association.
"(8) American College of Gerontology.
"(9) American Health Care Association.
"(10) National Healthcare Anti-Fraud Association.
"(11) National Association of Health Data Organizations.
"(12) American Academy of Actuaries.
"(13) National Association of State Medicaid Directors.
"(14) An association identified by the Secretary as rep-

resenting the interests of disabled individuals.
"(15) An association identified by the Secretary as rep-

resenting the interests of children.
"(16) An association identified by the Secretary as rep-

resenting the interests of the elderly.
"(17) An association Identified by the Secretary as rep-

resenting the interests of mentally ill individuals.
Any reference In this subsection to a particular group shall be
deemed a reference to any successor to such group.
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"(d) Du'rIu&-
"(1 FORMAT FOR EXPENDITURE AND UTILIZATION SUM-

MARIE&.-The Task Force shall specify, by not later than De-
cember 31, 1996, the format of expenditure summaries and uti-
lization summaries required under section 2102. Such format
may provide for the reporting of different information from
that required under section 2102(b), but shall include the re-
porting of at least the information described in section
2102(b`XlA i).

"(2) MODELS AND SUGEmsTIN.-The Task Force shall
study and report to Congress and the States, by not later than
April 1, 1997, recommendations on the following:

"(A) Recommended models for strategic objectives and
performance goals for consideration by States in the devel-
opment of such objectives and goals under section 2102, in-
cludin alternativmodels for each of the objectives and
goals described in section 2 101(b).

"(B) For each suggested model for a strategic objective
or performance goal suggested methodologies For States to
consider in measuring and verifying the objective or goal.

"(C) An assessment of the potential usefulness to
States of quality assurance safeguards, utilization data
sets, and accreditation programs that are used or under
development in the private sector.

"(D) Recommended designs and evaluation methodolo-
gies for consideration by States in providing for independ-
ent evaluations under section 2103.
"(3) CoNSTucTnoN-Nothing in this subsection shall be

construed as requiring a State to adopt any of the strategic ob-
0lectives or performance goals suggested under paragraph (2).1'(e) ADMINISTRATIVE AssISTANCE.-Administrative support for

the Task Force shall be provided by the Agency for Health Care
Policy and Research (or, in the absence of such Agency, the Sec-
retary).

"PART B-ELIGIBILITY, BENEFITS, AND SET-ASIDES

"SEC. 2111. ELIGIBILITY AND BENEFITS.
"(a) IN GENERAL.-Each medicaid plan shall-

"(1 be designed to serve all political subdivisions in the
State;

"(2) prvde for making medical assistance available (sub-
ject to theoSvtlate flexibility described in section 2115) to any
pregnant woman or child under the age of 13 whose family in-
come does not exceed 100 percent of the poverty line applicable
to a family of the size involved;

"(3 provide for making medical assistance available (sub-
ject to the State flexibility described in section 2115) to any in-
dividual with a disability (as defined by the State); and

"(4) describe how the State will provide medical assistance
to anyr other population group.la

"(b) ~RIPTION OF GENERAL ELEMENTs.-Each medicaidIa
shall include a description (consistent with this title) of the fo&o~w-
ing:
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"(1) ELEMENTS RELATING TO ELIGIBILITY.-The general eli-
gibility standards of the plan, Including-

"(A) any limitations as to the duration of eligibility;
"(B) any eligibility standards relating to age, income

and resources (including any standards relating to
spenddowns), residency, disability status, Immigration sta-
tus, or employment status of Individuals;

"(C) methods of establishing and continuing eligibility
and enrollment, including the methodology for computing
family income;

"(D) the eligibility standards in the plan that protect
the income and resources of a married individual who is
living in the community and whose spouse Is residing in
an institution in order to prevent the impoverishment of
the community spouse; and

"(E any other standards relating to eligibility for med-
ical assistance under the plan.
"(2) SCOPE OF ASSI8TANCE.-The amount, duration, and

scope of health care services and items covered under the plan,
including differences among different eligible population

"Mrj DELIVRY METHOD.-The State's approach to delivery
of medical assistance, including a general description of-

"(A) the use (or intended use) of vouchers, fee-for-serv-
ice, or managed care arrangements (such as capitated
health care plans, case management, and case coordina-
tion); and

"(B utilization control systems.
"(4) FEE-FOR-SERVICE BENEFITS.-To the extent that medi-

cal assistance is furnished on a fee-for-service basis-
"(A) how the State determines the qualifications of

health care providers eligible to provide such assistance;
and

"(B how the State determines rates of reimbursement
for providing such assistance.
"(5) COST-SHARING.-Beneficiary cost-sharing (if any), in-

cluding variations in such cost-sharingb population group or
type of service and financial responsibilities of parents of re-
cipients under 19 years of age and the spouses of recipients.

"(6 UTILIZATION INCENTIVES.-Incentives or requirements
(if ainy) to encourage the appropriate utilization of services.

"()SUPPORT FOR CERTAIN HOSPITALS.-
"(A) IN GENERAL.-With respect to hospitals described

in subparagraph (B) located in the State, as reported to
the State by the Secretary, the medicaid plan shall include
a description of the extent to which provisions have been
made for expenditures for items and services furnished by
such hospitals and covered under the plan.

"(B) Ho8P ~DESCRIBED.-
"(I) IN GENERAL.-Except as provided in clause

nii) a hospia described in this subparagraph is a
hospited detemined to be eligible for purposes of this
title in accordance with the criteria described in clause
00i and such procedures as the Secretary may require,
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including such reporting requirements as the Sec-
retary determines necessary to ensure continuing eli-

"g0i0 CRITERIA FOR ELIGIBILJTY.-A hospital meets
the criteria described in this clause if the hospital Is
a short-term acute care general hospital or a children's
hospital and the hospital's low-income utilization rate
exceeds the lesser of-w

"( I) standard deviation above the mean low-
income utilization rate for hospitals receiving pay-
ments under a medicaid plan in the State in
which such hospital is located; or

"(11) 1 V standard deviation above the mean
low-income utilization rate for hospitals receiving
such payments in all States.
"(III) SPECIAL ELIGiiBILITY.-A hospital not de-

scribed in clause (1) may be eligible for purposes of this
title if upon application to the Secretary, such hos-
pita is determined by the Secretary to be a hospital
which provides essential access to vulnerable popu-
lations, offers special services to such populations, or
meets other criteria consistent with this title as deter-
mnined by the Secretary.

"(iv) Low-INCOME UTILIZATION RATE.-For pur-
poses of clause (I), the term 'low-income utilization
rate' means, for a hospital, a fraction (expressed as a
percentage), the numerator of which is the hospital's
number of patient days attributable to patients who
(for such days) were eligible for medical assistance
under a medicaid plan or were uninsured in a period,
and the denominator of which is the total number &l
the hospital's patient days in that period.

"(M PATIENT DAYS.-For purposes of clause (iv),
the term 'patient day' includes each day in which- -

"MI an individual, including a newborn, is an
inpatient in the hospital, whether or not the indi-
vi*dual is 'in a specialized ward and whether or not

the individual remains in the hospital for lack of
suitable placement elsewhere; or

"(11) an individual makes one or more out-
patient visits to the hospital.

"(c) IMMUNIZATIONS FOR CHILDREN.-The medicaid plan shall
provde medical assistance for immunizations for children eligible
or any medical assistance under the medicaid plan, in accordance

with a schedule for immunizations established by the Health De-
partment of the State in consultation with the individuals and enti-
ties in the State responsible for the administration of the plan.

"(d) FAmmIY PLANNING Sm~icEs.-The medicaid plan shall pro-
vide prepregnancy planning services and supplies as specified by
the State.

"(e) PREEXITIN CONDITION ExcLusioNs.-Notwithstanding
any other provision of this title-

"(1) medicaid plan may not deny or exclude coverage of
any item or service for an eligible individual for benefits under
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the medicaid plan for such item or service on the basis of a
preexisting condition; and

"(2) if a State contracts or makes other arrangements
(through the eligible individual or through another entity) with
a capitated health care organization, insurer, or other entity,
for the provision of items or services to eligible individuals
under the medicaid plan and the State permits such organiza-
tion, insurer, or other entity to exclude coverage of a covered
Item or service on the basis of a existing condition, the
State shall provide, through its medicaid p lan, for such cov-
erage (through direct payment or otherwise) for any such cov-
eredt item or service denied or excluded on the basis of a pre-

exitin cndition.
"(f) MENTAL HEALTH SERVICEs.-A medicaid plan shall not im-

pose treatment limits or financial requirements on mental illness
services which are not imposed on services for other illnesses or
diseases. The plan may require pre-admission screening, prior au-
thorization of services, or other mechanisms limiting coverage of
mental illness services to services that are medically necessary.
"SEC. 2112. SET-ASIDES OF FUNDS FOR POPULATION GROUPS.

"(a) FOR TARGETED Low-INCOME FmmFUs.-
"(1 IN GENERAL.-Subject to subsection (e), a medicaid

plan shall provide that the amount of funds expended under
the p lan for medical assistance for targeted low-income fami-
lies (as defined in paragraph (3)) for a fiscal year shall be not
less than the minimum low-income-family amount specified in
pargrph (2).

"(2) MiMuMmLOW-INCOME-FAMILY AMOUNT.-The mini-
mum low-income-fmily amount specified in this paragraph for
a State Iis equal to 85 percent of the expenditures under title
XEX for medical assistance in the State during Federal fiscal
year 1995 which were attributable to expenditures for medical
assistance for mandated benefits (as defined in subsection (h))
furnished to individuals-

"(A) who (at the time of furnishing the assistance)
were under 65 years of age;

"(B whose coverage (at such time) under a State plan
under title XIX was required under Federal law; and

"(C) whose eligibility for such coverage (at such time)
was not on a basis directly related to disability status, in-
cludi!!g being blind.
"(3) TARGETED LOW-INCOME FAMILY DEFINED.-For pur-

poses of this subsection, the term 'targeted low-income family'
means a family (which may be an individual)-

"(A) which Includes a child or a pregnant woman; and
"(B the income of which does not exceed 185 percent

of the poverty line applicable to a family of the size iin-
volved.

"(b) FOR LOW-INCOME ELDERLY.-
"(1 IN GENERAL.-Subject to subsection (e), a medicaid

plan shall provide that the amount of funds expended under
the plan for medical assistance for eligible low-income individ-
uals who have attained retirement age for a fiscal year shall
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be not less than the minimum low-income-elderly amount spec-
ified in paragraph (2).

"(2) MINIUM LOW-INCOME-ELDEY AmouNT.-The mini-
mum low-income-elderly amount specified in this subpara-
graph for a State Is equal to 85 percent of the expenditures
under title XIX for medical assistance In the State during Fed-
eral fiscal year 1995 which were attributable to expendiures
for medical assistance for mandated benefits furnished to indi-
viduals--

"(A) whose eligibility for such assistance was based on
their being 65 years of age or older; and

"(BXi) whose coverage (at such time) under a State
p1lan under title XIX was required under Federal law, or
(if) who (at such time) were residents of a nursing facility.

"(c) FOR Low-INCoME DISABLED PERSONS.-
"(1 IN GENERAL.-Subject to subsection (e), a medicaid

plan shall provide that the amount of funds expended under
the plan for medical assistance for eligible low-income individ-
uals who have not attained retirement age and are eligible for
such assistance on the basis of a disability, including being
blind, for a fiscal year is not less than the minimum low-in-
come-disabled amount specified in paragraph (2).

"(2) MINIMUM LOW-INCOME-DISABLED AmOIJN'.-The mini-
mum low-income-disabled amount specified In this paragraph
for a State is equal to 85 percent of the expenditures under
title XIX for medical assistance in the State during Federal fis-
cal year 1995 which were attributable to expenditures for med-
ical assistance for mandated benefits furnished to individ-
uals-

"(A) whose coverage (at such time) under a State plan
under title XIX, was required under Federal law; and

"(B) whose coverage (at such time) was on a basis di-
rectly related to disability status, including being blind,
and not to age status.

"(d) USE OF RESIDUAL FUNDS.-
"(1) IN GENERAL.--SUbject to limitations on payment under

section 2123, any funds not required to be expended under the
set-asides under the previous subsections may only be ex-
pended under the medicaid plan for any of the flowing:

"(A) ADDITIONAL MEDICAL ASSISTANCE.-Medical as-
sistance for eligible low-income individuals (as defined in
section 2171(b)), in addition to any medical assistance
made available under a previous subsection.

"1(B) MEDICALLY-RELATED SEVICES.-Payment for
medically-related services (as defined in paragraph (2)).

"(C) ADMINIsTRATON.-Payment for the administra-
tion of the medicaid plan.
"(2) MEDICALLY-RELATED SERVICES DEFINED.-For purposes

of this title, the term 'medically-related services' means serv-
ices reasonably related to, or in direct support of, the State's
attainment of one or more of the strategic objectives and per-
formance goals established under section 2101, but does not in-
clude items and services included on the list under section
2171(aXl) (relating to the definition of medical assistance).
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"(0) COMPUTATIONS.-
"(1) MINIMUM AMOUNTS.-States shall calculate the mini-

mum amounts under subsections (aX2), (bX2), and (cX2) in a
reasonable manner consistent with reports submitted to the
Secretary for the fiscal years Involved.

"(2) EXCLUSION OF PAYMENT FOR CERTAIN ALIES.-For
purposes of this section, medical assistance attributable to the
exception provided under section 1903(vX2) shall not be consid-
ered to be expenditures for medical assistance.
"(f) BENEFITS INCLUDED FOR PURPOSES OF COMPUTING SET

AsiDE.-For purposes of this section, the term 'mandated bene-
fits,-

"(1 means medical assistance for items and services de-
scribed in section 1905(a) to th'A extent such assistance with re-
spect to such items and services was required to be provided
under title XIX; and

"(2) does not include expenditures attributable to dis-
proportionate share payment adjustments, described in section
1923.

"SEC. 2118. PREMBIUMS, AND COST-SHARING.
"(a) IN GENERAL.-Subject to subsection (b), if any charges are

imposed under the medicaid plan for cost-sharing (as defined in
subsection (d)), such cost-sharing shall be pursuant to a public cost-
sharing schedule.

"(b) LIMITATION ON PREMIUM AND CERTAIN COST-SHARING FOR
Low-INCOME FAMILIES INCLUDING CHILDREN OR PREGNANT
WOMEN.-

"(1 IN GENERAL.-In the case of a family described in
paragraph (2)-

"(A) the plan shall not impose any premium; and
"(B the plan shall not (except as provided in sub-

section (cX )) impose any cost-sharing with respect to pri-
mary and preventive care services (as defined by the State)
covered under the medicaid plan for children or pregnant
women unless such cost-sharing 'is nominal in nature.
"(2) FAMILY DESCRIBED.-A family described in thi's para-

graph is a family (which may be an individual) which-
"(A) includes a child or a pregnant woman;
"(B is made eligible for medical assistance under the

medicaid p lan; and
"(C) the income of which does not exceed 100 percent

of the poverty line applicable to a family of the size in-
volved.

"(C) CERTAIN COST-SHARING PERMITTED.-Nothing in this sec-
tion shall be construed as preventing a medicaid plan (consistent
with subsection (b)-

"(1) from imposing cost-sharing to discourage the inappro-
prate use of emergency medical services delivered through a
hospital emergency room, a medical transportation provider, or

otherwise;
"(2) from imposing premiums and cost-sharing differen-

tially in order to encourage the use of primary and preventive
care and discourage unnecessary or less economical care;
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"(3) from scaling cost-sharing In a manner that reflects
economic factors, employment status, and family size;

"(4 from scaling cost-sharing based on the availability to
the individual or family of other health insurance coverage; or

"(5) from scaling cost-sharing based on participation in em-
ployment training program, drug or alcohol abuse treatment,
counseling programs, or other programs promoting personal re-
sponsibility.
"(d) COS-SHARING DEFINED.-For purposes of this section, the

term 'cost-sharing' includes copayments, deductibles, coinsurance,
and other charges for the provision of health care services.
"SEC. 2114. DESCRIPTION OF PROCESS FOR DEVELOPING CAPITATION

PAYMENT RATES.
"(a) IN GENERAL.-If a State contracts (or intends to contract)

with capitated health care organization (as defined in subsection
(c)(1)) under which the State makes a capitation payment (as de-
fined in subsection (cX2)) to the organization for providing or ar-
ranging for the provision of medical assistance under the medicaid
plan for a grup of services, including at least inpatient hospital
services and physicians' services, the plan shall include a descrip-
tion of the following:

"(1)USE OF ACTUARIAL SCIENCE.-The extent and manner
in which the State uses actuarial science-

"(A) to analyze and project health care expenditures
and utilization for individuals enrolled (or to be enrolled)
in such an organization under the medicaid plan; and

"(B) to develop capitation payment rates, including a
brief description of the general methodologies used by ac-
tuaries.
"(2) QUALIFICATIONS OF ORGANIZATIONS.-The general

qualifications, including any accreditation, State licensure or
certification, or provider network standards, required by the
State for participation of capitated health care organizations
under the medicaid plan.

"(3 DISSEMINATION PROCESS.-The process used by the
State under subsection (b) and otherwise to disseminate, before
entering into contracts with capitated health care organiza-
tions, actuarial information to such organizations on the his-
torical fee-for-service costs (or, if not available, other recent fii-
nancial data associated with providing covered services) and
utilization associated with individuals described in paragraph
(1)(A).

"(4) IDENTIFICATION OF ENROLLEES IN CAPITATED HEALTH
CARE ORGANIZATIONS.-The method used by the State by which
hospitals may identify enrollees in capitated health care orga-
nizations for the purposes of qualifying and billing for dis-
proportionate share payments under the medicaid plan ap-
proved under this title as described in section 2111(bX7).
"(b) PunLic NOTICE AND CommENT.-Under the medicaid plan

the State shall provide a process for providing, before the beginning
of each contract year-

"(1 public notice of-.
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"(A) the amounts of the capitation payments (if any)
made under the plan for the contract year preceding the
public notice, and

"(BXi) the information described under subsection
(aX 1) with respect to capitation payments for the contract
year involved or (11) the amounts of the capitation pay-
ments the State expects to make for the contract year in-
volved,

unless such information Is designated as proprietary and not
subject to public disclosure under State law; and

"(2) an opportunity for receiving public comment on the
amounts and information for which notice is provided under

WcAEF1NITiONS.-For purposes of this title:
"(1) CAPITATED HEALTH CARE ORGANizATioN.-The term

'capitated health care organization' means a health mainte-
nance organization or any other entity (including a health in-
suring organization, managed care organization, prepaid
heath plan, integrated service network, or similar entity)

wich under State law 'is permitted to accept capitation pay-
ments for providing (or arranging for the provision of) a group
of items and services including at least inpatient hospital serv-
ices and physicians' services.

"(2) CAPITATION PAYmENT.-The term 'capitation payment'
means, with respect to payment, payment on a p repaid capita-
tion basis or any other risk basis to an entity for the entity's
provision (or arranging for the provision) of a group of items
and services, including at least inpatient hospital services and
physicians' services.

"SEC. 211&. CONSTRUCTION.
"(a) STATE FLExIBITY IN BENEFITS, PROVIDER PAYMENTS,

GEOGRAPHICAL COVERAGE AREA, AND SELECTION OF PROVIDERS.-
Nothing in this title (other than subsections (c and (W of section
2111) shall be construed as rqiring a State--

"(1) to provide medical assistance for any particular items
or services;

"(2) to provide for any payments With respect to any spe-
cific health care providers or any level of payments for any
services;

"(3) to provide for the same medical assistance in all geo-
graphical areas or political subdivisions of the State;

"(4) to provide that the medical assistance made available
to anny individual eligible for medical assistance must not be
less in amount, duration, or scope than the medical assistance
made available to an other such individual; or

"(5) to provide tUa any individual eligible for medical as-
sistance with respect to an item or service may choose to ob-
tain such assistance from any institution, agency, or person
2 ualified to provide the item or service.
(b) STATE M UMIILT WITH RESPECT TO MANAGED CARE.-

Nothing in this title shall be construed-
"(1) to limit a State's ability to contract with on a

capitated basis or otherwise, health care plans or individual
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health care providers for the provision or arrangement of medi-
cal assistance;

"(2) to limit a State's ability to contract with health care
plans or other entities for case management services or for co-
ordination of medical assistance; or

"(3) to restrict a State from establishing capitation rates
on the basis of competition among health care plans or negotia-
tions between the State and one or more health care plans.

"SEC. 2116. CAUSES OF ACTION.
"(a) IN GENERAL.-Noperson, including an applicant, bene-

ficiary, provider, or healh plan, shall have a cause of action under
this title against a State in relation to a State's compliance or fail-
ure to comply with the provisions of this title or with the provisions
of a medicaid plan. Nothing in this title shall affect any cause of
action under any other provision of Federal law In relation to a
State's compliance (or failure to comply) with this title or with the
provisions of a medicaid plan.

"(b) APPLICATION OF CERTAIN LAWS.-
"(1 IN GENERAL.-No person shall on the ground of sex or

religion be excluded from participation in, be denied the bene-
fits of, or be subjected to discrimination under, any program or
activity funded in whole or in part with funds made available
under this title.

"1(2) FINDING OF NONCOMPLIANCE; REFERRAL.-
"(A) IN GENERAL.-Whenever the Secretary finds that

a State, or an entity that has received a payment from an
allotment to a State under this title, has failed to comply
with paragraph (1), the Secretary shall notify the chief ex-
ecutive officer of the State and shall request such officer
to secure compliance. If within a reasonable period of time,
not to exceed 60 days, the chief executive officer fails or re-
fuses to secure compliance, the Secretary may-

"(I) refer the matter to the Attorney General of the
United States with a recommendation that an appro-
priate civil action be instituted; or

"Vii) take such other action as may be provided by
law.
"(B) AUTHORITY OF ATTORNEY GENERAL; CIVIL AC-

TioNS.-When a matter is referred to the Attorney General
pursuant to this paragraph, or whenever the Attorney
General has reason to believe that the entity is engaged in
a pattern or practice in violation of paragraph (1), the At-
torney General may bring a civil action in any appropriate
district court of the United States for such reifas may
be appropriate, including injunctive relief.

"(c) No EFFECT ON STATE LAw.-Nothing 'in subsection (a) or
(b) may be construed as affecting any actions brought under State
law.
"SEC. 2117. TREATMENT OF INCOME AND RESOURCES FOR CERTAIN

NSTITUTIONAUZEiD SPOUSES.
"(a) SPECIAL TREATMENT FOR INsT1TTJIONALIZED SPOUSES.-

"(1) SUPERSEDES OTHER PROVISIONs.-In determining the
eligibility for medical assistance of an institutionalized spouse
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(as defined in subsection (hX 1)) the provisions of this section
supersede any other provision o? this title which is inconsistent
with them.

"(2) No comPARtABL TREATMENT REQUIRED.-Any different
treatment p rovided under this section for Institutionalized
spouses shall not require such treatment for other individuals.

"U(3 DOES NOT AFFECT ERTAIN DETERmiNATioNs.-Except
as this section specifically provides, this section does not appy
to-

"(A) the determination of what constitutes income or
resources; or

"(B)" the methodology and standards for determining
and evaluating income and resources.

"(b) RULES FOR TREATmENT OF INCOME.-"(1 SEPARATE TREATMENT OF JNComE.-During any month
in which an institutionalized spouse is 'in the institution, ex-
cept as provided in paragraph (2), no income of the community
spouse shall be deemed available to the institutionalized
spouse.

"(2) ATTRIBUTION OF INComE.-In determining the income
of an institutionalized spouse or community spouse for pur-
poses of the post-eligibility income determination described in
subsection (d), except as otherwise provided in this section and
regardless of any State laws relating to community property or
the division of marital property, the following rules apply:

"(A) NON-TRUST PROPERTY.--Subject to subparagraphs
(C) and (D), in the case of income not from a trust, unless
the instrument providing the income otherwise specifically
provides-

"(I) if payment of income is made solely in the
name of the institutionalized spouse or the community
spouse, the income shall be considered available only
to that respective spouse;,

"(ii) if payment of income is made in the names of
the institutionalized spouse and the community
spouse, ½ of the income shall be considered available
to each of them; and

"(ifii) if payment of income is made in the names
of the institutionalized spouse or the community
spouse, or both, and to another person or persons, the
income shall be considered available to each spouse in
proportion to the spouse's interest (or, if payment is
made with respect to both spouses and no such inter-
est is specified, ½ of the joint interest shall be consid-
ered available to each spouse).
"(B TRUST PRoPERTY.-In the case of a trust-

"(I) except as provided in clause (U*I), income shall
be attributed In accordance with the provisions of this
title; and

"00i income shall be considered available to each
spouse as provided in the trust, or, in the absence of
a specific provision in the trust-

"(I) if payment of income is made solely to the
institutionalized spouse or the community spouse,
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the ft~come shall be considered available only to
that respective spouse

"11) If'jayment oR income is made to both the
insittio iedspouse and the community

spouse, ½ of the income shall be considered av~
able to each of them, and

"(III if payment of income is made to the in-
stitutionalized spouse or the community spouse, or
both, and to another person or persons, the in-
come shall be considered available to each spouse
in proportion to. the spouse's interest (or, if p ay-
ment is made with respect to both spouses and no
such interest Is specified, V2 of the joint interest
shall be considered available to each spouse).

"(C) PROPERTY WITH No INSTRumENT.-In the case of
income not from a trust in which there is no instrument
establishing ownership, subject to subparagraph (D), ½2 of
the income shall be considered to be available to the insti-
tutionalized spouse and ½ to, the community spouse.

"(D) REBUTTING OwNERSHip.-The rules of subpara-
graphs (A) and (C) are superseded to the extent that an in-
stlitutionalized spouse can establish, by a preponderance of
the evidence, that the ownership interests in income are
other than as provided under such subparagraphs.

"(c) RULES FOR TREATMENTOF RESOURCES.-
"(1) COMPUTATION OF SPOUSAL SHARE AT TIME OF INSTITU`-

TIONALIZATION.-
"(A) TOTrAL JOINT REsouRCES.-There shall be com-

puted (as of the beginning of the first continuous period of
institutionalization (beginning on or after September 30,
1989) of the institutionalized spouse)-

"(I) the total value of the resources to the extent
either the institutionalized spouse or the community
spouse has an ownership interest; and

"00i a spousal share which is equal to ½2 of such
total value.
"(B) ASSESSMENT.-At the request of an Institutional-

ized spouse or community spouse, at the beginning of the
first continuous period of institutionalization (beginning on
or after September 30, 1989) of the institutionalized
spouse and upon the receipt of relevant documentation of
resources, the State shall promptly assess and document
the total value described in subparagraph (AXi) and shall
provide a copy of such assessment and documentation to
each spouse and shall retain a copy of the assessment for
use under this section. If the request is not part of an ap-
plication for medical assistance under a medicaid, plan ap-
proved under this title, the State may, at its option as a
condition of provding the assessment, require payment of
a fee not exedng the reasonable expenses of providing
and documenting the assessment. At the time of providing
the copy of the assessment, the State shall. include a notice
indicating that the spouse will have a right to a fair hear-
ing under subsection (0X2).
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"(2) Ariuuronw OF RESOURCES AT TIME OF INITIAL ELIGI-
BILITY DETERMINATION.-In determining the resources of an in-
stitutionalized spouse at the time of application for benefits
under a medicaid plan approved under this title, regardless of
any State laws relating to community property or the division
of marital propry

"()except as provided in subparagraph (B), all the re-
sources held by eitherr the institutionalized spouse, commu-
nity spouse, or both, shall be considered to be avail able to
the Institutionalized spouse; and

"(B) resources shall be considered to be available to an
institutionalized spouse, but only to the extent that the
amount of such resources exceeds the amount computed
under subsection (fX(2XA) (as of the time of application for
benefits).
"(3 ASSIGNMENT OF SUPPORT RIGHTs.-The institutional-

ized spouse shall not be ineligible by reason of resources deter-
mined under paragraph (2) to be available for the cost of care
where-

"(A) the institutionalized spouse has assigned to the
State any rights to support from the community spouse;

"(B)M the institutionalized spouse lacks the ability to
execute an assignment due t physical or mental impair-
ment but the State has the right to bring a support pro-
ceeding against a community spouse without suchi assign-
ment; or

"(C) the State determines that denial of eligibility
would work an undue hardship.
"(4) SEPARATE TREATMENT OF RESOURCES AFTER ELIGI-

BILITY FOR BENEFITS ESTABLISHED.-During the continuous pe-
riod in which an institutionalized spouse is in an institution
and after the month in which an institutionalized spouse is de-
termined to be eligible for benefits under a medicaid plan ap-
proved under this title, no resources of the community spouse
shall be deemed available to the institutionalized spouse.

"(5) RESOURCES DEFINED.-For purposes of this section, the
term 'resources' does not include-

"(A) resources excluded under subsection (a) or (d) of
section 1613; and

"(B resources that would be excluded under section
1613(aX2XA) but for the limitation on total value described
in such section.

"(d) PROTECTING INCOME FOR COMMUNITY SPOUSE.-
"(1 ALLOWANCES TO BE OFFSET FROM INCOME OF INSTITU-

TIONALIZED spousE.-After an institutionalized spouse is deter-
mined or redetermined to be eligible for medical assistance
under a medicaid pIan approved under this title, in determin-
ing the amount of te spouse's income that is to be applied
monthly to payment for the costs of care in the institution,
there shall be deducted from the spouse's monthly income the
following amounts in the following order:

"(A) A pronal needs allowance (described in para-
a~ph (2XA)) irns an amount not less than the amount spec-
Medin paragraph (2XB).
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"(B) A community spouse monthly income allowance
(as defined in subparagraph (3)), but only to the extent in-
come of the Institutionalized spouse is made available to,
or for the benefit of, the community spouse.

"(C) A family allowance, for each family member,
equal to at least Vs of the amount by which the amount
described in paragraph M4ANi exceeds the amount of the
monthly income of that family member.

"(D) Amounts for Incurred expenses for medical or re-
medial care for the institutionalized spouse as provided
under paragraph (6).

For purposes of subparagraph (C), the term 'family member'
only includes minor or dependent children, dependent parents,
or dependent siblings of the institutionalized or community
spouse who are residing with the community spouse.

"(2) PERSONAL NEEDS ALLOWANCE.-
"(A) IN GENERAL.-For purposes of this section, the

term 'personal needs allowance' means an allowance-
"(I) which is reasonable in amount for clothing and

other personal needs of the Individual (or couple)
while in an institution; and

"(if) which is not less (and may be greater) than
the minimum monthly personal needs allowance de-
scribed in subparagraph (B).
"(B) MINIMUM ONTHLY PERSONAL NEEDS ALLOW-

ANCE.-The minimum monthly personal needs allowance
described in this subparagraph is $30 for an institutional-
ized individual and $60 for an institutionalized couple (if
both are aged, blind, or disabled, and their incomes are
considered available to each other in determining eligi-
bility).
"(3) COMMUNITY SPOUSE MONTHLY INCOME ALLOWANCE DE-

FINED.-
"(A) IN GENERAL.-For purposes of this section (except

as provided in subparagraph (B)), the community spouse
monthly income allowance for a community spouse is an
amount by which-

"(I) except as provided in subsection (e), the mini-
mum monthly maintenance needs allowance (estab-
lished under and in accordance with paragraph (4)) for
the spouse; exceeds

"(if) the amount of monthly income otherwise
available to the community spouse (determined with-
out regard to such an allowance).
"(B COURT ORDERED suppoRT.-If a court has entered

an order agaist an institutionalized spouse for monthly
income for the support of the community spouse, the com-
munity spouse monthly income allowance for the spouse
shall be not less than the amount of the monthly income
so ordered.
"(4) ESTABU~sHImENT OF MINIMUM MONTHLY MAINTENANCE

NEEDS ALLOWANCE."-
"(A) IN GwENRL.-Each State shall establish a mini-

mum monthly maintenance needs allowance for each com-

X)-%67- 95 - 11
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munity spouse which, subject to subparagraph (C), is equal
to or exceeds-

"(i the applicable percent (described in subpara-
grph (B)) of /1-2 -of the poverty line applicable to a

family unit of 2 members); plus
"(iI) an excess shelter allowance (as defined in

paragrph (5)).
A revision of the poverty line referred to in clause (W shall
apply to medical assistance furnished during and after the
second calendar quarter that begins after the date of publi-
cation of the revision.

"(B) APPLICABLE PERCENT.-For purposes of subpara-
giraph (AXi), the applicable percent described in this para-
graph, effective as of July 1, 1992, is 150 percent.

"(C) CAP ON MINIMUM MONTHLY MAINTENANCE NEEDS
ALLowANCE.-The minimum monthly maintenance needs
allowance established under subparagraph (A) may not ex-
ceed $1,500 (subject to adjustment under subsections (e)
and (g)).
"(5) ?ExcEss SHELTER ALLOWANCE DEFINED.-For purposes

of paragaph (4)(AXii), the term 'excess shelter allowance'
means, for a community spouse, the amount by which the sum
of-

"(A) the spouse's expenses for rent or mortgage pay-
ment (including principal and interest), taxes and insur-
ance and, in the case of a condominium or cooperative, re-
quired maintenance charge, for the community spouse's
principal residence; and

"(B) the standard utility allowance (used by the State
under section 5(e) of the Food StampAct of 1977) or, if the
State does not use such an allowance, the spouse's actual
utility expenses,

exceeds 30 percent of the amoant described., in paragraph
(4)(AXi), except that, in the case of a condominium or coopera-
tive, for which amaitenance charge is included under sub-
paragraph (A), any allowance under subparagraph (B) shall be
reduced to the extent the maintenance charge includes utility
expenses.

"(6) INCLURRD EXPENsEs.-For purposes of this. section,
with respect to the post-eligibility treatment of income of indi-
viduals who are institutiongalized or who would otherwise re-
quire institutionalization but for the provision of home or com-
munity-based services, there shall be disregarded reparation
payments made by the Federal Republic of Germany and, there
shall be taken into account amounts for incurred expenses for
medical or remedial care that are not subject to payment by a
third partyn 9

"medimcare and other health insurance premiums,
deductibles, or coinsurance; and

"I(B) necessary medical or remedial care reonzed
under State law but not covered under the medicaid plan
approved under this title, subject to reasonable limits the
State may establish on the amount of these expenses.

"(e) NOTICE AND FAIR HEARING.-
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"(1)NcrrcE.-Upon-
"(A) a determination of eigibility for medical assist-

ance under a medicaid plan approved under this title of an
Institutionalized spouse; or

"(B a request by either the institutionalized spouse, or
the community spouse, or a representative acting on behalf
of either spouse;

each State shall notify both spouses (in the case described in
subparagraph (A)) or the spouse making the request (in the
case described in subp ph (B)) of the amount of the com-
munity spouse monthlyign~come allowance (described in sub-
section (dX 1XB)), of the amount of any family allowances (de-
scribed in subsection (dX1XC)), of the method for computing
the amount of the community spouse resources allowance per-
mitted under subsection (0, and of the spouse's right to a fair
hearing under this subsection respecting ownership or avail-
ability of income or resources, and the determnation of the
community spouse monthly Income or resource allowance.

"(2) FAni HEARIG.-
"(A) IN GENERAL.-If either the Institutionalized

spouse or the community spouse Is dissatisfied with a de-
termination of-

"(I) the community spouse monthly income allow-
ance;

"0ii) the amount of monthly income otherwise
available to the community spouse (as applied under
subsection (dX2XB));

"Offi) the computation of the spousal share of re-
sources under subsection (cX );

"(iv) the attribution of resources under subsection
(c)(2); or

"Mv the determination of the community spouse
resource allowance (as determined under subsection
(f)(2));

such spouse is entitled to a fair hearing with respect to
such determination if an appI cation for benefits under a
medicaid pWan approved undeprithis title has been made on
behalf of tjhe Institutionalized spouse. Any such hearing re-
specting the determination of the community spouse re-
source allowance shall be held within 30 days of the date
of the request for the hearing.

REVISIONSN OF MINMUM MONTHLY MAINTENANCE
NEEDS ALLOWANCE.-If either such spouse establishes that
the community spouse needs income, above the level other-
wise provided by the minimum monthly maintenance
needs allowance, due to exceptional circumstances result-
Ing in significant financial duress, there shall be sub-
stituted, for the minimum monthly maintenance needs al-
lowance in subsection (dX2XA), an amount adequate to
provide such additional Income as is necessary.

"(C) REVSI ONF COMMUNITYSPOUSE RESOUROB AL-
LOwAmcE.-If either such spouse establishes that the com-
munity spouse resour-ce allowance (in relation to the
amount of income generated by such an allowance) is mnad-
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equate to raise the community spouse's income to the min-
imum. monthly maintenance needs allowance, there shall
be substitufor the community spouse resource allow-
ance under subsection (0)(2) an amount adequate to pro-
vide such a minimum monthly maintenance needs allow-
ance.

"(0 PERMM~ING TRANSFER OF RESOURCES To COMMUNITy
SPOUSE.-

"(1 IN GENERAL.-An Institutionalized spouse may trans-
fer an amount equal to the community spouse resource allow-
ance (as determined under paragraph (2)), but only to the ex-
tent the resources of the institutionalized spouse are trans-
ferred to, or for the sole benefit of, the community spouse. The
transfer under the preceding sentence shall be made as soon
as practicable after the date of the Initial determination of eli-
gbility, taking into account such time as may be necessary to

obtain a court order under paragraph (3).
"(2) COMMmuNY SPOUSE RESOURCE ALLOWANCE DETER-

MINED.-For purposes of paragraph (1), the community spouse
resource allowance for a community spouse is an amount (if
any) by which-

"(A) the gratest of-
"(i) $12,000 (subject to adjustment under sub-

section (g)), or, if greater (but not to exceed the
amount specified in clause (iiXII)) an amount specified
under the State plan,

"(ii) the lesser of (I) the spousal share computed
under subsection (c)(1), or (HI) $60,000 (subject to ad-
justment under subsection (g)),

"Xiii) the amount established under subsection
(eX2); or

"(iv) the amount transferred under a court order
under paragraph (3);

exceeds
"(B the amount of the resources otherwise available to

the community spouse (determined without regard to such
an allowance).

"(g) INDEXING DOLLAR AMOUNTs.-For services furnished dur-
ing a calendar year after 1989, the dollar amounts specified in sub-
sections (d03XC), (f)X2XA)(i), and (fX(2XAXiiXII) shall be increased
by the same fpercenta¶e as the percentage 'increase in the consumer
p rice index o~r all ur an consumers (all items- U.S. city average)
between September 1988 and the September before the calendar
year involved.

"(h) DEFINITioNS.-FOr purposes of this section:
"(1 INSTITuTiONALIZED spousE.-The term 'institutional-

ized spouse' means an individual who is in a medical institu-
tion or nursing fcility and is married to a spouse who is not
in a medical institution or nursing facility. The term does not
include any such individual who is not likely to meet the re-
quirements of the preceding sentence for at least 30 consecu-
tive days.

"(2) CoMMuNITYspousE.-The term 'community spouse'
means the spouse of an institutionalized spouse.
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"PART C-PAYMiErS TO STATES

"SEC. 2121. ALLOTMENT OF FUNDS AMONG STATES.
"(a) ALLOTMENTS.-

"(1) COMPUTATION.-The Secretary shall provide for the
computation of Stat. obligation and outlay allotments In ac-
cordance with this section for each fiscal year beginning with
fiscal year 1996.

"(2) LIamITTO ON OBLIGATIONS.-
"(A) IN GENERAL.-Subject to subparagraph (B), the

Secretary shall not enter Into obligations with any State
under this title for a fiscal year In excess of the obligation
allotment for that Stat. for the fiscal year under para-
gaph (4). The sum of such obligation allotments for all
States In any fiscal year (excluding amounts carried over

under subparagraph (B) and excluding changes In allot-
ments effected under paragraph (4D)) shall not exceed
the aggregate limit on new obligation authority specified
in paragraph (3) for that fiscal year.

"(B) ADJUSTMENT.-
"(I) CARRYOVER OF ALLOTMENT PERMImrED.-If the

amount of obligations entered into under this art
with a State for quarters in a fiscal year Is less thn
the amount of the obligation allotment under this sec-
tion to the State for the fiscal year, the amount of the
difference shall be added to the amount of the State
obligation allotment otherwise provided under this
section for the succeeding fiscal year.

"(HI) REDUCTION FOR POST-ENACTMENT NEW OBLI-
GATIONS UNDER TITLE XIX IN FiSCAL YEAR i996.-The
amount of the obligation allotment otherwise provided
under this section for fiscal year 1996 for a State shall
be reduced by the amount of the obligations entered
into with respect to the State under section 1903(a)
after the date of the enactment of this title.

"(3) AGGREGATE LIMIT ON NEW OBLIGATION AUTHORITY.-
"(A) IN GENERAL.-For purposes of this subsection,

subject to subparagraph (C), the aggregate limit on new
Obligation authority, for a fiscal year, is thegpoo amount
under subsection (b) for the fiscal year, diviedJ byN the pay-
out adjustment factor (described in subparagraph (B)) for
the fiscal sear.

"(B) ;AYOUT ADJSTMENT FACTOR.-For purposes Of
this subsection, the payout adjustment factor-

"(I) for fiscal year 1996 is .950;
"(ii) for fiscal year 1997 is .986; and
"(III) for a subsequent fiscal year is .998.

"(C) TRANSITIONAL ADJUSTMENT FOR PRE-ENACTMENT-
OBLIGATION ouTLAYS.-In order to account for pre-enact-
ment-obligation. outlays described in paragraph (4)(C)(iv),
in determining the aggregate limit on new obligation au-
thority under subparagraph (A) for fiscal year 1996, the
pool amount for such fiscal year is equal to-

"(I) the pool amount for such year; reduced by
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"(WI $24.624 billion.
"(4) OBLIGATION ALLOTMENTS.-

"(A) GENERAL RULE FOR 50 STATES AND THE DISTRICT
OF COLUmJ.--Except as provided in this pargaph, the
obligation allotment for any of the 50 States-or the District
of Columbia for a fiscal year (beginning with fiscal year
1997) Is an amount that bears the same ratio to the outlay
allotment under subsection (cX2) for such State or District
(not taking into account any actustment due to an election
under paragraph (4) for the fiscal year as the ratio of-

"(I) the aggregate nimit on new obligation author-
ity (less the oa of the obligation allotments under
subparagraph (B)) for the fiscal year; to

"(ii) the pool amount (less the sum of the- outlay
allotments for the territories) for such fiscal year.
"(B TERRI~ROJUs.-The obligation allotment for each

of the Commonwealths and territories for a fiscal year is
the outlay allotment for such Commonwealth or territory
(as determined under subsection (c)(5)) for the fiscal year
divided by the payout adjustment factor for the fiscal year
(as defined in paragraph (3XB)).

"(C) TRANSITIONAL RULE FOR FISCAL YEAR 1996.-
"(I) IN GENERAL.-The obligation amount for fiscal

fear l996 for any State, including the District of Co-
umbia, a Commonwealth, or territory, is determined

accordin to the formula: A=(B-"'VD, where-
f(I) 'A is the obligation amount for such

State;
"(11) 'B is the outlay allotment of such State

for fiscal year 1996 (as determined under sub-
section (c));

"(III) 'C' is the amount of the pre-enactment-
obligation outlays (as established for such State
under clause (ii)); and

"(MIV)D is the payout adjustment factor for
such fiscal year (as defined in paragraph (3B)).
"00i PRE-ENACTMENT-OBLIGATION OUTLAY

AmouNTs.-Within 30 days after the date of the enact-
ment of this title, the Secretary shall estimate (based
on the best data available) and publish in the Federal
Register the amount of the pre-enactment-obligation
outlays (as defined in clause (iv)) for each State, in-
cluding the District of Columbia, Commonwealths, and
territories. The total of such amounts shall equal the
dollar amount specified "in paragraph (3XCXii).

"(III) AGREEMENT.-The sug mission of a medicaid
plan by a State under this title is deemed to constitute
the State's acceptance of the obligation allotment limi-
tations under tis subsection, including the formula
for computing the amount of such obligation allot-
ment.

"(IV) PRE-ENACTMENT-OBLIGATION OUTLAYS DE-
FINED.-For purposes of this subsection, the term 'pre-
enactment-obligation outlays' means, for a State, the

m Oft- --- ---.
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outlays of the Federal Government that result from
obligations that have been incurred under title XIX
with respect to the State before the date of the enact-
ment of this title, but for which payments to States
have not been made as of such date of enactment.
"(D) ADJUSTMENT To REFLECT ADOPTION OF ALTER-

NATIVE GROWTH FORMULA.-Any State that has elected an
alternative growth formula under subsection (cX4) which
Increases or decreases the dollar amount of an outlay allot-
ment for a fiscal year is deemed to have increased or de-
creased, respectively, its obligation amount for such fiscal
year by the amount of such increase or decrease.

"(b) POOL OF AVAILABLE FUND&.
"(1) IN GENERAL.-For purposes of this section and subject

to section 2124, the pool amount under this subsection for-
"(A) fiscal year 1996 is $94.104 billion;
"(B) fiscal year 1997 is $ 100.451 billion;
"(C) fiscal year 1998 Is $ 104.880 billion;
"(D) fiscal year 1999 is $109.501 billion;
"(E fiscal year 2000 is $114.338 billion;
"(F) fiscal year 2001 is $119.393 billion;
"(G) fiscal year 2002 Is $124.673 billion; and
"(H) each subsequent fiscal year Is the pool amount

under this paragaph for the previous fiscal year increased
by the lesser of 4 percent or the annual percentage in-
crease in the gross domestic product for the 12-month pe-
riod ending in June before the beginning of that subse-
quent fiscal ear.
"(2) NATIONAL MEDICAID GROWTH PERcENTAGE.-For pur-

poses of this section for a fiscal year (beginning with fiscal year
1997), the national medicaid growth percentage is the percent-
age by which-

"(A) the pool amount under paragraph (1) for the fiscal
year; exceeds

"(B) such pool amount for the previous fiscal year.
"(c) STATE OUTLAY ALLOTMENTS.-

"(1)FISCAL YEAR 199.-
"(A) IN GENERAL.-Except as provided in paragraph

(6), for each of the 50 States and the District of Columbia,
the amount of the State outlay allotment under this sub-
section for fiscal year 1996 is, subject to paragraph (4),
equal to-

"(I) the greater of-
"(I the total amount of Federal expenditures

(minus the excess DSH amount) made to such
State or District under title XIX for the 4 quarters
in fiscal year 1995, or

"(II) the total amount of Federal expenditures
made to such State or District under title XI for
the 4 quarters in fiscal year 1994; increased by
"00i 7.25 percent; and multiplied by
"Viii) the scalar factor described in subparagraph

(E).
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"(B)COMPUTTIO OF EXPENDTUREs.-The amount of
Federal expenditures described in subparagraph (AXi)
shall be computed, using data reported for the appropriate
fiscal year on line 11 of the HCFA Form 64.

"(C)LIMITATIO ON ADJUSTmENT.-The amount corn-ruted under subparagraph (B) shall not be subject to ad-.
ustment (based on any subsequent disallowances or other-

wise).
"(D) EXCESS DSH AmoIJNT.-For purposes of subpara-

graph (AXiXI), the term 'excess DSH amount' means, for
each of the 50 States and the District of Columbia, the ex-
cess of-

"(I the total amount of Federal expenditures
made with respect to such State or District under sec-
tion 1923 for calendar quarters in fiscal year 1995;
over

"(ii) 9 percent of the total amount of Federal ex-
penditures made to such State or District under title
XI for such calendar quarters.
"(E) ScALA.R FACToR.-The scalar factor under this

subparagraph for fiscal year 1996 is such proportion so
that, when it is applied under subparagraph (Aviii) for the
fiscal year, the total of the outlay allotments under this
paragraph for all the 50 States and the District of Colum-
bia for the fiscal year (not taking into account any increase
or decrease in an outlay allotment for a fiscal year attrib-
utable to the election of an alternative growth formula
under paragraph (4) is equal to the amount by which (i
the pool amount for the fiscal year (as determined under
subsection (b)), exceeds 0ii) the sum of the outlay allot-
ments provided under paragraph (5) for the Common-
wealths and territories for the fiscal year.
"(2) COMPUTATION OF STATE OUTLAY ALLOTMENTS.-

"(A) IN GENERAL.-Subject to the succeeding provisions
of this subsection, the amount of the State outlay allot-
ment under this subsection for each of the 50 States and
the District of Columbia for a fiscal year (beginning with
fiscal year 1997) is equal to the product of-

"(i the needs-based amount determined under
subparagraph (B) for such State or District for the fis-
cal year; and

"(ii) the scalar factor described in subparagraph
(C) for the fiscal year.
"(B) NEEDS-BASED AMOUNT.-The needs-based amount

under this subparagraph for a State or the District of Co-
lumbia for a fiscal year is equal to the product of-

"(i the State's or District's aggregate expenditure
need for the fiscal year (as determined under sub-
section (d); and

"00i the State's or District's Federal medical as-
sistance percentage (as determined under section
2122(c) (without regard to paragraph (3XAXi) thereof))
for the previous fiscal year (or, in the case of fiscal
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year 1997, the Federal medical assistance percentage
determined under section 1905(b) for fiscal year 1996.
"U(C) SCALA r ACTOR.-The scalar factor under this

subparafaph for a fiscal year is such portion so that
when its applied under subpaagah A i or thefisca
year (taldng Into account the floors and ceilings under
paragraph (3)), the total of the outlay allotments under
this subsection for all the 50 States and the District of Co-
lumbia for the fiscal year (not taking into account any In-
crease or decrease in an outlay allotment for a fiscal year
attributable to the election of an alternative growth for-
mula under paragraph (4)) is equal to the amount by
which (I) the pool amount for the fiscal year (as deter-
mined under subsection (b)), exceeds (ii) the sum of the
outlay allotments provided under paragraph (5) for the
Commonwealths and territories for the fiscal year.
"(3 Fwooiw AD CEILINs.-.

"(A) FLOOR.-In no case shall the amount of the State
outlay allotment under paragraph (2) for a fiscal year be
less than the greater of-

"(i) 102 percent of the amount of the State outlay
allotment under thi's subsection for the previous fiscal
year; or

"(01) .21 percent of the pool amount for such fiscal

"MB CEiUNG.-In no case shall the amount of the
State outlay allotment under paragraph (2) for a fiscal
year be greater than the product of-

"(i the State outlay allotment under this sub-
section for the State or the District of Columbia for
the preceding fiscal year; and

"(ii) 125 percent of the national medicaid growth
percentage (as determined under subsection (bX2)) for
the fiscal year involved; or

"(4) ELEcTION OF ALTERNATIVE GROWTH FORMULA.-
"(A) ELEcTioN.-In order to reduce variations in in-

creases or decreases in outlay allotments over time, any of
the 50 States or the District of Columbia may elect (by no-
tice provided to the Secretary by not later than April 1,
1996) to adopt an alternative growth rate formula under
this paragraph for the determination of such State's or
District's outlay allotment in fiscal year 1996 and for the
increase or decrease in the amount of such allotment in
subsequent fiscal years.

"(B) FoRmuLA.-The alternative growth formula under
this paragraph may be an formula under which-

"(I) a portion of the State outlay allotment for fis-
cal year 1996 under paragraph (1) is deferred and ap-
plied to increase the amount of its outlay allotment for
one or more subsequent fiscal years, so long as the
total amount of such Increases for all such subsequent
fiscal years does not exceed the amount of the outlay
allotment deferred from fiscal year 1996; or
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"0ii a portion of the State outlay allotment for one
or more of the 3 fiscal years immediately following fis-
cal year 1996 under paragraph h (2) is applied to in-
crease the amount of its outlay allotment for fiscal
year 1996, so long as the total amount of such increase
does not exceed 25 percent of the amount of the outlay
allotment for fiscalyvear 1996 otherwise determined
under paragraph (1).

"(5) COMMONwEALTHS AND TERIUToRIEs.-The outlay allot-
ment for each of the Commonwealths and territories for a fis-
cal year i's the maximum amount that could have been certified
under section 1108(c) with respect to the Commonwealth or
territory for the fiscal year with respect to title XIX if the na-
tional medicaid growth percntage (as determined under sub-
section (bX2)) for the fiscal year had been substituted (begin-
ning with fiscal year 1997) for the percentage increase referred
to in section 1108(cXl)(B).

"(6) SPECIAL RULE.-
"(A) IN GENERAL.-Notwithstanding the preceding

paragraphs of this subsection, the State outlay allotment

"(i) New Hampshire for each of the fiscal years
1996 through 2000, is $360,000,000; and

"TO i) ouisiana for each of the fiscal years 1996
through 2000, is $2.622 billion.
" (B) CGEPTioN.-A State described in subparagraph

(A) may apply to the Secretary for use of the State outlay
allotment otherwise determined under this subsection for
any fiscal year, if such State notifies the Secretary not
later than March 1 preceding such fiscal year that such
State will be able to expend sufficient State funds in such
fiscal year to qualify for such allotment.

"(d) AGGREGATE ExPENDITURE NEED DETERMINED.-
"(1) IN GENERAL.-For purposes of subsection (c), the ag-

gregate expenditure need for a State or the District of Colum-
bia for a fiscal year is equal to the product of the following 4
factors:

"(A) RESIDENTS IN POVERTY.-The average annual
number of residents in poverty of such State or District
with respect to the fiscal year (as determined under para-

graph (2)).
"(B) CASE mix iNDEx.-The average of the case mix in-

dexes for such State or District (as determined under para-
graph (3)) for the 3 most recent fiscal years for which data
are available.

"(C) INPuT cont INDEx.-The average of the 'input cost
indexes for such State or District (as determined under
paragraph (4) for the 3 most recent fiscal years for which
data are available.

"(D) *NATIONAL AVERAGE SPENDING PER RESIDENT IN
PovERTY.-The national average spending per resident in
poverty (as determined under paragraph (51)).
a(2) RtsIDENm IN Pov~m.-F or purposes of this section:
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"(A) IN GENERAL.-The term 'average annual number
of residents in poverty' means, with respect to a State or
the District of Columbia and a fiscal year, the average an-
nual number of residents in poverty (as defined in sub-
paragraph (B))In such State or District (based on data
made gnerally available by the Bureau of the Census
from thee Current Population Survey) for the most recent
3-c-alendar-year period (ending before the fiscal year) for
which such data are available.

"(B) RESIDENT IN POVERTY DEFINED.-The term 'resi-
dent In poverty' means an Individual described in section
1614(a)(1XBXi) whose family Income does not exceed 100
percent of the poverty line for the year Involved applicable
to a family of the size involved threshold.
"(3) CASE MIX INDEX.-

"(A) IN GENERAL.-For purposes of this subsection, the
case mix Index for a State or the District of Columbia for
a fiscal year is equal to-

"(I) the sum of-
"(I) the per recipient expenditures with re-

spect to elderly indivduals In such State or Dis-
trict for the fiscal -year (determined under sub-
paragraph (B)),

(II) the per recipient expenditures with re-
spect, to the blind and disabled Individuals In such

ý6ýor District for the fiscal year (determined
under subparagraph (C)), and

"VIII the per recipient expenditures with re-
spect to other Individuals In such State or District
(determined under subparagraph (D));

divided b~~
(10) the national average spending per recipient

determined under subparagraph (E) for the fiscal year
involved.
"(B) PER RECIPIENT EXPENDITURES FOR THE ELDERLY.-

For purposes of subparagraph (A)(IXi), the per recipient
expenditures with respect to elderly individuals In a State
or the District of Columbia for a fiscal year is equal to the
product of-

"(I) the national average r recipient expendii-
tures under this title in the 50 Cates and the District
of Columbia for the most recent fiscal year for which
data are available for individuals who have attained
retirement age; and

"(11) the proportion, of all individuals who received
medical assistance under this title in such State or
District in the most recent fiscal year referred to in
clause (I), that were individuals described in such
clause.
"(C) PER RECIPIENT EXPENDITURES FOR THE BLIND AND

DISABLED.-For purposes of subparagraph (AiXII), the per
recipient expenditures with respect to blind and disabledd
indiv-idual in a State or the District of Columbia for a fis-
cal year is equal to the product of-



322

"(I) the national average per recipient expendi-
tures under this title in the -50 States and the District
of Columbia for the most recent. fiscal year for which
data are available for individuals who are eligible for
medical assistance because such individuals are blind
or disabled and under retirement age; and

"01I) the proportion, of all indivduals who received
medical assistance under this title In such State or
District in the most recent fiscal year referred to in
clause (1), that were individuals described in such
clause.
"(D) PER RECIPIENT EXPENDITURES FOR OTHER INDJVID-

TJALS.-For purposes of subparagraph (AiXIII), the per re-
cipient expenditures with respect to other Individuals in a
State or the district of Columbia for a fiscal year is equal
to the product of-

"(I) the national average per recipient expendi-
tures under this title in the 50 States and the District
of Columbia for the most recent fiscal year for which
data are available for individuals who are not de-
scribed in subparagraph (BXi) or (CXI); and

"(ii) the proportion, of all individuals who received
medical assistance under this title in such State or
District in the most recent fiscal year referred to in
clause (I), that were individuals described in such
clause.
"(E NATIONAL AVERAGE SPENDING PER RECIPIENT.-

For purposes of this paragraph the national average ex-
penditures per recipient for a liscal year is equal to the
sum of-

"(I) the product of (1) the national average d6-
scribed in Subparagraph (BXi), and (11) the proportion,
of all individuals who received medical assistance
under this title in any of the 50 States or the District
of Columbia in the fiscal year referred to in such sub-
paragraph, who are described in such subparagraph;

'(ii) the product of (1) the national average de-
scribed in subparagraph (CXI), and (11) the proportion,
of all individuals who received medical assistance
under this title in any of the 50 States or the District
of Columbia in the fiscal year referred to in such sub-
paragraph, who are described in such subparagraph;
and

"(iii*) the product of (1) the national average de-
scribed in subparagraph (DXI), and (11) the proportion,
of all individuals- who received medical assistance
under this title in any of the 50 States or the District
of Columbia in the fiscal yar referred to in such sub-
pjaragiraph, who are described in such subparagraph.
(F) DETERMINATION OF NATIONAL AVERAGES AND PRO-

PORTIONS.-
"(I) IN GENEIIAL.-The national averages per recip-

ient and the proportions referred to in clauses (I) and
(ii), respectively, of subparagraphs (B), (C), and (D)
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and subparagraph (E shall be determined by the Sec-
retaxry using the most recent data available.

(TO USE OF MEIAI DATA.-If for a fiscal year
there Is Inadequate data to compute such averages
and proportions based on expenditures and numbers of
individuals receiving medical assistance under this
title, the Secretary may compute such averages based
on expenditures and numbers of such individuals
under title XIX for the most recent fiscal year for
which data are available and, for this purpose-

"(I any reference In su~bparaaph (BXi) to
'Individuals who have attained retirement age' Is
deemed a reference to 'Individuals whose eligi-
bility for medical assistance Is based on having at-
tained retirement age';

"(1I) the reference In subparagraph (C)() to
'and under retirement age' shall be considered to
be deleted; and

"(111) individuals whose basis for eligibility for
medical assistance was reported as unknown shall
not be counted as individuals under subparagraph
(DXi).
"(III) ExPENDITuRE DEFINED.-For purposes of this

paragraph, the term 'expenditure' means expenditures
ormeil assistance under the medicaid plan, other

than medical assistance attributable to disproportion-
ate share payment adjustments described In section
2111(bX7) (or section 1923, in the case of fiscal year
1995).

"(4) INPuT coST INDEX-
"(A) IN GENERAL.-For purposes of this section,, the

input cost index for a State or the District of Columbia for
a fiscal year Is the sum of'-

"(i) 0. 15; and
"(11) 0.85 multiplied bV the ratio of (I) the annual

average wages for hospital employees in such State or
District for the fiscal year (as determined under sub-
p arapaph (B)), to (I1) the annual average wages for
hospital employees in the 50 States and the District of

Columbia for such year (as determined under such
subparagraph).
"(B DETEMINATION OF ANNUAL AVERAGE WAGES OF

HOSPITAL EMLoyEES.-The Secretary shall provide for the
determination of annual average wages for hospital em-
ployees In a State or the District of Columbia and, collec-
tively, in the 50 States and the District of Columbia for a
fiscalyear based on the area wage data applicable to hos-
pitals under 1886(d)(2)(E) (or, if such data no longer exists,
comparable data of hospital wages) for the fiscal year in-
volve-d.
"(5) NATIONAL AVERAGE SPENDING PER RESIDENT IN POV-

ERTY.-For purposes of this subsection, the national average
spending per resident in poverty-

"()for fiscal year 1997 is equal to-
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"(i the sum (for each of the 50 States and the Dis-_
trict of Columbia) of the total of the Federal and State
=expenditures under title XIX for medical assistance for

caendar quarters in fiscal year 1995 (other than such
expenditures under section 1923), increased by the
g ercentage specified in subsection (cX1XAXii), divided

"yi"0 the average of the sum of the number of resi-
dents in poverty (as defined in paragraph (2XA)) for
all of the 50 States and the District of Columbia for
the 3 most recent fiscal years for which data are avail-
able, and increased by

"(Off) the national medicaid growth percentage (as
defined in subsection (bX2)) for fiscal year 1997;
"(B for a succeeding fiscal year is equal to the na-

tional average spending per resident in poverty under this
paragraph for te preceding fiscal year increased by the
national medicai~dgrowth percentage (as so defined) for the
fiscal year involved

"(e) PUBLICATION OF OBLIGATION AND OUTLAY ALLOTMENTs.-
"(1)NOTICE OF PRELnIMNARY ALLoTMENs.-Not later than

April 1 before the beginning of each fiscal year (beginning with
fiscal year 1997), the Secretary shall initially compute and
publish in the Federal Register notice of the proposed obliga-
tion and outlay allotments for each State andl the District of
Columbia under this section (not taking into account sub-
section (aX2XB)) for the fiscal year. The Secretary shall include
in the notice a description of the methodology and data used
in deriving such allotments for the year.

"(2) REVIEW BY GAo.-The Comptroller General shall sub-
mit to Congress by not later than May 15 of each such fiscal
year, a report analyzing such allotments and the extent to
which such allotments comply with the precise requirements of
this section.

"(3) NOTICE OF FINAL ALLOTmENTS.-Not later than July 1
before the beginning of each such fiscal year, the Secretary,
taking into consideration the analysis contained in the report
of the Comptroller General under paragraph (2), shall commute
and publish in the Federal Register notice of the final ial-ot-
ments under this section (both taking into account and not tak-
ing into account subsection (aX2XB)) for the fiscal year. The
Secretary shall include in the notice a description of any
changes in such allotments from the initial allotments pub-
lished under paragraph (1) for the fiscal year and the reasons
for such changes. Once published under this paragraph, the
Secretary is not authorized to change such allotments.

"(4) GAO REPORT ON FINAL ALLOTmENS.-The Comptroller
General shall submit to Congress by not later than August 1
of each such fiscal year, a report analyzing the final allotments
under paragraph (3) and the extent to which such allotments
comply with the precise requirements of this section.

"SEC. 2122. PAYMENTS TO STATES.
"(a) AMOUNT OF PAYMENT.-From the allotment of a State

under section 2121 for a fiscal year, subject to the succeeding provi-
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sions of' this title, the Secretary shall pay to each State which has
a medicaid plan approved under part E, for each quarter in the fis-
cal year-

"U(1 an amount equal to the Federal medical assistance
percentage (as defined in subsection (c)) of the total amount ex-
pended during such quarter as medical assistance under the

42)anamount equal to the Federal medical assistance
percentage of the total amount expended during such quarter
for medically-related services (as defined in section 2112(d)(2));

"ls"(3) an amount equal to-
"(A) 90 percent of the amounts expended during such

quarter for the design, development, and installation of in-
formation systems and for providing incentives to promote
the enforcement of medical support orders, plus

"U(B) 75 percent of the amounts expended during such
quarter for medical personnel, administrative support of
medical personnel, operation and maintenance of iniforma-
tion systems, modification of Information systems, quality
assurance activities, utilization review, medical and peer
review, anti-fraud activities, independent evaluations, co-
ordination of benefits, and meeting reporting requirements
under this title, plus

"(C) 50 percent of so much of the remainder of the
amounts expended during such quarter as are expended by
the State in the administration of the State plan.

"(b) PAYmENT PROCEss.-
"(1)QuARTERLY EsTMATEs.-Prior to the beginning of each

quarter, the Secretary shall estimate the amount to which a
tate will bet entitled under subsection (a) for such quarter,

such estimates to be based on (A) a report filed by the State
containing its estimate of the total sum to be expended in such
quarter 'in accordance with the provisions of such subsections,
and stating the amount appropriated or made available by the
State and its political subdivisions for such expenditures in
such quarter, and if such amount is less than the State's pro-
portionate share of the total sum of such estimated expendi-
tures, the source or sources from which the difference is ex-
pected to be derived, and (B) such other investigation as the
Secretary may find necessary.

"(2) PAYPNT.-
"(A) IN GENERAL.-The Secretary shall then pay to the

State, in such installments as the Secretary may deter-
mine and in accordance with section 6503(a) of title 31,
United States Code, the amount so estimated, reduced or
increased to the extent of any overpayment or
underpayment which the Secretar determines was made
under this section (or section 1903) to such State for any
prior quarter and with respect to which adjustment has
not already been made under this subsection (or under sec-
tion 1903(d)).

"(B) TREATMENT As ovERPAYMENTs.-Expenditures for
which payments were made to the State under subsection
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(a) shall be treated as an overpayment to the extent that
the State or local agency administering such plan has been
reimbursed for suc expenditures by a third pat pursu-
ant to the provisions of its plan in compliance sih ection
2135.

"(C RECOVERY OF OVERPAYMENTs.-For purposes of
this subsection, when an overpayment is discovered, which
was made by a State to a person or other entity, the State
shall have a period of 60 days in which to recover or at-
tempt to recover such overpayment before adjustment is
made in the Federal payment to such State on account of
such overpayment. Except as otherwise provided in sub-
paragraph (D), the adjustment in the Federal payment
shall be made at the end of the 60 days, whether or not
recovery was made.

"(D No ADJUSTMENT FOR uNcoLL~crABLEs.-In any
case where the State is unable to recover a debt which rep-
resents an overpayment (or any portion thereof) made to
a person or other entity on account of such debt having
been discharged in bankru tcy or otherwise being un-
collectable, no a~ ustment sallb aei h Federal
payment to such State on account of such overpayment (or
portion thereof).
a(3) FEDERAL SHARE OF RECOVERIs.-The pro rata share

to which the United States is equitably entitled, as determined
by the Secretary, of the net amount recovered during any quar-
t~er by the State or any political subdivision thereof with re-
spect to medical assistance furnished under the State plan

salbe considered an overpayment to be adjusted under this
subsection.

"(4) TimmN OF OBLIGATION OF FuNDs.-Upon the making
of any estimate by the Secretary under this subsection, any ap-
propriations available for payments under this section shall be
deemed obligated.

"(5) DISALOWANCEs.-In any case in which the Secretary
estimates that there has been an overpayment under this sec-
tion to a State on the basis of a claim by such State that has
been disallowed by the Secretary under section 1116(d), and
such State disputes such disallowance, the amount of the Fed-
eral payment in controversy shall, at the option of the State,
be retained by such State or recovered by the Secretary pend-
ing a final determination with respect to such payment
amount. If such final determination is to the effect that any
amount was properly disallowed, and the State chose to retain

pyent of the amount in controversy, the Secretary shall off-
set, from any subsequent payments made to such State under
this title, an amount equal to the proper amount of the dis-
allowance plus interest on such amount disallowed for the pe-
riod beginning on the date such amount was disallowed and
ending on the date of such final determination at a rate (deter-
mined by the Secretary) based on the average of the bond
equivalent of the weekly 90-day treasury bill auction rates dur-
ing such period.
"(C) FEDERAL MEDICAL ASSISTANCE PERCENTAGE DEFINED.-
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"(1)INr GENERAL.-For purposes of this section, except as
provided in subsection (0, theFed-eral medical assistance per-
centage,, with respect to each of the 50 States or the District
of Columbia, is 100 percent less the State percentage.

"(2) STATE PERCENTAGE.-
"(A) IN GENERAL.-Except as provided in subpara-

graph (B), the State percentage is that percentage which
bears the same ratio to 45 percent as the square of the per
capita Income of such State bears to the square of the per
capita income of the continental United States (including
Alaska) and Hawaii.

"(B ExcEP'rIoN.-For purposes of this title only, for
Alaska, the State percentage is that percentage which
bears the same ratio to 45 percent as the square of the ad-
justed per capita income of such State bears to the square
of the per capita income of the continental United States.
For purposes of the preceding sentence, the adjusted per
capita income for Alaska shall be determined by dividing
the State's most recent 3-year average per capita by the
input cost index for such State (as determined in section
2121(dX4)).
"(3 LIMITATION ON RANGE.-In no case shall the Federal

medical assistance percentage be-
"(A) less than-

"(i) 60 percent, or
"(ii) 50 percent, in the case of any other provision

of law other than this title; or
"(B) more than 83 percent.

"(4) PROMULGATION.-The Federal medical assistance per-
centage for any State shall be determined and promulgated in
accordance with the provisions of section 1101(aX8XB).
"(d) PROVIDER-RELATED DONATIONS AND) HEALTH C~ARE RELAT-

ED TAxEs.-
"(1 GENERAL LIMITATIONS.-

"(A) REDUCTION IN MEDICAL ASSISTANCE EXPENDI-
TLJREs.-Notwithstanding the previous provisions of this
section, for purposes of determining the amount to be paid
to a State (as defined in paragraph (5)(D)) under thi's sec-
tion for quarters in any fiscal year, the total amount ex-
pended during such fiscal year as medical assistance under
the medicaid plan (as determined without regard to this
subsection) shall be reduced by the sum of any revenues
received by the State (or by a unit of local government in
the State) during the fiscal year-

"(I) from provider-related donations (as defined in
paragraph (2)(A)), other than-

"(I) bona fide provider-related donations (as
defined in paragraph (2XB)), and

"(WI donations described in paragraph (2)(C);
"(ii) from health care related taxes (as defined in

paragraph (3XA)), other than broad-based health care
related taxes (as defined in paragraph (3XB)); or
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"(Ill) from a broad-based health care related tax, if
there Is in effect a hold harmless provision (described
ink paragraph (4)) with respect to the tax."(B) REDUCTION IN ADMINISTRATIVE EXPENDITUES.-

Notwithstanding the previous provisions of this section, for
purposes of determining the amount to be paid to a State
under this section fojr al quarters In a Federal fiscal year
(beginning wth fiscal year 1996), the total amount ex-
pended during the fiscal year for administrative expendi-
tures under the medicaid plan (as determined without re-
gard to this subsection) shal be reduced by the sum of any
revenues received by the State (or by a unit of local gov-
ernment in the State) during such quarters from donations
described in paragraph (2XC), to the extent the amount of
such donations exceeds 10 percent of the amounts ex-
pended under the medicaid planý approved under this title
d rng the fiscal year for purposes described in subsection
WU3)
"(2) PROVIDER-RELATED DONATIONS.-

"(A) IN GENERAL.-For purposes of this subsection, the
term 'provider-related donation' means any donation or
other voluntary payment (whether in cash or in kind)
made (directly or indirectly) to a State or unit of local gov-

"()ahealth care provider (as defined in para-
graph (5XB));

"00i an entity related to a health care provider (as
defined in paragraph (5)(C)); or

"(III) an entity providing goods or services under
the State plan for which payment is made to the State
under subsection (a)(3).
"(B BONA FIDE PROVID)ER-RELATED DoNATioNs.-For

purposes of paragraph (1)(AXiXI), the term 'bona fide pro-
vider-relateci donation' means a provider-related donation
that has no direct or indirect relationship (as determined
by theb Secretary) to payments made under this title to
tat provider, to providers furnishing the same class of

items and services as that provider, or to any related en-
tity, as established by the State to the satisfaction of the
Secretary. The Secretary may by reguation specify types
of provider-related donations described in the previous
sentence that will be considered to be bona fide provider-
related donations.

"(C) DONATIONS DESCRIBED.-For purposes of para-
graph (1XAXi)(ID, donations described in this subpara-
graph are funds expended by hospital, clinic, or similar
entity for the direct cost (including costs of training and of
preparing and distributing outreach materials) of State or
local agency personnel who are stationed at the hospital,
clinic, or entity to determine the eligibility of individuals
for medical assistance under a medi9cadyplan approved
under this title and to provide outreach services to eligible
or potentially eligible individuals.
"(3) HEALTH CARE RELATED TAXES.-



329

"4(A) IN GENERAL.-For purposes of this subsection, the
term 'health care related tax' means a tax (as defined in
paragraph (5XF)) that-

"(I) Is related to health care items or services, or
to the provision of, the authority to provide, or pay-
ment for, such items or services; or

"00i is not limited to such items or services but
provides for treatment of individuals or entities that
are providing or paying for such items or services that
is different from the treatment provided to other indi-
viduals or entities.

In a applying clause (I), a tax is considered to relate to
health care items or service if at least 85 preto h
burden of such tax falls on health care providers.

"(B) BROAD-BASED HEALTH CARE RELATED TAX.-For
purposes of this subsection, the term 'broad-based health
care related tax' means a health care related tax which is
imposed with respect to a class of health care items or
services (as described in paragraph (5XA)) or with respect
to providers of such items or services and which, except as
provided in subparagraphs (D) and (E)--

"(I) Is imposed at least with respect to all items or
services in the class furnished by all non-Federal,
nonpublic providers in the State (or, in the case of a
tax 'imposed by a unit of local government, the area
over which the unit has jurisdiction) or is imposed
with respect to all non-Federal, nonpublic providers in
the class; and

"(Ii) is imposed uniformly (in accordance with sub-
pagraph (C)).

~(C)U NIFORM IMPOSITION OF TAX.-
"(I) IN GENERAIL.--SUbject to clause (ii), for pur-

poses of subparagaph (BXii), a tax is considered to be
imposed uniozformlyif

"4(I) in the case of a tax consisting of a licens-
ing fee or similar tax on a class of health care
items or services (or providers of such items or
services), the amount of the tax imposed is the
same for every p rovider providing items or serv-
ices within the class;

"(11) in the case of a tax consisting of a licens-
ing fee or similar tax imposed on a class of health
care items or services (or providers of such serv-
ices) on the basis of the number of beds (licensed
or otherwise) of the provider, or the number of pa-
tient days or other unit of service, the amount of
the tax is the same for each bed, or each unit of
service, of each provider of such items or services
in the class;

"VIII) in the case of a tax based on revenues
or receipts with respect to a class of items or serv-
ices (or providers of 'Items or services) the tax is
imposed at a uniform rate for all items and serv-
ices (or providers of such items of services) in the
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class on all the gross revenues or receipts, or net
operating revenues, relating to the provision of all
such items or services (or all such providers) In
the Stat. (or, In the case of a tax impose by a
unit of local government within the State, in the
area over which the unit has Jurisdiction); or

"(MV in the caue of any other tax, the State
establishes to the satisfaction of the Secretary
that the tax is imposed uniformly.
"00i DETERMINATION OF NONUNIFORMITY.-Subject

to subparagraphs (D) and (E), a tax imposed with re-
spect to a class of health care Items and services Is not
considered to be imposed uniformly if the tax provides
for any credits, exclusions, or deductions which have
as theyupuose or effect the return to providers of all
or a portion of the tax paid in a manner that is incon-
sistent with subclauses (I) and (HI) of subparagraph
(E)(ll) or provides for a hold harmless provisions
scribed in paragraph (4). -
"(D) EXCEPTIONS To NONuNIFORmmT DETERMINA-

TioNs.-A tax imposed with respect to a class of health
care items and services is considered to be imposed uni-

formly"(I) notwithstanding that the tax is not imposed
with respect to items or services (or the providers
thereof) or which payment Is made under a medicaid
plan a approved under this title or title XVIII; or

"(11) In the case of a tax described In subparagraph
(C)(iXIII), notwithstanding that the tax provides for
exclusion (in whole or in part) of revenues or receipts
from a medicaid plan approved under this title or title
XVIII.
"(E WAIVER APPLICATION FOR TREATMENTS AS BROAD-

BASED TAX.-
"(I) IN GENERAL.-A State may submit an applica-

tion to the Secretary requesting that the Secretary
treat a tax as a broad-based health ceav~ related tax
notwithstanding that the tax does not a apply to all
health care items or services in class (or all providers
of such items and services), provides for a credit, de-
duction, or exclusion, is not applied uniformly, or oth-
erwise does not meet the requirements of subpara-
graph (B) or (C). Permissible waivers may include ex-
emptions for rural or sole-community providers.

"¶1f) WAIVER APPROVAL REQtJiREMENTS.-The Sec-
retary shall approve such an application if the State
establishes to the satisfaction of the Secretary that-

"(I the net impact of the tax and associated
expenditures under the medicaid plan approved
under this title as proposed by the State is gen-
eralli redistributive in nature; and

(HI) the amount of the tax is not directly cor-
related to payments under such plan for items or
services with respect to which the tax is imposed.
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"(110) DETEMINATO OF REDISTIBUIV NA-
TLR.-In determining whether a tax for which a

waiver is sought is generally redistributive in nature,
the Secretary shall, if requested by the State-

"U(I compare the tax to a tax that meets any
of the uniformity requirements of subparagraphs,
(C) or (D); and

"(II) consider in the aggregate all classes (or
providers) of health care items or services that are
subject to the same tax.
"(iv TERM OF wAmvR.-A tax for which the Sec-

retary has approved an application for waiver shall
not be subject to the requirements of a further waiver
application solely because a change in the rate of tan~.
"(F) TREATMENT OF MANAGED CARE PREMIUMS.-No tax

on the payment or receipt of premiums or similar periodic
payments to health maintenance organizations or health
care insurers shall be treated as a health care related tax
unless and until the Secretary, after consultation with the
States pursuant to section 5(c) of the Medicaid Voluntary
Contribution and Provider-Specific Tax Amendments of
1991, adopts a final regulation specifically subjecting such
taxes, or any of such taxes, to the provisions of this sub-
section.
"(4) HOLD HARMLESS DETERMINATION.-For purposes of

paragraph (1)(AXiii), there is in effect a hold harmless provi-
sion with respect to a broad-based health care related tax im-
posed with respect to a class of items or services if the Sec-
retary determines that any of the following applies:

"(A) The State or other unit of government imposing
the tax provides (directly or indirectly) for a payment
(other than under a medicaid plan approved under this
title) to tax payers and the amount of such payment is posi-
tively correlated either to the amount of such tax or to the
difference between the amount of the tax and the amount
of payment under the medicaid plan.

"(B) All or any portion of the payment made under
this title to the taxpayer vanes based only upon the
amount of the total tax paid.

"."(C) The State or other wait of government imposing
the tax provides (directly or indirectly) for any payment,
offset, or waiver that guarantees to hold taxpayers harm-
less for any portion of the costs of the tax.

Notwithstanding the provisions of this paagraph, no hold
harmless shall be found to be in effect with respect to a tax
enacted or extended prior to October 1, 1995, because of the ex-
istence in the State of a program of financial aid or of tax cred-
its for recipients of health care items or services from providers
that are subject to an otherwise valid health care related tax.

"(5) DEFIITONS AND SPECIAL RULES.-For purposes of this
subsection:

"(A) CLASSES OF HEALTH CARE ITEMS AND SERVICES.-
Each of the following shall be considered a separate t6lass
of health care items and services:

IAL. I
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"(I) Inpatient hospital services.
"(ii) Outpatient hospital services.
"(111) Nursing facility services (other than services

of intermediate care facilities for the mentally re-
tarded).

"(iv) Services of intermediate care facilities for the
mentalyretarded.

"(v) Physicians' services.
"(vi) Home health care services.
"(vii) Outpatient prescription drugs.
"(viii) Servces of health maintenance organiza-

tions (and other organizations with contracts under
section 2114) not otherwse subject to a tax described
in this subsection.

"(ix) Such other classification of health care items
and services consistent with this subparagraph as the
Secretary may establish by regulation.
"(B) HEALTH CARE PROVIDER.-The term 'health care

provider' means an Individual or person that receives pay-
ments for the provision of health care items or services.

"(C) RELATED ENTITES.-An entity is considered to be
'related' to a health care provider if the entity-

"(I) is an organization, association, corpration or
partnership formed by or on behalf of health care pro-
viders;

"(ii) Is a person with an ownership or control in-
terest, (as defined In section 11240(a3))In the pro-
vider;

"(III) is the employee, spouse, parent, child, or sib-
ling of the provider (or of a person described in clause
00i); or

"(iv) has a similar, close relationship (as defined
in regulations) to the provider.
"(D) STATE.-The term 'State' means only the 50

States and the District of Columbia.
"ME STATE FiscAL YEAR.-The 'State fiscal year'

means, with respect to a specified year, a State fiscal year
ending in that specified year.

"(F TAx.-The term 'tax' includes any licensing fee,
assessment, or other mandatory payment, but does not in-
dlude any fee or charge associated with a State regulatory,
authorizing financial assistance, or other program in
which healh care providers are eligible to participate, or
pay-ment of a criminal or civil fine or penalty (other than
a fine or penalty imposed in lieu of or instead of a fee, as-
sessment or other mandatory payment).

"(G) tJNJT OF LOCAL GOVERMENT.-The term 'unit of
local government' means, with respect to a State, a city
county, special purpose district, or other governmental
unit in the State.
"(6) CzRTAwN IMOSrITIONF HEALTH CARE RELATED TAXES

P rOHBTD.-No payment may be made to a State under this
section with respect to State expenditures attributable to
health care related taxes or broadf-based health care related
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taxes imposed on hospitals. described in section 501(cX3) of the
Internal Revenue Code of 1986 which do not accept reimburse-
ment under a medicaid plan.
"(e) TREATMENT OF STATE EXýENDITUEs.

"(1 IN GENERAL.-No payment may be made to a State
under this section unless such State provides not less than 40
percent of the non-Federal share of the expenditures under the
medai dIplan.

"(2) TREATMENT OF CERTAIN EXPENDITUREs.-In determnin-
ing State expenditures under this section:

"(A) TRANSFERS FROM OTHER STATE AND LOCAL PRO-
GRAMS.--Such expenditures shall not Include funding sup-
planted bjr transfers from other State and local programs.

"(B) EXCLUSION OF FEDERAL AMOUNTS.--Such expendi-
tures shall not include amounts made available by the
Federal Government and any State funds which are used
to match Federal funds or are expeanded as a condition of
receiving Federal funds under Federal programs other
than under this title.

"(f) SPECIAL RULEs.-For purposes of this title:
"(1)COMMONwE&ALTHS AND TERRIORIs.-In the case of

Puerto Rico the -Virgin Islands, Guam, the Northern Mariana
Islands, and American Samoa, the Federal medical assistance
percentages are 50 percent.

"(2) INDIN HEALTH- PRoGRAMS.-The Federal medical as-
sistance percentages shall be 100 percent with respect to the
amounts expended as medical assistance for services which are

" "Mved t~he Indian Health Service;
"(B) an Indian health program operated by an Indian

tribe or tribal organization pursuant to a contract, grant,
cooperative agreement, or compact with the Indian Hlealth
Service under authority of the Indian Self-Determination
Act (25 U.S.C. 450 et seq.); or

"(C) an urban Indian health program operated by an
urban Indian organization pursuant to a grant or contract
with the Indian Health Service under authority of title V
of the Indian Health Care Improvement Act (25 U.S.C.
1601 et seq.).
"(3) No STATE MATCHING REQUIRED FOR CERTAIN EXPENDI-

TURES.-In applying subsection (a)(1) with respect to medical
assistance provided to unlawful aliens pursuant to the excep-
tion specified in section 2123(f)(2), payment shall be made for
the amount of such assistance without regard to any need for
a State match.

"(4) SPECIAL RULE.-
"(A) IN GENERAL.-Notwithstanding subsection (a), in

order to receive the full State outlay allotment described
in section 2121(cX6), a State shall expend State funds in
a fiscal year under a medicaid plan approved under this
title in an amount not less than the adjusted base year
State expenditures, plus an applicable percentage of the
difference between such expenditures and the amount nec-
essary to qualify for the full State outlay allotment so de-
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scribed In such fiscal year as determined under this sec-
tion without regard to this paragraph.

"(B) REDUCTION IN ALLOTMENT IF EX(PENDITURE LIMIT
NOT MET.-In the event a State fails to expend State funds
In an amount required by subparagraph (A) for a fiscal
year, the outlay allotment described in section 2121(cX6)
for such year shall be reduced by an amount which bears
the same ratio to such outlay allotment as the State funds
expended In such fiscal year bears to the amount required
by subparagraph (A).

"(1) ADJUSTED BASE YEAR STATE EXPENDITURES.-For
purposes of this paragraph, the term 'adjusted base year
State expenditures' means-

"(I) for New Hampshire, $203,000,000; and
"00i for Louisiana, $355,o000,000.

"(D) APPLICABLE PERCENTAGE.-For purposes of this
paragraph, the applicable percentage for any fiscal year is
specified In the following table:

Applicable
"FiwWear.Percenta~o

1997 ............................ 40
1998 .......................................................................... 60
1999 .......................................................................... 80
2000.......................................................................... 100.
"(g) AUTHORITY To USE PORTION OF PAYMENT FOR OTHER PUR-

POSES.-
"(1 IN GENERAL.-A State may use not more than 30 per-

cent of the amount of the grant made to the State under this
section for a fiscal year to carry out a State program pursuant
to a waiver granted under section 1115 which may include
waivers of any or all of the following provisions of law:

"(A) Part A of title IV.
"(B) Title V.
"(C) Title XVI.
"(D) Title XVIII.
"(E) Title XX.
"(F) The Food Stamp Act of 1977.

"(2) SUFFICIENT FUNDING DETERMINATION.-Prior to using
any amounts received from a payment under this title for a fis-
cal year to carry out a State program pursuant to any or all
of the provisions of law described In paragraph (1), the appro-
priate State agency shall make a determination that suffic-ient
amounts will remain available for such fiscal year to carry out
the medicaid plan approved under this title.

"(3) APPLICABLE RULES.-Any amounti~aid to the State
under this title that is used to carr out a Stte program pur-
suant to a provision of law specified in paragraph (1) shall not
be subject to the requirements of this title, but shall be subject
to the requirements that apply to Federal funds provided di-
rectlyi under the provision of law to carry out the program.

"(4) EXPEDITED WAIVER PRocEss.-Notwithstanding any
other provision of law, the Secretary shall approve or dis-
approve a waiver described in paragraph (1) and submitted
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under section 1115 not later than 90 days after the date the
completed application is received. Any application for such a
waiver which is not approved or disapproved within such 90-
day period shall be deemed approved.

"(5) SECRwrARIAL ENCOURAGEMENT OF wAmVRs.-The Sec-
retary shall encourage States to operate a waiver described in
paragraph (1) and to evaluate, using random sampling and
other characteristics of accepted scientific evaluations, the re-
sult or effect of such waiver.

"SEC. 2123. LIMITATION ON USE OF FUNDS; DISALLOWANCE.
"(a) IN GENERAL.-Funds provided to a State under this title

shall only be used to carry out the purposes of this title.
"(b) DIsALLowANCEs FOR EXCLUDED PROVIDERS.-

"(1) IN GENERAL.-No p ayment shall be made to a State
under this part for expenditures for items and services fur-
nished-

"(A) by a provider who was excluded from participa-
tion under title V, XVIII, or XX or under this title" pursu-
ant to section 1128, 1128A. 1156, or 1842(jX2); or

"(B under the medical direction or on the prescription
of a physician who was so excluded, if the provider of the
services knew or had reason to know of the exclusion.
"(2) EXCEPTION FOR EMERGENCY sERvicEs.-Paragraph (1)

shall not apply to emergency items or services, not including
hospital emergency room services.
"(c) LIMITATioN.-No Federal financial assistance is available

for expenditures under the medicaid plan for medically-related
services for a quarter to the extent such expenditures exceed 5 per-
cent of the total expenditures under the plan for the quarter.

"(d) TREATMENT OF THIRD PARTY LiABILITY.-NO payment shall
be made to a State under this part for expenditures for medical as-
sistance provided for an individual under its medicaid plan to the
extent that a private insurer (as defined by the Secretary by regu-
lation and including a Cup elhpa a eined i ,n section
607(1) of the Employee tirement Income Security Act of 1974),
a service benefit plan, and a health maintenance organization)
would have been obligated to provide such assistance but for a pro-
vision of its insurance contract which has the effect of limiting or
excluding such obligation because the individual is eligible for or
is provided medical assistance under the plan.

"(e) MEDICAID AS SECONDARY PAYER.-Except as otherwise pro-
vided by law, no payment shall be made to a State under this part
for expenditures for medical assistance provided for an individual
under its medicaid plan to the extent that payment has been made
or can reasonably be expected to be made promptly (as determined
in accordance with regulations) under any other federally operated
or financed health care program as identified by the Secretary. For
purposes of this subsection, rules similar to the rules for overpay-
ments under section 2 122(b) shall apply.

"(f) LIMTATION ON PAYMENTS To EMERGENCY SERVICES FOR
NoNLAwF'uL ALIENS.-

"(1 IN GENERAL.-Notwithstanding the precedingro-
sions of this section, except as provided in paragraph (2), no
payment shall be made to a State under this part for medical
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assistance furnished to an alien who is not lawfully admitted
for permanent residence or otherwise permanently residing In
the United States under color of law.

"(2) ExcEPTION FOR EMERGENCY SERVICES.-Payment may
be made under this section for care and services that are fur-
nished to an alien described in paragraph (1) only if-

"(A) such care and services are necessary for the treat-
ment of an emergency medical condition of the alien;

"(B such alien otherwise meets the eligibility require-
ments for medical assistance under the medicaid plan
(other than a requirement of the receipt of aid or assist-
ance under title IV, supplemental security income benefits
under title XVI, or a State supplementary payment); and

"(C) such care and services are not related to an organ
transplant procedure. C O E~.Frpr

poses of this subsection, the term 'emergency medical condi-
tion' means a medical condition (including emergency labor
and delivery) manifesting itself by acute symptoms of sufficient
severity (including severe pain) such that the absence of imme-
diate medical attention could reasonably be expected to result
in-

"(A) placing the patient's health in serious jeopardy;
"(B serious Impairment to bodily functions; or
"(C) serious dysfunction of any bodily organ or part.

"(g) LIMITATION ON PAYMENT FOR ABORTIONS.-
"(1) IN GENERAL.-No payment shall be made to a State

under this part for any amount expended under the medicaid
plan to pay for any abortion or to assist in the purchase, In
whole or in part, of health benefit coverage that Includes cov-
erage of abortion.

"(2) ExcEI'TioN.-Paragraph (1) shall not apply to an abor-
tion-

"(A) if the pregnancy is the result of an act of rape or
incest; or

"(B in the case where a woman suffers from a phys-
ical disorder, illness, or in~jury that would, as certified by
a physician, place the woman in danger of death unless an
abortion is performed.

"(h) TREATMENT OF ASSISTED SUICIDE.-
"(1) PROHIBITION OF PAYmENT.-No payment shall be made

to a State under this part for amounts expended under the
medicaid plan to pay for, or to assist in the purchase, in whole
or in part, of health benefit coverage that includes payment for
any drug, biologi cal product, or service which was furnished for
the purpose of causing, or assisting in causing, the death, sui-
cide, euthanasia, or mercy killing of a person.

"(2) No REQUIREMENT THAT HEALTH CARE PROVIDERS IN-
FORM PATIENTS CONCERNING ASSISTED SUICIDE.-No State may
require under its medicaid plan that a health care provider or
employee of a health care provider be required to inform or
counsel a patient regarding assisted suicide, euthanasia, mercy
killing, or other services which purposefully causes the death
of a person.
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"(I) UNAUTHORIZED USE opFFUNDs.-No payment shall be made
to a State under this part with respect to State expenditures--

"(1) to purchase or Improve land or construct or remodel
buildings;

"(2) to pay basic room and board costs, except when pro-
vided as part of a temporary, respite care service in a facility
approved by the State which is not a private residence;

"(3) to provide educational services which the State makes
generally available to its residents without cost and without re-
gard to income; or

"(4) to provide vocational rehabilitation or other employ-
ment training and related services which are available to eligi-
ble individuals through other Federal, State or local programs
and funding sources.

"SEC. 2124. GRANT PROGRAM FOR COMMUNITY HEALTH CENTERS
AND RURAL HEALTH CLERICS.

"(a) IN GENERAL.-From the pool amount determined under
section 2121(bXl) for a fiscal year, the Secretary shall set aside an
amount equal to -1 percent of such amount.

"(b) USE OF FuNDs.-Fifty percent of the amount set aside by
the Secretary under subsection (a) shall only be used for grants for
primary and preventive health care services provided at rural
health clinics (as defined in section 1861(aa)(2)) and 50 percent of
such amount shall only be used for grants for such services pro-
vided at Federally-qualiflied health centers (as defined in section
186 1(aa)(4)).

"(c) GRANT AMouNTs.-The Secretary shall provide the meth-
odology for determining the amount of each grant made under sub-
section (b).

"PART D-PRoGRAM INTEGRITY AND) QUALITY

"SEC. 2131. USE OF AUDITS TO ACHIEVE FISCAL INTEGRITYf.
"(a) FINANcIAL AuDrrs oF PROGRAM.-

"(1 IN GENERAL.-Each medicaid plan shall provide for an
annual audit of the State's expenditures from amounts re-
ceived under this title, in compliance with chapter 75 of title
31, United States Code.

"(2) VERwIFIATONAUDITs.-If, after consultation with the
State and the Comptroller General and after a fair hearing,
the Secretary determines that a State's audit under paragraph
(1) was performed in substantial violation of chapter 75 of title
31, United States Code, the Secretary may-

"(A) require that the State provide for a verification
audit in compliance with such chapter; or

"(B) conduct such a verification audit.
"(3) AvAIABILITYoF AUDIT REPORTs.-Within 30 days

after completion of each audit or verification audit under this
subsection, the State shall-

"(A) provide the Secretary with a copy of the audit re-
port, including the State's response to any recommenda-
tions of the auditor; and
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"(B) make the audit report available for public inspec-
tion in the same manner as proposed medicaid plan
amendments are made available under section 2105.

"(b) FISAL CONTROLS.-
"(1 IN GENERAL.-With respect to the accounting and ex-

penditure of funds under this title, each State shall adopt and
maintain such fiscal controls, accounting procedures, and data
processing safeguards as the State deems reasonably necessary
to assure the fiscal integrity of the State's activities under this
title.

"(2) CONSISTENCY WITH GENERALLY ACCEPTED ACCOUNTING
PRiNCIPLES.--Such controls and procedures shall be generally
consistent with generally accepted accounting principles as rec-
ogn ized by the Governmental Accounting Standards Board or
th Comptroller General.
"(c) AUDITS OF PROVIDERs.-Each medicaid plan shall provide

that the records of any entity providing Items or services for which
payment may be made under the plan may be audited as necessary
to ensure that proper payments are made under the plan.
"SEC. 2132. FRAUD PREVENTION PROGRAMS

"(a) EsTABisHmENT.-Each medicaid plan shall provide for the
establishment and maintenance of an effective program. for the de-
tection and prevention of fraud and abuse by beneficiaries, provid-
ers, and others in connection with the operation of the program.

"(b) PROGRAM REQuRMmENTs.-The program established pur-
suant to subsection (a) shall include at least the following require-
ments:

"(1 DISCLOSURE OF INFORMATION.-Any disclosing entity
(as defined In section 1124(a)) receiving payments under the
medicaid plan shall comply with the requirements of section
1124.

"(2) SUPPLY OF INFoRMATioN.-An entity (other than an in-
dividual practitioner or a grup of practitione rs) that furnishes,
or arranges for the furnishing of, an item or service under the
medicaid Plan shall sup ply upon request specifically addressed
to the entity by the Secretary or the State agency the informa-
tion described in section 1128(bX9).

"(3) EXCLUSION.-
"(A) IN GENERAL.-The medicaid plan shall exclude

any specifed individual or entity from participation in the
plan or the period specified by the Secretary when re-
quired by the Secretary to do so pursuant to section 1128
or section 1128A, and provide that no payment may be
made under the plan with respect to any item or service
furnished by such individual or entity during such period.

"(B) AuMRIoTY.-In addition to any other authority, a
State may exclude any individual or entity for purposes of
participating under the medicaid plan for any reason for
which the Secretary could exclude the individual or entity
from participation In a program under title XVIII or under
section 1128, 1128A, or 1866(bX2).
"(4) NOTiCE.-The medicaid plan shall provide that when-

ever a provider of services or any other person is terminated,
suspended, or otherwise sanctioned or prohibited from partici-
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pating under the plan, the State agency responsible for admin-
istering the plan shall promptly notify the Secretary and, in
the case of a physician, the State medical licensing board of
such action.

"(5 ACCESS To INFRMATON-The medicaid pIan shall
provide that the State will provide information and access to
certain information respecting sanctions taken against health
care practitioners and providers by State licensing authorities
in accordance with section 2133.

"SEC. 2188. INFORMATION CONCERNING SANCTIONS TAKEN BY STATE
LICENSING AUYTHORITIES AGAINST HEALTH CARE PRAC-
Tit IONERS AND PROVIDERS.

"(a) INFORMATION REPORTING REQUIREMENT.-The requirement
referred to in section 2132(bX5) Is that the State must provide for
the following:

"(1 INFORMATION REPoRTING 8YmsEM.-The State must
have in effect a system of reporting the following information
with respect to formal proceedings (as defined by the Secretary
in regulations) concluded against a health care practitioner or
entity by any authority of the State (or of a political subdivi-
sion thereof) responsible for the licensing of health care practi-
tioners (or any peer review organization or private accredita-
tion entity reviewing the services provided by health care prac-
titioners) or entities:

"(A) Any adverse action taken by such licensing au-
thority as a result of the proceeding, including any revoca-
tion or suspension of a license (and the length of any such
suspension), reprimand, censure, or probation.

"(B) Any dismissal or closure of the proceedings by
reason of the practitioner or entity surrendering the li-
cense or leaving the State or jurisdiction.

"(C) Any other loss of the license of the practitioner or
entity, whether by operation of law, voluntary surrender,
or otherwise.

"(D) Any negative action or finding by such authority,
organization, or entity regarding the practitioner or entity.
"(2) ACCESS To DmcUMEw's.-The State must provide the

Secretary (or an entity designated by the Secretary) with ac-
cess to such documents of the authority described in paragraph
(1) as may be necessary for the Secretary to determine the
facts and circumstances concerning the actions and determina-
tions described in such paragraph for the purpose of carrying
out this Act.
"(b) FORM OF INFORMATION-The information described in sub-

section (aX 1) shall be provided to the Secretary (or to an appro-
priate private or public agency, under suitable arrangements made
by the Secretary with respect to receipt, storage, protection of con-
fidentiality, and dissemination of information) in such a form and
manner as the Secretary determines to be appropriate in order to
provide for activities of the Secretary under this Act and in order
to provide, drcl or through suitable arrangements made by the
Secretary, information-
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"(1 to agencies administering Federal health care pro-
grmincluding private entitles administering such prgrm

under contract;
"(2) to licensing authorities described in subsection (aX 1);
"(3 to State agencies administering or supervising the ad-

ministration of State health care programs (as defined In sec-.
tion 1128(h));

"(4) to utilization and quality control peer review organiza-
tions described in part B of title MI and to appropriate entities
with contracts under section 1154(aX4XC) with respect to eligi-
ble organizations reviewed under the contracts;

"05) to State medicaid fraud control units (as defined in
section 2134(b));

"(6) to hospitals and other health care entities (as defined
in section 431 of the Health Care Quality Improvement Act of
1986), with respect to physicians or other licensed health care
practitioners that have entered (or may be entering) into an
employment or affiliation relationship with, or have applied for
clinical privileges or appointments to the medical staff of, such
hospitals or other health care entities (and such Information
shall be deemed to be disclosed pursuant to section 427 of, and
be subjett h provisions of, that Act);

"(7) to the Attorney General and such other law enforce-
ment officials as the Secretary eesapporaean

"(8)upo quest, to the Comptroller General,
in order for such authorities to determine the fitness of individ-
uals to provide health care services, to protect the health and
safety of individuals receiving health care through such pro-
gframs, and to protect the fiscal integrity of such programs.
"(C) CONFIDEN'TL4UT OF INFORMATION PROVIDED.--The Sec-

retary, shall provide for suitable safeguards for the confidentiality
of the information furnished under subsection (a). Nothing in this
subsection shall prevent the disclosure of such information by a
party which is otherwise authorized, under applicable State law, to
make such disclosure.

"(d) APPROPRIATE CooRnuvmrA~-The Secretary shall provide
for the maximum appropriate coordination in the implementation
of subsection (a) of tis section and section 422 of the Health Care
Quality Improvement Act of 1986 and section 1128E.
"SEC. 2184 STATE MEDICAID FRAUD CONTROL UNITS

"(a) IN GENmnAL.-Each medicaid plan shall provide for a State
medicaid fraud control unit that effectively carries out the func-
tions and requirements described in such subsection, unless the
State demonstrates to the satisfaction of the Secretary that the ef-
fective operation of such a unit in the State would not be cost-effec-
tive because minimal fraud exists; in connection with the provision
of covered services to eligible individuals under the plan, and that
beneficiaries under the plan will be protected from abuse and ne-
glect in connection with the provision of medical assistance under
the plan without the existence of such a unit

1(b) UNIT DEscRIBD.-FOr purposes of this section, the term
'State medicaid -fraud control unit! means a single identifiable en-
tity of the State government which meets the following require-
ments:
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"(1 ORGANizATioN.-The entity-7
"(A) is a unit of the office of the State Attorney Gen-

eral or of another department of State government which
possesses statewide authority to prosecute individuals for
criminal violations;

"(B is in a State the constitution of which does not
provide for the criminal prosecution of individuals by a
statewide authority and has formal procedures that-

"(I) assure its referral of suspected criminal viola-
tions relating to the program under this title to the
appropriate authority or authorities in the State for
prosecution, and

"00i assure its assistance of, and coordination
with, such authority or authorities in such prosecu-
tions- or
"(C) hias a formal working relationship with the office

of the State Attorney General and has formal procedures
(including procedures for its referral of suspected criminal
violations to such office) which provide effective coordina-
tion of activities between the entity and such office with
respect to the detection, investigation, and prosecution of
suspected criminal violations relating to the program
under this title.
"(2) INDEPENDENCz.-The entity is separate and distinct

from any State agency that has principal responsibilities for
administering or supervising the administration of the medic-
aid plan.

"(3) FUNcTiON.-The entity's function is conducting a
statewide program for the investigation and prosecution of vio-
lations of all applicable State laws regarding any and all as-
pects of fraud in connection with any aspect of the provision
of medical assistance and the activities of providers of such as-
sistance under the medicaid plan.

"(4) REVIW OF COMPLAINs.-The entity has procedures
for reviewing complaints of the abuse and neglect of patients
of health care facilities which receive payments under the med-
icaid plan approved under this title, and, where apropriate,
for acting upon such complaints under the criminal laws of the
State or for referring them to other State agencies for action.

"(5) OVERPAYMENTS.-
"(A) IN GENERAL.-The entity provides for the collec-

tion, or referral for collection to a single State agenc, of
overpayments that are made under the medicaid plan to
health care providers and that are discovered by the entity
in carryin r out Its activities.

"(8) CTRET NT OF cERTAINOVERPAYMENTs.-If an
overpayment is the direct result of the failure of the pro-
vider (or the provider's billing agent) to adhere to a change
in the State's billing instructions, the entity may recover
the overpayment only, if the entity demonstrates that the
provider (or the provider's billing agent) received reason-
Able written or electronic notice othe changemi the billing
instructions before the submission of the claims on which
the overpayment is based.
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"(6) PERSONNEL.-The entity employs such auditors, attor-
neys, investigators, and other necessary personnel and is orga-
nized in such a manner as is necessary to promote the effective
and efficient conduct of the entity's activities.

"SEC. 2135. RECOVERIES FROM THIRD PARTIES AND OTHERS.
"(a) THIRD PARTY LLABILVFY.-Each medicaid plan shall provide

for reasonable steps--
"(1 to ascertain the legal liability of third parties to pay

for care and services available under the plan, including the
collection of sufficient information to enable States to pursue
claims against third parties; and

"(2) to seek reimbursement for medical assistance provided
to the extent legal liability is established If the amount ex-
pected to be recovered exceeds the costs of the recovery.
"(b) BENEFICIARY PROTECTION.-

"(1 IN GENERAL.-Each medicaid plan shall provide that
in the case of a person furnishing services under the plan for
which a third arty may be liable for payment-

"$(A) the person may not seek to collect from the indi-
vidual (or financially responsible relative) payment of an
amount for the service more than could be collected under
the plan In the absence of such third party liability; and

"(B) may not refuse to furnish services to such an indi-
vidual because of a third party's potential liability for pay-
ment for the service.
"(2) PENALTY.-A medicaid lan may provide for a reduc-

tion of any payment amount otherwise due with respect to a
prson who furnishes services under the plan in an amount

equal to upto 3 times the amount ofan payment sought to
be collected by that person in violation of paragraph (iXA).
"(c) GENERAL LIABiLITY.-The State shall prohibit any health

insurer, including a group health plan as defined in section 607 of
the Employee Retirement Income Security Act of 1974, a service
benefit plan, or a health maintenance organization, in enrolling an
individual or in making any payments for benefits to the indi~idual
or on the individual's behalf, from taking into account that the in-
dividual is eligibe for or is provided medical assistance under a
medicaid plan for any State.

"(d) ACQuisITIO OF RIGHTS OF BENEFICIARIS.-TO the extent
that payment has been made under a medicaid plan in any case
where a third party has a legal liability to make payment for such
assistance, the State shall have in effect laws under which, to the
extent that payment has been made under the plan for health care
items or services furnished to an Individual, the State is considered
to have acquired the rights of such individual to payment by any
other party for such health care items or services.

"(e) ASSIGNmENT OF MEDICAL SuppowRT IGHTs.-The medicaid
p l an shallprvdfomaaty assignment of rights of payment

or me icalsuport and other medical care owed to recipients in
accordanceswithsion 2136.

"(1) REQUIRD LAWS RELATING To MEDICAL CHILD SUPPORT.-
"(1) IN GENERAL.- Each State with a medicaid plan shall

have In effect the following laws:
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"(A) A law that prohibits an insurer from denying en-
rollment of a child under the health coverage of the child's
parent on the ground that-

"(I the child was born out of wedlock;
"00i the child is not claimed as a dependent on the

parent's Federal income tax return; or
"OHi) the child does not reside with the parent or

in the insurer'sservice area.
"(B) In any case in which a parent is required by a

court or administrative order to provide health coverage
for a child and the parent is eligible for family health cov-
erage through an insurer, a-law that requires such in-
surer-

"(i) to permit such parent to enroll under such
family coverage any such child who is otherwise eligi-
ble for such coverage (without regard to any enroll-
ment season restrictions);

"(ii) if such a parent is enrolled but fails to make
application to obtain coverage of such child, to enroll
such child under such family coverage upon applica-
tion by the child's other parent or by the State agency
administering the program under this title or part D
of title WV; and

"OHi) not to disenroll, or eliminate coverage of,
such a child unless the insurer is provided satisfactory
written evidence that-

"(I) such court or administrative order is no
longer in effect, or

"(II) the child is or will be enrolled in com-
parable health coverage through another insurer
which will take effect not later than the effective
date of such disenrollment.

"(0) In any case in which a parent is required by a
court or administrative order to provide health coverage
for a child and the parent is eligible for family health cov-
erage through an employer doing business in the State, a
law that requires such employer-

"(i to permit such parent to enroll under such
family coverage any such child who is otherwise eligi-
ble for such coverage (without regard to any enroll-
ment season restrictions);

"(10) if such a parent is enrolled but fails to make
application to obtain coverage of such child, to enroll
such child under such family coverage upon applica-
tion by the child's other parent or by the State agency
administering the program under this title or part D
of title IV; and

"(iii) not to disenroll, or eliminate coverage of, any
such child unless--

"(I the employer is provided satisfactory writ-
ten evidence that such court or administrative
order is no longer in effect, or the child is or will
be enrolled- in comparable health coverage which

20-067 - 95 - 12
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will take effect not later than the effective date of
such disenroilment, or

"(11) the employer has eliminated family
health coverage for all of its employees; and
"(Wv) to withhold from such employee's compensa-

tion the employee's share (if any) of premiums for
health coverage (except that the amount so withheld
may not exceed the maximum amount permitted to be
withheld under section 303(b) of the Consumer Credit
Protection Act), and to pay such share of premiums to
the insurer, except that the Secretary may provide by
regulation for appropriate circumstances under which
an employer may withhold less than such employee's
share of such premiums.
"(D) A law that prohibits an insurer from imposing re-

quirements on a State agency, which has been assigned
the rights of an individual eligible for medical assistance
under a medicaid plan approved under this title and cov-
ered for health benefits from the insurer, that are different
from requirements applicable to an agent or assignee of
any other individual so covered.

"(E A law that requires an insurer, in any case in
which a child has health coverage through the insurer of
a noncustodial parent-

"(I to provide such information to the custodial
parent as may be necessary for the child to obtain ben-
efits through such coverage;

"(ii) to permit the custodial parent (or provider,
with the custodial parent's approval) to submit claims
for covered services without the approval of the
noncustodial parent; and

"(iii) to make payment on claims submitted in ac-
cordance with clause (ii) directly to such custodial par-
ent, the provider, or the State agency.
"(F) A law that permits the State agency under the

medicaid plan approved under this title to garnish the
wages, salary, or other employment income of, and re-
quires withholding amounts from State tax refunds to, any
person who-

"(i is required by court or administrative order to
provide coverage of the costs of health services to a
child who is eligible for medical assistance under a
medicaid plan approved under this title;

"00i has received payment from a third party for
the costs of such services to such child; but

"(iii) has not used such payments to reimburse, as
appropriate, either the other parent or guardian of
such child or the provider of such services,

to the-extent necessary to reimburse the State agency for
expenditures for such costs under its plan under this title,
but any claims for current or past-due child support shall
take priority over any such claims for the costs of such
services.
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"(2) DEFINrroN.-For purposes of this subsection, the term
'insurer' includes a group health plan, as defined In section
607(1) of the Employee Retirement Income Security Act of
1974, a health maintenance organization, and an entity offer-
ing a service benefit plan.
"(g) ESTATE RECOVERIS AND LIENS PERMITTED.-

"(1 IN GENERAL.-Except as provided in paragraph (2), a
State may take such actions as it considers appropriate to ad-
just or recover from the individual or the individual's estate
any amounts p aid as medical assistance to or on behalf of the
individual under the medicaid plan, including through the im-
position of liens against the property or estate of the individ-
ual.

"(2) NO LIEN ON HOMES OR FAMILY FARMS.-For purposes
of paragraph (1), a State may not 'impose a lien on the prin-
cipal residence (within the meaning of section 1034 of the In-
ternal Revenue Code of 1986) of moderate value or the family
farm owned by the individual as a condition of the spouse of
the individual receiving nursing facility or other long term care
benefits under its medicaid plan.

"SEC. 2136. ASSIGNMENT OF RIGHTS OF PAYMENT.
"(a) IN GENERAL.-For the purpose of assisting in the collection

of medical support payments and other payments for medical care
owed to recipients of medical assistance under the medicaid plan,
each medicaid plan shall-

"(1 provide that, as a condition of eligibility for medical
assistance under the plan to an individual who has the legal
capacity to execute an assignment for himself, the individual
is required-

"(A) to assign the State any rights, of the individual
or of any other person who is eligible for medical assist-
ance under the plan and on whose behalf the individual
has the legal authority to execute an assignment of such
rights, to support (specified as support for the purpose of
medical care by a court or administrative order) and to
payment for medical care from any third party,

"(B) to cooperate with the State (I) in establishing the
paternity of such person (referred to in subparagraph (A))
if the person is a child born out of wedlock, and (ii) in ob-
taininfg support and payments (described in subparagraph
(A)) or himself and for such person, unless (in either case)
the individual is pregnant woman or the individual is
found to have good cause for refusing to cooperate as de-
termined by the State, and

"(C) to cooperate with the State In identifying, and
providing information to assist the State iin pursuing, any
thirp arty who may be liable to pay for care and services
available under the plan, unless such individual has good
cause for refusing to cooperate as determined by the State;
and
"(2) provide for entering into cooperative arrangements, in-

cluding inancial arrangements, with any appropriate agency of
any State (including, with respect to the enforcement and col-
lection of rights of payment for medical care by or through a
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parent, with a State's agency established or designated under
section 454(3) and with appropriate courts and law enforce-
ment officials, to assist the agency or agencies administering
the plan with respect to-

"(A) the enforcement and collection of rights to support
or payment assigned under this section, and

"(B) any other matters of common concern.
"(b)USEc OF AmouNTS COLLECTED.-Such part of any amount

collected by the State under an assignment made under the provi-
sions of this section shall be retained by the State as is necessary
to reimburse it for medical assistance payments made on behalf of
an individual with respect to whom such assignment was executed
(with appropriate reimbursement of the Federal Government to the
extent of its participation in the financing of such medical assist-
ance), and the remainder of such amount collected shall be paid to
such individual.
"SEC. 2137. QUALITY ASSURANCE STANDARDS FOR NURSING FACILI-

TIES.
"(a) STANDARDS FOR AND CERTIFICATION OF CERTAIN FACILI-

TIES.-
"(1) STANDARDS FOR FACILITIES.-

"(A) IN GENERAL.-Each medicaid plan shall provide
for the establishment and maintenance of procedures de-
scribed in subpar aorh (B) and standards consistent with
the contents described in subparagraph (C) for nursing fa-
cilities which furnish services under the plan.

"(B) PROCEDURES DESCRIBED.-The procedures de-
scribed in this subparagraph are-

"(i procedures for the investigation of-
"(I) complaints by residents of nursing facili-

ties, and
"(II) the abuse, neglect, and misappropriation

of property of such residents; and
"00i procedures governing the discharge and

transfer of residents sufficient to protect the health
and safety of such residents, including the opportunity
for a fair hearing and appeal of such dscharges and
transfers.
"(C) CONTENTS OF. sTANDARDs.-The standards estab-

lished for facilities under this paragraph shall contain pro-
visions relating to the following items:

"Mi The treatment of resident medical records.
"Vii) Policies, procedures, and bylaws for operation.
"(Wi) Quality assurance systems.
"u(iv) Resident assessment procedures, including

careyplanning and outcome evaluation.
(v) The assurance of a safe and adequate physical

plant for the facility.-
"(VI*) Qualifications for staff sufficient to provide

adequate care, as defined by the State.
(vii) Utilization review.

"(viii) The protection and enforcement of resident
rights described in subparagraph (D).
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"(D) RESIDENT RIGHTS DESCRIBED.-The resident
rights described in this subparagraph are the rights of
residents to the following:

"(I) To exercise the Individual's rights as a resi-
dent of the facility and as a citizen or resident of the
United States.

"00i To receive notice of rights and services.
"(III) To be protected against the misuse of resi-

dent funds.
"(iv) To be provided privacy and confidentiality,

including the confidentiality of medical records.
"(v To voice grievances without discrimination or

reprisal.
"(vi) To examine the results of State certification

program inspections.
"(vii) To refuse to perform services for the facility.
"(viii) To be provided privacy in communications

and to receive mail.
"(ix) To have the facility provide immediate access

to any resident by any representative of the certifi-
cation program, the resident's individual physician,
the State long term care ombudsman, and any person
the resident has designated as a visitor.

"(x) To retain and use personal property.
"(xi) To be free from abuse, including verbal, sex-

ual, physical and mental abuse, corporal punishment,
and involuntary seclusion, and from any physical or
chemical restraints imposed for purposes of discipline
or convenience and not required to treat the resident's
medical symptoms. Restraints may only be imposed-

"(I) to ensure the physical safety of the resi-
dent or other residents; and

"(1I) only upon the written order of a physi-
cian that specifies the duration and circumstances
under which the restraints are to be used, except
in emergency circumstances specified by the Sec-
retary until such an order could reasonably be ob-
tained.
"(xii) To reside and receive services with reason-

able accommodation of individual needs and pref-
erences, except where the health or safety of the indi-
vidual or other residents would be endangered.

"(xiii) To be provided with 30 days prior written
notice of a pending transfer or discharge.

"(xiv) To request an assessment under section
2117(cX 1)(B).
"(E) PROCESS FOR ESTABLISHMENT.-The procedures

and standards established by the State for facilities under
this paragraph shall be promulgated either through the
State s legislative, regulatory, or other process, and may
only1 take effect after the State has provided the public
with notice and an opportunity for comment.
"(2) CERTIFICATION PROGRAM.-
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"(A) IN GENERAL.-Each medicaid plan shall provide
for the establishment and operation of a program consist-
ent with the requirements of subparagraph (B) for the cer-
tification of nursing facilities which follow the procedures
and meet the standards established under paragraph (1)
and the decertification of facilities which fail to follow such
procedures or to meet such standards.

"(B) REQUIREMENTS FOR PROGRAM.-In addition to any
other requirements the State may impose, in establishing
and operating the certification program under subpara-
graph (A), the State shall ensure the following:

"(i The State shall ensure public access (as de-
fined by the State) to the certification program's eval-
uations of participating facilities, including compliance
records and enforcement actions and other reports by
the State regarding the ownership, compliance his-
tories, and services provided by certified facilities.

"00i Not less often than every 4 years, the State
shall audit its expenditures under the program,
through an entity designated by the State which is not
affiliated with the program, as designated by the
State.

"(b) INTERMEDIATE SANCTION AUTHORITY.-
"(1) AUTHORITY.-In addition to any other authority under

State law, where a State determines that a nursing facility
which is certified for participation under the medicaid plan no
longer substantially meets the requirements for such a facility
under this title and further determines that the facility's defi-
ciencies-

"(A) immediately jeopardize the health and safety of
its residents, the State shall at least provide for the termi-
nation of the facility's certification for participation under
the plan; or

"(B) do not immediately jeopardize the health and
safety of its residents, the State may, in lieu of providing
for terminating the facility's certification for participation
under the plan, provide lesser sanctions including one that
provides that no payment will be made under the plan
with respect to any individual admitted to such facility
after a date specified by the State.
"(2) NOTICE AND OPPORTUNITY FOR HEARING.-The State

shall not make such a decision with respect to a facility until.
the facility has had a reasonable opportunity, following the ini-
tial determination that it no longer substantially meets the re-
quirements for such a facility under the plan, to correct its de-
ficiencies, and, following this period, has been given reasonable
notice and opportunity for a hearing.

"(3) EFFECTIVENESS.-The State's decision to deny pay-
ment may be made effective only after such notice to the public
and to the facility as may be provided for by the State, and its
effectiveness shall terminate at the earlier of-

"(A) when the State finds that the facility is in sub-
stantial compliance (or is making good faith efforts to
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achieve substantial compliance) with the requirements for
such a facility under this title; or

"(B) in the case described in paragraph (1)(B), with the
end of the eleventh month following the month such deci-
sion Is made effective.

If a facility to which subparagraph (B) applies still fails to sub-
stantially meet the provisions of the respective section on the
date specified in such clause, the State shall terminate such fa-
cility's certification for participation under the medicaid plan
effective with the first day of the first month following the
month specified in such clause..

"(4) NOTICE ToO0mBuDsmAN.-The State shall provide no-
tice of any findings of noncompliance by a facility and notice
of any adverse action taken against the facility to the State
long-term care ombudsman.

"SEC. 2138. OTHER PROVISIONS PROMOTING PROGRAM INTEGRITY.
"(a) PuBLIC ACCESS To SuRvEY RESULTS.-Each medicaid plan

shall provide that upon completion of a survey of any health care
facility or organization b;y a State agency to carry out the plan, the
agency shall make public in readily available form and place the
pertinent findings of the survey relating to the compliance of the

facility or organization with requirements of law.
"(b) RECORD KEEPING.-Each medicaid plan shall provide for

agreements with persons or institutions providing services under
the plan under which the person or institution agrees-

"(1 to keep such records, including ledgers, books, and
original evidence of costs, as are necessary to fully disclose the
extent of the services provided to individuals receiving assist-
ance under the plan; and

"(2) to furnish the State agency with such information re-
garding any payments claimed by such person or institution for

prvding services under the plan, as the State agency may
frro~m time to time request.

"PART E-ESTABLISHMENT AND AMENDMENT OF MEDICAID PLANS

"SEC. 2151. SUBMITTAL AND APPROVAL OF MEDICAID PLANS.
"(a) SUBMrr'rAL.-As a condition of receiving funding under

part C, each State shall submit to the Secretary a medicaid plan
that meets the applicable requirements of this title.

"(b) API'ROVAL.-Except as the Secretary may provide under
section 2153, a medicaid plan submitted under subsection (a)-

"(1) shall be approved for purposes of this title; and
"(2) shall be effective beginning with a calendar quarter

that is specified in the plan, but in no case earlier than the
first calendar quarter that begins at least 60 days after the
date the plan is submitted.

"SEC. 2152. SUBM17TIAL AND APPROVAL OF PLAN AMENDMENTS.
"(a) SuBm~rTAL OF AMENDMENTS.-A State may amend, in

whole or in part, its medicaid plan at any time through transmittal
of a plan amendment under this section.

"(b) AIPPROvAL.-Except as the Secretary may provide under
section 2153, an amendment to a medicaid plan submitted under
subsection (a)--
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"(1 shall be a pp roved for purposes of this title; and
"(2) shall be effective as provided in subsection (c.

"(c) EFFECTIVE DATES FOR AMENDMENTS.-
"(1 IN GENERAL.--Subject to the succeeding provisions of

this subsection, an amendment to medicaid plan shall take ef-
fect on one or more effective dates specified in the amendment.

"(2) AMENDMENTS RELATING TO ELIGIBILITY OR BENEFITS.-
Except as provided in paragraph (4):

"(A) NOTICE REQUIREMENT.-Any plan amendment
that eliminates or restricts eligibility or benefits under the
p lan -may not take effect unless the State certifies that it
h as providedpro or contemporaneous public notice of the
change, in a forrmo and manner provided under applicable
State law.

"(B) TIMELY TRANSMITTAL.-Any pan amendment that
eliminates or restricts eligibilitFy or benefits under the plan
shall not be effective for longer than a 60 day period un-
less the amendment has been transmitted to the Secretary
before the end of such period.
"(3) OTHER AMENDMENTS.-Subject to paragraph (4), any

plan amendment that is not described in paragraph. (2) be-
comes effective in a State fiscal year may not remain in effect
after the end of such fiscal year (or, if later, the end of the 90-
day period on which it becomes effective) unless the amend-
ment has been transmitted to the Secreta."(4) EXCEPi'roN.-The requirements of paragraphs (2) and
(3) shall not apply to a plan amendment that is submitted on
a timely basis pursuant to a court order or an order of the Sec-
retary.

"SEC. 2153. SANCTIONS FOR SUBSTANTIAL NONCOMPLIANCE.
"(a) PROMPT REVIW OF PLAN SuBmiTrALs.-The Secretary

shall promptly review medicaid plans and plan amendments sub-
mitted under this part to determine if they substantially comply
with the requirements of this title.

"1(b) DETERMINATIONS OF SUBSTANTIAL NONCOMPLIANCE.-
"(1) AT TIME OF PLAN OR AMENDMENT SUBMITTAL.-

"(A) IN GENERAL.-If the Secretary, during the 30-day
period beginning on the date of submittal of a medicaid
plan or plan amendment-

"(i determines that the plan or amendment sub-
stantially violates (within the meaning of subsection
(c)) a requirement of this title; and

"00i provides written notice of such determination
to the State,

the Secretary shall issue an order specifying that the plan
or amendment, insofar as it is in substantial violation of
such a requirement, shall not be effective, except as pro-
vided in subsection (c), beginning at the end of a period of
not less than 30 days (or 120 days in the case of the initial
submission of the medicaid plan) specified in the order be-
ginnir(ngon the date of the notice of the determination."() EXTENSION OF TIME PERIoDs.-The time periods
specified in subparagraph (A) may be extended by written
agreement of the Secretary and the State involved.
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"(2) VIOLATIONS IN ADMINISTRATION OF PLAN.-
"(A) IN GENERAL.-If the Secretary determines, after

reasonable notice and opportunity for a hearing for the
State, that in the administration of. a medicaid plan there
is a substantial violation of a requirement of this title, the
Secretary shall provide the State with written notice of the
determination and with an order to remedy such violation.
Such an order shall become effective prospectively, as spec-
ifiled in the order, after the date of receipt of such written
notice. Such an order may include the withholding of
funds, consistent with subsection (f), for parts of the med-
icaid plan affected by such violation, until the Secretary is
satisfied that the violation has been corrected.

"(B) EFFEcTivENEss.-If the Secretary issues an order
under paragraph (1), the order shall become effective, ex-
cept as provided in subsection (c), beginning at the end of
a period (of not less than 30 days) specified in the order
beginning on the date of the notice of the determination to
the State.

"(C) TIMELINESS OF DETERMINATIONS RELATING TO RE-
PORT-BASED COMPLIANCE.-The Secretary shall make de-
terminations under this paragraph respecting violations
relating to information contained in an annual report
under section 2102, an independent evaluation under sec-
tion 2103, or an audit report under section 2131 not later
than 30 days after the date of transmittal of the report or
evaluation to the Secretary.
"1(3) CONSULTATION WITH sTATE.-Before making a deter-

mination adverse to a State under this section, the Secretary
shall (within any time periods provided under this section)-

"(A) reasonably consult with the State involved;
"(B) offer the State a reasonable opportunity to clarify

the submission and submit further information to substan-
tiate compliance with the requirements of this title; and

"(0) reasonably consider any such clarifications and
information submitted.
"(4) JusTIFICATION OF ANY INCONSISTENCIES IN DETERMINA-

TIONS.-If the Secretary makes a determination under this sec-
tion that is, 'in whole or in part, inconsistent with any previous
determination issued by the Secretary under this title, the Sec-
retary shall include in the determination a detailed expla-
nation and justification for any such difference.

"(5) SUBSTANTIAL VIOLATION DEFINED.-For purposes of
this title, a medicaid plan (or amendment to such a plan) or
the administration of the medicaid plan is considered to 'sub-
stantlially violate' a requirement of this title if a provision of
the plan or amendment (or an omission from the plan or
amendment) or the administration of the plan-

"(A) is material and substantial in nature and effect;
and

"(B is inconsistent with an express requirement of
this title.



352

A failure to meet a strategic objective or performance goal (as
described in section 2101) shall not be considered to substan-
tially violate a requirement of this title.
"(c) STATE RESPONSE ToOROxDERS.-

"(1 STATE RESPONSE BY REVISING PLAN.-
"(A) IN GENERAL.-Insofar as an order under sub-

section (b)(1) relates to a substantial violation by a medic-
aid plan or plan amendment, a State may respond (before
the date the order becomes effective) to such an order by
submitting a written revision of the plan or plan amend-
ment to substantially comply with the requirements of this
part.

"(B) REVIEW OF REVISION-In the case of submission
of such a revision, the Secretary shall promptly review the
submission and shall withhold any action on the order dur-
Ing the period of such review.

"(C) SECRETARIAL RESPONsE.-The revision shall be
considered to have corrected the deficiency (and the order
rescinded insofar as it relates to such deficiency) unless
the Secretary determines and notifies the State in writing,
within 15 days after the date the Secretary receives the re-
vision, that the plan or amendment, as proposed to be re-
vised, still substantially violates a requirement of this
title. In such case the State may respond by seeking recon-
sideration or a hearing under paragaph (2).

"(D) REVISION RETRoACTIVE.-If the revision provides
for substantial compliance, the rev ision may be treated, at
the option of the State, as being effective either as of the
effective date of the provision to which it relates or such
later date as the State and Secretary may agree.
"(2) STATE RESPONSE BY SEEKING RECONSIDERATION OR AN

ADMINISTRATIVE HEARING.-A State may respond to an order
under subsection (b) by filing a request with the Secretary
for-

"(A) a reconsideration of the determination, pursuant
to subsection (d)(1); or

"(B) a review of the determination through an admin-
istrative hearing, pursuant to subsection (d)(2).

In such case, the order shall not take effect before the comple-
tion of the reconsideration or hearing.

"(3) STATE RESPONSE BY CORRECTIVE ACTION PLAN.-
"(A) IN GENERAL.-In the case of an order described in

subsection (b)(2) that relates to a substantial violation in
the administration of the medicaid plan, a State may re-
spond to such an order by submitting a corrective action
plan with the Secretary to correct deficiencies in the ad-
ministration of the plan which are the subject of the order.

"(B REVIEW OF CORRECTIVE ACTION PLAN.-In such
case, the Secretary shall withhold any action on the order
for a period (not to exceed 30 days) during which the Sec-
retaxry reviews the corrective action plan.

I(M) SECRETARIAL REsPoNsE.-The corrective action
p lan shall be considered to have corrected the deficiency

andA the order rescinded insofar as it relates to such defi-
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ciency) unless the Secretary determines and notifies the
State in writing, within 15 days after the date the Sec-
retary receives the corrective action plan, that the State's
administration of the medicaid plan, as proposed to be cor-
rected in the plan, will still substantially violate a require-
ment of this title. In such case the .State may respond by
seeking reconsideration or a hearing under paragraph (2).
"1(4) STATE RESPONSE BY WITHDRAWAL OF PLAN AMEND-

MENT; FAILURE TO REsPoND.-Insofar as an order relates to a
substantial violation in a plan amendment submitted, a State
may respond to such an order by withdrawing the plan amend-
ment and the medicaid plan shall be treated as though the
amendment had not been made.
"(d) ADMINISTRATIVE REviEW AND HEARING.-

"(1) REcoNSIDERATION.-Within 30 days after the date of
receipt of a request under subsection (b)(2X(A), the Secretary
shall notify the State of the time and pIlce at which a hearing
will be held for the purpose of reconsidlering the Secretary's de-
termination. The hearing shall be held not less than 20 days
nor more than 60 days after the date notice of the hearing is
furnished to the State, unless the Secretary and the State
agree in writing to holding the hearing at another time. The
Secretary shall affirm, modify, or reverse the original deter-
mination within 60 days of the conclusion of the hearing.

"1(2) ADMINISTRATIVE HEARING.-Within 30 days after the
date of receiptwof a request under subsection (b)(2)(B), an ad-
ministrative law judge shall schedule a hearing for the purpose
of reviewing the Secretary's determination. Ae hearing shall
be held not less than 20 days nor more than 60 days afer the
date notice of the hearing is furnished to the State, unless the
Secretary and the State agree in writing to holding the hearing
at another time. The administrative law judge shall affirm,
modify, or reverse the determination within 60 days of the con-
clusion of the hearing.
"(e) JuDICIAL REvIEw.-

"(1) IN GENERAL.-A State which is dissatisfied with a
final determination made by the Secretary under subsection
(dXl) or a final determination of an administrative law judge
under subsection (d)(2) may, within 60 days after it has been
notified of such determination, file with the United States
court of appeals for the circuit in which the State is located a
petition for review of such determination. A copy of the petition
shall be forthwith transmitted by the clerk of the court to the
Secretary and, in the case of a determination under subsection
(dX2), to the administrative law judge involved. The Secretary
(or judge involved) thereupon shall file in the court the record
of the proceedings on which the final determination was based,
as provided in section 2112 of title 28, United States Code.

"(2) STANDARD FOR REvIEw.-The findings of fact by the
Secretary or administrative law judge, if supported by substan-
tial evidence, shall be conclusive, but the court, for good cause
shown, may remand the case to the Secretary or judge to take
further evidence, and the Secretary or judge may thereupon
make new or modified findings of fact and may modify a pre-
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vious determination, and shall certify to the court the tran-
script and record of the further proceedings. Such new or modi-
fied findings of fact shall likewise be conclusive if supported by
substantial evidence.

"(3)JURISDICTIN OF APPELLATE couRT.-The court shall
have jurisdiction to affirm the action of the Secretary or judge
or to set it aside, in whole or in part. The judgment of the
court shall be subject to review by the Supreme Court of the
United States upon certiorari or certification as provided in
section 1254 of title 281, United States Code.
"(1) WITHHOLDING OF FUNDS.-

"(1) IN GENERAL.-Any order under this section relating to
the withholding of funds shall be effective not earlier than the
effective date of the order and shall only relate to the portions
of a medicaid plan or administration thereof which substan-
tially violate a requirement of this title. In the case of a failure
to meet a set-aside requirement under section 2112, any with-
holding shall only apply to the extent of such failure.

"(2f) SUSPENSION OF WITHHOLDING.-The Secretary may
suspend withholding-of funds under paragraph (1) during the
period reconsideration or administrative and judicial review is
pending under subsection (d) or (e).

"(3) RESTORATION OF FUNDS.-An funds withheld under
this subsection under an order shall le immediately restored
to a State-

"(A) to the extent and at the time the order is-
"(i modified or withdrawn by the Secretary upon

reconsideration,
"(ii modified or reversed by an administrative law

judge, or
"(iii) set aside (in whole or in part) by an appellate

court; or
"(B) when the Secretary determines that the deficiency

which was the basis for the order is corrected;
"(C) when the Secretary determines that violation

which was the basis for the order is resolved or the amend-
ment which was the basis for the order is withdrawn; or

"(D) at any time upon the initiative of the Secretary.
"SEC. 2154. SECRETARIAL AUTHORITY.

"(a) NEGOTIATED AGREEmENT AND DISPUTE RESOLUTION.-
"(1) NEroTIATioNS.-Nothing in this part shall be con-

strued as preventing the Secretary and a State from at any
time negotiating a satisfactory resolution to any dispute con-
cerning the approval of a medicaid plan (or amendments to a
medicaid plan) or the compliance of a medicaid plan (including
its administration) with requirements of this title.

"(2) CooPERATioN.-The Secretary shall act in a coopera-
tive manner with the States in carrying out this title. In the
event of a dispute between a State and the Secretary, the Sec-
retary shall, whenever practicable, engage in informal dispute
resolution activities in lieu of formal enforcement or sanctions
under section 2153.
"(b) LIMITATIONS ON DELEGATION OF DECSION-mmaING Au-

THoRIY.-The Secretary may not delegate (other than to the Ad-
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ministrator of the Health Care Financing Administration) the au-
thority to make determinations or reconsiderations respecting the
approval of medicaid plans (or amendmeiits to such plans) or the
compliance of a medicaid p lan (including its administration) with
requirements of this title. Such Administrator may not further del-
egate such -authority to any individual, including any regional offi-
ci al of such Administration.

"(c) REQuIRING FoRmAL RULEMAKING FOR CHANGES IN SEC-
RETARIAL ADMINISTRATION.-The- Secretary shall carry out the ad-
ministration of the program under this title only through a pro-
spective formal rulemaking process, including issuing notices of
proposed rule making, publishing prop osed rules or modifications
to rules in the Federal Register, and soiciting public comment.

"PART F-GENERAL PROVISIONS

"SEC. 2171. DEFINITONS.
"(a) MEDICAL ASSISTANCE.-

"(1) IN GENERAL.-For purposes of this title, except as pro-
vided in paragraphs (2) and (3), the term 'medical assistance'
means payment of part or all the cost of any of the following
for eligible low-income individuals (as defined in subsection (b)
as specified under the medicaid plan:

"(A) Inpatient hospital services.
"(B) Outpatient hospital services.
"(C) Physician services.
"(D) Surgical services.
"ME Clinic services and other ambulatory health care

services.
"94(F) Nursing facility services.
"(G) Intermediate care facility services for the men-

tally retarded.
"(H) Prescription drugs and biologicals.
"MI Over-the-counter medications.

"WJ) Laboratory and radiological services.
"(K) Family planning services and supplies.,
"(L) Acute inpatient mental health services, including

services furnished in a State-operated mental hospital and
including residential or other 24-hour therapeutically
planned structured services in the case of a child.

"(M) Outpatient and intensive community-based men-
tal health services, including psychiatrist rehabilitation,
day treatment, intensive in-home services for children, and
partial hospitalization. 0

"(N Durable medical euipment and other medically-
related or remedial devices such as prosthetic devices, im-
plants, eyeglasses, hearing aids, dental devices, and adapt-
ive devices).

"(0) Disposable medical sup plies.
"(P) Home and community-based services and related

supportive services (such as home health nursing services,
home health aide services personal care assistance with
activities of daily living, chore services, day care services
respite care services, training for family members, and
minor modifications to the home).
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"(Q) Community supported living arrangements.
"(R Nursing care services (such as nurse practitioner

services, nurse midwife services, advanced practice nurse
services, private duty nursing care, pediatric nurse serv-
ices, and respiratory care services) in a home, school, or
other setting.

"(S) Dental services.
"MT Inpatient substance abuse treatment services and

residential substance abuse treatment services.
"(U) Outpatient substance abuse treatment services.
"MV Case management services.
"(W) Care coordination services.
"(X) Physical therapy, occupational therapy, and serv-

ices for individuals with speech, hearing, and language dis-
orders.

"(Y Hospice care.
"(Z Any. other medical, diagnostic, screening, preven-

tive, restorative, remedial, therapeutic, or rehabilitative
services (whether in a facility, home, school, or other set-
ting) if recognized by State law and if the service is--

"Ci prescribed by or furnished by a physician or
other licensed or registered practitioner within the
scope of practice as defined by State law,

"00i performed under the general supervision or at
the direction of a physician, or

"Cii) furnished by a health care facility that is op-
erated by a State or local government or is licensed
under State law and operating within the scope of the
license.
"(AA) Premiums for private health care insurance cov-

erage, including private long-term care insurance coverage.
"(BB) Medical transportation.
"CCC) Medicare cost-sharing (as defined in subsection

"(DD) Enabling services (such as transportation, trans-
lation,. and outreach services) designed to increase the ac-
cessibility of primary and preventive health care services
for eligible low-income individuals.

"(EE) Any other health care services or items specified
by the Secretary.
"1(2) EXCLUSION OF CERTAIN PAYMENTS.--Such term does

not include the payment with respect to care or services for-
"(A) any individual who is an inmate of a public insti-

tution (except as a patient in a State psychiatric hospital);
and

"(B) any individual who is not an eligible low-income
individual.
"(3) CLARIFICATION OF VACCINE PURCHASES.-Such term in-

cludes, for any fiscal year, payment for the purchase of vac-
cines through contracts negotiated with the Centers for Dis-
ease Control and Prevention under section 317 of the Public
Health Service Act, but only if-
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"(A-)the State has expended all grant funds available
for such purchase under such section 317 for all fiscal
years preceding such fiscal year; and

"(B) the total number of doses of each vaccine pur-
chased during such year does not exceed-

"(I) the number of doses of each vaccine sufficient
to immunize, according to the immunization schedule
specified by the State, the annual birth cohort of chil-
dren in targeted low-income families (as defined in
section 2112(a)(3)), less

"010) 75 percent of the number of doses of each vac-
cine purchased by the State during the preceding fils-
cal year with funds available under such section 317.

"1(b) ELIGIBLE LOW-INCOME INDIVIDUAL.-For purposes of this
title, the term 'eligible low-income individual' means an individual
who has been determined eligible by the St~te for medical assist-
ance under the medicaid plan and whose family income (as deter-
mined under the plan) does not exceed a percentage (s ecified in
the medicaid plan and not to exceed 250 percent) of the poverty
line applicable to a family of the size involved. In determining the
amount of income under the previous sentence, a State may ex-
clude costs incurred for medical care or other -types of remedial
care recognized by the State.

"(c) MEDCARE COST-SHARUNG.-For purposes of this title, the
term 'medicare cost-sharing' means any of the following:

"(iXA) Premiums under section 1839.
"(B) Premiums under section 1818 or 1818A.
"(2) Coinsurance under title XVIII, including coinsurance

described in section 1813.
"(3 Deductibles established under title XVIII, including

those described in section 1813 and section 1833(b).
"(4) The difference between the amount that is paid under

section 1833(a) and the amount that would be paid under such
section If an~y reference to '80 percent' therein were deemed a
reference to '100 percentt.

"(5) Premiums for enrollment of an individual with an eli-
gible organization under section 1876 or with a Medicare
Choice organization under part D of title XVIII.
"(d) ADDITIONAL DEFINITIONS.-For purposes of this title:

"(1) CHILD.-The term 'child' means an individual under
19 years of age.

"1(2) POVERTY LINE DEFINED.-The term 'poverty line' has
the meaning given such term in section 673(2) of the Commu-
nity Services Block Grant Act (42 U.S.C. 9902(2)), including
any revision required by such section).9

"1(3) PREGNANT womAN.-The term pregnant woman' in-
cludes a woman during the 60-day period beginning on the last
day of the pregnancy.

"(4) RETIREMENT AGE.-The term 'retirement age' has the
meaning given such term by section 216(l)(1).

"SEC. 2172. TREATMENT OF TERRITORIES.
"Notwithstanding any other requirement of this title, the Sec-

retary may waive or modify any requirement of this title with re-
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spect to the medical assistance program for a State other than the
50 States and the District of Columbia, other than a waiver of-

"(1 the Federal medical assistance percentage;
"(2) the limitation on total payments in a fiscal year to the

amount of the allotment under section 2 121(c); or
"(3) the requirement that payment may be made E,- medi-

cal assistance only with respect to amounts expended by the
State for care and services described in paragraph (1) of sec-
tion 2171(a) and medically-related services (as defined in sec-
tion 2112(d)(2)).

"SEC. 2173. DESCRIPTION OF TREATMENT OF INDIAN HEALTH PRO-
GRAMS.

"In the case of a State in which one or more Indian health pro-
grams described in section 2122(f)(2) are operated, the medicaid
plan shall include a description of-

"(1) what provision (i any) has been made for payment for
items and services furnished by such programs; and

"(2) the manner in which medical assistance for low-in-
come eligible individuals who are Indians will be provided, as
determined by the State in consultation with the appropriate
Indian tribes and tribal organizations.

"SEC. 2174. APPLICATION OF CERTAIN GENERAL PROVISIONS.
"The following sections in part A of title XI shall apply to

States under this title in the same manner as they applied to a
State under title XIX:

"(1) Section 110 1(a)(1) (relating to definition of State).
"(2) Section 1116 (relating to administrative and judicial

review), but only insofar as consistent with the provisions of
part C.

"(3) Section 1124 (relating to disclosure of ownership and
related information).

"(4) Section 1126 (relating to disclosure of information
about certain convicted individuals).

"(5) Section 1132 (relating to periods within which claims
must be filed).".
(b) ANTI-FRAuD PROVISIONS.---

(1) IN GENERAL.-Section 1128(h)(1) (42 U.S.C. 1320a-
7(h)(1)) is amended by inserting "or a medicaid plan under title
XXI" after "title XIX".

(2) PENALTIES FOR THE FRAUDULENT CONVERSION OF AS-
SETS IN ORDER TO OBTAIN MEDICAID BENEFITS.--Section
1128B(b) (42 U.S.C. 1320a-7b(b)) is amended by striking "or"
at the end of paragraph (4), by inserting "or"~ at the end of
paragraph (5), and by inserting after paragraph (5) the follow-
ing new paragraph:

"(6) knowingly and willfully converts assets, by transfer
(including any transfer in trust), aiding in such a transfer, or
otherwise, in order for an individual to become eligible for ben-
efits under a State health care program,".

(3) CONTINUED ROLE OF INSPECTOR GENERAL.-The Inspec-
tor General in the Department of Health and Human Services
shall have the same responsibilities and duties in relation to
fraud and abuse and related matters under the medicaid pro-
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gram under title XXI of the Social Security Act as such Inspec-
tor General has had in relation to the medicaid program under
title X= of such Act before the date of the enactment of this
Act.
(c CERTIFIED AMOUNT FOR PUERTO Rico.-Paragraph (1) of

section 1108(c) (42 U.S.C. 1308(c)) is amended bystriking
"$116,500,000 for fiscal year 1994" and inserting "$200,000,000 for
fiscal year 1996".

(d) TERMINATION OF PROGRAM FOR DISTRIBUTION OF PEDIATRIC
VACCINES

(1) IN GENERAL.-Subject to paragraph (2), section 1928
(42 U.S.C. 1396s) is repealed, effective on the date of the enact-
ment of this Act.

(2) TRANSITION.-
(A) NO EFFECT ON CERTAIN DISTRIBUTioNS.--Such re-

peal shall not affect the distribution of vaccines purchased
and delivered to the States before the date of the enact-
ment of this Act.

(B) No PURCHASES AFTER ENACTMENT.-No vaccine
may be purchased after the date of the enactment of this
Act by thet Federal Government or any State under section
1928(d) of the Social Security Act.

(e) TERMINATION OF CURRENT PROGRAM; LIMITATION ON MED-
ICAID PAYMENTS IN FISCAL YEAR 1996.-

(1) IN GENERAL.-Title XIX is amended-
(A) by redesignating section 1931 as section 1932; and
(B) by inserting after section 1930 the following new

section:

"TERMINATION OF PROGRAM; LIMITATION ON NEW OBLIGATION
AUTHORITY

"SEC. 1931. (a) ELIMINATION OF INDIVIDUAL ENTITLEMENT.-Ef-
fective on the date of the enactment of this section-

"(1 except as provided in subsection (b), the Federal Gov-
ernment has no obligation to provide payment with respect to
items and services provided under this title; and

"(2) this title shall not be construed as providing for an en-
titlement, under Federal law in relation to the Federal Govern-
ment, in an individual or person (including any provider) at
the time of provision or receipt of services.
"Nb LIMITATION ON OBLIGATION AUTHORITY.-Notwithstanding

any other provision -of this title-
"(1) AFTER ENACTMENT, BEFORE NEW MEDICAID.--Subject to

paragraph (2), the Secretary is authorized to enter into obliga-
tions with any State under this title for expenses incurred
after the date of the enactment of this section and during fiscal
year 1996, but not in excess of the obligation allotment for that
State for fiscal year 1996 under section 2121(a)(4)(C).

"1(2) NONE AFTER NEW MEDICAID.-The Secretary is not au-
thorized to enter into any obligation with any State under this
title for expenses incurred on or after the earlier of-

"(A) October 1, 1996; or
"(B) the first day of the first quarter on which the

State plan under title XXI is first effective.
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"(3 AGREEMENT.-A State's submission of claims for pay-
ment under section 1903 after the date of the enactment of this
section with respect to which the limitation described in para-

gah (1) applies is deemed to constitute the State's acceptance
of the obligation limitation under such paragraph, including
the formula for computing the amount of such obligation limi-
tation.
"(c) ]REQUIREMENT FOR TIMELY SUBMITTAL OF CLAims.-No

payment shall be made to a State under this title with respect to
an obligation incurred before the date of the enactment of this sec-
tion, unless the State has submitted to the Secretary, by not later
than June 30, 1996, a claim for Federal financial participation for
expenses paid by the State with respect to such obligations. Noth-
ing in subsection (a) or (b) shall be construed as affecting the obli-
gation of the Federal Government to pay claims described in the
previous sentence.".

(2) REPEAL OF TITLE.-Title XEX is repealed effective Octo-
ber 1, 1996.
(f) MEDICAID TRANSITION.-

(1) TREATMENT OF CERTAIN CAUSES OF ACTiON.-No cause
of action under title XIX of the Social Security Act which seeks
to require a State to establish or maintain minimum payment
rates under such title or claim which seeks reimbursement for
any period before the date of the enactment of this Act based
on the alleged failure of the State to comply with title XIX and
which has not become final as of such d ate shall be brought
or continued.

- (2) TREATMENT OF CERTAIN DISALLOWANCES.-Notwith-
standing any provision of law, in the case where payment has
been made under section 1903(a) of the Social Security Act to
a State before October 1, 1995, and for which a disallowance
has not been taken as of such date (or, if so taken, has not
been completed (including judicial review) by such date), the
Secretary of Health and Human Services shall discontinue the
disallowance proceeding and, if such disallowance has been
taken as of the date of the enactment of this Act, any payment
reductions effected shall be rescinded and the payments re-
turned to the State.

(3) EXTENSION OF MORAToRium.-Section 6408(a)(3) of the
Omnibus Budget Reconciliation Act of 1989, as amended 'by
section 13642 of the Omnibus Budget Reconciliation Act of
1993, is amended by striking "December 31, 1995" and insert-
ing "the first day of the first quarter on which the medicaid
plan for the State of Michigan is first effective under title XX
of such Act".
(g) No APPLICATION OF PRIOR MEDICAID JUDGMENTS To NEW

MEDICAID PRoGRAm.-No judicial or administrative decision ren-
dered regarding requirements imposed under title XIX of the Social
Security Act with respect to a State shall have any application to
the medicaid plan of the State title XXI of such Act. A State may,
pursuant to the. peiu sentence, seek the abrogation or modifica-
tion of any such=dcso after the date of termination of the State
plan under title XIX of such Act.

Wh TECHNICAL ANDI CONFORmiNG AMENDMENTS.-
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(1) SECRETARIAL SUBMISSION OF LEGISLATIVE PROPOSAL.-
Not later than 90 days after the date of the enactment of this
Act, the Secretary of Health and Human Services, in consulta-
tion, as appropriate, with the heads of other Federal agencies,
shall submit to the appropriate committees of Congress a legis-
lative proposal provi ~ing for such technical and conforming
amendments in the law as are required by the provisions of,
and amendments made by, sections 7191 and 7192.

(2) TRANSITIONAL RULE.-Any reference in any provision of
law to title XIX of the Social Security Act or any provision
thereof shall be deemed to be a reference to such title or provi-
sion as in effect on the day before the date of the enactment
of this Act.

SEC. 7192. MEDICAID DRUG REBATE PROGRAM.
(a) IN GENERAL.-Title XX, as added by section 7191, is

amended-
(1) in section 2123, by adding at the end the following new

subsection:
"Qj) LIMITATION ON PAYMENT FOR CERTAIN OUTPATIENT PRE-

SCRIPTION DRUGS.-
"(1) IN GENERAL.-No payment shall be made to a State

under this part for medic alassistance for covered outpatient
drugs (as defined in section 2175Uj)(2)) of a manufacturer pro-
vided under the medicaid plan unless the manufacturer (as de-
fined in section 2175Qj)(5)) of the drug-

"(A) has entered into a medicaid rebate agreement
with the Secretary under section 2175; and

"(B) is otherwise complying with the provisions of such
section.
"(2) CONSTRUCTION.-Nothing in this subsection shall be

construed as requiring a State to participate in the medicaid
rebate agreement under section 2175.

"(3) USE OF SUPPLEMENTAL REBATES PROHIBITED.-No pay-
ment shall be made under this art to a State that requires
manufacturer rebates for covered outpatient drugs (as so de-
fined) in excess of the rebate amount payable under section
2175."; and

(2) by adding at the end the following new section:
"SEC. 2175. MEDICAID DRUG REBATE AGREEMENTS.

"(a) REQUIREMENT FOR REBATE AGREEMENT.-
"(1) IN GENERAL.-Pursuant to section 2123Qj), in order for

payment to be made to a State under part C for medical assist-
ance for covered outpatient drugs of a manufacturer, the man-
ufacturer must have entered into and have in effect a rebate
agreement described in subsection (b) with the Secretary, on
behalf of States (except that, the Secretary may authorize a
State to enter directly into agreements with a manufacturer),
and must meet the requirements of paragraph (5) (with respect
to drugs purchased by a covered entity on or after the first day
of the first month that begins after the date of the enactment
of title VI of the Veterans Health Care Act of 1992 and para-
graph (6). Any such agreement entered into prior to May 1,
1991, shall be deemed to have been entered into on January

I lvý I *U ~E S I - I I~. -~
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1, 1991, and the amount of the rebate to be p aid by the manu-
facturer under such agreement shall be calculated as if the
agreement had been entered Into on January 1, 1991. If a man-

ufatuerhas not entered into such an agreement before May
1, 1991, such an agreement, subsequently entered into, shall
not be effective until the first day of the calendar quarter that
begins more than 60 days after the date the agreement is en-
tered into.

"1(2) EFFECTIVE DATE.-Paragraph (1) shall apply to drugs
dispensed under this title on or after January 1, 1991, except
that such Paragraph shall not apply to drugs dispensed before
May 1, 1991, if the Secretary determines that there were ex-
tenuating circumstances with respect to the first calendar
quarter of 1991.

"(3) AUTHORIZING PAYMENT FOR DRUGS NOT COVERED
UNDER REBATE AGREEMENTS.-Paragraph (1) shall not apply to
the dispensing of a covered outpatient drug if-

"(A) the State has made a determination that the
availability of such drug is essential to the health of bene-
ficiaries under the medicaid plan;

"(B) the dru has been given a rating of 1-A or 1-P
by the Food an d rug Ad ministration; and

"(C)(i) the physician has obtained approval for the use
of the drug in advance of dispensing such drug in accord-
ance with a prior authorization program described in sub-
section (d)(5), or

"(ii) the Secretary has reviewed and approved the
State's determination under subparagraph (A).
"1(3) AUTHORIZING PAYMENT FOR DRUGS NOT COVERED

UNDER REBATE AGREEMENTS.-Paragraph (1) shall not apply to
the dispensing of a covered outpatient drug if (A)(i) the State
has made a determination that the availability of the drug is
essential to the health of beneficiaries under the medicaid plan
for medical assistance; 00i such drug has been given a rating
of 1-A by the Food and Drug Administration; and (iii)(I) the
physician has, obtained approval for use of the drug in advance
of its dispensing in accordance with a prior authorization pro-
gram described in subsection (d), or (II) the Secretary has re-
viewed and approved the State's determination under subpara-
gra~ph (A); or (B) the Secretary determines that in the first cal-
endar quarter of 1991, there were extenuating circumstances.

"(4) EFFECT ON EXISTING AGREEMENTS.-
"(A) IN GENERAL.-In the case of a rebate agreement

in effect between a State and a manufacturer on the date
of the enactment of title IV of the Omnibus Budget Rec-
onciliation Act of 1990, such agreement for the initial
agreement period specified therein, shall be considered to
be a rebate agreement in effect under this section with re-
spectto that State, if the State agrees to report to the Sec-
retary any rebates paid pursuant to the agreement and
such agreement Provides for a minimum aggregate rebate
of 10 percent of the sum of the amounts determined under
subparagraph (B) for all of the manufacturer's drugs paid
for by the State under the agreement. If, after the initial

-A, 1
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agreement period, the State establishes to the satisfaction
of the Secretary that an agreement In effect on the date
of the enactment of title IV of the Omnibus Budget Rec-
onciliation Act of 1990 provides for rebates that are at
least as large as the rebates otherwise required under this
section, and the State agrees to report any rebates under
the agreement to the Secretary, the agreement shall be
considered to be a rebate agreement in compliance with
the section for the renewal periods of such agreement.

"(B) AMOUNT DETERMINED.-The amount determined
under this subparagraph with respect to a manufacturer's
drug paid for by a State under an agreement described in
the first sentence of subparagraph (A) is an amount equal
to the product of-

and.4(1) the average manufacturer's price for such drug;

"00i the number of dosage units of such drug paid for
by the State under such agreement.
"(5) LIMITATION ON PRICES OF DRUGS PURCHASED BY COV-

ERED ENTITIES.-
"(A) AGREEMENT WITH SECRETARY.-A manufacturer

meets the requirements of this paragraph if the manufac-
turer has entered into an agreement with the -Secretary
that meets the requirements of section 340B of the Public
Health Service Act with respect to covered outpatient
drugs purchased by a covered entity on or after the first
day of the first month that begins after the date of the en-
actment of title VI of the Veterans Health Care Act of
1992.

"(B) COVERED ENTITY DEFINED.-In this subsection,
the term 'covered entity' means an entity described in sec-
tion 340B(aX4) of the Public Health Service Act.

"1(C) ESTABLISHMENT OF ALTERNATIVE MECHANISM TO
ENSURE AGAINST DUPLICATE DISCOUNTS OR REBATES.-If
the Secretary does not establish a mechanism under sec-
tion 340B(aX5)(A) of the Public Health Service Act within
12 months of the date of the enactment of such section, the
following requirements shall apply:

"(I) Each covered entity shall inform the single
State agency under this title when it is seeking reim-
bursement from the medicaid plan for medical assist-
ance with respect to a unit of any covered outpatient
drug which is subject to an agreement under section
340B a)of such Act.

"00i Each such single State agency shall provide a
means by which a covered entity shallindicate on any
drug reimbursement claims form (or format, where
electronic claims management is used) that a unit of
the drug that is the subject of the form is subject to
an agreement under section 340B of such Act, and not
submit to any manufacturer a claim for a rebate pay-
ment under subsection (b) with respect to such a drug.
"(D) EFFECT OF SUBSEQUENT AMENDMENTS.-In deter-

mining whether an agreement under subparagraph (A)
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meets the requirements of section 340B of the Public
Health Service Act, the Secretary shall not take into ac-
count any amendments to such section that are enacted
after the enactment of title VI1 of the Veterans Health Care
Act of 1992.

"(E) DETERMINATION OF COMPLIANCE.-A manufac-
turer is deemed to meet the requirements of -this para-
graph if the manufacturer establishes to the satisfaction of
the Secretary that the manufacturer would comply (and
has offered to comply) with the provisions of section 340B
of the Public Health Service Act (as in effect immediately
after the enactment title VI of the Veterans Health Care
Act of 1992, and would have entered into an agreement
under such section (as such section was in effect at such
time), but for a legislative change in such section after
such enactment.

"(6) REQUIREMENTS RELATING TO MASTER AGREEMENTS
FOR DRUGS PROCURED BY DEPARTMENT OF VETERANS AF-
FAIRS AND CERTAIN OTHER FEDERAL AGENCIES.-

"(A) IN GENERAL.-A manufacturer meets the re-
quirements of this paragraph if the manufacturer com-
plies with the provisions of section 8126 of title 38,
United States Code, including the requirement of en-
tering into a master agreement with the Secretary of
Veterans Affairs under such section.,

"(B) EFFECT OF SUBSEQUENT AMENDMENTS.-In
determining whether a master agreement described in
subparagraph (A) meets the requirements of section
8126 of title 38, United States Code, the Secretar
shall not take into account any amendments to such
section that are enacted after the enactment of title VI
of the Veterans Health Care Act of 1992.

"1(C) DETERMINATION OF COMPLIANCE.-A manu-
facturer is deemed to meet the requirements of this
paragraph if the manufacturer establishes to the satis-
faction of the Secretary that the manufacturer would
comply (and has offered to comply) with the provisions
of section 8126 of title 38, United States Code (as in
effect immediately after the enactment of title VI of
the Veterans He alth C are Act of 1992) and would have
entered into an agreement under such section (as such
section was in effect at such time), but for a legislative
change in such section after such enactment.

"(b) TERMS OF REBATE AGREEMENT.-
"(1) PERIODIC REBATES.-

"(A) IN GENERAL.-A rebate agreement under this sub-
section shall require the manufacturer to provide, to each
medicaid plan approved under this title, a rebate for a re-
bate period in an amount specified in subsection (c for
covered outpatient drugs of the manufacturer dispensed
after December 31,41990, for which payment was made
under the medicaid plan for such period. Such rebate shall
be paid by the manufacturer not later than 30 days after



365

the date of receipt of the information described in para-
graph (2) for the period involved.

"(B) OFFSET AGAINST MEDICAL AssisTANCE.-Amounts
received by a State under this section (or under an agree-
ment authorized by the Secretary under subsection (a)( 1)
or an agreement described in subsection (a)(4)) in any
quarter shall be considered to be a reduction in the
amount expended under the medicaid plan in the quarter
for medical assistance for purposes of this title.
"(2) STATE PROVISION OF INFORMATION.-

"(A) STATE RESPONSIBILITY.-Each State agency under
this title shall report to each manufacturer not later than
60 days after the end of each rebate period and in a form
consistent with a standard reporting format established by
the Secretary, information on the total number of units of
each -dosage form and strength and package size of each
covered outpatient drug dispensed after December 31,
1990, for which payment was made under the plan for the
period, and shall promptly transmit a copy of such report
to the Secretary.

"(B) AUDITS.-A manufacturer may audit the informa-
tion provided (or required to be provided) under subpara-
graph (A). Adjustments to rebates shall be made to the ex-
tent that information indicates that utilization was greater
or less than the amount previously specified.
"(3) MANUFACTURER PROVISION OF PRICE INFORMATION.-

"(A) IN GENERAL.-Each manufacturer with an agree-
ment in effect under this section shall report to the Sec-
retary-

"(i not later than 30 days after the last day of
each rebate period under the agreement (beginning on
or after January 1, 1991), on the average manufac-
turer price (as defined in subsection Qj)(1)) and, for sin-
gle source drugs and innovator multiple source drugs,
the manufacturer's best price (as defined in subsection
(c)(1)(C)) for each covered outpatient drug for the re-
bate period under the agreement; and

"00i not later than 30 days after the date of enter-
ing into an agreement under this section on the aver-
age manufacturer price (as defined in subsection Qj)(1))
as of October 1, 1990, for each of the manufacturer's
covered outpatient drugs.
"(B) VERIFICATION SURVEYS OF AVERAGE MANUFA-

TURER PRICE.-The Secretary may survey wholesalers and
manufacturers that directly distribute their covered out-
patient drugs, when necessary, to verify manufacturer
prices reported under subparagraph (A). The Secretary
may imp ose a civil monetary penalty in an amount not to
exceed $10,000 on a wholesaler, manufacturer, or direct
seller, if the wholesaler, manufacturer, or direct seller of
a covered outpatient drug refuses a request for information
by the Secretarysin connection with a survey under this
subparagraph. Te provisions of section 1128A (other than
subsections (a) (with respect to amounts of penalties or ad-
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ditional assessments) and (b) shall apply to a civil money
penalty under this subparagraph in the same manner as
such provisions apply to a pen aty or proceeding under sec-
tion 1 128A(a).

"(C) PENALTIES.-
"(i0) FAILURE TO PROVIDE TIMELY INFORMATION.-In

the case of a manufacturer with an agreement under
this section that fails to provide information required
under subparagraph (A) on a timely basis, the amount
of the penalty shall be $10,000 for each day in which
such information has not been provided and such
amount shall be paid to the Treasury. If such informa-
tion is not reported within 90 days of the deadline im-
posed, the agreement shall be suspended for services
furnished after the end of such 90-day period and until
the date such Information is reported (but in no case
shall such suspension be for a period of less than 30
days).

"(ii) FALSE INFORMATION.-Any manufacturer with
an agreement under this section, or a wholesaler or di-
rect seller, that knowingly provides false information
under subparagraph (A) or (B) is subject to a civil
money penalty in an amount not to exceed $100,000
for each item of false information. Any such civil
money penalty shall be in addition to other penalties
as may be prescribed by law. The provisions of section
1128A (other than subsections (a) and (b)) shall a apply
to a civil money penalty under this subparagraph in
the same manner as such provisions apply to a pen-
alty or proceeding under section 1128A(a).
"(D) CONFIDENTIALITY OF INFORMATION.-Notwith-

standing any other provision of law, information disclosed
by manufacturers or wholesalers under this paragraph or
under an agreement with the Secretary of Veterans A~hars
described in subsection (aX6)(A)ii) is confidential and
shall not be disclosed by the Secretary or the Secretary of
Veterans Affairs or a State agency (or contractor there-
with) in a formn which discloses the identity of a specific
manufacturer or wholesaler or the prices charged for drugs
by such manufacturer or wholesaler, except-

"(i as the Secretary determines to be necessary to
carry out this section;

"(ii) to permit the Comptroller General to review
the information provided; and

"(ii*i) to permit the Director of the Congressional
Budget Office to review the information provided.

"(4) LENGTH OF AGREEMENT.-
"(A) IN GENERAL.-A rebate agreement shall be effec-

tive for an initial period of not less than 1 year and shall
be automatically renewed for a period of not less than 1
year unless terminated under subparagraph (B).

"(B) TEMINATON.-
"(I)By THE SECRETARY.-The Secretary may pro-

vide for termination of a rebate agreement for viola-
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tion of the reurements of the agreement or other
good cause show. Such termination shall not be effec-
tive earlier than 60 days after the date of notice of
such termination. The Secretary shall provide, upon
request, a manufacturer with a hearing concerning
such a termination, but such hearing shall not delay
the effective date of the termination. Failure of a State
to provide any advance notice of such a termination as
required by regulation shall not affect the State's right
to terminate coverage of the drugs affected by such
termination as of the effective date of such termi-
nation.

"00i BY A MANUFACTURER.-A manufacturer may
terminate a rebate agreement under this section for
any reason. Any such termination shall not be effec-
tive until the calendar quarter beginning at least 60
days after the date the manufacturer provides notice
to the Secretary.

"(Oit) EFFECTIVENESS OF TERMINATION.-Any ter-
mination under this subparagraph shall not affect re-
bates due under the agreement before the effective
date of its termination.

"(iv) NOTICE TO STATES.-In the case of a termi-
nation under this subparagraph, the Secretary shall
provide notice of such termination to the States within
not less than 30 days before the effective date of such
termination.

"(v APPLICATION TO TERMINATIONS OF OTHER
AGREEMENTS.-The provisions of this subparagraph
shall apply to the terminations of agreements de-
scribed in section 340B(a)(1) of the Public Health
Service Act and master agreements described in sec-
tion 8 126(a) of title 38, United States Code.

"bate DELAY BEFORE REENTRY.-In the case of any re-
baeagreement with a manufacturer under this section

which is terminated, another such agreement with the
manufacturer (or a successor manufacturer) may not be
entered into until a period of 1 calendar quarter has
elapsed since the date of the termination, unless the Sec-
retary finds good cause for an earlier reinstatement of
such an agreement.
"(5) SETTLEMENT OF DISPUTES.-

"(A) SECRETARY.-The Secretary shall have the au-
thority to resolve, settle, and compromise disputes regard-
ing the amounts of rebates owed under this section.

"(B) STATE.-Each State, with respect to covered out-
patient drugs paid for under the State's medicaid plan,
shall have authority, independent of the Secretary' author-
ity under subparagraph (A), to resolve, settle, and com-
promise disputes regarding the amounts of rebates owed
under this section. Any such action shall be deemed to
comply With the requirements of this title, and such coy-
ereoutpatient drugs shall be eligible for payment under
the medicaid plan approved under this title.
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"1(C) AMOUNT OF REBATE.-The Secretary shall limit
the amount of the rebate payable in any case in which the
Secretary determines that, because of unusual cir-
cumstances or questionable data, the provisions of sub-
section (c result in a rebate amount that is inequitable or
otherwise inconsistent with the purposes of this section.

"(c) DETERMINATION OF AMOUNT OF REBATE.-
"(1 BASIC REBATE FOR SINGLE SOURCE DRUGS AND INNOVA-

TOR MULTIPLE SOURCE DRUGS.-
"(A) IN GENERAL.-Except as provided in paragraph

(2), the amount of the rebate specified in this subsection
for a rebate period (as defined in subsection Qj)(8)) with re-
spect to each dosage form and strength of a single source
drug or an innovator multiple source drug shall be equal
to the product of-

"(I) the total number of units of each dosage form
and strength aid for under the medicaid plan in the
rebate period las reported by the State); and

"00i subject to subparagraph (BXii), the greater
Of-

"(I the difference between the average manu-
factureir price and the best price (as defined in
subparagraph (C)) for the dosage form and
strength of the drug, or

"(II) the minimum rebate percentage (speci-
fied in subparagraph (B)(i)) of such average manu-
facturer price,

of or the rebate period.
"1(B) MINIMUM REBATE PERCENTAGE.-For purposes of

subparagraph (AXiiXII1), the minimum rebate percentage
for rebate periods beginning after December 31, 1995, is
15.1 percent.

"(C) BEST PRICE DEFINED.-For purposes of this sec-
tion:

"(i IN GENERAL.-The term 'best price' means,
with respect to a single source drug or innovator mul-
tiple source drug of a manufacturer, the lowest price
available from the manufacturer during the rebate pe-
riod to any wholesaler, retailer, provider, health main-
tenance organization, nonprofit entity, or govern-
mental entity within the United States, excluding-

"(I) any prices charged on or after October 1,
1992, to the Indian Health Service, the Depart-
ment of Veterans Affairs, a State home receiving
funds under section 1741 of title 38, United States
Code, the Department of Defense, the Public
Health Service, or a covered entity described in
subsection (aX5XB);

"(II) any p rices charged under the Federal
Supply Schedule of the General Services Adminis-
tration;

"(III) any prices used under a State pharma-
ceutical assistance program; and
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"(MV any depot prices and single award con-
tract prices, as defined by the Secretary, of any
agency of the Federal Government.
"00i SPECIAL RULES.-The term 'best price'-

"MI shall be inclusive of cash discounts, free
goods that are contingent on any purchase re-
q uirement, volume discounts, and rebates (other
than rebates under this section);

"(IT) shall be determined without regard to
special packaging, labeling, or identifiers on the
dosage form or product or package; and

- '(111) shall not take into account prices that
are merely nominal in amount.

"(2) ADDITIONAL REBATE FOR SINGLE SOURCE AND INNOVA-
TOR MULTIPLE SOURCE DRUGS.-

"(A) IN GENERAL.-The amount of the rebate specified
in this subsection for a rebate period, with respect to each
dosage form and strength of a single source drug or an in-
novator multiple source drug, shall-- be increased by an
amount equal to the product of-

"(i the total number of units of such dosage form
and strength dispensed after December 31, 1990, for
which payment was made under the medicaid plan for
the rebate period; and

"0i0 the amount (if any) by which-
"(I) the average manufacturer price for the

dosage form" and strength of the drug for the pe-
riod, exceeds

"(11) the average manufacturer price for such
dosage form and strength for the calendar quarter
beginning July 1, 1990 (without regard to whether
or not the drug has been sold or transferred to an
entity, including a division or subsidiary of the
manufacturer, after the first day of such quarter),
increased by the percentage by which the
consumer price index for Al urban consumers
(United States city average) for the month before
the month in which the rebate period begins ex-
ceeds such index for September 1990.

"1(B) TREATMENT OF SUBSEQUENTLY APPROVED
DRuGS.-In the case of a covered outpatient drug approved
by the Food and Drug Administration after October 1,
1990, clause (iiXII) of subparagraph (A) shall be applied by
substituting 'the first full calendar quarter after the day
on which the drug was first marketed' for 'the calendar
quarter beginning July 1, 1990' and 'the month prior to the
first month of the first full calendar quarter after the day
on which the drug was first marketed' for 'September
1990'.
"(3) REBATE FOR OTHER DRUGS.-

"(A) IN GENERAL.-The amount of the rebate paid to a
State for a rebate period with respect to each dosage form
and strength of covered outpatient drugs (other than single



2 - -~--- -

370

source drugs and innovator multiple source drugs) shall be
equal to the product of-

"(I) the appDlicable percentage (as described in sub-
raragra(B)) of the average manufacturer price for
he dsageform and strength for the rebate period;

and
"00I the total number of units of such dosage form

and strength dispensed after December 31, 1990, for
which payment was made under the medicaid plan for
the rebate period.
"1(B) APPLICABLE PERCENTAGE DEFINED.-For purposes

of subparagraph (A)(i, the 'applicable percentage' is 11
percent.
"(4) REBATE LIMITED TO AMOUNT OF STATE PAYMENT IF

DRUG PRIMARILY DISPENSED TO NURSING FACILITY PATIENTS.-
"(A) IN GENERAL.-Upon request of the manufacturer

of a covered outpatient drug, the Secretary shall limit, in
accordance with subparagraph (B), the amount of the re-
bate under this subsection with respect to a dosage form
and strength of such drug'if the mpjority of the estimated
number of units of such dosage form and strength that are
subject to rebates under this section were dispensed to in-
patients of nursing facilities.

"(B AMOUNT OF REBATE.-In the case of a covered out-
patient drug subject to subparagraph (A), the amount of
the rebate specified In this subsection for a rebate period,
with respect to each dosage form and strength of such
drug, shall not exceed the amount paid under the medicaid
plan with respect to such dosage form and strength of the
drug in the rebate period (without consideration of any dis-
pensing fees paid).
"(5) SUPPLEMENTAL REBATES PROHIBITED.-No rebates

shall be required to be paid by manufacturers with respect to
covered outpatient drugs furnished to individuals in any State
that provides for the collection of such rebates 'in excess of the
rebate amount payable under this section.
"(d) LIMITATIONS ON COVERAGE OF DRUGS.-

"(1 PERMISSIBLE RESTRICTIONS.-
"(A) IN GENERAL.-A State may subject to prior au-

thorization any covered outpatient drug. Any such prior
authorization program shall comply with the requirements
of paragraph (5).

"(B) ADDITIONAL RESTRICTIONS.-A State may exclude
or otherwise restrict coverage of a covered outpatient drug
if-

"(I) the drug is contained in the list referred to in
paragraph (2);

"(ii) the drug is subject to such restrictions pursu-
ant to an agreement between a manufacturer and a
State authorized by the Secretary under subsection
(aX1) or in effect pursuant to subsection (a04); or

~'(III) the State has excluded coverage of the drugr
from its 'formulary established in accordance with
paragraph (4).
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"(2 LIST OF DRUGS SUBJECT TO RESTRICTION.-The follow-
ing drugs or classes of drugs, or their medical uses, may be ex-
cluded from coverage or otherwise restricted:

"(A) Agents when used for anorexia, weight loss, or
weight gain.

"(B) Agents when used to promote fertility.
"(C) Agents when used for cosmetic purposes or hair

growth.
"(D) Agents when used for the symptomatic relief of

cough and colds.
"(E) Aents when used to promote smoking~essation.

-pinvitamins and mineral products, e
"(ep' prescrl iptaionsand fluoride preparations.

'(G) Nonprescription drugs.
"(H) Covered outpatient d rugs which the manufacturer

seeks to require as a condition of sale that associated tests
or monitoring services be purchased exclusively from the
manufacturer or its designee.

"MI)Barbiturates.
"(J) Benzodiazepines.

"(3) ADDITIONS TO DRUG LISTINGS.-The Secretary shall, by
regulation, periodically add to the list of drugs or classes of
drugs described in paragraph (2), or their medical uses, which
the Secretary has determined to be subject to clinical abuse or
inappropriate use.

1(4) REQUIREmENT FOR FoRMULARIs.-A State may es-
tablish a formulary if the formulary meets the following re-
quirements:

"(A) The formulary is developed by a committee con-
sisting of physicians, pharmacists, and other appropriate
individuals appointed by the Governor of the State (or, at
the op tion of the State, the State's drug use review board
established under subsection (f)(3)).

"(B) Except as provided in subparagraph (C), the for-
mulary includes the covered outpatient drugs of any man-
ufacturer which has entered into and complies with an
agreement under subsection (a) (other than any drug ex-
cluded from coverage or otherwise restricted under para-
graph (2)).

"(C) A covered outpatient drug may be excluded with
respect to the treatment of a specific disease or condition
for an identified population (if any) only if, based on the
drug's labeling (or, in the case of a drug the prescribed use
of which. is not approved under the Federal Food, Drug,
and Cosmetic Act but is a medically accepted indication,
based on information from the appropriate compendia de-
scribed in subsection Qj)(6)), the excluded drug does not
have a signifficant, clinically meaningful therapeutic ad-
vantage in terms of safety, effectiveness, or clinical out-
come of such treatment for such population over other
drugs8included in the formulary and there is a written ex-
planation (available to the public) of the basis for the ex-
clusion.
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"(D) The medicaid p lan permits coverage of a drug ex-
cluded from the formulary (other than any drug excluded
from coverage or otherwise restricted under paragraph (2))
pursuant to a prior authorization program that s consist-
ent with paragraph (5).

"(E The formulary meets such other requirements as
the Secretary may impose in order to achieve program sav-
ings consistent with protecting the health of program
beneficiaries.

A prior authorization program established by a State under
paragraph (5) is not a formulary subject to the requirements
of this paragraph.

"(5) ]REQUIREMENTS OF PRIOR AUTHORIZATION PROGRAMS.-
A medicaid plan approved under this title may require, as a
condition of coveragKe or payment for a covered outpatient drug
for which Federal financial participation is available in accord-
ance with this section, with respect to drugs dispensed on or
after July 1, 1991, the approval of the drug before its dispens-
ing for any medically accepted indication (as defined in sub-
section Qj)(6)) only if the system providing for such approval-

"(A) provides response by telephone or other tele-
communication device within 24 hours of a request for
prior authorization; and

"(B except with respect to the drugs on the list re-,
ferred to in paragraph (2), provides for the dispensing of
at least 72-hour supply of a covered outpatient prescription
drug in an emergency situation (as defined by the Sec-
retary).
"(6) OTHER PERMISSIBLE RESTRICTIONS.-A State may im-

pose limitations, with respect to all such drugs in a therapeutic
class, on the minimum or maximum quantities per prescription
or on the number of refills, if such limitations are necessary to
discourage waste, and may address Instances of fraud or abuse
by individuals in any manner authorized under this Act.
"(e) ESTABLISHMENT OF UPPER PAYMENT LIMrrs.-The Health

Care Financing Ad ministration shall establish a Federal upper re-
imbursement limit for each multiple source drug for which the
FDA has rated three or more products therapeutically and pharma-
ceutically equivalent, regardless of whether all such additional for-
mulations are rated as such and shall use only such formulations
when determining any such upper limit.

"(0 'DRUG USE REviEW.-
"(1) IN GENERA.L.-A State participating in the medicaid re-

bate agreement may provide for a drug use review program to
educate physicians and pharmacists to identify and reduce the
frequency of patterns of fraud, abuse, gross overuse, or inap-
propriate or medically unnecessary care, among physicians,
pharacists, and patients, or associated with specific drugs or
groups of drugs, as well as potential and actual severe adverse
reactions to drugs.

"(2) APPLICATION OF STATE STANDARDS.-
"(A) IN GENERAL.-Except as provided ifn subpara-

graph (B), a State with a drug use review program under
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this subsection shall establish and operate the program
under such standards as It may establish.

"(B DATA ON DRUG USE.-The program shall assess
data on drug use against predetermined standards, con-
sistent with-

"(I) compendia which shall consist of-
"(I American Hospital Formulary Service

Dru Information,
'(II) United States Pharmacopeia-Drug Infor-

mation,
"VIII) the DRUGDEX Information System, and
"(IM American Medical Association Drug

Evaluations; and
"00i the peer-reviewed medical literature.

"(g) ELECTRONIC CLAIMS MANAGEMENT.-In accordance with
chapter 35 of title 44, United States Code (relating to coordination
of Federal information policy), the Secretary shall encourage each
State to establish, as its principal means of processing claims for
covered outpatient drugs under its medicaid plan, a point-of-sale
electronic claims management system, for the purpose of perform-
ing on-line, real time eligibility verifications, claims data capture,
adjudication of claims, and assisting pharmacists (and other au-
thorized persons) in applying for and receiving payment.

1()ANNUAL REPORT.-
"(1) IN GENERAL.-Not later than May 1 of each year, the

Secretary shall transmit to the Committee on Finance of the
Senate and the Committee on Commerce of the House of Rep-
resentatives a report on the operation of this section in the
precedin fiscal year.

"(2) DETAILS.-Each report shall include information on-
"(A) ingredient costs paid under this title for single

source drugs, multiple source drugs, and nonprescription
covered outpatient drugs;

"(B the total value of rebates received and number of
manufacturers providing such rebates;

"(C) the effect of inflation on the value of rebates re-
quired under this section;

"(D) trends in prices paid under this title for covered
outpatient drugs; and

"(E Federal and State administrative costs associated
with compliance with the provisions of this title.

"(I) ExEMPTIN FOR CAPITATED HEALTH CARE ORGANIZATIONS,
HOSPITALS, ANDt NURSING FAcfILITIs.-

"(1) IN GENERAL.-Except as provided in paragraph (2), the
requirements of the medicaid rebate agreement under this sec-
tion shall not apply with respect to covered outpatient drugs
dispensed by or through-

"(AIa capitated health care organization (as defined in
section 2114(cXl)); or

"(B) a hospital or nursing facilityo that dispenses cov-
ered outpatient drugs using a drug formulary system and
bils the State no more than the hospital's purchasing
costs for covered outpatient drugs.
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"(2) CONSTRUCTION IN DETERMINING BEST PRICE.-Nothlng
in paragraph (1) shall be construed as excluding amounts pai
by the entities described in -such paragraph for covered out-
patient drugs from the determination of the best price (as de-
fined in subsection (c)( 1)(C)) for such drugs.
"110) DEFINITIONS.-For purposes of this section:

"(1 AVERAGE MANUFACTURER PRICE.-The term 'average
manufacturer price' means, with respect to a covered out-
patient drug of a manufacturer for a rebate period, the average
p rice paid to the manufacturer for the drug in the United

tates by wholesalers for drugs distributed to the retail phar-
macy class of trade, after deducting customary prompt pay dis-
counts.

"1(2) COVERED OUTPATIENT DRUG.-Subject to the excep-
tions in paragraph (3), the term 'covered outpatient drug'

means"(A) of those drugs which are treated as prescribed
drugs for purposes of this title, a drug which may be dis-
pensed only upon prescription (except as provided in sub-
paragraph (D); and

"(I) which is approved as a prescription drug
under section 505 or 507 of the Federal Food, Drug,
and Cosmetic Act,

"0(ii1) which was commercially used or sold in the
United States before the date of the enactment of the
Drug Amendments of 1962. or which is identical, simi-
lar, or related (within the meaning of section
310.6(b)(1) of title 21 of the Code of Federal Regula-
tions) to such a drug, and (HI) which has not been the
subject of a final determination by the Secretary that
it is a 'new drug' (within the meaning of section 20 1(p)
of the Federal Food, Drug, and Cosmetic Act) or an ac-
tion brought by the Secretary under section 301,
302(a), or 304(a) of such Act to enforce section 502(f)
or 505(a) of such Act, or

"(iii)(I) which is described in section 107(c)(3) of
the Drug Amendments of 1962 and for which the Sec-
retar has determined there is a compelling justifica-
tion for its medical need, or is identical, similar, or re-
lated (within the meaning of section 310.6(b)(1) of title
21 of the Code of Federal Regulations) to such a drug,
and (ID) for which the Secretar has not issued a no-
tice of an opportunity for a hearing under section
505(e) of the Federal Food, Drug, and Cosmetic Act on
a proposed order of the Secretary to withdraw ap-
proval of an application for such drug under such sec-
tion because the Secretary has determined that the
drug is less than effective for some or all conditions of
use prescribed, recommended, or suggested in its la-
beling;,
"(B) a biological product, other than a vaccine which-

"(I) may only be dispensed upon prescription,
"01i) Is licensed under section 351 of the Public

Health Service Act, and
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"(III) is produced at an establishment licensed
under such section to produce such product;
"(C) insulin certified under section 506 of the Federal

Food, Drug, and Cosmetic Act; and
"(D) a drug which may be sold without a prescription

(commonly referred to as an 'over-the-counter drug'), if the
drug is prescribed by a physician (or other person author-
ized to prescribe under State law).
"(3) LIMITING DEFINITION.-The term 'covered outpatient

drug' does not include any drug, biological product, or insulin
provided as part of, or as incident to and in the same setting
as, any of the following (and for which payment may be made
under this title as part of payment for the following and not
as direct reimbursement for the drug):

"(A) Inpatient hospital services.
"(B) Hospice services.
"(C) Dental services, except that drugs for which the

medicaid plan authorizes direct reimbursement to the dis-
pensing dentist Are covered outpatient drugs.

"(D) Physicians' services.
"ME Outpatient hospital services.
"(F) Nursing facility services and services provided by

an intermediate care facility fbr the mentally retarded.
"(G) Other laboratory and x-ray services.
"(H) Renal dialysis services.

Such term also does not Include any such drug or product for
which a National Drug Code number is not required by the
Food and Drug Administration or a drug or biological used for
a medical indication which is not a medically accepted indica-
tion. Any drug, biological product, or insulin excluded from the
definition of such term as a result of this paragraph shall be
treated as a covered outpatient drug for purposes of determin-
ing the best price (as defined in subsection (c)(1)(C)) for such
drug, biological product, or insulin.

"1(4) OVER-THE-COUNTER DRUG.-The term 'over-the-counter
drug' means a drug that may be sold without a prescription.

"(5) MANUFACTURER.-The term 'manufacturer' means,
with respect to a covered outpatient drug, the entity holding
legal title to or possession of the National Drug Code number
for such drug.

"(6) MEDICALLY ACCEPTED INDICATION.-The term 'medi-
cally accepted indication' means any use for a covered out-
patient drug which is approved under the Federal Food, Drug,
and Cosmetic Act, or the use of which is supported by one or
more citations included or approved for inclusion in any of the
compendia described in subsection (fX(2)(B)(i).

"(7) MULTIPLE SOURCE DRUG; INNOVATOR MULTIPLE SOURCE
DRUG; NONINNOVATOR MULTIPLE SOURCE DRUG; SINGLE SOURCE
DRUG.-

"(A) DEFINED.-
"(I) MULTIPLE SOURCE DRUG.-The term 'multiple

source drug' means, with respect to a rebate period, a
covered outpatient drug (not including any drug de-

20-067 - 95 - 13
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scribed in paragraph (2XD)) for which there are 2 or
more drug products which-

"(I) are rated as therapeutically equivalent
(under the Food and Drug Administration's most
recent -publication of 'Approved Drug Products
with Terapeutic Equivalence Evaluations');

"(11) except as provided in subparagraph (B),
are pharmaceutically equivalent and
bioequivalent, as defined in subparagraph (C) and
as determined by the Food and Drug Administra-
tion; and

"(III are sold or marketed in the State during
the period.
"00i INNOVATOR MULTIPLE SOURCE DRUG.-The

term 'innovator multiple source drug' means a mul-
tiple source drug that was originally marketed under
a new drug application or product licensing applica-
tion approved by the Food and Drug Administration.

"(Wi) NoNINNOVATOR MULTIPLE SOURCE DRUG.-
The term 'noninnovator multiple source drug' means a
multiple source drug that is not an innovator multiple
source drug.

"(iv) SINGLE SOURCE DRUG.-The term 'single
source drug' means a covered outpatient drug (not in-
cluding any drug described 'in paragraph (2)(D)) which
is produced or fistributed under a new drug applica-
tion or product licensing application approved by the
Food and Drug Administration, including a drug prod-
uct marketed by any cross-licensed producers or dis-
tributors operating under the new drug application or
product licensing application.
"(B) ExcEp~ioN.-Subparagraph (A)(i)(II) shall not

apply if the Food and Drug Administration changes by reg-
ulation the requirement that, for purposes of the publica-
tion described in subparagraph WAW)I), in order for drug
products to be rated as therapeutically equivalent, they
must be pharmaceutically equivalent and bioequivalent, as
defined in subparagraph (C).

"(C) SPECIAL RuLES.-For purposes of this para-
graph-

"(i drug products are pharmaceutically equivalent
if the products contain identical amounts of the same
active drug ingredient in the same dosage form and
meet compendial or 'other applicable standards of
strength, quality, purity, and identity;

"(ii) drugs are bioequivalent if they do not present
a known or potential bioequivalence problem, or, if
they do present such a problem, they are shown to
meet an appropriate standard of bioequivalence; and

"(Wi) a drug product is considered to be sold or
marketed in a State if it appears in a published na-
tional listing of average wholesale prices selected by
the Secretary, if the listed product is generally avail-
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able to the public through retail pharmacies in that
State.

"(8) REBATE PERIOD.-The term 'rebate period' means, with
respect to an agreement under subsection (a), a calendar quar-
ter or other period specified by the Secretary with respect to
the payment of rebates under such agreement.

"(9) STATE AGE~1cY.-The term 'State agency' means the
agency designated under this title to administer or supervise
the administration of the medicaid plan for medical assist-
ance.".
(b) MEDICAID DRUG REBATE PROGRAM TASK FORCE.-

(1) IN GENERAL.-Not later than June 1, 1998, the Sec-
retary of Health and Human Services (in this subsection re-
ferred to as the "Secretary") shall provide for the establishment
of a Medicaid Drug Rebate Program -Task Force (in this sub-
section referred to as the 'Task Force").

(2) COMPOSITION.-The Task Force shall consist of volun-
teer representatives appointed by

(A) the chair and vice chair of the National Governors
Association (NGA);

(B) the National Association of State Medicaid Direc-
tors;

(C) associations representing the prescription and ge-
neric drug industries;

(D) an association representing pharmacies; and
(E) an association representing the Interests of medic-

aid recipients.
(3) DUTIEs.-The Task Force shall study whether the med-

icaid drug rebate program under section 2175 of the Social Se-
curity Act, as added by this section, should be retained or re-
pealed. The study shall assess-

(A) the extent to which State medicaid programs rely
on the drug rebate program to manage prescription drug
expenditures;

(B) the impact of repealing the program on recipient
access to prescription drugs and ph~armc services;,

(C) the impact, of retaining the program on the pre-
scription and generic drug industries; and

(D) the likely actions States would take to manage
prescription drug expenditures in the absence of drug re-
bate revenue.
(4) ADMINISTRAIV ASSISTANCE.-Administrative support

for the Task Force shall be provided by the Agency for Health
Care Policy and Research (or, 'in the absence of such Agency,
the Secretary).

(5) REPORT.-Not later than October 1, 1998, the Task
Force sthall report the results of the study to the Secretary. The
report shall be transmitted to the Committee on Finance and
Special Committee on Aging of the Senate and the Committee
on Commerce of the House of Representatives.
(c CLERICAL AMENDMENT.-The table of sections for title MX,

as added by section 7191(a), is amended by adding at the end the
following new item:
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"Sec. 2175. Medicaid drug rebate agreements.".
(d) SPECIAL EFFECT~vE DATES.-

(1) IN GENERAL.-Except as provided In p aragraph (2), the
amendments made by this section shall take effect as if in-
cluded In the amendment made by section 7191.

(2) RETROACTIVE APPLICATION OF CERTAIN PROVISIONS.-
Subsections (bX), (0X4), and (cX5) of section 2175 of the Social
Security Act, as added by this section, shall take effect as if in-
cluded in the enactment of the Omnibus Budget Reconciliation
Act of 1990.

SEC. 7198. WAIVERS.
(a) CONTINUATION OF WAIVERS.-

(1) IN GENERAL.-Except as provided in paragraph (2), if
any waiver granted to a State under section 1115 of the Social
Security Act (42 U.S.C. 1315) or otherwise which relates to the
provision of assistance under a State plan under title XIX pf.
such Act has been implemented as of September 1, 1995, the:"
waiver may continue, at the option of the State, subject to the
terms and conditions of such waiver.

(2) FINANCING LIMITATION.-Notwithstanding any other
provision of law, begInning with fiscal year 1996, a State oper-
ating under a waiver described in paragraph (1) shall receive
the payment provided for in the waiver to the extent such pay-
ment does not exceed the payment under title XXI of the Social
Security Act, as added by section 7191(a), such State would
otherwise receive for the fiscal year.
(b) STATE OPTION To TERMINATE WAIVER.-

(1) IN GENERAL.-A State may terminate a waiver de-
scribed in subsection (a) before the expiration of the waiver.

(2) REl'owR.-A State which terminates a waiver under
paragraph (1) shall submit a report to the Secretary of Health
and Human Services summarizing the waiver and any avail-
able information concerning the result or effect of such waiver.

(3) HOLD HARMLESS PROVISION.-
(A) IN GENERAL.-Notwithstanding any other provision

of law, a State that, not later than the date described in
subparagraph (B), submits a written request to terminate
a waiver described in subsection (a) shall be held harmless
for accrued cost neutrality liabilities incurred under the
terms and conditions of such waiver.

(B) DATE DESCRIBED.-The date described in this sub-
paragraph is the later of-

(I) January 1, 1996; or
(11) 90 days following the adjournment of the first

regular session of the State li"slature that begins
after the date of the enactment ortis Act.

(Cc) CONTINUATION OF INDMvDuAL WAWvERS.-A State may elect
to continue one or more individual waivers described in subsection
(aX1).
SEC. 7194. CHILDREN WITH SPECIAL HAT CARE NEEDS.

(a) CLASIFICTIO SYSTEM To IDENTIFY CHILDREN WITH SPE-
CIAL HEALTH CARE NEEDS.-
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(1) IN GENERAL.-Not later than 18 months after the date
of the enactment of this Act, the Secretary of Health and
Human Services (in this section referred to as the "Secretar")
shall, through the Health Care Financing Administration, de-
velop a national , quantifiable classification system to identify
children with special health care needs.

(2) CHILDREN WITH SPECIAL HEALTH CARE NEEDS.-For
purposes of this section, children with special health care
needs are children-

(A) with conditions which are, or can be anticipated to
be, of at least a year's duration, and

(B) who require services significantly greater than
well children.
(3) REQUIREMENTS OF CLASSIFICATION SYSTEM.-The classi-

fication system developed in accordance with this section-
(A) shall be based on commonly recognized diagnostic

codes;
(B) shall be compatible with State and health plan

()shall be capable of serving as a basis for identify-
ing such children and their medical expenditures and mon-
itoring the quality of care received; and

(D) shall incorporate the consideration of the severity
status, prognosis, and desired outcome for each such child,
including tertiary prevention, maintenance of function, or
improvement of function.

(b) DEMONSTRATION PROJECTS To USE CLASSIFICATION SYSTEM
AND To PROVID.E.-METHODS OF ASSURING QUALITY CARE FOR CHIL-
DREN WITH SPECIAL HEALTH CARE NEEDS.-

(1) IN GENERAL.-Upon completion of the development of
the classification system under subsection (a), the Secretary
shall make grants to not more than 5 States to conduct 5-year
demonstration projects in accordance with this subsection for
the purpose of-

(A) testing the reliability and validity of such classi-
fication sy stem;

(B) developing methods of assuring quality care for
children with special health care needs; an d

(C) providing for initial methods for identifying chil-
dren wit h special health care needs based on diagnoses ac-
counting for the majority of the chronic conditions affecting
children in the State which are likely to require significant
medical interventions whether in number of interventions
or costs.

Each State grant may be used without fiscal year limitation.
(2) REQUIREMENTS OF PROJECT.-

(A) IN GENERAL.-A project conducted in accordance,
with this subsection shall provide that the State in devel-
oping methods described In paragraph (1XB), shall de-

velop-(I) adequate capitation rates specific to children
with special health care needs; and

(fii)quality indicators, including system perform-
ance standards, care guidelines or specific popu-
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lations, outcomes measures, and patient and parent
satisfaction.
(B) APPROPRIATE REPRESENTAT1VES.-The design and

implementation of such a project shall include representa-
tives of providers of services to such children and appro-rfnate State agencies and programs.
3r) APPLICATIONS.-Each State desiring to conduct a dem-

onstration project under this subsection, including projects
which are statewide, substate, or regional in cooperation with
a contiguous State or States, shall prepare and submit to the
Secretary an application at such time, in such manner, and
containing such information as the Secretary may require.

(4) REPORT.-A,-. State that conducts a demonstration
project under this section shall prepare and submit to the Sec-
retary annual and final reports in such form and containing
such information as the Secretary may require.

(5) AUTHORIZATION OF APPRopRIAioNS.-There are author-
ized to be appropriated $2,000,000 for each of fiscal years 1997,
1998, 1999, 2000, and 2001 for the purpose of conducting dem-
onstration projects in accordance with this subsection.

SEC. 7195. CBO REPORTS.
(a) STuDY.-The Director of the Conaressional Budget Office

shall prepare an annual analysis of the effects of the amendments
made by section 7191 on the health insurance status of children,
individuals who have attained retirement age, and the disabled.

(b) REPoRT.-The Director of the Congressional Budget Office
shall submit a repor of the results of the analysis required under
subsection (a) by May 15 of each year to the Committee on Finance
of the Senate and the Committee on Commerce of the House of
Representatives.
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Subtitle C-Block Grants for Temporary
Assistance for Needy FamiliestMC

SEC. 7200. SHORT TITLE.
This subtitle may be cited as the "Work Opportunity Act of

1995".
SEC. 7201. BLOCK GRANTS TO STATES.

(a) REPEALS.-
(1) IN GENERAL.-Parts A and F of title IV (42 U.s.c. 601

et seq. and 682 et seq.) are hereby rep aled.
()RuLES AND REGULATIONs.-The Secretary of Health

and Hiuman Services shall ensure that any rules and regula
tions relating to the provisions of law repealed in paragraph (1);
shall cease to have effect on and after the date of the repeal
of such provisions.
(b BLOCK GRANTS To STATES FOR TEMPORARY ASSISTANCE FOR

NEEDY FAmILES WITH MINOR CHILDR~EN.-Title IV (42 U.S.C. 601
et seq.) Is amended by inserting before part B the following:

"PART A-BLOCK GRANTS TO STATES FOR
"TEMPORARY ASSISTANCE FOR NEEDY FAMI-
LIES - ITH MINOR CHILDREN

"SEC. 400. NO INI1VIUAL ENITLMENT.
"Notwithstanding an 'y other provision of law, no individual is

entitled to any assistance under this part.
"SEC. 401. PURPOSE.

"The purpose of this part is to increase the flexibility of States
in operating a program designed to--

"(1) provide assistance to needy families with minor chil-
dren;

"(2) provide job preparation and opportunities for such
families; and

"(3 prevent and reduce the incidence of out-of-wedlock
pregnancies, with a special emphasis on teenage pregnancies,
an4t establish annual goals for preventing and reducing such
pregnancies with respect to fiscalyears, 1996 through 2000.

"SEC. 402. ELIGIBLE STATES; STATE PLAN.
"(a) IN GENERAL.-As used in this part, the term 'el igqible State'

means, with respect to a fiscal year, a State that has submitted to
the Secretary a plan that includes the following:

"(1) OUTLINE OF FAMILY ASSISTANCE PRoGRAM.-A written
document that outlines how the State intends to do the follow-
ing:

"(A) Conduct a program designed to serve all political
subdivisions in the State to-

"(I provide assistance to needy families with not
less than 1 minor child (or any expectant family); and

"(if) provide a parent or caretaker in such families
with work experience, assistance in finding employ-
ment, and other work preparation activities and sup-
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port services that the State considers appropriate to
enable such families to leave the program and become
self-sufficient.
"(B) Require a parent or caretaker receiving assistance

under the program to engage in work (as defined by the
State) when the State determines the parent or caretaker
is ready to engage In work, or after 24 months (whether
or not consecutive) of receiving assistance under the pro-
gram, whichever is earlier.

"(C) Satisfy the minimum participation rates specified
in section 404.

"(D) Treat-
"(I) families with minor children moving into the

State from another State; and
"0ii) noncitizens of the United States.

"(E) Safeguard and restrict the use and disclosure of
information about individuals and families receiving as-
sistance under the program.

"(F) Establish goals and take action to prevent and re-
duce the incidence of out-of-wedlock pregnancies, with spe-
cial emphasis on teenage pregnancies.

"(G)CommuNITY SERvicE.-Not later than 2 years
after the date of the enactment of this Act, consistent with
the exception provided in section 404(d), require par~ticipa-
tion by, and offer to, unless the State opts out of this pro-
vision by notifyring the Secretary, a parent or caretaker re-
ceiving assistance under the program, after receiving such
assistance for 3 months-

"(1) is not exempt from work requirements; and
"00Ii)'s not engaged in work as determined under

-section 404(c),
in community service employment, with minimum hours
per week and tasks to be determined by the State.

12)FAMILY ASSISTANCE PROGRAM STRATEGIC PLAN.-
"(A) IN GENERAL.-A single comprehensive State Fam-

ily Assistance Program Strategic Plan (hereafter referred
to in this section as the 'State Plan') describing a 3-year
strategic plan for the statewide program designed to meet
the State goals and reach the State benchmarks for pro-
gram activities of the family assistance program.

"1(B) CONTENTS OF THE STATE PLAN.-The State plan
shall include:

"(I) STATE GOALS.-A description of the goals of
the 3-year plan, including outcome related goals of and
benchmarks for program activities of the family assist-
ance program.

"(Ii) CURRENT YEAR PLAN.-A description of how
the goals and benchmarks described in clause (I) will
be achieved, or how progress toward the goals and
benchmarks will be achieved, during the fiscal year in
which the plan has been submitted.

"(III) PERFORMANCE INicATRs.-A description of
performance indicators to be used in measuring or as-

I
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sessing the relevant output service levels and out-
comes of relevant program activities.

"0(lv) EXTERNAL FACTORs.-Informatlon on those
key factors external to the program and beyond the
control of the State that coud significantly affect the
attainment of the goals and benchmarks.

"(v) EVALUATION MECHANisms.-Information on a
mechanism for conducting program evaluation, to be
used to compare actual results with the goals and
benchmarks and designate the results on a scale rangr-
Ing from highly successful to failing. to reach the goes
and benchmarks of the program.

"(vi) MINIMUM PARTICIPATION RATES.-Information
on how the miniiý arm participation rates specified in.
section 404 will be satisfied.

"(vii) ESTIMATE OF EXPENDITURES.-An estimate of
the total amount of State or local expenditures under
the program for the fiscal year in which the plan is
submitted.

"(3) CERTIFICATION THAT THE STATE WILL OPERATE A CHILD
SUPPORT ENFORCEMENT PROGRAM.-A certification by the chief
executive officer of the State that, during the fiscalyear, the
State will operate a child support enforcement program under
the State plan approved under part D.

"(4) CERTIFICATION THAT THE STATE WILL OPERATE A CHILD
PROTECTION PRoGRAM.-A certification by the chief executive
officer of the State that, during the fiscal year, the State will
operate a child protection program under the State plan ap-
proved under part B.

"(5) CERTIFICATION THAT THE STATE WILL OPERATE A FOS-
TER CARE AND ADOPTION ASSISTANCE PRoGRAM.-A certification
by the chief executive officer of the State that, during the fiscal
year, the State will operate a foster care and adoption assist-
ance program under the State plan approved under part E.

"(6) CERTIFICATION THAT THE STATE WILL PARTICIPATE IN
THE INCOME AND ELIGIBILITY VERIFICATION sysTEM.-A certifi-
cation by the chief executive officer of the State that, during
the fiscal year, the State will participate In the income and eli-
gibility verification system required by section 1137.

"(7) CERTIFICATION OF THE ADMINISTRATION OF THE PRO-
GRAM.-A certification by the chief executive officer of the
State specifying which State agency or agencies are responsible
for the administration and supervision of the State program for
the fiscal year and ensuring that local governments and pri-
vate sector organizations have been consulted regarding the
plan and design of welfare services in the State so that serv-
ices are provided in a manner appropriate to local populations.

"(8) CERTIFICATE THAT REQUIRED REPORTS WILL BE SUB-
MITTED.-A certification by the chief executive officer of the
State that the State shall provide the Secretary with any re-
ports required under this part.
"(b) CERTIFICATION THAT THE STATE WILL PROVIDE ACCESS TO

INDIANS.-
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"(1) IN GENERAL.-In recognition of the Federal Govern-
ment's trust responsibility to, and government-to-government
relationship with, Indian tribes, the Secretary shall ensure
that Indians receive at least their equitable share of services
under the State program, by requiring a certification by the
chief executive officer of each State described in paragraph (2)
that, during the fiscal year, the State shall provide Indians in
each Indian tribe that does not have a tribal family assistance
plan approved under section 414 for a fiscal year with equi-
table access to assistance under the State program funded
under this part.

"(2) STATE DESCRIBED.-For purposes of paragraph (1), a
State described in this paragraph h is a State in which there is
an Indian tribe that does not have a tribal family assistance
plan approved under section 414 for a fiscal year.

(c DISTRIBUTION OF STATE PLAN.-
"(1 PUBLIC AVAILABILITY OF summARY.-The State shall

make available to the public a summary of the State plan sub-
mitted under this section.

"(2) COPY TO AUDITOR.-The State shall provide the ap-
proved entity conducting the audit under section 408 with a
copy of the State plan Submit ted under this section.
"(d)DEFINITIONS.--For purposes of this part, the following defi-

nitions shall apply:
"(1)ADuLT.-The term 'adult' means an individual who is

not a minor child.
"1(2) MINOR CHILD.-The term 'minor child' means an indi-

vidual-
"(A) who-

"(i has not attained 18 years of age; or
"00i has not attained 19 years of age and is a full-

time student in a secondary school (or in the equiva-
lent level of vocational or technical training); and
"(B) who resides with such individual's custodial par-

ent or other caretaker relative.
"(3)FIscAL YEAR.-The term 'fiscal year' means any 12-

month period ending on September 30 of a calendar year.
"4(4) INDIAN, INDIAN TRIBE, AND TRIBAL ORGANIZATION.-

"(A) IN GENERAL.-Except as provided in subpara-
graph (B), the terms 'Indian', 'Indian tribe', and 'tribal or-
ganization' have the meaning given such terms by section
4 of the Indian Self-Determination and Education Assist-
ance Act (25 U.S.C. 450b).

"(B IN ALAsKA.-For purposes of making tribal family
assistance grants under section 414 on behalf of Indians in
Alaska, the term 'Indian tribe' shall mean only the follow-
ing Alaska Native regional nonprofit corporations:

"MI Arctic Slope Native Association.
"00i Kawerak, Inc.
"(Wi) Maniilaq Association.
"(iv) Association of Village Council Presidents.
"(v Tanana Chiefs Conference.
"(vi) Cook Inlet Tribal Council.
"(vii) Bristol Bay Native Association.

I
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"(viii) Aleutian and Pribilof Island Association.
"(ix) Chugachmuit.
"(W Tlingt Haida Central Council.
"(xi) Kodiak Area Native Association.
"(xii) Copper River Native Association.

"(5) STATE.-Except as otherwise specifically provided the
term 'State' includes the several States, the District of Colum-
bia, the Commonwealth of Puerto Rico, the United States Vir-
gin Islands, Guam, and American Samoa.

"SEC. 403. PAYMENTS TO STATES AND INDMA TRIES.
"(a) GRANT AmOUN.-

"(1) IN GENERAL.--Subj'ect to the provisions of paragraphs
(3) and (5), section 407 (relating to penalties), and section
4,14(g), for each of fiscal years 1996, 1997, 1998, 1999, and
2000, the Secretary shall pay-

"(A) each eligible State a grant In an amount equal to
the State family assistance grant for the fiscal year, for
each of fisca years 1998 and 1999, the amount of the
State's Job placement performance bonus determined
under subsection (f)(1) for the fiscal year, and for fiscal
year 2000, the amount of the State's share of the perform-
ance bonus an d high performance bonus determined under
section 418 for such fiscal year- and

"(B) each Indian tribe with an approved tribal family
assistance plan a tribal family assistance grant in accord-
ance with section 414.
"(2) STATE FAMILY ASSISTANCE GRANT.-

"(A) IN GENERAL.-
"(I) BASIC AmOUN.-For purposes of paragraph

(1)(A), a State family assistance grant for any State
for a fiscal year is an amount equal to the sum of-

",I) the total amount of the Federal payments
to the State under section 403 (other than Federalrpaymenits to the State described in subparagraphs
(A), (B) and (C) of section 419(a)(2)) for fiscal year
1994 (as such section 403 was in effect during
such fiscal year), plus

"(11) the total amount of the Federal pay-
ments to the State under subparagraphs (A), (B)
and (C) of section 419(aX2),

as such payments were reported by the State on February
14, 1995, and as adjusted under clause (if).

"(~ii) ADJUSTMENTs.-The payments described in
clause (I) shall be-

"(I) reduced by the amount, if any, determined
under subparagraph (B);

"(11) reduced by the amount determined under
subsection (fX(2)(B);

"(III) reduced by the amount, if any, deter-
mined under subsection (iX3XCXiii);

"(IV for fiscal year 2000, reduced by the
amount determined under section 418(aX3); and

"(V increased by the amount, if any, deter-
mined under subparagraph (D).
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"(B Amot'N' ATTRIBUTABLE TO CERTAIN INDIAN FAMI-
LIES SERVED BY INDIAN TRIBES.-

"(0) IN GmENERL.-For purposes of subparagraph
(A), the amount determined under this subparagrap h
is an amount equal to the Federal payments to the
State under this section for fiscal yar 1994 (as in ef-
fect during such fiscal year) attributable to expendi-
tures by the State under parts A and F of this title (as
so in effect) for Indian families described in clause 00i.

"(ii) IND1AN FAMILIES DESCRIBED.-For purposes of
clause (i), Indian families described in this clause are
Indian families who reside in a service area or area's
of an Indian tribe receiving a tribal family assistance
grant under section 414.
"(C) NOTImwAioN-Not later than 3 months prior to

the payment of each quarterly installment of a State grant
under subsection (aX1), the Secretary shall notify the
State of the amount of the reduction determined uader
6ubparagraph (B) with respect to the State.

"(D) AMOUNT ATTRIBUTABLE To STATE PLAN AMEND-
MENTS.-

"MI IN GENERAL.-For purposes of subparagraph
(A) and subject to the limitation in clause 00i, the
amount determined under this subparagraph is an
amount equal to the Federal payment under section
403(aX5) to the State for emergency assistance in fils-
cal year 1995 under any State plan amendment made
under section 402 during fiscal year 1994 (as such sec-
tions were in effect before the date of the enactment
of the Work Opportunity Act of 1995).

"0ii) LimuTATION.-Amounts made available under
clause WI to all States shall not exceed $800,000,000
for the 5-fiscal year period beignning in fiscal year
1996. If amounts available under th is subparagraph
are less than the total amount of emergency assist-
ance payments referred to in clause (i, the amount
p ayablie to a State shall be equal to an amount which
bears the same relationship to the total amount avail-
able under this clause as the State emergency assist-
ance payment bears to the total amount of such pay-
ments.

"1(iii) BUDGET SCORING.-Notwithstanding section
257(bX2) of the Balanced Budget and Emergency Defi-
cit Control Act of 1985, the baseline shall assume that
no grant shall be made under this subparagraph after
fiscal year 2000.

"(3) SUPPLEMENTAL GRANT AMOUNT FOR POPULATION IN-
CREASES IN CERTAIN STATES.-

"(A) IN GENERAL.-The amount of the grant payable
under paragraph (1) to a qualifying State for each of fiscal
years 1997, 1998, 1999, and 2000 shall be increased by an
amount equal to 2.5 percent of the amount that the State
received under this section in the preceding fiscal year.
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"(B) INCREASE TO REMAIN IN EFFECT EVEN IF STATE
FAILS TO QUALIFY IN LATER YEARs.-Subject to section 407,
in no event shall the amount of a grant payable under
paragraph (1) to a State for any fiscal year be less than
the a-mount the State received under this section for the
preceding fiscal year.

"(C) ,uALLFYINo STATE.-
(1 NGENERAL.-For purposes of this paragraph,

the term 'qualifying State', with respect to any fisca
year, means a State that-

"(I had an average level of State welfare
spending per por peron in the preceding fiscal
year that was less th an the national average level
of State welfare spending per poor person In the
preceding fiscal year; and

"(11) had an estimated rate of State popu-
lation growth as determined by the Bureau of the
Census for the most recent fiscal year for which
information is available that was greater than the
average rate of population growth for all States as
determined by the- Bureau of the Census for such
fiscal year.
"(Vi) CERTAIN STATES DEEMED QUALIFYING

STATES.-For purposes of this paragraph, a State shall
be deemed to be a qualifying State for fiscal years
1997, 1998, 1999, and 2000 if-

"(I the level of State welfare spending per
poor person in fiscal year 1996 was less than 35
percent of the national average level of State wel-
fare sending per poor person in fiscal year 1996;
or

"(II) a State has extremely high population
growth (which for purposes of this clause shall be
defined as a greater th an ten percent increase in
population from A pril 1, 1990 to July 1, 1994, as
determined by the "Bureau of the Census).
"(III) STATE MUST QUALIFY IN FISCAL YEAR 1997.-

A State shall not be eligible to be a qualifying State
under clause (I) for fiscal years after 1997 If the State
was not a qualifying State- under clause (I) in fiscal
year 1997.
"(D) DEFINITIONS.-For purposes of this paragraph:

"(I) LEVEL OF STATE WELFARE SPENDING PER POOR
PERSON.-The term 'level of State welfare spending
per poor person' means, with respect to a State for any
fscal year-

"(I the amount of the grant received by the
State under this section (prior to the application
of section 407); divided by

"(11) the number of the individuals in the
State who had an income below the poverty line
according to the 1990 decennial census.
"(ii) NATIONAL AVERAGE LEVEL OF STATE WELFARE

SPENDING PER POOR PERsoN.-The term 'national aver-
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age level of State welfare spending per poor person'
means an amount equal to-

"(I the amount paid in grants under this sec-
tion (prior to the application of section 407); di-
vided by"(II) the number of individuals in all States
with an income below the poverty line according
to the 1990 decennial census.
"(III) POVERTY LINE.-The term 'poverty line' has

the same meaning given such term In section 673(2) of
the Community Services Block Grant Act (42 U.S.C.
9902(2)).

"(iv) STATE.-The term 'State' means each of the
50 States of the United States.

"U(4) APPROPRIATON.
"(A) STATEs.-There are authorized to be appropriated

and there are appropriated $16,803,769,000 for each fiscal
year described in paragraph (1) for the purpose of paying-

"(I) grants to States under paragraph (iXA); and
"0ii tribal family assistance grants under para-

graph (1XB).
"(B) ADJusTmENT FOR QUALIFYING sTATEs.-For the

purpose of increasing the amount of the grant payable to
a State under paragraph (1) in accordance with paragraph
(3), there are authorized to be appropriated and there are
appropriated-

"(I) for fiscal year 1997, $85,860,000;
"(ii) for fiscal year 1998, $173,276,000;1
"(iii) for fiscal year 1999, $263,468,000; and
"(iv) for fiscal year 2000, $355,310,000.

"(5) WELFARE PARTNERSHIP.-
"(A) IN GENERAL.-The amount of the grant otherwise

determined under paragraph (1) for fiscal year 1997, 1998,
1999, or 2000 shall be reduced by the amount by which
State expenditures under the State program funded under
this part for the preceding fiscal year is less than 80 per-
cent of historic State expenditures.

"(B) HIsToRIc STATE EXPENDITURES.-For purposes of
this paragraph-

"-(I) IN GENERAL.-The term 'historic State expend-
itures' means expenditures by a State under parts A
and F of title IV for fiscal year 1994, as in effect dur-
ing such fiscal year.

"(ii) HOLD HARimLss.-In no event shall the his-
toric State expenditures applicable to any fiscal year
exceed the amount which bears the same ratio to the
amount determined under clause (I) as-

"(I) the grant amount otherwise determined
under paragraph (1) for the p-eceding fiscal year
(without regard to section 407), bears to

"(1I) the total amount of FederWal payments to
the State under section 403 for fiiscal year 1994
(as in effect during such fiscal year).
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"(C) DETERMINATioN OF STATE EXPNDITURE FOR PRE-
CEDING FISCAL YEAR.-

"(I) IN GENERAL.-For purposes of this paragraph,
the expenditures of a State under the State program
funded under this part for a p receding fiscal year shall
be equal to the sum of the State's expenditures under
the program in the preceding fiscal year for-

"(I) cash assistance;-
"(II) child care assistance;
"(III) education, Job training, and work;
"(MV administrative costs; and
"MV any other use of funds allowable under

section 403(bX ).
"(11) TRANSFERS FROM OTHER STATE AND LOCAL

PROGRAMS.-In determining State expenditures under
clause (1), such expenditures shall not include funding
supplanted by transfers from other State and local

'(DY ExLUSIO OF FEDERAL AMOUNTs.-For purposes
of this paragraph, State expenditures shall not Include any
expenditures from amounts made available by the Federal
Government, State funds expended for the medicaid pro-
gram under title XIX of this Act or any successor to such
p rogram, and any State funds which are used to match
Federal funds or are expended as a condition of receiving

Federal funds under Federal programs other than under
this part.

"1(b) USE OF GRANT.-
"(1 IN GENERAL.-Subject to this part, a State to which a

grant is made under this section may use the grant-
"(A) in any manner that Is reasonably calculated to ac-

complish the purpose of this part; or
"(B) in any manner that such State used amounts re-

ceived under part A or F of this title, as such parts were
in effect before October 1, 1995;

except that not more than 15 percent of the grant may be used
for administrative purposes.

"(2) AUTHORITY To TREAT INTERSTATE IMMIGRANTS UNDER
RULES OF FORMER STATE.-A State to which a grant is made
under this section maZ apply to a family some or all of the
rules (including benefit amounts) of the programoperated
under this part of another State if the family has 'moved to the
State from the other State and has resided in the State for less
than 12 months.

"(3) AUTHORITY TO RESERVE CERTAIN AMOUNTS FOR ASSIST-
ANCE.-A State may reserve amounts paid to the State under
this p art for any fiscal year for the purpose of providing, with-out fiscal year limitation, assistance under the State program
operated under this part. In the case of amounts paid to the
State that are set aside in accordance with section 419(a), the
State may reserve such amounts for any fiscal year only for the
purpose of providing without fiscal year limitation child care
assistance under this part.
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"(4) AuTHORITYTOPEfRAThE MPLOYMEN PLACEMENT PRO-
GRAM.-A State to which a grant is made under this section
may use a portion of the grant to make payments (or provide
Job placement vouchers) to State-a pp roved public and private
job placement agencies that provide employment placement
servces to individuals who receive assistance under the State
program funded under this part.

"(5) TRANSFERABILITY OF GRANT AmOUNs.-A State may
use up to 30 percent of amounts received from a grant under
thispSart for afiscal.yearto caryout State activities under the
Child Care and Development B lock Grant Act of 1990 (42
U.S.C. 9858 et seq.) (relating to child care block grants).
"(c) TIMING OF PmAYMNs.-The Secretary shall pay each grant

payable to a State under this section in quarterly installments.
"(d) FEDERAL LOAN FUND FOR STATE WELFARE PROGRAMS.-

"(1)ES'CBiSJMENT.-There is hereby established in the
Treasury of the United States a revolving loan fund which
shall be known as the 'Federal Loan Fund or State Welfare
Programs' (hereafter for purposes of this section referred to as
the fund').

"1(2) DEPOSITS INTO FUND.-
"(A) APPRoPRIATION.-OUt of any money in the Treas-

ury of the United States not otherwise appropriated,
$1,700,000,000 are hereby appropriated for 'fiscal year
1996 for payment to the fund.

"(BM) LOAN REPAYMENTs.-The Secretary shall deposit
into the fund any principal or interest payment received
with respect to a loan made under this sub section.
"(3) AvAILABiLITY.-Amounts in the fund are authorized to

remain available without fiscal year limitation for the purpose
of making loans and receiving payments of principal and inter-
est on such loans, in accordance with this subsection.

"1(4) USE OF FUND.-
"(A) LOANS To sTATEs.-The Secretary shall make

loans from the fund to any loan-eligible State, as defined
in subparagraph (D), for a period to maturity of not more
than 3 years.

"f(B) RATE OF INTEREST.-The Secretary shall charge
and collect interest on any loan made under subparagraph
(A) at~ a rate equal to the current average market yield on
outstanding marketable obligations of the United Sates
with remaining periods to maturity comparable to the pe-
riod to maturity of the loan.

"(C) MAXIMUM LOAN.-The cumulative amount of any
loans made to a State under subparagraph (A) during fis-
cal years 1996 through 2000 shall not exceed 10 percent of
the State family assistance grant under subsection (a)(2)
for a fiscal year.

"(D) LOAN-ELIGIBLE sTATE.--For purposes of subpara-
graph (A), a loan-eligible State is a State which has not
hadt a penalty described in section 407(a)(1) imposed
against it at any time prior to the loan being made.
"(5) LIMITATION ON USE OF LoAN.-A State shall use a loan

received under this subsection only for any purpose for which
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grant amounts received by the Stat. under subsection (a) may
6-uedincludingf-

"(A) weifare anti-fraud activities; and
"(B the provision of assistance under the State pro-

gram to Indian families that have moved from the service
area of an Indian tribe with a tribal family assistance plan
approved under section 414.

"(e) SPECIAL RULE FOR INDIAN TRIBES THAT RtEIEWED, JOBS
FUNDS.-

"(1 IN GENERAL.-The Secretary shall pay to each eligible
Indian tribe for each of fiscal years 1996, 1997, 1998, 1999, and
2000 a grant In an amount equal to the amount received by
such Indian tribe in fiscal year 1994 under section 482(i) (as
in effect during such fiscal year) for the purpose of operating
a program to make work activities available to members of the
Indian tribe.

"1(2) ELIGIBLE INDIAN TRIBE.-For purposes of paragraph
(1), the term 'eligible Indian tribe' means an Indian tribe or
Alaska Native organization that conducted a job opportunities
and basic skills training program in fiscal year 1995 under sec-
tion 482(1) (as in effect during such fiscal year).

"(3) APPROPRIATION.-There are authorized to be appro-
priated and there are hereby appropriated $7,638,474 for each
fiscal year described in paragraph (1) for the purpose of paying
grants in accordance with such paragraph.
'(f) JOB PLACEMENT PERFORMANCE BONUS.-

"(1) IN GENERAL.-The job placement performance bonus
determined with respect to a State and a fiscal year is an
amount equal to the amount of the State's allocation of the job
placement performance fund determined in accordance with
the formula developed under paragraph (2).

"1(2) ALLOCATION FORMULA; BONUS FUND.-
"(A) ALLOCATION FORMULA.-

"(I) IN GENERAL.-Not later than September 30,
1996, the Secretary of Health and Human Services
shall develop and publish in the Federal Register a
formula for allocating amounts in the job placement
g erformance bonus fund to States based on the num-
er of families that received assistance under a State

program funded under this part in the preceding fiscal
year that became ineligible for assistance under the
State program as a result of unsubsidized employment
during such year.

"1(ii) FACTORS TO CONSIDER.-In developing the al-
location formula under clause (I), the Secretary shall-

"(I) provide a greater financial bonus for indi-
viduals in families described in clause Wi who re-
main employed for greater periods of time or are
at greater risk of long-term welfare dependency;
and

"(II) take into account the unemployment con-
ditions of each State or geographic area.

"(BM) JOB PLACEMENT PERFORMANCE BONUS FUND.-
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"(0) IN GENERAL.-The amount in the job place-

ment performance bonus fund for a fiscal year shall be
an amount equal to the applicable percentage of the
amount appropriated under section 403(aX2XAXi) for
such fiscal year.

"(ii) APPLICABLE PERCENTAGE.-For purposes of
clause (10I, the applicable percentage shall be deter-
mined In accordance with the following table:

The applicable
"For fiscal year: percentage is:

1998 .......................................................................... 3
1999 ..................................................................... 4.
"(g)SECRETARY.-For purposes of this section; the term 'Sec..

retay', means the Secretary of the Treasury.
(h) CONTINGENCY FUND.

"(1 ESTABLisHMENT.-There is hereby established In the
Treasury of the United States a fund which shall be known as
the 'Contingency Fund for State Welfare Programs' (hereafter
in this section referred to as the TFund&).

"(2) DEPOSITS INTO FUND.-Out of any money in the Treas-
ury of the United States not otherwise appropriated, there are
hereby appropriated for fiscal years 1996 1997, 1998, 1999,
2000, 2001, and 2002 such sums as are necessary for payment
to the Fund In a total amount not to exceed $1,000,000,000.

"(3) COMPUTATION OF GRANT.
"(A) IN GENERAL.--Subect to subparagraph (B), the

Secretary of the Treasury sial pay to each eligible State
in a fiscal year an amount equal to the Federal medical as-
sistance percentage for such State for such fiscal year (as
defined in section 2 122(c)) of so much of the expenditures
by the State in such year under the State progr-am funded
under this part as exceed the historic State expenditures
for such State.

"(B)LIMITATON.-The total amount paid to a State
under subparagraph (A) for any fiscal year shall not ex-
ceed an amount equal to 20 percent of the annual amount
determined for such State under the State program funded
under this part (without regard to this subsection) for such
fiscal year.

"(C) METHOD OF COMPUTATION, PAYMENT, AND REC-
ONCILIATION.-

"(I) METHOD OF compuTAION.-The method of
computing and paying such amounts shall be as fol-
lows:

"(I) The Secretar~ of Health and Human Serv-
ices shall estimate the amount to be paid to the
State for each quarter under the provisions of sub-
paragraph (A), such estimate to be based on a re-
pot ied yte State containing its estimate of

the total sum to be expended in such quarter and
such other information as the Secretary may find
necessary.

"(11) The Secretary of Health and Human
Services shall then certify to the. Secretary of the
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Treasury the amount so estimated by the Sec-
retary of Health and Human Services.
"(if) METHOD OF PAY MENT.-The Secretary of the

Treasury shall thereupon, through the Fiscal Service
of the Department of the Treasury and prior to audit
or settlement by the General Accounting Office, pay to
the State, at the time or times fixed by the Secretary
of Health and Human Services, the amount so cer-
tified.

"(III) METHOD OF RECONCILIATION.-If at the end
of each fiscal year, the Secretary of Health and
Human Services finds that a State which received
amounts from the Fund in such fiscal year did not
meet the maintenance of effort requirement under
paragraph (5)(B) for such fiscal year, the Secretar
shall reduce the State family assistance grant for such
State for the succeeding fiscal year by such amounts.

"(4) USE OF GRANT.-
"(A) IN GENERAL.-An eligible State may use the

grant--
"(I) in any manner that is reasonably calculated to

accomplish the purpose of this part; or
"(if) in any manner that such State used amounts

received under part A or F of this title, as such parts
were in effect before October 1, 1995.
"(B) REFUND OF UNUSED PORTioN.-Any amount of a

grant under this subsection not used during the fiscal year
shall be returned to the Fund.
"(5) ELIGIBLE STATE.-

"(A) IN GENERAL.-For purposes of this subsection, a
State is an eligible State with respect to a fiscal year, if-

"(i(I) the average rate of total unemployment in
such State (season ally adjusted) for the period consist-
ing -of the most recent 3 months for which data for all
States are published equals or exceeds 6.5 percent,
and

"(11) the average rate of total unemployment In
such State (seasonally adjusted) for the 3-month pe-
riod equals or exceeds 110 percent of such average
rate for either (or both) of the corresponding 3-month
periods ending in the 2 preceding calendar years; and

"(ii) has met the maintenance of effort require-
mont under subparagraph (B) for the State program
funded under this part for the fiscal year.
"(B) MAINTENANCE OF EFFoRT.-The maintenance of

effort requirement for any State under this subparagraph
for any fiscal year is the expenditure of an amount at least
equal to 100 percent of the level of historic State expendi-
tures for such State (as determined under subsection
(a05)).
"(6) ANmuAL REPoRTs.-The Secretary of the Treasury

shall annually report to the Congress on the status of the
Fund.
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"SE.404.MANDATORY WORK REQUIREMMENT.
"(a) PARtTICIPATION RATE REQUIRmENTs.-A State to which a

gat Is made under section 403 for a fiscal year shall achieve the
minmum participation rate specified in the following tables for the

fiscal year-with respect to-
"(1 all families receiving assistance under the State pro-

gram funded under this part:

The minimum

"It the fiscal yeaw Is. rate for A ram is
1996......................................................... 25
1997 .......................................................... 3
1998......................................................... 35
1999......................................................... 40
2000 or thereafter ............................................ 50;

ad

"(2) with respect to 2-parent families receiving such assist-
ance:

"If the fiscal year in:
19,96 .....................................................
1997 or 1998 ............................................
1999 or thereafter ......................................

The minimum
participation

rate is:
60
75
90.

"(b) CALCULAINm OF PARTICIPATION RATES.-
"(1 FOR ALL FAMILIES.-

"(A) AVERAGE MONTHLY RATE.-For purposes of sub-
section (a)(1), the participation rate for all families of a
State for a fiscal year Is the average of the participation
rates for all families of the State for each month in the fis-
cal year.

"(B MONTHLY PARTICIPATION RATES.-The participa-
tion rate of a State for all families of the State for a
month, expressed as a percentage, is--

"(I) the sum of-
"(I the number of all families receiving assist-

ance under the State program funded under this
p art that include an adult who is engaged in work
for the month;

"(11) the number of all families receiving as-
sistance under the State program funded under
this art that are subject in such month to a pen-
alty described In paragraph (1)(A) or (2XA) of sub-
section (d but have not been subject to such p en-
alty for more than 3 months within the preceding
12-month period (whether or not consecutive); and

"(III) the number of all families that received
assistance under the State program under this
p art durIn the previous 6-month period that have
bome ineligible to receive assistance during such

period because of employment and which include
an adult who is em ployed for the month; divided
by
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"(Ii) the total number of all families receiving as.
sistance under the State program funded under this
part during the month that Include an adult receiving
assistance.

"(2) 2-pAIWN' FAMILIES.-
"(A) AVERAGE MONTHLY RATE.-For purposes of sub-

section (aX2), the p articipation rate for 2-parent families of
a State for a fiscal year Is the average of the participation
rates for 2-parent families of the State for each month in
the fiscal year.

"(B) MVONThLY PARTICIPATION RATEs.-The participa-
tion rate of a State for 2-parent families of the State 'for
a month, expressed as a percentage, is-

"(I) the total number of 2-parnt families de-
scribed in paragraph (1)(BXi); divided by

"(ii) the total number of 2-parent families receiv-
ing assistance under the State program funded under
this part during the month that -include an adult.

"(3 PRO RATA REDUCTION OF PARTICIPATION RATE DUE TO
CASELOAD REDUCTIONS NOT REQUIRED By FEDERAL LAW.-

"(A) IN GENERAL.-The Secretary shall prescribe regu-
lations for reducing the minimum participation rate other-
wise required by this section for a fiscal year by the num-
ber of percentage points equal to the number of percentage
points (if any) by which-

"(I) the number of families receiving assistance
during the fiscal year under the State program funded
under this part is less than

"00i the number of families that received aid
under the State plan approved under part A of this
title (as in effect before October 1, 1995) during the
fiscal year Immediately preceding such effective date.

The minimum participation rate shall not be reduced to
the extent that the Secretary determines that the reduc-
tion In the number of families receiving such assistance is
required by Federal law.

"(B) ELIGIBILITY CHANGES NOT COUNTED.-The regula-
tions described in subparagraph (A) shall not take into ac-
count families that are diverted from a State program
funded under this part as a result of differences in eligi-
bility criteria under a State program funded under this
part and eligibility criteria under such State's plan under
the aid to families with dependent children program, as
such plan was in effect on the day before the date of the
enactment of the Work Opportunity Act of 1995.
"(4 STATE OPTION TO INCLUDE INDIVIDUALS RECEIVING AS-

SISTANCE UNDER A TRIBAL FAMILY ASSISTANCE PLAN.-For pur-
poses of paragaphs (1XB) and (2)(B), a State may, at its op
tion, include families receiving assistance under a tribal family
assistance plan approved under sect ion 414. For purposes of
the previous sentence, an individual who receives assistance
under a tribal family assistance plan approved under section
414 shall be treated as being engaged in work if the individual
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is participating in work under standards that are comparable
to Stat. standards for being engaged in work.

"(5) STATE OPTION FOR PARTICIPATION REQUIREMENT EX-
EMPTIONs.-For any fiscal year a State may, at Its option, not
require an Individual who is the parent or caretaker relative
of a minor child who is less than 12 months of age to engage
in work anid may exclude such an individual from the deter-.
mination of the minimum participation rate specified for such
fiscl year in subsection (a).
"(c) ENGAGED IN WORK.-

"(1 ALL FAmMIIES.-For purposes of subsection
(bX1XBXiXI) an adult is engaged in work for a month in a fis-
cal year If the adult is participating in work for at least the
minimum average number of hours per week specified in the
following table during the month, not fewer than 20 hours per
week of which are attributable to a work activity:

The minimum
"If the month is average number of

in fiscal year: hours per week Is:
1996 ..................................................... 20
1997 ..................................................... 20
1998 ..................................................... 20
1999 ..................................................... 25
2000 ..................................................... 30
2001 ..................................................... 30
2002 ..................................................... 35
2003 or thereafter...................................... 35.

"(2) 2-PARENT FAMILIES.-For purposes of subsection
(b)(2XA), an adult Is engaged in work for a month in a fiscal
year If the adult is participating in work for at least 35 hours
per week during the month, not fewer than 30 hours per week
of which are attributable to work activities described in para-
graph (3).

"(3) DEFINITION OF WORK ACTIVITIE-For purposes of this
subsection, the term 'work activities' means-

"(A) unsubsidized employment;
"(B) subsidized employment;
"(C) on-the-job training;
"(D) community service programs;
"(E jb search (only for the first 4 weeks in which an

individual is required to participate in work activities
under this section); and

"(F) vocational educational training (not to exceed 12
months with respect to any individual).
"(4) LIMITATION ON VOCATIONAL EDUCATION ACTIVITIES

COUNTED AS woRK.-For purposes of determining monthly p~ar-
ticipation rates under paragraphs (1XBXi)(I) and (2XB)(I of
subsection (b), not more than 25 percent of adults in all fami-
lies and in 2-parnt families determined to be engaged in work
in the State for a month may meet the work activity require-
ment through participation in vocational education al training.
"(d) PENALTIS AGAINST INDvIDULS-

"(1) IN GENERAL.-Except as provided in paragraph (2), if
an adult In a family receiving assistance under the State pro-
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gram funded under this part refuses to engage in work re-
quired under subsection (cXl) or (cX2), a State to which a
grant Is made under section 403 shall-

"(A) reduce the am--unt of assistance otherwise pay-
able to the family pro rata (or more, at the option of the
State) with respect to any period during a month in which
the adult so refuses; or

"(B terminate such assistance,
subject to such good cause and other exceptions as the State
may establish.

"(2) EXCEPTION.-Notwithstanding paragraph (1), a State
may not reduce or terminate assistance under the State pro-
gram based on a refusal of an adult to work if such adult is
a single custodial parent caring for a child age 5 or under and
has a demonstrated inability (as determined by the State) to
obtain needed child care, for one or more of the following rea-
sons:

"(A) Unavailability of appropriate child care within a
reasonable distance of the individual's home or work site.

"(B) Unavailability or unsuitability of informal child
care by a relative or under other arrangements.

"(C) Unavailability of appropriate and affordable for-
mal child care arrangements.

"(e) NONDspLACEMENT IN WORK AcTmvmis.-
"(1) IN GENERAL.--Subject to paragraph (2), an adult in a

family receiving assistance under this part may fill a vacant
employment position in order to engage in a work activity de-
scribed in subsection WU3)

"(2) NO FILLING OF CERTAIN VACANCIEs.-No adult in a
work activity described in subsection (cX3) shall be employed
or assigned-

"(A) when any other individual is on layoff from the
same or any substantially equivalent job; or

"(B when the employer has terminated the employ-
ment of any regular employee or otherwise caused an in-
voluntary reduction of its workforce in order to fill the va-
cancy so created with an adult described in paragraph (1).
"(3 No PREEMPTION.-Nothing in this subsection shall pre-

empt or supersede any provision of State or local law that pro-
vides greater protection for employees from displacement.
"(f) SENSE OF THE CoNGREss.-It is the sense of the Congress

that in complying with this section, each State that operates a pro-
gram funded under this part is encouraged to assign the highest
priority to requiring adults in 2-parent families and adults in sin-
gle-parent families that include older preschool or school-age chil-
dren to be engaged in work activities.

"(g) ENCOURAGEMENT To PROVIDE CHILD CARE SERVICEs.-AII
individual participating in a State community service program may
be treated as being engaged in work under subsection (c if such
individual provides child care services to other individuals partici-
pating in the community service program in the manner, and for
the period of time each week, determined appropriate by the State.
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"SEC. 406. REQUIEET AND LIMIATIONS.
"(a) STATE REQUIRED TO ENTER INTO A PERSONAL RESPON-

SIBILITY CONTRACT WITH EACH FAMILY RECEIVING ASSISTANCE.-
"(1 IN GENERAL.-Each State to which a grant is made

under section 403 shall require each family receiving assist-
ance under the State program funded under this part to enter
into-

"(A) a personal responsibility contract (as developed by
the State) with the State; or

"(B) a limited benefit plan.
"(2) PERSONAL RESPONSIBILITY coNTRACT.-For purposes of

this subsection, the term 'personal responsibility contract'
means a binding contract between the State and each family
receiving assistance under the State program funded under
this part that-

"(A) outlines the steps each family and the State will
take to get the family off of welfare and to become self-suf-
ficient;

"(B) specifies a negotiated time-limited period of eligi-
bility for receipt of assistance that is consistent with
unique family circumstances and is based on a reasonable
plan to facilitate the transition of the family to self-suffi-

"(CT) provides that the family will automatically enter
into a limited benefit plan if the family is out of compli-
ance wiith the personal responsibility contract; and

"(D) provides that the contract shall be invalid if the
State agency faills to comply with the contract.
"(3) LIMITED BENEFIT PLAN.-For purposes of this sub-

section, the term 'limited benefit plan' means a plan which pro-
vides for a reduced level of assistance and later termination of
assistance to a family that has entered into the plan in accord-
ance with a schedule to be determined by the State.

"(4) AssESSMEN'r.-The State agency shall provide,
through a case manager, an initial and thorough assessment of
the skills, prior work experience, and employability of each
parent for use in developing and negotiating a personal respon-
sibility contract.

"(5) DISPUTE RESOLUTION.-The State agency described in
section 402(a)(7) shall establish a dispute resolution procedure
for disputes related togparticipation in the personal responsibil-
ity contract that provide es the opportunityfrahrig

"(bNo ASSISTANCE FOR MORE THAN 5 YEARS.-
"(1) IN GENERAL.-Except as provided under paragraphs

(2) and (3), a State to which a grant is made under section 403
may not use anypar of the grant to provide assistance to a
family that Includes an adult who has received assistance
under the program operated under this part for the lesser of-

"(A) the period of time established at the option of the
State; or

"(B 60 months (whether or not consecutive) after Sep-
tember 30, 1995.
"(2) MINOR CHILD EXCEPTIoN.-If an individual received

assistance under the State program operated under this part
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as a minor child in a needy family, any period during which
such Individual's family received assistance shall not be count-
ed for urposes of applying the limitation described in para-
graph (1) to an application for assistance under such program
by such individual as the head of a household of a needy family

with minor children.
"(3 HARDSHIP EXCEPTION.-

"(A) IN GENERAL.-The State may exempt a family
from the application of paragraph (1) by reason of hard-

"si (B) LimITATION.-The number of families with respect
to which an exemption made by a State under subpara-
graph (A) is in effect for a fiscal year shall not exceed 20
percent of the average monthly number of families to
which the State is providing assistance under the program
operated under this part.

"(c) DENIAL OF ASSISTANCE FOR 10 YEARS TO A PERSON FOUND
To HAvE FRAUDULENTY MISREPRESENTED RESIDENCE IN ORDER
To OBTAIN ASSISTANCE IN 2 OR MORE: STATES.-An Individual shall
not be considered an eligible individual for the purposes of this
part during the 10-year period that begins on the date the individ-
ual is convicted in Federal or State court of having made a fraudu-
lent statement or representation with respect to the place of resi-
dence of the individual in order to receive assistance simulta-
neously from 2 or more States under programs that are funded
under this title, title XXI, or the Food Stamp Act of 1977, or bene-
fits in 2 or more States under the supplemental security income
program under title XV.

"(d) DENIAL OF ASSISTANCE FOR FUGITIVE FELONS AND PROBA-
TION AND PAROLE VIOLATORS.-

"(1) IN GENERAL.-An individual shall not be considered an
eligible individual for the purposes of this part if such individ-

"(A) fleeing to avoid prosecution, or custody or confine-
ment after conviction, under the laws of the place from
which the individual flees, for a crime, or an attempt to
commit a crime, which is a felony under the laws of the
place from which the individual flees, or which, in the case
of the State of New Jersey, is a high misdemeanor under
the laws of such State; or

"(B) violating a condition of probation or parole im-
posed under Federal or State law.
"1(2) EXCHANGE OF INFORMATION WITH LAW ENFORCEMENT

AGENCIES.-Notwithstanding any other provision of law, a
State shall furnish any Federal, State, or local law enforce-
ment officer, upon the request of the officer, with the current
address, Social Security number, and photograph (if applicable)
of any recipient of assistance under this part, if the officer fur-;
nishes the agency with the name of the recipient and notifies
the agency that-

"(A) such recipient-
"(I) is described in subparagraph (A) or (B) of

paragraph (1); or
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"(ii) has Information that is necessary for the offi-
cer to conduct the officer's official duties; and
"(B) the location or apprehension of the recipient is

within such officer's official duties.
"(e) STATE OpTIoN To REQUIREASSINMENT oF SuppoRT.-At

the option of the State, a State to which a grant Is made under sec-
tion 403 may provide that an individual applying for or receiving
assistance under the State program funded under this part shall be
required to assign to the State any rights to support from any
other person the individual may have in such individual's own be-
half or in behalf of any other family member for whom the Individ-
ual is applying for or receiving assistance.

"(f) DENIAL OF ASSISnTANEFOR ABsENT CmwD.-Each State to
which a grant is made under section 403-

"(1) may not use any part of the grant to provide assist-
ance to a family with respect to any minor child who has been,
or is expected by the caretaker relative in the family to be, ab-
sent from the home for a period of 45 consecutive days or, at
the option of the State, such period of not less than 30 and not
more than 90 consecutive days as the State may provide for in
the State plan;

"(2) at the option of the State, may establish such good
cause exceptions to paragraph (1) as the State considers appro-
priate if such exceptions are provided for In the State p lan; and

"(3) shall provide that a caretaker relative shall not be
considered an eligible individual for purposes of this part if the
caretaker relative fails to notify the State agency of an absence
of a minor child from the home for the period specified in or
provded for under paragraph (1), by the end of the 5-day pe-

ridtat begins on the date that it becomes clear to the care-
taker relative that the minor child will be absent for the period
so specified or provided for in paragraph (1).

"SEC. 401L PROMOTING RESPONSIBLE PARENTING.
"(a) FINDiNGS.-The Congrss makes the following findings:

"(1) Marriage 'i's the foundation of a successful society.
"(2) Marriage is an essential Institution of a successful so-

ciety which promotes the interests of children.
"(3) Promotion of responsible fatherhood and motherhood

is integral to successful child rearing and the wellbeing of chil-
dren.

"(4) In 1992, only 54 percent of single-parent families with
children had a child support order established and, of that 54
percent, only about one half received the full amount due. Of
the cases enforced through the public child support enforce-
ment system, only 18 percent of the caseload has a collection.

"(5) TheI number of individuals receiving aid to families
with dependent children (hereafter in this su section referred
to as 'AFDC') has more than tripled since 1965. More than two-
thirds of these recipients are children. Eighty-nine percent of
children receiving AFDC benefits now live in homes in which
no father is present.

"WO)() The average monthly number of children receiv-
ing AFDC benefits-

"(I) was 3,300,000 in 1965;

I
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"(11) was 6,200,000 in 1970;
"VIII) was 7,400,000 in 1980; and
"(MV was 9,300,000 in 1992.

"(ii0 While the number of children receiving AFDC
benefits Increased nearly threefold between 1965 and
1992, the total number of children in the United States
aged 0 to 18 has declined by 5.5 percent.

"(B) The Department of Health and Human Services
has estimated that 12,000,000 children will receive AFDC
benefits within 10 years.

"(C) The increase in the number of children receiving
public assistance is closely related to the increase in births
to unmarried women. Between 1970 and 1991, the percent-
age of live births to unmarried women increased nearly
threefold, from 10.7 percent to 29.5 percent.
"(6) The increase of out-of-wedlock pregnancies and births

is well documented as follows:
"(A) It is estimated that the rate of nonmarital teen

pregnancy rose 23 percent from 54 pregnancies per 1,000
unmarried teenagers in 1976 to 66.7 pregnancies in 1991.
The overall rate of, nonmarital pregnancy rose 14 percent
from 90.8 pregnancies per 1,000 unmarried women in 1980
to 103 in both 1991 and 1992. In contrast, the overall preg-
nancy rate for married couples decreased 7.3 percent be-
tween 1980 and 1991, from 126.9 pregnancies per 1,000
married women in 1980 to 117.6 pregnancies in 191.

"(B) The total of all out-o f-wedlock births between
1970 and 1991 has risen from 10.7 percent to 29.5 percent
and if the current trend continues, 50 percent of all births
by the year 2015 will be out-of-wedlock.
"(7) The negaive consequences of an out-of-wedlock birth

on the mother, the child, the family, and society are well docu-
mented as follows:

"(A) Young women 17 and under who give birth out-
side of marriage are more likely to go on public assistance
and to spend more years on welfare once enrolled. These
combined effects of 'youngYer and longer' increase total
AFDC costs per household b 25 percent to 30 percent fo
17-year olds.

"(B) Children born out-of-wedlock have a substantially
higher risk of being born at a very low or moderately low
birth weight.

"(C) Children born out-of-wedlock are more likely to
experience low verbal cognitive attainment, as well as
more child abuse, and neglect.

"(D) Children born out-of-wedlock were more likely to
have lower cognitive scores, lower educational aspirations,
and a greater likelihood of becoming teenage parents
themselves.

"(E Being born out-of-wedlock significantly reduces
the chances of the child growing up to have an intact mar-

"(ig'F) Children born out-of-wedlock are 3 more times
likely to be on welfare when they grow up.
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"(8) Currently 35 percent of children in single-parent
homes were born out-of--wedlock, nearly the same percentage
as that of children In single-parent homes whose parents are
divorced (37 percent). While many parents find themselves,
through divorce or tragic circumstances beyond their control,
facing the difficult task of raising children alone, nevertheless,
the negative consequences of raising children in single-parent
homes are well documented as follows:

"(A) Only 9 percent of married-couple families with
children under 18 years of age have income below the na-
tional poverty level. In contrast, 46 percent of female-head-
ed households with children under 18 years of age are
below the national poverty level.

"(B) Among single-parent families, nearlY.2½ Of the
mothers who never married received AFDC while only Y5
of divorced mothers received AFDC.

"(C) Children born into families receiving welfare as-
sistance are 3 times more likely to be on welfare when
they reach adulthood than children not born into families
receiving welfare

"(D) Mothers under 20 years of age are at the greatest
risk of bearing low birth-weight babies.

"(E) The younger the single parent mother, the less
likellv she Is to finish high school.

(F) Young women who have children before finishing
high school are more likely to receive welfare assistance
for a longer period of time.

"(G) Between 1985 and 1990, the public cost of births
to teenage mothers under the aid to families with degend-ent children program, the food stamp program, an, the
medicaid program has been estimated at $120,000,000,000.

"(H) Teabsence of a father In the life of a child has
a negative effect on school performance and peer adjust-
ment.

"MI Children of teenage single parents have lower cog-
nitive scores, lower educational aspirations, and a greater
likelihood of becoming teenage parents themselves.

"(J) Children of single-parent homes are 3 times more
likely to fail and repeat a year in grade school than are
children from intact two-parent families.

"(K Children from single-parent homes are almost 4
times more likely to be expelled or suspended from school.

"(L) Neighborhoods with larger percentages of youth
aged 12 through 20 and areas with higher percentages of
single-parent households have higher rates of violent
crime.

"(M) Of those youth held for criminal offenses within
the State juvenile justice system, only 29.8 percent lived
primarily in a home with both parents. In contrast to these
incarcerated youth, 73.9 percent of the 62,800,000 children

in the Nation's resident population were living with both
parents
"(9) Therefore, in light of this demonstration of the crisis

in our Nation, it is the sense of the Congress that prevention
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of out-of-wedlock pregnancy and reduction in out-of-wedlock
birth are very important Government interests and the policy
contained in provisions of this title is intended to address the
crisis.
"(b) STATE OPTION To DENY ASSISTANCE FOR OUT-OF-WEDLOCK

BIRTHS To MINORS.-At the option of the State, a State to which
a grant is made under section 403 may provide that the grant shall
not be used to provide assistance for a child born out-of-wedlock to
an individual who has not attained 18 years of age, or for the Indi-
vidual, until the individual attains such age.

"(c) STATE OPTION To DENY ASSISTANCE FOR CHILDREN BORtN
To FAMILIES RECEIVING AssISTANCE.-At the option of the State, a
State to which a grant is made under section 403 may provide that
the grant shall not be used to provide assistance for a minor child
who is born to-

"(1 a recipient of assistance under the program funded
under this part; or

"(2) an individual who received such benefits at any time
during the 10-month period ending with the birth of the child.
"(d) REQUIRMENT THAT TEENAGE PARENTS LIVE IN ADULT-SU-

PERVISED SETrINGS.-
"(1 IN GENERAL.-

"(A) REQUwRMENT.-Except as provded in paragraph
(2), if a State provides assistance under the State program
funded under this part to an individual described in sub-
paragraph (B), such individual may only receive assistance
under the program if such individual and the child of the
individual reside in a place of residence maintained by a
parent, legal guardian, or other adult relative of such indi-
vidual as such parent's, guardian's, or adult relative's own
home.

"1(B) INDIVIDUAL DESCRIBED.- For purposes of sub-
paragraph (A), an individual described in this subpara-
graph is an individual who is-

"(I) under the age of 18; and
"00i not married and has a minor child in his or

her care.
"1(2) EXCEPION.-

"(A) PROVISION OF, OR ASSISTANCE IN LOCATING,
ADULT-SUPERVISED LIVING ARRANGEMENT.-In the case of
an individual who i's described in subparagraph (B), the
State agency shall provide, or assist such individual in lo-
cating, a second chance home, maternity home, or other
appropriate adult-supervised supportive living arrange-
ment, taking into consideration the needs and concerns of
the such individual, unless the State agency determines
that the individual's current living arrangement is appro-
priate, and thereafter shall require that such parent and
the child of such parent reside in such living arrangement
as a condition of the continued receipt of assistance under
the p lan (or in an alternative appropriate arrangement,
should circumstances change and the current arrangement
cease to be appropriate).
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"(B) INDIVIDUAL DESCRIBED.-For purposes of subpara-
graph (A), an individual is described in this subparagraph
rf thie individual is described in paragraph (1XB) and-

"(ii) such individual has no parent, legal guardian
or other appropriate adult relative as described in (III)
of his or her own who is living or whose whereabouts
are known;

"(III) no living parent, legal guardian, or other ap-
propriate adult relative who would otherwise meet ap-
plicable State criteria to act as such individual's legal
gu ardian, of such individual allows the individual to
riv-e in the home of such parent, guardian, or relative;

"(iv) the State agency determines that-
"(I the Individual or the individual's custodial

minor child Is being or has been subjected to seri-
ous physical or emotional harm, sexual abuse, or
exploitation In the residence of such Individual's
own parent or legal -guardian; or

"(11) substantial evidence exists of an act or
failure to act that presents an imminent or seri-
ous harm if such individual and such individual's
minor child lived In the same residence with such
individual's own parent or legal guardian; or
"(v) the State agency otherwise determines that it

is in the best interest of the minor child to waive the
requirement of paragraph (1) with respect to such in-dividual or minor child.
"(C) SECOND-CHANCE HOME.-For purposes of this

paragraph, the term 'second-chance home means an entity
that provides- individuals described in subparagraph (B)
with a supportive and supervised living arrangement in
which such Individuals are required to learn parenting
skills, including child development, family budgeting,
health and nutrition, and other skills to promote their
long-term economic independence and the well-being of
their children.
"(3) ASSISTANCE TO STATES IN PROVIDING OR LOCATING

ADULT-SUPERVISED SUPPORTIVE LIVING ARRANGEMENTS FOR UN-
MARRIED TEENAGE PARENTS.-

"(A) IN GENERAL.-For each of fiscal years 1996
through 2002, each State thatiprovides assistance under
the State program, to individuals described in paragraph
(1XB) shall be entitled to receive a grant in an amount de-
termined under subparagraph (B) or te purpose of pro-
viding or locating adult-supervised supportive living ar-
rangements, for individuals described in paragraph (1)(B)
in accordance with this subsection.

"(B) AMOUNT DETERMINED.-
"(I) IN GENERAL.-The amount determined under

this subparagraph is an amount that bears the same
ratio to the amount specified -under clause 00i as the
amount of the State family assistance grant for the
State for such fiscal year (described in section
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403(aX2)) bears to the amount appropriate for such
fiscal year in accordance with section 403(a)(4XA).

"di-) AMOUNT SPECIFIED.-The amount specified in
this subparagraph is-

"(I) for fsca year 1996, $25,000,000;
"(11) for fiscal year 1997, $25,000,000; and
U(II) for each of fiscal years 1998, 1999, 2000,

2001, and 2002, $20,000,000.
"(C) ASSISTANCE TO STATES IN PROVIDING OR LOCATING

ADULT-SUPERVISED SUPPORTIVE LIVING ARRANGEMENTS FOR
UNMARRIED TEENAGE PARENTS.-There are authorized to be
appropriated and there are appropriated for fiscal years
1996, 1997, 1998, 1999, 2000, 2001, and 2002 such sums
specified in subparagraph (B)ii for the purpose of paying
grants to States in accordance with the provisions of this
paragraph.

"(e) REQUIREMENT THAT TEENAGE PARENTrS ATTEND HIGH
SCHOOL OR OTHER EQUIVALENT TRAINING PRoGRAM.-If a State
provides assistance under the State program funded under this
part to an individual described in subsection (d)(1)(B) who has not
successfully completed a high-school education (or its equivalent)
and whose minor child is at least 12 weeks of age, the State shall
not provide such individual with assistance under the program (or,
at the option of the State, shall provide a reduced level of such as-
sistance) if the individual does not participate in-

"(1 educational activities directed toward the attainment
of a high school diploma or its equivalent; or

"(2) an alternative educational or training program that
has been approved by the State.
"1(f) GRANT INCREASED To REwARD STATES THAT REDUCE OUT-

OF-WEDLOCK BIRTHS.-
"(1 IN GENERAL.-The amount of the grant payable to a

State under section 403(a)(1XA) for fiscal years 1998, 1999,
and 2000 shall be increased by

"(A) an amount eqali to the product of $25 multiplied
by the number of childr-en in the State in families with in-
comes below the poverty line, according to the most re-
cently available census data, if-

"(i the illegitimacy ratio of the State for the most
recent fiscal year for which such information is avail-
able is at least 1 percentage point lower than the ille-
gitimacy ratio of the State for fiscal year 1995 (or, if
such information is not available, the first available
year after 1995 for which such data is available); and

"(ii) the rate of induced pregnancy terminations
for the same most recent fiscal year in the State is not
higher than the rate of induced pregnancy termi-
nations in the State for fiscal year 1995 (or, the same
first available year); or
"(B) an amount equal to the product of $50 multiplied

by the number of chi-ldren in the State in families with in-
comes below the poverty line, according to the most re-
cently available census data, if-
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"(I) the illegitimacy ratio of the State for the most
recent fiscal year for which information is available Is
at least 2 percentage points lower than the illegit-
imacy ratio of the State for fiscal year 1995 (or, if such
information is not available, the first available year
after 1995 for which such data is available); and

"0i0 the rate of induced pregnancy terminations in
the State for the same most recent fiscal year is not
higher than the rate of induced pregnancy termi-
nations in the State for fiscal year 1995 (or, the same
first available fiscal year).

"(2) DETERMINATION OF THE SECRETARY.-The Secretary
shall not increase the grant amount under paragraph (1) if the
Secretary determines that the relevant difference between the
illegitimacy ratio of a State for an applicable fiscal year and
the illegitimacy ratio of such State for fiscal year 1995 or,
where appropriate, the first available year after 1995 for which
such data Is available, is the result of a change in State meth-
ods of reporting data used to calculate the illegitimacy ratio or
if the Secretar determines that the relevant non-increase in
the rate of in duced pregnancy terminations for an applicable
fiscal year as compared to fiscal year 1995 or, the appropriate
fiscal year, is the result of a change in State methods of report-
ing data used to calculate the rate of induced pregnancy termi-
nations.

"(3) ILLEGITIMACY RATIO.-For purposes of this subsection,
the term 'illegitimacy ratio' means, wit h respect to a State and
a fiscal year-

"(A) the number of out-of-wedlock births that occurred
in the State during the most recent fiscal year for which
such information is available; divided by

"(B) the number of births that occurred in the State
during the most recent fiscal year for which such informa-
tion is available.
"(4) POVERTY LINE.-For purposes of this subsection, the

term overtt line' has- the meaning given such term in section
403(a)(3XD)(iii).

"1(5) AVAILABILITY OF AMOUNTs.-There are authorized to
be appropriated and there are appropriated such sums as may
be necessary for fiscal years 1998, 1999, and 2000 for the pur-
pose of increasing the amount of the grant payable to a State

-under section 403(a)(1) in accordance with this subsection.
"1(g) STATE OPTION To DENY ASSISTANCE IN CERTAIN SITuA-

TIONS.-Nothing in this subsection shall be construed to restrict
the authority of a State to exercise its option to limit assistance
under this part to individuals if such limitation is not inconsistent
with the provisions of this part.
"SEC. 407. STATE PENALTIES.

"(a) IN GENERAL.-Subject to the provisions of subsection (b),
the Secretary shall deduct from the grant otherwise payable under
section 403 the following penalties:

"(1) FOR USE OF GRANT IN VIOLAkTION OF THIS PART.-If an
audit conducted under section 408 finds that an amount paid
to a State under section 403 for a fiscal year has been used in
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violation of this part then the Secretary shall reduce the
amount of the grant o~hrwise payable to the State under such
section for the immediately succeeding fiscal year quarter by
the amount so used. If the State does not prove to the satisfac-
tion of the Secretary that such unlawful expenditure was not
made by the State in Intentional violation of the requirements
of this part, then the Secretary shall impose an additional pen-
alty of 5 percent of such grant (determined without regard to
this section).

"(2) FOR FAILURE TO SUBMIT REQUIRED REPORT.-
"(A) IN GENERAL.-If the Secretary determines that a

State has not, within 6 months after the end of a fiscal
Sear submitted the report required by section 409 for the

caQiyear, the Secretary shall reduce by 5 percent the
amount of the grant that would (in the absence of this sec-
tion) be payable to the State under section 403 for the im-
mediately succeeding fiscal year.

"(B) RESCISSION OF PENALTY.-The Secretary shall re-
scind a penalty imposed on a State under subparagraph
(A) with respect to a report for a fiscal year if the State
submits the report before the end of the' immediately suc-
ceediM fiscal year.
"(3) FOR FAILURE TO SATISFY MINIMUM PARTICIPATION

RATES.--
"(A) IN GENERAL.-If the Secretary determines that a

State has failed to satisfy the minimum participation rates
specffied in section 404(a) for a fiscal year, the Secretary
shall, reduce the amount of the grant that would (in the
absence of this section) be payable to the State under sec-
tion 403 for the immediately succeeding fiscal year by-

"(I) in the first year In which the State fails to sat-
isfy such rates, 5 percent; and

"(Hi) In subsequent years in which the State fails
to satisfy~ such rates, the percent reduction determined
under tIs subparagraph (if any) In the preceding
year, Increased by 5 percent.
"(B) PENALTY BASED ON SEVERITY OF FAiLURE.-The

Secretary shall impose reductions under subparagraph (A)
on the basis of the degree of noncompliance.
"(4) FOR FAILURE TO PARTICIPATE IN THE INCOME AND ELI-

GIBILITY vERIFICATION sysTEM.-If the Secretary determines
that a State program funded under this part Is not partici pat-
Ing during a fiscal year in the Income and eligibility verifica-
tion system required by section 1137, the Secretary shall re-
duce by not more than 5 percent the amount of the grant that
would (in the absence of this section) be payable to the State
under section 403 for the immediately succeeding fiscal year.

"(5) FOR FAILURE TO COMPLY WITH PATERNITY ESTABLISH-
M[ENT AND CHILD SUPPORT ENFORCEMENT REQUIREMENTS UNDER
PART D.--Notwithstanding any other provision of this Act, If
the Secretary determines that the State agency that admin-
isters a program funded under this part does not enforce the
penalties requested by the agency administering part D
against recipients of assistance under the State program who

20-M6 - 95 - 14
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falto cooperate in establishing paternity In accordance with
such art, the Secretary shal reduce by not more than 5 per-
cent the amount of the grant that would (in the absence of this
section) be payable to t~he State under section 403 for the im-
mediately succeeding fiscal year.

"(6)FOR FAmIUR TO TIMELY REPAY A FEDERAL LOAN FUND
FOR STATE WELFARE PROGRAMS.-If the Secretary determines
that a State has failed to repay any amount borrowed from the
Federal Loan Fund for State Welfare Programs established
under section 403(d) within the period of maturity applicable
to such loan, plus any interest owed on such loan, then the
Secretary shall reduce the amount of the grant otherwise pay-
able to the State under section 403 for the immediately suc-
ceeding fiscal year quarter by the outstanding loan amount,
plus the interest owed on sucht outstanding amount. The Sec-
retary may not forgive any outstanding loan amount nor inter-
est owed thereon.
"Nb)REQUIREuENTS.-

"(1)LIMITATION ON AMOUNT OF PENALTY.-
"(A) IN GENERAL.-In Imposing the penalties described

in subsection (a), the Secretary shall not reduce any quar-
terly payment to a State by more than 25 percent.

"(B CARRYFORWARD OF UNRECOVERED PENALTIEs.-To
the extent that subparagraph (A) prevents the Secretary
from recovering during a fiscal year the full amount of 1~
penalties imposed on a State under subsection (a) for a
prior fiscal year, the Secretary shall apply any remaining
amount of such penalties to the grant otherwise payable to
the State under section 403 for the immediately succeeding
fiscalyear.
"(2) STATE FUNDS To REPLACE REDUCTONS' IN GRANT.-A

State which has a penalty imposed aganst it under subsection
(a) shall expend additional State funds in an amount equal to
the amount of the penalty for the purpose of providing assist-
ance under the State program under this part.

"(3) REASONABLE CAUSE FOR NoNCOMPLIANCE.-The Sec-
retary may not impose a penalty on a State under subsection
(a) if the Secretary determines that the State has reasonable
cause for failing to comply with a requirement for which a pen-
alty is imposed under such subsection.
"(C) CERTIFICATION F AMOUTm OF PENALTIEs.-If the Sec-

reayis required to reduce the amount of any grant under this
section, the Secretary shall certify the amount of such reduction to
the Secretary of the Treasury and the Secretary of the Treasury
shall reduce the amount paid to the State under section 403 by
such amount.

"(d) EFFECTIVE DATES.-
"(1) IN GENERAL.-The penalties described in paragraphs

(2) through (6) of subsection (a) shall apply-
'(A) with respect to periods beginning 6 months after

the Secretary issues final rules with respect to such pen-
alties- or

"WB) with respect to fiscal years beginning on or after
October 1, 1996;
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whichever Is later. 0
"(2) MISusu OF FUJNDS.-Ithe penalties described in sub-

section (aX1) shall apply with respect to fiscal years beginning
on or after October 1, 1995.

"SEC.40".AUDrTS
"(a) biNGzNzmAL.-Each State shall, not less than annually

audit the Stat. expenditures from amounts received under this
part. Such audit shall-

"(1 determine the extent to which such expenditures were
or were not expended In accordance with this part; and

"(2) be conducted by an approved entity (as defined In sub-
section Wb))-in accordance with generally accepted auditing

"~(b) APPROVED EN'rrrY.-For purposes of subsection (a), the
term 'approved entity' means an entity that-

(1) is approved by the Secretary of the Treasury;
"ad"(2) is approved by the chief executive officer of the State;

"(3 is Independent of any agency administering activities
founded under this part.
"(c) AUDIT REPORT.-Not later than 30 days followin the com-

pletion of an audit under this subsection, a State shale submit a
copy of the audit to the State legislature, the Secretary of the
Treasury, and the Secretary of Health and Human Services.

"(d) ADDITIONAL ACCOUNTING REQUIREMENTS.-The provisions
of chapter 75 of title 31, United States Code, shall apply to the
audit requirements of this section.
"SEC.4W6. DATA COLLECTON AND REPORTIG.

"(a) IN GENERAL.-The Secretary in consultation with State
and local government officials and otker interested persons, shall
develop a quality assurance system of data collection and reporting
that promotes accountability and ensures the improvement and in-
tegrity of programs funded under this part.

"1(b) STATE SuBmmsioms-
"(1 IN GENERAL.-Not later than the 15th day of the first

month of each calendar quarter, each State to which a grant
is made under section 410(h) shall submit to the Secreta ythe
data described In paragraphs (2) and (3) with respect to fami-
lies described in paragraph (4).

"(2) DISAGGREGATED DATA DESCRIBED.-The data described
in this paragraph with respect to families described in para-,
graph (4) Is a sml of monthly disaggregated case record

daacontaining the floig
"(A) The age of the adults and- children (including

pregnant women) in each family.
"(B The marital and familial status of each member

of the family (including' whether the family lis a 2-parent
family and whether a chid is living with an adult relative
other than a parent).

"(C) The gender, educational level, work experience,
and race of the head of each family.

"(D) The health status of each member of the family
(including whether any member of the family is seriously
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iM disabled, or Incapacitated and is being cared for by an-
;oilieri member of the family).

"(E) The typeO and amount of any benefit or assistance
received by thefamily, including-

"(I) the amount of and reason for any reduction in
assistance and

"TOi) I assistance is terminated, whether termi-
nation is due to employment, sanction, or time limit.
"(F Any benefit or assistance receive by a member of

the family with respect to housing, food stamps, job train-
ing, or the Head Start program.

"(G) The number of months since the family filed the
most recent application for assistance under the program
and if assistance was denied, the reason for the denial.

"(H) The number of times, a family has applied for and
received assistance under the State program and the num-
ber of months assistance has been received each time as-
sistance has been provided to the family.

"MI The employment status of the adults in the family
(including the number of hours worked and the amount
earned).

"(J The date on which an adult in the family began
to engage in work, the number of hours the adult engaged
in work, the work activity in which the adult participated,
and the amount of chili? care assistance provided to the
adult (if any).

"(K The number of individuals in each family receiv-
Ing assistance and the number of individuals in each fam-
ily not receiving assistance, and the relationship of each
individual to the youngest child in the family.

Ul. (L) The citizenship status of each member of the fam-

"(M The housing arrangement of each member of the
family.

"(N The amount of unearned income, child support,
assets, and other financial factors considered in determin-
ing eligibility for assistance under the State program.

"(O) The location in the State of each family receiving
assistance.

"(P) Any other data that the Secretary determines is
necessary to ensure efficient and effective program admin-
istration.
"(3) AGGREGATED MONTHLY DATA.-The data described in

this paragraph is the following aggregated monthly data with
respect to the families described in paragraph (4):

"(A) The number of families.
"(B The number of adults in each family.
"(C) The number of children in each family.
"(D) The number of families for which assistance has

been terminated because of employment, sanctions, or time
limits.
"(4) FAMn~iE DESCRIBED.-The families described in this

paragraph are-

7i
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"(A) families receiving assistance under a State pro-
gram funded under this art for each month in the cal-
endar quarter preceding the calendar quarter In which the
data Is submitted;

"(B) families applying for such assistance during such
preceding calendar quarter; and.

"(C)~famlies that became ineligible to receive such as-
sistance during such preceding calendar quarter.
"(5) APPROPRIATE SUBSETS OF DATA COLLECTED.-The Sec-

retary shall determine appropriate subsets of the data de-
scribed in prgahs (2) and (3) that a State is required to
submit undeerprarph (1) with respect to families described
in subparagrapphs (B) and (C) of paragraph (4).

"()SAýMPLING AND OTHER mETHODS.-The Secretary shall
provide the States with such case sampling plans and data col-

lcion procedures as the Secretary deems necessary to produce
statistically valid estimates of each State's program perform-
ance. The Secretaryfis authorized to develop and Implement
procedures for ver~ifyin~g the quality of data submitted by the

"(c) REPORT ON USE OF FEDERAL FUNDS To COVER ADMINIS-
TRATIVE COSTS ANDI)OVEIWFr.-The report required by subsection
(a) for a fiscal year shall Include a statement of-:

"(1) the total amount and percentage of the Federal funds
paid to the State under this part for the fiscal year that are
used to cover administrative costs or overhead; and

"(2) the total amount of State funds that are used to cover
such costs or overhead.
"(d) REPORT ON STATE ExPENDITURES ON PROGRAMS FOR

NEEDY FAmMLESO-The report required by subsection (a) for a fiscal
year shall include a statement of the total amount expended by the

Stt uring the fiscal year on the program under this part and the
purposes for which such amount was spent.

"(e) REPORT ON NONCUSTODIAL PARENTS PARTICIPATING IN
WORKuc AT1VTiEs.-The report required by subsection (a) for a fis-
cal year shall include the number of noncustodial prnts In the
State who participated in work activities during the fica year.

"(f) REPORT ON CHILD SUPPORT COLLECTED.-The repor re-
quired by subsection (a) for a fiscal year shall Include the total
amount of child support collected by the State agency administer-
ing the State program under part D on behalf of a family receiving
assistance under this part.

"(g) REPORT ON CHILD CARE.-The report required by sub-
section (a) for a fiscal year shall include the total amount expended
by the State for child care under the progam under this part,
aong wth a description of thetye of child care provided, includ-

Ing child care provided In the case of a family that-
"(1) has ceased to receive assistance under this part be-

cause of employment; or6
"(2) is not receiving assistance under this part but would

be at risk of becoming eligible for such-assistance if child care
was not provided.
"(h) REPORT ON TRANSITIONAL SERvicES.-The report required

by subsection (a) for a fiscal year shall include the total amount ex-
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pended by the State for providing transitional services to a family
that has ceased to receive assistance under this part because of em-
ployment, along with a description of such seryices.

"(I) SEcRETARY's REPORT ON DATA PROCESSING.-
"(1 IN GENERAL.-Not later than 6 months after the date

of the enactment of the Work Opportunity Act of 1995, the Sec-
retary shall prepare and submit to the Congress a report on-

"(A) the status of the automated data processing sys-
tems operated by the States to assist management in the
administration of State programs under this part (whether
In effect before or after October 1, 1995); and

"(B what would be required to establish a system ca-
pable of-

"U(I) tracking participants in public programs over
time; and

"0ii) checking case recot-ds of the States to deter-
mine whether individuals are participating in public
programs in 2 or more States.

"(2) PREFERRED coNTENTs.-The report required by para-
graph (1) should Include-.

"(A) a plan for building on the automated data proc-
essing systems of the States to establish a system with the
capabilities described 'in paragraph (1XB); and

"(B) an estimate of the amount of time required to es-
tablish such a system and of the cost of establishing such
a system.

"Qi) REPORT To CONGRESS.-Not later than 6 months after the
end of fiscal year 1997, and each fiscal year thereafter, the Sec-
retary shall transmit to the Congress a report describing-

"(1 whether the States are meeting-
"(A) the participation rates described in section 404(a);

and
"(B) the objectives of-

"(I) increasing employment and earnings of needy
families, and child support collections; and

"00I decreasing out-of-wedlock pregnancies and
child poverty;

"(3) the demographic and financial characteristics of fami-
lies applying for assistance, families receiving assistance, and
families that become ineligible to receive assistance;

"(4) the characteristics of each State program funded
under this part; and

"(5) the trends in employment and earnings of needy fami-
lies with minor children.

"SEC. 410. RESEARCH, EVALUATIONS, AND NATIONAL STUDIES.
"(a) RESEARCH.-The Secretary shall conduct research on the

benefits, effects, and costs of~ operating different State programs
funded under this part, including time lmits relating t eligibility
for assistance. The research shall include studies on the effects of
different progras and the operation of such programs on welfare
dependency, illegitimacy, teen pregnancy, employment rates, child
well-being, and any other area the Secretary deems appropriate.
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"(b) DEVEOPMENT AND EVALUATION OF INNOVATIVE AI'.
PROACHEs To REDUCING WELFARE DEPENDENCY AND INCREASING
CHILDWELL-BEING.-

"(1) IN GENERAL.-The Secretary may assist States in de-
veloping, and shall evaluate, Innovative approaches for reduc.-
Ing welfare dependency and increasing the well-being of minor
children with respect to recipients of assistance under pro-
grams funded under this part. The Secretary may provide
funds for training and technical assistance to carry out the ap-
proaches developed pursuant to this paragrph.

"(2) EVALUATiONS.-In performing the evaluations under
paragraph (1) the Secretary shall, to the maximum extent fea-
sible, use ranciom assignment as an evaluation methodology.00
"(c) I5ISSEmNATioN OF INFoRMATION.-The Secretary shall de-

velop innovative methods of disseminating information on any re-
search, evaluations, and studies conducted under this section, In-
cluding the facilitation of the sharing of information and best prac-
tices among States and localities through the use of computers and
other technologies.

"(d) ANNUAL RANKIG OF STATES AND REVIEW OF MOST AND
LEAST SUCCESSFUL WORK PROGRAMS.-

"(1) ANNUAL RANKING OF sTATE8.-The Secretary shall
rank annually the States to which grants are paid u nder sec-
tion 403 In th order of their success in p lacing recipients of
assistance under the State program funded under this pDart
Into long-term private sector jobs, reducing the overall welfare
caseload, and, when a practicable method- for calculating this
information becomes available, diverting individuals from for-
mally applying to the State program and receiving assistance.
In ranking States under this subsection, the Secretary shall
take into account the average number of minor children in
families in the State that have incomes below the poverty line
and the amount of funding provided each State for such fami-
lies.

"(2) ANNUAL REVIEW OF MOST AND LEAST SUCCESSFUL
WORK PRoGRAMS.-The Secretary shall review the programs of
the 3 States most recently ranked highest under paragraph (1)
and the 3 States most recently ranked lowest under paragraph
(1) that provide parents with work experience, assistance In
finding employment, and other work preparation activities and
support services to enable the families of such parents to leave
thep program and become self-sufficient.
"(e) ANNUAL RANKIG OF STATES AND REVIEW OF ISSUES ]RE-

LATING TO OUT-OF-WEDLOCK BIRTHS.-
"(1) ANNUAL RANKING OF STATES.-

"(A) IN GENERAL.-The Secretary shall annually rank
States to which grants are paid under section 403 based
on the following ranking factors (developed with informa-
tion reported by the State under section 406(f)):

"(I) ABSOLUTE OUT-OF-WEDLOCK RATios.-The
ratio represented by-7

"(I) the tota number of out-of-wedlock births
in families receiving assistance under the State
program under this part in the State for the most

wwýý
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recent fiscal year for which information is avail-
able; over

"(11) the total number of births in families re-
ceiving assistance under the State program under
this part In the State for such year.
"(11) NET CHANGES IN THE OUT-OF-WEDLOCK

RATIO.-The difference between the ratio described in
subparagraph (AXi) for the most recent fiscal year for
which Information is available and such State's ratio
determined for the preceding year.

"(2) ANNUAL REVIEW.The Secretary shall review the pro-
grams of the 5 States most recently ranked highest under
paragraph (1) and the 5 States most recently ranked the lowest
under paragraph (1).
"(f) STUDY ON ALTERNATIVE OUTCOMES ME.ASURES.-

"(1) STUDY.-The Secretary shall, In cooperation with the
States, study and analyze outcomes measures for evaluating
the success of a State in moving individuals out of the welfare
system through employment as an alternative to the minimum
participation rates described in section 404. The study shall in-
clude a determination as to'whether such alternative outcomes
measures should be applied on a national or a State-by-State
basis and a preliminary assessment of the job placement per-
formance bonus established under section 403(f).

"(2) REPORT.-NOt later than September 30, 1998, the Sec-
retary shall submit to the Committee on Finance of the Senate
and the Committee on Ways and Means of the House of Rep-
resentatives a report containing the findings of the study de-
scribed in paragraph (1).
" (g) STATE-INITIATED STUDIMS.-A State shall be eligible to re-

ceive funding to evaluate the State's family assistance program
funded under this part if-

"(1) the State submits a proposal to the Secretary for such
evaluation,

"(2) the Secretary determines that the design and ap-
proach of the evaluation is rigorous and is likely to yield infor-
mation that is credible and will be useful to other States, and

"(3) unless otherwise waived by the Secretary, the State
provides a non-Federal share of at least 10 percent of the cost
of such study.
"(h) -ADDITIONAL AMOUNT FOR STUDIES AND DEMONSTRA-

TIONS.-
"(1) IN GENERAL.-There are authorized to be appropriated

and there are appropriated for each fiscal year described in
section 403(aX1) an additional $20,000,000 for the purpose of
paying- " (A) the Federal share of any State-inlitiated study ap-

proved under subsection (g);
"(B) an amount determined by the Secretary to be nec-

essary to operate and evaluate demonstration projects, re-
lating to part A of title IV of this Act, that are in effect
or approved under section 1115 as of October 1, 1995, and
are continued after such date;
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"(C) the cost of conducting the research described in
subsection (a); and

"(D) the cost of developing and evaluating innovative
approaches for reducing welfare dependency and increas-
$Ing the well-being of minor children under subsection (b).

(2)OCATIONO-Of the amount appropriated under
paragraph (1) for a fiscal year-

"(A) 50 percent shall be allocated for the purposes de-
scribed in subparagraphs (A) and (B) of paragraph (1), and

"(B 50 percent shall be allocated for the purposes de-
scribed In subparagraphs (C) and (D) of paragraph (1).

"SEC. 411. STUDY BY THlE CENSUS BUREAU.
"(a) IN GENzaIAL.-The Bureau of the Census shall expand the

Survey of Income and Program Participation as necessary to obtain
such information as will enable interested persons to evaluate the
impact of the amendments made by the Work Oportunity Act of
1995 on a random national sample of recipients of assistance under
State programs funded under this part and (as appropriate) other
low-income families, and in doing so, shall pay particular attention
to the issues of out-of-wedlock births, welfare dependency, the be-
ginning and end of welfare spells, and the causes of repeat welfare
spells.

"(b) APPROPRIATiON.-Out of any money in the Treasury of the
United States not otherwise appropriated, the Secretary of the
Treasury shall pay to the Bureau of the Census $10,000,000 for
each of fiscal years 1996, 1997, 1998, 1999, and 2000 to carry out
subsection (a).
"SEC. 412. WAIVER&.

"(a) CONTINUATIO OF WAIVERS.-
"(1 IN GENERAL.-Except as provided in paragraph (2), if

any waiver granted to a State under section 1115 or otherwise
which relates to the provision of assistance under a State plan
under this part is in effect or approved by the Secretary as of
October 1, 1995, the amendments made by subtitle D of title
Land subtitles C, D, E, F, and G of title VII of the Balanced
Budget Reconciliation Act of 1995 shall not apply with respect
to the State before the expiration (determined without regard
to any extensions) of the waiver to the extent such amend-
ments are Inconsistent with the terms of the waivor.

"(2) FINANciNG LIMTATIoN.-Notwithstanding any other
provision of law, beginning with fiscal year 1996, a State oper-
ating under a waiver described in paragraph (1) shall receive
the payment described for such State for such fiscal year under
section 403, in lieu of any other payment provided for in the
waiver.
"1(b) STATE On~ION To TERmINATE WAIVR.-

"(1 IN GENERAL.-A State may terminate a waiver de-
scribed In subsection (a) before the expiration of the waiver.

"(2) REPORT.-A State which terminates a waiver under
Faragaph (1) shall submit a report to the Secretary summariz-
Ing te waiver and any available information concerning the

result or effect of such waiver.
"(3) HOLD HARmLESS PRtOVISON-
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"(A) IN GENERAL.-Notwithstanding any other provi-
sion of law, a State that not later than the date described
in subpargrph (B), submits a written request to termi-
nate a waiver- described in subsection (a) shall be held

hamess for accrued cost neutrality liabilities Incurred
under the terms and conditions of such waiver.

"(B) DATE DESCRIBED.-The date described in this sub-
paragraph Is the later of-

"(I) January 1, 1996; or
"(11)90 days following the adjournment of the first

regular session of the State legislature that begins
after the date of the enactment of the Work Oppor-
tunity Act of 1995.

"(c) SECRETARIAL ENCOURAGEMENT OF CURRNT WAIVRS.-
The Secretary shall encourage any State operating a waiver de-
scribed In subsection (a) to continue such waiver and to evaluate,
using random sampling and other characteristics of accepted sci-
entific evaluations, the result or effect of such waiver.

"(d) CONTINUATION OF INDIVDUAL WAMvRS.-A State may
elect to continue one or more individual waivers described in sub-
section (aX 1)
"SEC. 413. STATE AND COUNTY DEMONSTRATION PROGRAMS.

"(a) No LIMITATION OF STATE DEMONSTRATION PROJECTS.-
Nothin~g in this part shall be construed as limiting a State's ability

tocnuct demonstration projects for the purpose of identifying in-
novative or effective program. designs in 1 or more political subdivi-
sions, of the State: Provided, That such State contains more than
one count with a population of greater than 500,000.

"(b) COUNTY WELFARE DEMONSTRATION PROJECT-
"(1) IN GENERAL.-The Secretary of Health and Human

Services and the Secretary of Agriculture shall Jointly enter
into negotiations with all counties having a population greater
than 500,000 desiring to conduct a demonstration project de-
scribed in paragraph (2) for the purpose of establishing appro-
priate rules to govern the establishment and operation of -such
project.

"(2) DEMONSTRATION PROJECT DESCRIBED.-The dem-
onstration project described In this paragraph shall provide
that-

"(A) a county participating in the demonstration
project shall have the authority and duty to administer the
operation of the program described under this part as if
the county were considered a State for the purpose of this
part;

"(B) the State in which the county participating in the
demonstration project i's located shall pass through directly
to the county the portion of the grant received by the State
under section 403 which the State determines is attrib-
utable to the residents of such county; and

"(C) the duration of the project shall be for 5 years.
"(3) COMMENCEENT OF PROJCT.-After the conclusion of

tengotiations described in paragraph(),te ereay o
Health and Human Services and the Sertary of Agriculture
may authorize a county to conduct the demonstration project
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described in paragraph (2) in accordance with the rules estab-
lished during the negotiations.

"(4)Rz~oaT.-Not later then 8 months after the termi-
nation of a demonstration project operated under this sub-
setoteSecretar y of Health and Hu~man Services and the

Sceay of Agriculture shall submit to the Congress a report
that includes--_

"(A) a description of the demonstration project;
"ad"(B) the rules negotiated with respect to the project;

"(C) the innovations (if any) that the county was able
to Initiate under the project.
"(5) ELIGIBLE couNTye-A county may participate in a

demonstration project under this subsection if the county is--
"(A) a county that is already administering the welfare

program under this part;
"(B represents less than 25 percent of the State's total

welfare caseload.
"SEC. 414. DIRECT FUNDING AND ADMINISTRATION BY INDIAN

Tmm&
"(a) PuRPOsE.-The purpose of this section is--

"(1 to strengthen and enhance the control and flexibility
of local governments over local programs; and

"(2) In recognition of the principles contained in the Indian
Self-Determination and Education Assistance Act (25 U.S.C.
450 et seq.)-

"(A) to provide direct Federal funding to Indian tribes
for the tribal administration of the program funded under
this part; or

(B) to enable Indian tribes to enter into agreements,
contracts, or compacts with intertribal consortia, States, or
other entities for the administration of such program on
behalf of the Indian tribe.

"(b) GIPAii'AMOUNTSFOR INDIAN TRIBEs.-
"(1 IN GENERAL.-For each of fiscal years 1996, 1997,

1998, 1999, and 2000, the Secretary shall pay to each Indian
tribe that has an approved tribal family assistance plan a trib-
al family assistance grant for the ffiscal year in an amount
equal to the amount determined under paragraph (2).

"(2) AMOUNT DETERMINED.-
"(A) IN GENERAL.-The amount determined under this

Paragrp sa amount equal to the total amount of the
F~ed payments to a State or States under section 403
for ficl year 1994 (as in effect during such fiscal year) at-
tributale to expenditures by the State or States under
p art A adp art"F of this title (as so In effect) in such year
for Indian families residing in the service area or areas
Identified by the Indian tribe in subsection (cX1XC).

"(B)USE OF STATE sUBmITTEDDATA.-
"(I) IN GENERAL.-The Secretary shall use State

submitted data to make each determination under
subparagraph (A.

"TOi DISAGREEMENT WITH DETERNMIATION.-If an
Indian tribe or tribal organization disagrees with
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State submitted data described under clause (i), the
Indian tribe or tribal organization may submit to the
Secretary such additional information as may be rel-
evant to making the determination under subpara-
,graph (A) and the Secretary may consider such infor-
mation before making such determination.

"(c) 3-YEA TRIBAL FAmMIY AssI8TAN PLAN.J.
"(1 IN GENERAL.-Any Indian tribe that desires to receive

a tribal family assistance grant shall submit to the Secretary
a 3-year tribalfamily assistance plan that-

"(A) outlines the Indian tribe's approach to providing
welfare-related services for the 3-year period, consistent
with the purposes of this section;

"(B) specifies whether the welfare-related services pro-
vided under the plan will be provided by the Indian tribe
or through agreements, contracts, or compacts with Inter-
tribal consortia, States, or other entities;

"(C) identifies the population and service area or areas
to be served by such plan;

"(D) provides that a family receiving assistance under
the plan may not receive duplicative assistance from other
State or tribal programs funded under this part;

"(E identifies the employment opportunities in or near
the service area or areas of the Indian tribe and the man-
ner in which the Indian tribe will cooperate and partici-
pate in enhancing such opportunities for recipients of as-
sistance under the plan consistent with any applicable
State standards; and

"(F) applies the fiscal accountability provisions of sec-
tion 5(f)(1) of the Indian Self-Determination and Education
Assistance Act (25 U.S.C. 4,50c(f)( 1)), relating to the sub-
mission of a single-agency a~idit report required by chapter
75 of title 31, United States Code.
"(2) APPROvAL.-The Secretary shall approve each tribal

family assistance plan submitted in accordance with paragraph
(1).

"(3) CONSOnRTUM OF TRIBEs.-Nothing in this section shall
preclude the development and submission of a single plan by
the participating Indian tribes of an intertribal consortium.
"(d) MINIMUM WORK PARTICIPATION REQU~IREMENTS AND TimE

LIMrrs.-The Secretary, with the participation of Indian tribes,
shall establish for each Indian tribe receiving a grant under this
section minimum work participation requirements, appropriate
time limits for receipt of welfare-related services under such grant,
and penalties against individuals--

"(1) consistent with the purposes of this section;
"(2) consistent with the economic conditions and resources

available to each tribe; and
"(3) similar to comparable provisions in section 404(d).

"(e) EMERGENCY Assi8TANCE.-Nothing in this section shall
preclude an Indian tribe from seeking emergency assistance from
any Federal loan program or emergency fund.
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"(1 Ac~ouNTABUATy.-Nothlng in this section shall be con-
strued to limit the ability of the Secretary to maintain program
funding accountability consistent with-

"(1) generally accepted accounting principles; and
"(2) the requirements of the Indian Self-Determination and

Education Assistance Act (25 U.S.C. 450 et seq.).
"(g) TRiBAL PENALTJES-For the purpose of ensuring the prop-

er use of tribal family assistance grnts, the following provisions
shall apply to an Indian tribe wIth an approved tribal assistance
plan: "(1) The provisions of subsections (a01), (aX6), and (b) of

section 407, In the same manner as such subsections apply to
a State.

"(2) The provisions of section 407(aX3),I except that such
subsection shall be app lied by substituting 'the minimum re-
q uirements established under subsection (d) of section 414' for
'he minimum participation rates specified in section 404'.

"(h) DATA CoLLEarON AND REPORTiNG.-For the purpose of
ensuring uniformity In data collection, section 409 shall apply to an
Indian tribe with an approved tribal family assistance plan.

"(i) SPECIAL RuLE FOR INDiAN TRIBES IN ALAsKA.-
"(1 IN GENERAL.-Notwithstandlng any other provision of

this section, and except as prolilded In paragraph (2), an In-
dian tribe in the State of Alaska that receives a tribal family
assistance grant under this section shall use such grant to op-
erate a program In accordance with the requirements applica-
ble to the program of the State of Alaska funded under this
part.

"(2) WAMvER.-An Indian tribe described In paragraph (1)
may a apply to the appropriate State authority to receive a waiv-
er of the requirement of paragraph (1).

"SEC. 415. ASSISTANT SECRETARY FOR FAMILY SUPPORT.
'Mhe programs under this p art and part D of this title shall be

administered by an Assistant Secretary for Family Support within
the Department of Health and Human Services, who shall be ap-
pointed' by the President, by and with the advice and consent of the
Senate, and who shall be in addition to any other Assistant Sec-
retary of Health and Human Services provided for by law.
"SEC. 416.IMITATION ON FEDERAL AUTHORITY.

"The Secretary of Health and Human Services and the Sec-
retary of the Treasury may not reguate the conduct of States
under this part or enforce any provision of this part, except to the
extent expressly provided In this part.
"SEC. 417. APPEAL OF ADVERSE DECISION.

"(a) IN GENERAL.-The Secretary shall notify the chief execu-
tive officer of a State of any adverse decision or action under this
p art, icluding any decision with respect to the State's plan or the

position of a penalty under section 407.
"(b) ADmiNITRATiVE REVIEW OF ADVRS DECISION.-

"(1) IN GENE.RAL.-Wlthin 60 days after the date a State
receives notice of an adverse decision under this section, the
State may a appeal the decision, in whole or in part, to the De-
partmental A' ppeals Board established In the Department of
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Health and Human Services (hereafter referred to in this sec-
tion as the 'Board') by filing an appeal with the Board.

"(2) PROCEDURAL RuLEs.-The Board shall consider a
State-'s appeal on the basis of such documentation as the State
may submit and as the Board may require to suppo-rt the final
decision of the Board. In deciding whether to uphold an ad-
verse decision or any portion thereof, the Board shall conduct
a thorough review of the Issues and take into account all rel-
evant evidence. The Board shall make a final determination
with respet to an appeal filed under this paragraph not less
than 60 day-Cs after the date the appeal Is filed.
"(C) JUDICIAL REVIEW OF ADVERSE DECIS ION.-

"(1 IN GENERAL.-Within 90 days after the date of a final
decision by the Board with respect to an adverse decision re-
garding a State under this section, the State may obtain Judi-
cial review of the final decision (and the findings Incorporated
Into the final decision) by filing an action in-

"(A) the district court of the United States for the judi-
cial district in which the principal or headquarters office
of the State agency is located- or

"(B) the United States Lbistrict Court for the District
of Columbia.
"(2) PROCEDURAL RULEs.-The district court in which an

action is filed shall review the final decision of the Board on
the record established in the administrative proceeding, in ac-
cordance with the standards of review prescribed by subpara-

f tpho(A) through (E) of section 706(2) of title 5, United
ttsCode. The review shall be on the basis of the documents

and supporting data submitted to the Board.
"SEC. 418. PERFORMANCE BONUS AND HIGH PERFORMANCE BONUS.

"(a) IN GENERAL.-
"(1) PERFORMANCE BONUS.-In addition to the State family

assistance grant for fiscal year 2000, the Secretary shall pay
to each quialified State an amount equal to the State's share
of the performance bonus fund described in paragraph (3).

"(2)) QUALIFIED sTATE.-For purposes of this subsection,
the term 'qualified State' means a State that during the meas-
urement period-

"J(A) exceeds the overall average performance achieved
by all States with respect to a measurement category, or

"(B) improves the State's performance in a measure-
ment category by at least 15 percent over the State's base-
line period.FUD-hamutothboufudorisl
"(3) BONUSFUD-hamutothboufudfrlsl

year 2000 shall be an amount equal to 5 percent of the amount
appro, riated under section 403(aX2)(AMi for such fiscal year.

"(b)WGHPERFORMANCE BoNus.-
"(1 IN GENERAL.-In addition to the amount provided

under subsection (a), each of the 10 high performance States
in each measurement category shall be entitled to receive a
share of the high performance bonus fund described In para-
graph (3).

"(2) HIGH PERFORmMACEsTATEs.-For purposes of this sub-
section, the term 'high performance States means with respect

V- - - - -. Wmwmmwý -
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to each measurement category during the measurement pe-
riod-

"(A) the 5 States that have the highest percentage of
Improvement with respect to the State's performance in
the measurement category over the State's baseline period;
and

"(B the 5 States that have the highest overall average
performance with respect to the measurement category.
"(3) HIGH PERFORMANCE BONUS FuND.-There are author-

ized to be appropriated and there are appropriated the amount
of the high performance bonus fund for fica year 2000 equal
to the amount of the reduction in State family assistance
grants for all States for fiscal years 1998, 1997, 1998, and 1999
resulting from the application of section 407 (other than sub-
section (aX6) thereof).
"(c) DEFINITIONS AND SPECIAL RULES.- For purposes of this

section:
"(1) MEASUREMENT CATEGoRY.-A measurement category

means any of the following categories:
"(A) A reduction in the average length of time families

In the State receive assistance during a fiscal year under
the State program funded under this part.

"(B An increase in the percentage of families receiving
such assistance under this part that receive child support
payments under part DA

"(C) An increase In the number of families that re-
ceived assistance under a State program funded under this
part in the preceding fiscal year that became ineligible for
assistance under the Ste program as a result of
unsubsidized employment during such year.

"(D) An increase in the amount earned by families
that receive assistance under this part.

"(E A reduction in the percentage of families that be-
come eligible for assistance under this part within 18
months after becoming ineligible for such assistance.
"(2) MEASUREMENT PERIOD; BASELINE PERIOD.-

"(A) MEASUREMENT PERIOD.-The term 'measurement
period' means the period beginning not later than 6
months after the date of the enactment of the Work Oppor-
tunity? Act of 1995 and ending on September 30, 1999.

"(B BASELINE PERioD.-The term 'baseline period'
means fiscal year 1994.
"1(3) ALLOCATION FORMUTLA.-For purposes of determining a

State's share of the performance bonus fund under subsection
(a)(1), and the State's share of the high performance bonus
fund under subsection (b)(1), the Secretary shall, not later thah
June 30, 1999, develop and publish in the Federal Register a
formula for allocating amounts in the performance bonus fund
to qualified States and a formula for allocating amounts in the
high performance bonus fund to high performance States. Such
formulas shall be based on each State's proportional share of
the total amount appropriated under section 403(a)(2)(A) for
fiscal year 2000.
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"SEC. 41&. MOUNTS MR CHIWCARE
"(a) CHiLD CARE ALLOCATION.-

"(1) IN cWRAL.w1 -From the amount appropriated under
section 403(aX4XA) for a fiscal year, the Seretary shall set
side an amount equal to the total amount of the Federal pay-
ments for fiscal ear 1994 to States under section-

"(A) 402' (gX3XA) of this Act (as such section was in ef-
fect before October 1, 1995) for amounts expended for child
care pursuant to paragraph (1) of such seton;

"(B 403(1X1A) -of this Act (as so in effect) for
amounts expended for child care pursuant to section
402(gX1XA) of this Act (as so in effect), in the case of a
State with respect to which section 1108 of this Act ap-

PleU(C)d43(n) of this' Act (as so In effect) for child care
services pursuant to section 4020i) of this Act (as so in ef-
fect).
"(2) DISTJUUTiON.-From amounts set aside for a fiscal

year under paragraph (1), the Secretary shall pay to a State
an amount equal to the total amounts of Federal payments for
fiscal year 1994 to the State under section-

"(A) 402(gX3XA) of this Act (as such section was in ef-
fect before October 1, 1995) for amounts expended for child
careyursuant to prgaph (1) of such sect01o

(B) 403(lX 1XA) of this Act (as so in effect) for
amounts expended for child care pursuant to section
,402(gX1XA) of this Act (as so in effect), In the case of a
State with respect to which section 1108 of this Act ap-
plies; and

"(C) 403(n) of this Act (as so in effect) for child care
services pursuant to section 4020i) of this Act (as so in ef-
fect).
"(3) USE OF FU'NDS.-Amounts received b) a State under

paragraph (2) shall only be used to provide cINd care assist-
ance under this part.

"(4) FEDERAL PAYMENT.-For purposes of paragraphs (1)
and (2), Federal payments for fiscal year 1994 means such pay-
ments as reported by the State on February 14, 1995.
"(b) ADDITIONAL APPROPRIATION.

"(1 IN GENERAL.-There are authorized to be appropriated
and there are appropriated, $3,000,000,000 to be distributed to
the States during the 5- fiscal year period beginning in fiscal
year 1996 for the provision of child care assistance.

"(2) DMsTRI~uTION.-
"(A) IN GENERAL.-The Secretarshlueam nt

made available under pam ah(1tosmaklue gamonts t
States. The total amount 0of grants awarded to a State
under this paragraph shall be based on the formula used
for determining the amount of Federal payments to the
State for fiscal year 1994 under section 403(n) (as such
section was in efec before October 1, 1995) for child care
services pursuant to section 402(1) (as so in effect) as such
amount rates to the total amount of such Federal pay-
ments to all States for such fiscal year.
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"(B)FISAL YsFAR 2000.-With respect to the last quar-
ter of fiscal year 2000, if the Secretary determines that
any allotment to a State under this subsection will not be
used by such State for carrying out the purpose for which
the allotment is available, the Secretary shall make such
allotment available for carrying out such purpose to 1 or
more other States which apply for such funds to the extent
the Secretary determines that such other States will be
able to use such additional allotments for carrying out
such purpose. Such available allotments shall be reallo-
cated to a Ste pursuant to section 402(i) (as such section
was in effect before October 1, 1995) by substituting 'the
number of children residing In all States applying for such
funds' for 'the number of children residing in the United
States in the second preceding fiscal year'. Any amount
made available to a State from an appropriation for a fis-
cal year In accordance with the preceding sentence shall,
for purposes of this part, be regarded as part of such

S ate'spayent (as determined under this subsection) for
such year.
"(3) AmouNT OF FuNDs.-The Secretary shall pay to each

eligible State in a fiscal year an amount equal to the Federal
medical assistance percentage for such State for such fiscal
year (as defined in section 2 122(c)) of so much of the expendi-
tures by the State for child care in such year as exceed the
State set-aside for such State under subsection (a) for such
year and the amount of State expenditures in fiscal year 1994
that equal the non-Federal share for the programs described In
subparagraphs (A), (B) and (C) of subsection (aX 1).

"(4) BUDE SCORING.-Notwithstanding section 257(b)(2)
of the Balanced Budget and Emergency Deficit Control Act of
1985, the baseline shall assume that no grant shall be made
under this subsection after fiscal year 2000.
"(c) AMInIsTRATIVE PROVISIONS.-

"(1 STATE opTION.-For purposes of section 402(a)(1X), a
State may, at its option, not require a single parent with a
child under the age of 6 to participate in work for more than
an average of 20 hours per week during a month and may
count such parent as being engaged in work for a month for
purposes of section 404(c)(1) if such parent participates in work
for an average of 20 hours per week during such month.

"(2) RuLE OF CONsTRucTioN.-Nothing in this section shall
be construed to provide an entitlement to child care services to
any child.

"SEC, 4M0. ELIGIBILIT FOR CHILD CAMEASSISANCE.
Notwithstanding section 658T of the Child Care and Develop-

ment Block Grant Act of 1990, the State agency specified in section
402(aX7) shall determine eligibility for child care assistance pro-
vided under this part in accordance with criteria determined by the
State.
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"SEC. 421. COLLEC77ON OF OVERPAYMENT FROMFEEA TAX RE-
FUNDIL

"(a) IN GENER&L.-Upon receiving notice from the Secretary of
Health and Human Services that a State agency administering a
plan approved under this part has notified the Secretary that a
named Individual has been overpaid under the State plan approved
under this part, the Secretary of the Treasury shall determine
whether any amounts as refunds of Federal taxes paid are payable
to such Individual, regardless of whether such Individual filed a tax
return as a married or unmarried individual. If the Secretary of
the Treasury finds that any such amount Is payable, the Secretary
hall withhold from such refunds an amount equal to the overpay-

ment sought to be collected by the State and pay such amount to
the State agency.

"Mb REGuLATJON8.-The Secretary of the Treasury shall issue
regulations, after review by the Secretary of Health and Human
Services, that provide-

"(1 that a State may only submit under subsection (a) re-
quests for collection of overpayments with respect to individ-
uals--

"(A) who are no longer receiving assistance under the
State plan a approved under this p art,

"(B withi respect to whom the State has already taken
appropriate action under State law against the income or
resources of the Individuals or families involved to collect
the east-due legally enforceable debt- and.

(C) to whom the State agency has given notice of its
intent to request withholding by the Secretary of the
Treasury from the Income tax refunds of such individuals;
"(2) that the Secretary of the Treasury will give a timely

and appropriate notice to any other person filing a joint return
with the Individual whose refund is subject to withholding
under subsection (a); and

"(3 the procedures that the State and the Secretary o the
Treasury will follow In carrying out this section which, to the
maximum extent feasible and consistent with the specific pro-
visions of this section, will be the same as those Issued pursu-
ant to section 464(b) applicable to collection of past-due child
support.".
(c)CONFORMING AMENDMENTS RELATING To COLLECTION OF

OVERPAYMENTS.-
(1) Section 6402 of the Internal Revenue Code of 1986 (re-

lating to authority to make credits or refunds) Is amended-
(A) In subsection (a), by striking "(c) and (d)" and in-

"srig"(c), (d), and (e)";
()by redesignating subsections (e) through (I) as sub-

sections (M through (0), respectively; and
(C) by inserting after subsection (d) the following:

"(e) COLLECTION OF OVE-RPAYMENTS UNDER TITLE WV-A OF THE
SocIAL SECURITYACT.-The amount of any overpayment to be re-
funded to the person making the overpayment shall be reduced
(after reductions pursuant to subsections (c and (d), but before a
credit against future liability for an Internal revenue tax) in ac-
cordance with section 421 of the Social Security Act (concerning re-
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covery of overpayments to Individuals under State plans approved
under part A of title IV of such Act).".

(2) Paragraph (10) of section 6103(Y) of such Code is
amended-

(A) by striking "(c) or (d" each place it appears and
inserting'(c), (d), or (e)"; and

(B) by adding at the end of subparagraph (B) the fol-
lowing new sentence: "Any return Information disclosed
with respect to section 6402(e) shall only be disclosed to of-
ficers and employees of the State agency requesting such
information.".*
(3) The matter preceding subparagraph (A) of section

6103(pX4) of such Code is amended---
(A) by striking'"(5), (10)" and inserting "(5)"; and
(B) by striking "(9), or (12)" and inserting "(9), (10), or

(12)".
(4) Section 552a(aX8XBXivXIII) of title 5, United States

Code, Is amended by striking "section 464 or 1137 of the Social
StecurityActV and inserting "section 421, 464, or 1137 of the

Soial ecurity Act.".
SEC. 720.ASRIVICES PROVIDED BY CHARITABLE, RELIGIOUS, OR PRI.

VATE ORGANIZATIONS.
(a) IN GENERAL.-

(1) STATE OPTIONs.-Notwithstanding any other provision
of law, a State may-

(A)- administer and provide services under the pro-
grams described in subparagraphs (A) and (B)(i) of para-
graph (2) through contracts with charitable, religious, or
private organizations; and

(B) provide beneficiaries of assistance under the pro-
gas described in subparagraphs (A) and (B)(ii) of eara-

igraph (2) with certificates, vouchers, or other forms of dis-
bursement which are redeemable with such organizations.
(2) PROGRAMS DESCRIBED.-The programs described in this

paragraph are the following programs:
(A) A State program funded under part A of title IV

of the Social Security Act (as amended by section 7201).
(B) Any other program that is established or modified

under title I or III of this Act or this subtitle or subtitle
D of this title that-

(I) permits contracts with organizations; or
(if) permits certificates, vouchers, or other forms of

disbursement to be provided to beneficiaries, as a
means of providing assistance.

(b) RELIGIOUS ORGANJzATioNs.-The purpose of this section is
to allow religious organizations to contract, or to accept certificates,
vouchers, or other forms of disbursement under any program de-
scribed in subsection (a02% on the same basis as any other pro-
vider without Impairing the religious character of such organiza-
tions, and without diminishing the religious freedom of' bene-
ficiaries of assistance funded under such program.

(c NONDISCRMINATION AGAINST RELIGIOUS ORGANIZATIONS.-
Religious organizations are eligible, on the same basis as any other
private organization, as contractors to provide assistance, or to ac-
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cept certificates, vouchers, or other forms of disbursement, under
gyram, described in subsection (aX2) so long as the programsar inpente consistent with the Establishment Clause of the

United States Constitution. Neither the Federal Government nor a
State receiving fudo under such program shall discriminate
against an organization which is or appis to be a contractor to
=rovide assistance, or which accepts certificates, vouchers, or other

aom of disbursement, on the basis that the organization has a re-
ligious character.

(d)Rznaoious CHARAcTER AD FREEDOM.-
(1) RELIGIOUS ORGANIZTioNs.-Notwlthstanding any other

provision of law, any religious organization with a contract de-
scribed In subsection (aX1WA, or which accepts certificates,
vouchers, or other forms of disbursement under subsection
(aX1XB), shall retain Its independence from Federal, State, and
local governments, Including such organization's control over
the definition, development, practice, and expression of its reli-
gious beliefs.

(2) ADDITONAL sAFEouARDs.-Neither the Federal Govern-
ment nor a State shall require a religious organization to-

(A) alter its form of internal governance; or
(B remove religious art, icons, scilpture, or other sym-

bols;
in order to be eligible to contract to provide assistance,, or to
accept certificates,, vouchers, or other forms of disbursement,
funded under a program described in subsection (0X2).
(e) RIGHTS OF BENEICIaRIE OF ASSISTaNC.

(1) IN GENERAL.-If an individual described In paragraph
(2) has an objection to the religious character of the organiza-
tion or Institution from which the individual receives, or would
receive, assistance funded under any program described in sub-
section (a02)% the State in which the individual resides shall
provide such Individual (if otherwise eligible for such assist-
ance) with assistance from an alternative provider the value of
which is not less than the value of the assistance which the in-
dividual would have received from such organization.

(2) INDIVIUAL DESCRIBED.-An individual described in
this paragraph Is an individual who receives, applies for, or re-
quests to apply for, assistance under a program described in
subsection(aW)".
Mf NONDISCRIMINATION IN EMLOYMENT.-

(1) IN GwENERL.-ExceJPt as provided in paragraph (2),
nothing In this section shall be construed to modify or affect
the provisions of any other Federal or State law or regulation
that relates to discrimination in employment on the basis of re-
ligion.

(2) EXCEPI~rON.--A religious organization with a contract
described in subsection (aX1MA, or which accepts certificates,
vouchers, or other forms of disbursement under subsection
(aX1XB), ma reuire that an employee rendering service pur-
suant to suc contract, or pursuant to the organization s ac-
ceptance of certificates, vouchers, or other forms of disburse-
ment adhere to-
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(A) the religious tenets and teachings of such organi-
zation; and

(B) any rules of the organization regarding the use of
drugs or alcohol.

(g) NONDICRmINAIO AGAIIsrn BENEFiciARLEs.-Except as
otherwise provided in law, a religious organization shall not dis-
criminate against an individual in regardf to rendering assistance
funded under any program described in subsection (aX2) on the
basis of religion, a religious belief, or refusal to actively participate
In a religious practice.

(h)FiscAL AccouNTABInUT.-
(1) IN GENERAL.-Except as provided in paragraph (2), any

religious organization contracting to provide assistance funded
unde any program described in subsection (aX2) shall be sub-
ject to the same reguations as other contractors to account in
accord with gen e vyaccpted auditing principles for the use
of such funds provided under such programs.

(2) LIMITED AUDIT.-If such organization segregates Fed-
eral funds provided under such programs into separate ac-
counts, then only the financial assistance provided with such
funds shall be subject to audit.
(I) COMPLIcaNE-A religious organization which has its rights

under this section violated may enforce its claim exclusively by as-
serting a civil action for such relief as may be appropriate, includ-
ing Injunctive relief or damages, in an appropriate State court
against the entity or agency that allegedly commits such violation.
SEC. 720&. IMITATIONS ON USE OF FUNDS FOR CERTAIN PURPOSES.

No funds provided directly to institutions or organizations to
provide services and administer programs described in section
7202(aX2) and programs established or modified under subtitle D
of title I of this Act, this subtitle, or subtitle D, E, F, or G of this
title shall be expended for sectarian worship or instruction. This
section shall not apply to financial assistance provided to or on be-
half of beneficiaries of assistance in the form of certificates, vouch-
ers, or other forms of disbursement, if such beneficiary may choose
where such assistance shall be redeemed.
SEC. 7204o CENSUS DATA ON GRANDPARENTS AS PRIMARY

CAREGIVERS FOR THEIR GRANDCHILDREN.
(a) IN GENERAL.-Not later than 90 days after the date of the

enactment of this Act, the Secretary of Commerce (hereafter in this
section referred to as the "Secretary") in carrying ut the provi-
sions of section 141 of title 13, United States Code, shall expand
the data collection efforts of the Bureau of the Census (hereafter
in this section referred to as the "Bureau") to enable the Bureau
to collect statistically significant data, in connection with its decen-
nial census and its mid..decade census, concerning the growing
trend of grandparents who are the primary caregivers, for their
grandchildren.

(b) EXPANDED CENSUS QuEsTiON.-In carrying out the provi-.
sions of subsection (a), the Secretary shall expand the Bureau's
cnsus question that details households which include both grand-

parents and their gadchil~dren., The expanded question shall beforuae to distinguish between the following households:
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(1) A household in which a grandparent temporarily pro-
vides a home for a grandchild for a period of weeks or months
during periods of parental distress.

(2) A household in which a gran parent provides a home
for a grandchild and serves as the primary caregiver for the
grandchild.

SEC. 720M 9STDY OF FECIT OF WELFARE REFORM ON GRAND-
PARENTS AS PRIMARY CAREGIVERS.

(a) IN GENERAL.ý-The Secretary of Health and Human Serv-
Ices (hereafter In this section referred to as the "Secreary)sall
conduct a stud evaluating the impact of aendments made by
subtitle D of title I of this Act, this subtitle, 'and subtitles D, EF
and G of this title on grandparents who have assumed the respon-
sibility of providing care to their grandchildren. In such study, the
Secretary shall identify barriers to participation in public programs
Including inconsistent policies, standards, and definitions used by
progam and agencies in the administration of medicaid assist-
ance under a State prom funded under part A of title *ý of the
Social Security Act, childsmupport enforcement, and foster care pro-
grams on grandparents who have assumed the care-giving role for
children whose natural parents are unable to provide care.

(b) REPoRT.-Not later than December 31, 1997, the Secretary
shall submit a report setting forth the findings of the study de-
scribed in subsection (a) to the Committee on Ways and Means and
the Committee on Economic and Educational Opportunities of the
House of Representatives and the Committee on Fionance, the Com-
mittee on Labor and Human Resources and the Special Committee
on Aging of their Senate. The report shall include such recommenda-
tions for administrative or legislative changes as the Secretary con-
siders appropriate.
SEC. 7206. DEVELOPMNTf OF PROTOTYPE OF COUTNTERF~iT-RESIST-

ANT SOCIAL SECURITY CARD REQUIRED.
(a) DEvELopmENT.

(1) IN GENERAL.-The Commissioner of Social Security
(hereafter in this section referred to as the "Commissioner")
shall in accordance with the provisions of this section develop
a prototype of a counterfeit-resistant social security card. Such
prototype card shall-

(A) be made of a durable, tamper-resistant material
such as plastic or polyester,

(B) employ technologies that provide security features,
such as magnetic stripes, holograms, and integrated cir-
cuits, and

(C) be developed so as to provide Individuals with reli-
ablep roof citizenship or legal resident alien status.
(2) Ais8TOANCE By ATFONE GENERAL.-The Attorney

General of the United States shall provide such information
and assistance as the Commissioner deems necessary to
achieve the puroe of this section.
(b) STUDY AND EoT

(1) IN OENEBtAL.-ThO Commissioner shall conduct a study
and issue a report to Congres which examines different meth-
ods of improving the social security card application process.



429

(2) ELEMENTs OF sTLTDY.-The study shall Include an eval-
uation of the cost and work load implications of issuing a coun-
terfeit-resistant social security card for all Individuals over a 3,
5, and 10 year period. The study shall also evaluate the fea-
sibility and cost Implications of imposing a user fee for replace-
ment cards and cards issued to individuals who apply for such
a card prior to the scheduled 3, 5, and 10 ye& phase-in op-
tions.

(3) DwsTImuwo OF REPorT.-Copies, of the report de-
scribed in this subsection along with a facsimile of the proto-
type card as described in subsection (a) shall be submitted to
thpe Committees on Ways and Means and Judiciary of the
House of Representatives and the Committees on Finance and
Judiciary of the Senate within 1 year of the date of the enact-
ment of this Act.

SEC. 7207. DISCLOSURE OF RECEIPT OF FEDERAL FUNDS.
(a) IN GENERAL.-Whenever an organization that accepts Fed-

eral funds under subtitle D of title I of this Act, this subtitle, or
subtitle D, E, F, or G of this title or the amendments made by such
title or subtitles makes any communication that in any way in-
tends to pro mote public support or opposition to any policy of a
Federal, State, or local government through any broadcasting sta-
tion, newspaper, magazine, outdoor advertising facility, direct mail-
ing, or any other type of general public advertising, such commu-
nication shall state the following: 'This was prepRared and paid for
by an organization that accepts taxpayer dollars..

(b) FAILURE To COMPLY.-If an organization makes any com-
munication described in subsection (a) and falls to provide the
statement required by that subsection, such organization shall be
ineligible to receive Federal funds under subtitle D of title I of this
Act, this subtitle, or subtitle D, E, F, or G of this title or the
amendments made by such title and subtitles.

(c) DEFiNITON.-For purposes of this section, the term "organi-
zation" means an organization described in section 501(c) of the In-
ternial Revenue Code of 1986.

(d) EFFECTIVE DATES.-Thi's section shall take effect-
(1) with respect to printed communications 1 year after the

date of enactment of this Act; and
(2) with respect to any other communication on the date

of enactment of this Act.
SEC. 7206. MODIFICATIONS TO E JOB OPPORTNrITIS FOR CER-

TAIN LOW-INCOME INDIVIDUAL PROGRAM.
Section 505 of the Family Support Act of 1988 (42 U.S.C. 1315

note) is amended-
(1) in the heading, by striking "demonstration";
(2) by striking "demonstration" each place it appears;
(3) in subsection (a), by striking "in each of fiscal years"

and all that follows through "10" and inserting "shall enter
into agreements with";

(4) in subsection (bX3), by striking "aid to families with de-
pendent children under part A of title IV of the Social Security
Act" and Inserting "assistance under the State program funded
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under part A of title TV of the Social Security Act in the State
in which the individual resides";

(5) In subsection (c0-
(A) in aar h (1)(C), by striking "aid to families

with depenZ en dren under art A loftitle IV of the So-
cial Security Act" and inserting "assistance under the
State progrm funded under part A of title IV of the Social

I(B) In paragraph (2), by striking "aid to families with
dependent childrien under title IV of such Act" and Insert-
ing "assistance under the State program funded under
part A of title IV of the Social Security Act" ;

F(6) In subsection (d), by striking -"Job opportunities and
basic skills training program (as prvded for under title IV of
the Social Security Act and inserting "the State i roam fund-
ed under part A of title IV of the Social Security A ct; and

(7) by striking subsections (e) through (g) and inserting the
following:
"(e) AUTHRZTOm Nw OF APPROPRIATONS.-For the purpose of

conducting projects under this section, there is authorized to be ap-
propriated an amount not to exceed $25,000,000 for any fiscal
year.
SEC. 72M. DEMONSTRTION PROJECT FOR SCHOOL UTILIZTION.

(a) FINDiNGS.-It is the goal of the United States that children
grow to be self-sufficient citizens, that parents euip themselves to

prviethe best parental care and guidance to their children and
hat welfare dependency, crime, and -the deterioration of neighbor-

hoods be eliminated. It will contribute to these goals to increase the
level of parents' involvement in their children's school and other ac-
tivities, to increase the amount of time parents spend with or in
close proximity to their children, to increase the portion of the day
and night when children are in a safe and healthy environment
and not exposed to unfavorable influences, to increase the opportu-
nities for children to participate in safe, healthy, and enjoyable
extra-curricular and organized developmental and recreational ac-
tivities, and to make more accessible the opportunities for parents,
especially those dependent on public assistance, to increase and en-
hance their parenting and living skills. All of these contributions
can be facilitated by establishing the neighborhood public school as
a focal point for such activities and by extending the hours of the
day in which its facilities are available for such activities.

Wb GRANrs.-The Secretary of Education (hereafter in this sec-
tion referred to as the "Secretary") shall make demonstration
grants as provided in subsection (c to States to enable them to In-
crease the number of hours during each day when existing public
school facilities are available for use for the purposes set forth in
subsection Md.

(c) SELEcTION OF STATEB.-The Secretary shall make grants to
not more than 5 States for demonstration projects in accordance
with this section. Each State shall select the number and location
of schools based on the amount of funds it deems necessary for a
school properly to achieve the goals of this program. The schools se-
lected must have a significant percentage of students receiving ben-
efits under part Aof title IV of the Social Security Act. No more
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than 2 percent of the grant to any State shall be used for adminis-
trative expenses of any kind by any entity (except that none of the
activities set forth In paragraphs (1) and (2) of subsection (d) shall
be considered an administrative activity the expenses for which are
limited by this subsection).

(d) USE OF FUNDS.-The grants made under subsection (b), in
order that school facilities can be more fully utilized, shall be used
to provide funding for, among other things--

(1) extending the length of the school day, expanding the
scope of student programs offered before and after pre-existing
school hours, enabling volunteers and parents or professionals
paid from other sources to teach, tutor, coach, organize, advise,
or monitor students before and after pre-existing school hours,
and providing security, supplies, utilities, and Janitorial serv-
ices beore and after pre-existing school hours for these pro-

(Z~2 making the school facilities available for community
and neighborhood clubs, civic associations and organizations,
Boy and Girl Scouts and similar organizations adult education
classes, organized sports, parental education classes, and other
educational, recreational, and social activities.

None of the funds provided under this section can be used to sup-
plant funds already provided to a school facility for services, equip-
ment., personnel, or utilities nor can funds be used to pay costs as-
sociated with operating chool facilities during hours those facilities
are already availble For student or community use.

(e) APPLICATIONS-
(1) IN GENERAL.-The Governor of each State desiring to

conduct a demonstration project under this section shall pre-
pare and submit to the Secretary an application in such man-
ner and containing such information as the Secretary may re-
quire. The Secretary shall actively encourage States to submit
such applications.

(2) APPROVAL.-The Secretary shall consider all applica-
tions received from States desiring to conduct demonstration
projects under this section and sAllapprove such applications
in a number of States to be determined by the Secretary (not
to exceed 5), taking into account the overall funding levels
available under this section.
(M)DuRtm oN.-A demonstration project under this section

shall be conducted for not more than 4 years plus an additional
time period of up to 12 months for final evaluation and reporting.
The Secretary may terminate a project if the Secretary determines
that the State conducting the project is not in substantial compli-
ance with the terms of the application approved by the Secretary
under this section.

(g) EVALUATION PLAN
(1) STANDARDs.-Not later than 3 months after the date of

the enactment of this section, the Secretary shall develop
standards for evaluating the effectiveness of each demonstra-
tion project in contributing toward meeting the objectives set
forth in subsection (a), which shall include the requirement
that an independent expert entity selected by the -secretary
provide an evaluation of All demonstration projects, which eval-
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uations shall be included in the appropriate State's annual and
final reports to the Secretary under subsection (hX1)

(2) SUBMISSION OF PLAN.-Each State conducting a dem-
onstration project under this section shall submit an evalua-
tion plan (meeting the standards developed by the Secretary
under paragraph (1)) to the Secretary not later than 90 days
after the State Is notified of the Secretary's approval for such
project. A State shall not receive any Federal funds for the op-.
eration of the demonstration project until the Secretary ap-
p roves, such evaluation plan.
(h) REP'ORTS.-

(1) STATE.-A State that conducts a demonstration project
under this section shall prepare and submit to the Secretary
annual and final reports In accordance with the State's evalua-
tion plan under subsection (gX2) for such demonstration
project.

(2) SECIWTARY.-The Secretary shall prepare and submit
to the Congrss annual reports concerning each demonstration
project under this section.
(I) AUTORIZATONS.-

(1) GRAMMr.-There are authorized to be appropriated for
grants under subsection (b) for each of fiscal years 1996, 1997,
1998, 1999, and 2000, $10,000,000.

(2) ADMINISTRATioN.-There are authorized to be appro-
priated $1,000,000 for each of fiscal years 1996, 1997, 1998,
1999, and 2000 for the administration of this section by the
Secretary, including development of standards and evaluation
of all demonstration projects by an independent expert entity
under subsection (gXl).

SEC. 7210. CORRECTIVE COMPLIANCE PLAN.
(a) IN GENERAL.-

(1) NOTIFICATION OF VIOLATioN.-Notwithstanding any
other provision of law, the Federal Government shall, prior to
assessing a penalty against a State under any program estab-
lished or modified under subtitle D of title I_ of this Act, this
subtitle, or subtitle D, E, F, or G of this title, notify the State
of the violation of law for which such penalty would be as-
sessed and allow the State the opportunity to enter into a cor-
rective compliance p lan in accordance with this section which
outlines how the State will correct any violations for which
such penalty would be assessed and how the State will insure
continuing compliance with the requirements of such program.

(2) 60-DAY PERIOD TO PROPOSE A CORRECTIVE COMPLIANCE
PLAN.-Any State notified under paragraph (1) shall have 60
days in which to submit to the Federal Government a correc-
tive compliance plan to correct any violations described in such
paragraph.

(3) ACCEPTANC OF PLAN.-The Federal Government shall
have 60 days to accept or reject the State's corrective compli-
ance plan and may consult with the State during this period
to modifyr the plan. If the Federal Government does not accept
or reject the corrective compliance p lan during the period, the
corrective compliance plan s&hal be deemed to be accepted.'
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(b FAILURE To CoRREcT.-If a corrective compliance plan Is
accetedby the Federal Government, no penalty shall be Imposed

with respect to a violation described in subsection (a) if the State
corrects the violation pursuant to the plan. If a State has not cor-
rected the violation In a timely manner under the plan, some or all
of the penalty shall be assessed.
SEC. 7211. PARENTAL RESPONSIBILITY CONTRACTS.

(a) A~s~swsmN.-Notwithstandlng any other provision of, or
amendment made by, this subtitle, each State to which a grant is
made under section 403 of the Social Security Act shall provide
that the State agency, through a case manager, shall make an ini-
tial assessment of the education level, parenting skills, and history
of parenting activities and involvement of each parent who is ap-
plying for financial assistance under the State plan funded under
partA of title IV of the Social Security Act.

(W PARENTAL RESPONSIBILITY CoN'rRAcTs.-On the basis of the
assessment made under subsection (a) with respect to each parent
applicant, the case manager, in consultation with the parent appli-
cant (hereafter in this subsection referred to as the "client") and,
if possible, the client's spouse if one is present, shall develop a pa-
rental responsibility contract for the client, which meets the follow-
ing requirements:

(1) Sets forth the obligations of the client, including all of the
following the case manager believes are within the ability and
capacity of the client, are not Incompatible with the employ-
ment or school activities of the client, and are not inconsistent
with each other in the client's case or With the well being of
the client's children:

(A) Attend school, if necessary, and maintain certain
grades and attendance.

(B) Keep school-age children of the client in school.
(C) Immunize children of the client.
(D) Attend parenting and money management classes.
(E) Participate in parent and teacher associations and

other activities intended to involve parents in their chil-
dren's school activities and in the affairs of their children's
school.

(F Attend school activities with their children where at-
tendance or participation by both children and parents is
appropriate.

(G) Undergo appropriate substance abuse treatment
counseling.

(H) Any other appropriate activity, at the option of the
State.

(2) Provides that the client shall accept any bona fide offer
of unsubsidized ful-time employment, unless the client has
good cause for not doing so.

(c) PENALTIES FOR NONCOMPLIANCE WITH PARENTAL RESPON-
SIBILITY CONTRACT.--

(1) IN GENERAL.-Except as provided in paragraph (2), the
following penalties shall apply:

(A) PROGESIV REDUCTIONS IN ASSISTANCE FOR 1ST
AND 2N ACTS OF NoN-COMPLIACE.-The State p lan de-
scribed in section 402 of the Social Security Act shall pro-
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vide that the amount of assistance otherwise payable
under part Aof title IV of such Act to a family that in-
cludes a client who, with respect to parental responsibil-
ity contract signed by the client, commits an act of non-
compliance without good cause, shall be reduced by-

(1) 33 percent for the lst-such act of noncompliance;
or

(it) 68 percent for the 2nd such act of noncompli-
ance.

(B) DENIL OF ASSISTACE FOR 3RD AND SUBSQUENT
ACTS OF NONCOMPLIACE.-The State shall provide that in
the case of the 3rd or subsequent such act of noncompli-
ance, the family of which the client is a member shall not
thereafter be eligible for assistance under this part.

(C) LENGTH OF PENALTIEs.-The penalty for an act of
noncompliance shall not exceed the greater of-

(I) in the case of-
(1) the 1st act of noncompliance, 1 month,
(1I) the 2nd act of noncompliance, 3 months, or
(III) the 3rd or subsequent act of noncompli-

ance, 6 months; or
00ii the period ending with the cessation of such act

of noncompliance.
(D) DENIAL OF ASSISTANCE To ADULTS REFUSING To AC-

CEPT A BONA FIDE OFFER OF EMPLoymENT.-The State plan
shall provide that If an unemployed individual who has at-
tained 18 years of age refuses to accept a bona fide offer
of employment without good cause, such act of noncompli-
ance shall be considered a 3rd or subsequent act of non-
compliance.

(2) STATE FLEXIBiL1Ty.-The State plan may provide for dif-
ferent penalties than those specified in paragraph (1).

SEC. 7212. EXPENDITURE OF FEERAL FUNDS IN ACCORDANCE WITH
LAWS AND PROCEDURES APPLICABLE TO WENDITURE
OF STATE FUND&

(a) IN GENERAL.-Notwithstanding any other provision of law
any funds received by a State under the provisions of law specific
in subsection (b shall be expended only in accordance with the
laws and procedures applicable to expenditures of the State's own
revenues, including appropriation by the State legislature, consist-
ent with the terms and conditions required under such provisions
of law.

(b) PROVISIONS OF LAw.-The provisions of law specified In this
subsection are the following:

(1) Part A of title IV of the Social Security Act (relating
to block grants for temporary assistance to needy families).

(2) The scion of the Food Stamp Act of 1977 relating to
the optional State food assistance block grants.

(3) The Child Care and Deveopment Block Grant Act of
1990 (relating to block grants for child care).

SEC. 72ML CONFORMING AMENDMENTS TO THE SOCIAL SECURITY
ACT.

(a) AMENDMENTS To TITL IL.-
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(1) Section 205(cX2XCXvi) (42 U.S.C. 405(cX2XCXvi)), as so
redesignated by section 321(aX9XB) of the Social Security
Independence and Program Improvements Act of 1994, is
amended-

(A) by inserting "an agency administering a program
funded under part A of title IV or" before "an agency oper-
ating";and

(B) 4 striking "A or D of title IV of this Act" and in-
serting 1 of such title".
(2) Section 228(dXl) (42 U.S.C. 428(dX 1)) is amended by

Inserting "under a State program funded under" before "Part
A of title IV".
(b) AMENDMENT To PART B OF TITLE W.--Section 422(b)(2) (42

U.S.C. 622(bX2)) is amended by striking "under the State plan ap-
proved" and Inserting "under the State proga funded.".

(c) AmENDMEN TSo PART D OF TITE IV.-
(1) Section 451 (42 U.S.C. 651) is amended by strikin~

"aid" and Inserting "assistance under a State program funded
(2) Section 452(aX1OXC) (42 U.S.C. 652(aX1OXC)) is

amended-
(A) by striking "aid to families with dependent chil-

dren" and inserting "assistance under a State program
funded under art A";-

(B) by staking "such aid" and inserting "such assist-
ance"; and

(C) by striking "402(a)(26) or".
(3) Section 452(aX1OXF) (42 U.S.C. 652(aX1OXF)) is

amended-
(A) by striking "aid under a State plan approved" and

Inserting "astnc under a State program funded"; and
(B)by striking "in accordance with the standards re-

ferred to In section 402(aX26XBXii)" and inserting "by the
State".
(4) Section 452(b) (42 U.S.C. 652(b)) is amended in the

first sentence by striking "aid under the State p lan approved
under part A" and inserting "assistance under a State program
funded under part A".

(5) Section 452(d)(3XBXi*) (42 U.S.C. 652(d)(3)(BXi)) is
amended by striking "1115(c)" and inserting "1115(b)".

(6) Section 452(gX2XAXiI)(I) (42 U .S.C. 652(gX2XAXii)(I))
is amended by striking "aid is being paid under the State's
plan approved under part A or E" and inserting "assistance is
being provided under the State program funded under part A
or aid is being paid under the State's plan approved under part
E"

(7) Section 452(gX2XA) (42 U.S.C. 652(gX2)(A)) is amended
in the matter following clause (Iiii) by striking "aid was being
paid under the State's plan approved under part A or E" and
inserting "assistance was being provided under the State pro-
gramr funded under part A or aid was being paid under the
State's plan approved under part E".

(8) Section 452(gX2) (42 U.S.C. 652(gX2)) is amended in
the matter following subparagraph (B)--



43R

(A) by striking "who is a dependent child" and Insert-
ing "with respect to whom assistance is being provided
under the State program funded under part A"

(B) by inserting "by the State agency iacmlnistering
the State plan approved under this part -after "found;
and

(C) by striking "under section 402(aX26)" and insert-.
ing "with the State in establishing paternity".
(9) Section 452(h) (42 U.S.C. 652(h)) is amended by strik-

Ing "under section 402(aX26Y'.
(10) Section 463(cX3) (42 U.S.C. 653(cX3)) is amended by

strikin;i "aid" and inserting "assistance under a State prga
funded"prga

(11) Section 454 (42 U.S.C. 654)) Is amended-
(A) In paragraph (5XA)-

(I) by striking "under section 402(aX26)"; and
(ii) by striking "except that this paragraph shall

not apply to such payments for any month following
the first month in which the amount collected Is suffi-
cient to make such family ineligible for assistance
under the State plan a approved under part A"; and
(B) In paragrmaph (6XD), by striking "aid under a State

plan approved' and Inserting "assistance under a Stateprogram funded".
(12) Section 458 (42 U.S.C. 656) is amended-

(A) in subsection (aX 1), by striking "under section
O0(XON)"; and

In:(B) by striking subsection (b) and inserting the follow-
"ing:etwhc sasppr biaio nocaleudrti

"(b)e A otreedebthicyIsadsupporgeIobliatinkefrupcealeunder this 1
tnited iStnotreeasCoed.yadshag"nbnkutyude.il 1

United States iode.. XXB 4 .SC 6(aS )isaed
(13)y setriiong 46(aX3XB) (42" .SC66aX B)ismed

ed1by Setriiong402(aX26) (or".S.M M saeddb
(14) Sn "io"nd Inserting(42sUistac.e6under2a Stamendedgrby

stikn; addn netig"sitneude tt rga
(15nded to 6()(2USC 6() saedd

(15)bSectrioing469a)i(42u.S.C.r669a))nsampoedanded-ert
(n a)sbystrikngc ai under Saeplogamsfns d poed"; andinet

ing)assistaiknce"sundehSate"programserfunded";uchandst
(Baysriig"ucci"anenetig"uh.sit

()ane.m oPwEoFTrHI.
()Scin40(42 AENDENT.T.P 670EOF iTLaended-

(1)bSectionk470 (42 u.S.C 670"isamndined-n "oldhv
(oA) ystiig wul eadIsetng"oldhv

been" y and etn (ssc ln a nefc nJn
19 99)"byaIner"atin (ssuhpaWasi.fec nJn

1,(99)" ftrepatio 7 A") 4 .S.611) saeddb
striking "plans approved under parts A and D" and inserting
"nr~rmINM1 funded under part A and plan approved under part

(3) Section 472(a) (42 U.S.C. 672(a)) is amended-
(A) in the matter preceding paragraph (1-
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(I) by striking "would meet" and inserting "would
have met";

(ii) by Inserting "(as such sections were in effect
on June 1, 1995)" after "407"; and

(ill() by inserting "(as so in effect)" after "406(a)";

(B) in paragraph (4)-
(1) in subparagraph (A-

(I) by inserting "would have" after "(A"; and
(11) by Inserting "(as in effect on June 1,

1995)" after "section 402"; and
(11) in subparagraph MBRi), by Inserting "(as in ef-

fect on June 1, 1995)" after "406(a)".
(4) Section 472(h) (42 U.S.C. 672(h)) is amended to read as

follows:
"Mhl) For purposes of the medicaid program under title XIX

of this Act or any successor to such program, any child with respect
to whom foster care maintenance payments are made under this
section shall be deemed to be a dependent child as defined In sec-
tion 406 (as in effect as of June 1, 1995) and shall be deemed to
be a recipient of aid to families with dependent children under part
A of this title (as so in effect). For purposes of title XX, any child
with respect to whom foster care maintenance payments are made
under this section shall be deemed to be a minor child In a needy
family under a State program funded under part A and shall be
deemed to be a recipient of assistance under such part.

"(2) For purposes of paragraph (1), a child whose costs in a fos-
ter family home or child care Institution are covered by the foster
care maintenance payments being made with respect to the child's
minor parent, as provided in section 475(4XB), shall be considered
a child with respect to whom foster care maintenance payments are
made under this section.".

(5) Section 473(aX2) (42 U.S.C. 673(aX2)) i's amended-
(A) in subparagraph (AXi)-

(I) by inserting "(as such sections were in effect on
June 1, 1995)" after "407";

(ii) by inserting "ý,as so in effect)" after "specified
in section 406(a)"; and

(III) by inserting "(as such section was in effect on
June 1, 1995)" after "403";
(B) in subparagraph (BXi)-

(I) by inserting "would have" after "(BXi)"; and
(ii) by inserting "(as in effect on June 1, 1995)"

after "section 402"; and
(C) in subparagraph (B)iIXII), by inserting "(as in ef-

fect on June 1, 1995)" after "406(a)".
(6) Section 473(b) (42 U.S.C. 673(b)) is amended to read as

follows:
"(bXl) For purposes of the medicaid program under title XIX

of this Act or any successor to such program, any child who is de-
scribed in paragraph (3) shall be deemed, to be a dependent child
as defined i section 406 (as in effect as of June 1, 1995) and shall
be deemed to be a recipient of aid to families with dependent chil-
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dren under part A of this title (as so in effect) in the State where
such child resides.

"(2) For purposes of title XX, any child who is described in
p aragraph (3) shall be deemed to be a minor child in a needy fam-
iy under a State program funded under part A and shall be

deemed to be a recip ient of assistance under such part.
"(3 A child described in this p~ararph is any child-

"(AOi who Is a child described in subsection (0X2), and
"(11) with respect to whom an ado ption assistance agree-

ment is in effect under this section (whether or nor ad option
assistance payments are provided under the agreement or are
being made under this section), Including any such child who
has been p laced for adoption in accordance with applicable
State and local law (whether or not an interlocutory or other
Judicial decree of adoption has been Issued), or

"(B) with respect to whom foster care maintenance pay-
ments are being made under section 472.
"(4) For purposes of paragrahs (1) and (2), a child whose costs

in a foster family home or chid--care institution are covered by the
foster care maintenance payments being made with respect to the
child's minor parent, as provided in section 475(4XB), shall be con-
sidered a child with respect to whom foster care maintenance pay-
ments are being made under section 472.".

(e) AMENDME~rTOToITrLE X.-Section 1002(aX7) (42 U.S.C.
1202(aX7)) is amended by striking "aid to families with dependent
children under the State plan approved under section 402 of this
Act" and inserting "assistance under a State program funded under
part A of title MV.

(M AMmNDMENTo TO TILE M.-.
(1) Section 1109 (42 U.S.C. 1309) is amended by striking

"or part A of title IV,.
(2) Section 1115 (42 U.S.C. 1315) is amended-

(A) in subsection (a)(2)-
(I) by Inserting "(A" after "(2)";
(ii) by striking "03,"
(III) by striking the period at the end and inserting

",and"; and
(Iv) by adding at the end the following new sub-

paragraph:
"(B costs of such project which would not otherwise be a

permissible use of funds under part A of title IV and which are
not included as part of the costs of projects under section 1110,
shall to the extant and for the period prescribed by the Sec-
retail, be regarded as a permissible use of funds under such
part. ;and

(B) in subsection (0X3), by striking "under the program
of aid to families with dependent children" and Inserting
"part A of such title".
(3)' Section 1116 (42 U.S.C. 1316) Is amended-

(A) in each of subsections (a01), (b), and (d), by strik-
Ing "or part A of title IV,"; and

(B) in subsection (0X3), by striking "404,".
(4) Section 1118 (42 U.S.C. 1318) is amended-

(A) by striking "408(a),"
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(B) by striking "and part A of title IV,"; and
(C) by striking ", and shall, in the case of American

Samoa, mean 75 per centum with respect to part A of title

(5) Section 1119 (42 U.S.C. 1319) is amended-
(A) by striking "or part A of title IV"; ati-d
(B) by striking "403(a),".

(6) Section 1133(a) (42 U.S.C. 1320b-3(a)) is amended by
striking "or part A of title IV,".

(7) Section 1136 (42 U.S.C. 1320b-6) is repealed.
(8) Section 1137 (42 U.S.C. 1320b-7) is amended-

(A) In subsection (b), by striking paragraph (1) and in-
serting the following:
"(1) any State program funded under part A of title IV of

this Act;"; and
(B) in subsection (d)1)B)-

(I) by striking "In this subsection-"2 and all that
follows through '00i in" and inserting "In this sub-
section, in";

(ii) by redesignating subclauses (I), (ID), and (III)
as clauses (I), (Ii), and (III); and

(III) by moving such redesignated material 2 ems
to the left.

(9) Section 1108 (42 U.S.C. 1308) is amended-
(A) in subsection (a)-

(I) in the matter preceding paragraph (1-
(1) by inserting "(or paid, in the case of part

- A of title MV" after certifiedd"; and
(11) by striking "or, in the case of' and all that

follows through "section 403(k)";
(ii0 in paagaph (1-

(I) inrasgubparagraph (F, by striking "or";
(11) in subparagraph (G), by striking "the fis-

cal year 1989 and each fiscal year thereafter;9" and
inserting "each of the fiscal years 1989 through
1995, or"; and

(III) by inserting after subparagraph (G), the
following new subparagraph:

"(H) $100,039,000 with respect to fiscal year 1996 and
each fiscal yar thereafter;";

(iii)in paragraph (2)-
(1) in subparagraph (F) b striking "or";
(11) in subparagraph (6), by -striking "the fis-

cal year 1989 and each fiscal year thereafter;" and
inserting "each of the fiscal years 1989 through
19915, po;and

(111) by inserting after subparagraph (G), the
following new subparagraph':

"(H) $3,489,000 with respect to fiscal year 1996 and
each flscaC year thereafter;"; and

(iv) in paragraph (3)-
(I in subparagraph (F by striking "Wr;
(1I) in subparagnraph (6), by striking "the fis-

cal. year 1989 and each fiscal year thereafter." and

20-M67 - 95 - 15
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Inserting "each of the fisCal years 1989 through
1995, or"; and

(111) by inserting after subparagraph (G), the
following new subparagraph:

"(H) $4,593,000 with respect to fiscal year 1996 and
each fiscal year thereafter."; and

(B) in subsection (d) by striking "(exclusive of any
amounts" and all that follows through section 403(k) ap-

(g) A~MENDM.ENT To TITLE XV.--Section 1402(a)(7) (42 U.s.c.
1352(~aX7)) is amended by striking "aid to families with dependent
children under the State plan approved under section 402 of this
Act" and* inserting "assistance under a State program funded under
part A of title Mr".

(h) AMENDMENT To TITLE XVI As IN EFFECT WITH RESPECT To
THE TERiUToRIEs.-Section 1602(aX 11), as in effect without regard
to the amendment made by section 301 of the Social Security
Amendments of 1972 (42 U. S.C. 1382 note), is amended by striking
"aid under the State pIan approved" and inserting "assistance
under a State program funded".

(I) AMENDMENT To TITLE XVI As IN EFFECT WITH RESPECT TO
THE STATES.-Section 1611(c)(5XA) (42 U.S.C. 1382(cX5XA)) is
amended to read as follows: "(A) a State program funded under-
part A of title IV,".
SEC, 7214. CONFORMING AMENDMENTS TOTH FOOD STAMP ACT OF

1977 AND RELATED PROVISIONS.
(a) Section 5 of the Food Stamp Act of 1977 (7 U.S.C. 2014) is

amended-
(1) in the second sentence of subsection (a), by striking

"(plan approved" and all that follows through "title IV of the So-
cial Security Act" and inserting "program funded under part A
of title IV of the Social Security Act (42 U.S.C. 601 et seq.) that
the Secretary determines complies with standards established
by the Secretary that ensure that the standards under the
State program are comparable to or more restrictive than those
in effect on June 1, 1995";

(2) in subsection (d0(0-
(A) by striking "assistance to families with dependent

children" and inserting "assistance under a State program
funded"; and

(B) by striking paragraph (13) and redesignating para-
graphs (14), (15), and (16) as paragraphs (13), (14), and
(15), respetiely;
(3) in subrsection (j), by striking "plan approved under part

A of title IV of such Act (42 U.S.C. 601 et seq.)" and inserting
"program funded under part A of title TV of the Act (42 U.S.C
601 et seq.) that the Secretary determines complies with stand-
ards established by the Secretary that ensure that the stand-
ards under the State program are comparable to or more re-
strictive than those in effect on June 1, 1I995"
(b) Section 6 of such Act (7 U.S.C. 2015) is amended-

(1) in subsection WA5) by striking "the State plan ap-
proved" and inserting "the State program funded";

(2) in subsection (e)--
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(A) by striking "aid to families with dependent chil-
dren" an d Inserting benefitss under a State program fund-
ed"; and

(B) by Inserting before the semicolon the following
"that the Secretary determines complies with standards
established by the Secretary that ensure that the stand-
ards under the State program are comparable to or more
restrictive than those in effect on June 1, 1995"; and
(3) by adding at the end the following new subsection:

"(I) Notwithstanding any other provision of this Act, a house-
hold may not receive bene its under this Act as a result of the
household's eligibility under a State program funded under part A
of title WV of the Social Security Act (42 VU.S.C. 601 et seq.), unless
the Secretary determines that any household with income above
130 percent of the poverty guidelines is not eligible for the pro-
gram."

(c) Section 16(g)(4) of such Act (7 U.S.C. 2025(g)(4)) is amended
Yby striking "State plans under the Aid to Families with Dependent
Children Program under" and inserting "State programs funded

under part A of'.
(d) Section 17 of such Act (7 U.S.C. 2026) is amended-

(1) in the first sentence of subsection (b)(1)(A), by striking
"to aid to families with dependent children under part A of
title IV of the Social Security Act" and inserting "or are receiv-
in g assistance under a State program funded under part A of
title IV of the Social Security Act (42 U.S.C. 601 et seq.)"; and

(2) in subsection Mb3), by adding at the end the following
new subparagraph:

"(1)The Secretary may not grant a waiver under this para-
graph on or after October 1, 1995. Any reference in this para-
graph to a provision of title IV of the Social Security Act shall
be deemed to be a reference to such provision as in effect on
September 30, 1995.";
(e) Section 20 of such Act (7 U.S.C. 2029) is amended-

(1) in subsection (a)(2)(B) by striking "operating-"2 and all
that follows through "(ii) any other" and inserting "operating
any"; and

(2) in subection (b)-
(A) in paragraph (1-

(I) by striking "(b)(1) A household" and inserting
"(b A household"; and

(ii) in subparagraph (B), by striking "training pro-
gr am" and inserting "activity";
rB) by striking paragraph (2); and

(C) by redesignating subparagraphs (A) through (F as
paragraphs U) through (6), respectively.

MI Section 5(hXl1) of the Agriculture and Consumer Protection
Act of 1973 (Public Law 93-186; 7 U.S.C. 612c note) is amended
by stri'kinqr "the program for aid to families with dependent chil-
dren" and inserting the State program funded".

(g) Section 9 of the National School Lunch Act (42 U.S.C. 1758)
is amended-

(1) in subsection (b)-
(A) in paragraph (2XCXiiXII)-
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(I) by striking "Prorafm for aid to' families with
dependent children'an inserting "State program
funded"; and

01I) by Inserting before the period at the end the
following-. "that the Secretary determines complies
with standards established by the Secretary that en-
sure that the standards under the State program are
comparable to or more restrictive than those in effect
on June 1, 1995"; and
(B) in paragraph (6-

(I) in subparagraph (AXiD*-
(1) by striking "an AFDC assistance unit

(under the aid to families with dependent children
program authorized" and inserting "a family
(under the State program funded"; and

(11) by striking ,in a State" and all that fol-
lows through "9902(2)))" and inserting "that the
Secret etermines complies with standards es-
tablished by the Secretary that ensure that the
standards under the State program are com-
parable to or more restrictive than those In effect
on June 1, 1995"; and
00i in subparagraph (B), by striking "aid to fami-

lies with dependent children" and inserting "assist-
ance under the State program funded under p art A of
title IV of the Social Security Act (42 U.S. C. 601 et
seq.) that the Secretary determines complies with
standards established by the Secretary that ensure
that the standards under the State program are com-
s arable to or more restrictive than those in effect on

une 1, 1995"; and
(2) in subsection (d2)(2C)-

(A) by striking "program for aid to families with de-
pendent children" and inserting "State program funded";
and

(B) by inserting before the period at the end the fol-
lowing: "that the Secretary determines complies with
standards established by the Secretary that ensure that
the standards under the State program are comparable to
or more restrictive than those in effect on June 1, 1995".

(h Section 17 of the Child Nutrition Act of 1966 (42 U.S.C.
1786) is amended-

(1) in subsection (d)(2XAXiiXII)-
(A) by striking "program for aid to families with de-

pendent children established" and Inserting "State pro-
gram funded"; and

(B) by inserting before the semicolon the following:
"that the Secretary determines complies with standards
established by the Secretary that ensure that the stand-
ards under the State program are comparable to or more
restrictive than those in effect on June 1, 1995";
(2) in subsection (eX4XA), by striking "program for aid to

families with dependent children" and inserting "State pro-
gram funded"; and
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(3) in subsection (fiXOXXiii), by striking "aid to families
with dependent children " and inserting "State program funded
under part A of title N of the Social Security Act (42 U.S.C.
601 et seq.) and with the".

SEC. 7215. CONFORMING AMENDMENTS TO OTHER LAWS.
(a) Subsection (b of -section 508 of the Unemployment Com-

pensation Amendments of 1976 (Public Law 94-566; 90 Stat. 2689)is amended to read as follows:
"(b) PROVISION FOR REMmBURSEMENT OF ExPENSEs.-For pur-

poses of section 455 of the Social Security Act, expenses incurred
to reimburse State employment offices for furnishing Information
requested of such offices-

"(1 pursuant to the third sentence of section 3(a) of the
Act entitled 'An Act to provide for the establishment of a na-
tional employment system and for cooperation with the States
in the promotion of such system, and for other purposes', ap-
proved June 6, 1933 (29 U.S.C. 49b(a)), or

"(2) by a State or local agency charged with the duty of
carryin a State p lan for child support approved under part D
of tilWVof the Social Security.Act,

shall be considered to constitute expenses incurred in the adminis-
tration of such State plan."

(b) Section 9121 of the Omnibus Budget Reconciliation Act of
1987 (42 U.S.C. 602 note) is repealed.

Wc Section 9122 of the Omnibus Budget Reconciliation Act of
1987 (42 U.S.C. 602 note) is repealed.

(d) Section 221 of the Housing and Urban-Rural Recovery Act
of 1983 (42 U.S.C. 602 note), relating to treatment under AFIDC of
certain rental payments for federally assisted housing, iis repealed.

(e) Section 159 of the Tax Equity and Fiscal Responsibility Act
of 1982 (42 U.S.C. 602 note) is repealed.

Mf Section 202(d) of the Social Security Amendments of 1967
(81 Stat. 882; 42 U.S.C. 602 note) is repealed.

(g) Section 903 of the Stewart B. McKinney Homeless Assist-
ance Amendments Act of 1988 (42 U.S.C. 11381 note), relating to
demonstration projects to reduce number of AFDC families in wel-
fare hotels, is amended-

(1) in subsection (a), by striking "aid to families with de-
pendent children under a State plan approvd" and Inserting
assistance under a State program funded"; and

(2) in subsection (c), by striking "aid to families with de-
pendent children in the State under a State plan approved"
and inserting "assistance in the State under a State program
funded".
(h) The Higher Education Act of 1965 (20 U.S.C. 1001 et seq.)

is amended-
(1) in section 404C(cX3) (20 U.S.C. 1070a-23(cX3)), by

striking "(Aid to Families with Dependent Children)"; and
(2) in section 480(b)(2) (20 U.S.C. 1087vv(b)(2)), by striking

"aid to families with dependent children under a State plan ap-
proved" and inserting "assistance under a State program fund-
ed".
(I) The Carl D. Perkins Vocational and A p lied Technology

Education Act (20 U.S.C. 2301 et seq.) is amended-:
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(1) in section 231(dX3XA)(ii) (20 U.S.C. 2341(dX3)(AXii)),
by striking "the program for aid to dependent children" and in-
serting "the State program funded";

()in section 232(bX(2)(B) (20 U.S.C. 2M4aMb2MB)by
striking "the program for aid to families with dependent chil-
dren" and inserting "the State program funded"; and

(3) in section 521(14XB)(iii) (20 U.S.C. 2471(14XB)(iii)), by
striking "the program for aid to families with dependent chil-
dren" and inserting "the State program funded".
(J) The Elementary and Secondary Education Act of 1965 (20

U.S.C. 2701 et seq.) is amended-
(1) in section 1113(a)(5) (20 U.S.C. 6313(a)(5)), by striking

"Aid to Families -with Dependent Children Program" and in-
serting "State program funded under part A of title IV of the
Social Security Act;

(2) in section 1124(cX5) (20 U.S.C. 6333(c)(5)), by striking
"the program of aid to families with dependent children under
a State plan approved under" and inserting "a State program
funded under part A of"; and

(3) in section 5203(b)(2) (20 U.S.C. 7233(b)(2))-
(A) in subparagraph (A)(xi), by striking "Aid to Fami-

lies with Dependent Children benefits" and inserting "as-
sistance under a State program funded under part A of
title IV of the Social Security Act"; and

(B) in subparagraph (B)(viii), by striking "Aid to Fami-
lies with Dependent Children" and inserting "assistance
under the State program funded under part A of title IV
of the Social Security Act".

(k) Chapter VII of title I of Public Law 99-88 (25 U.S.C. 13d-
1) is amended to read as follows: "Provided further, That general
assistance payments made by the Bureau of Indian Affairs shall be
made-

"(1 after April 29, 1985, and before October 1, 1995, on
the basis of Aid to Families with Dependent Children (AFDC)
standards of need; and

"(2) on and after October 1, 1995, on the basis of standards
of need established under the State program funded under part
A of title IV of the Social Security Act,

except that where a State ratably reduces its AFDC or State pro-
gram payments, the Bureau shall reduce general assistance pay-
ments in such State by the same percentage as the State has re-
duced the AFDC or State program payment.'.

(1) The Internal Revenue Code of 1986 is amended-
(1) in section 51(d)(9), by striking all that follows "agency

as" and insertin "being eligible for financial assistance under
part A of title iV of the Social Security Act and as having con-
tinually received such financial assistance during the 90-day
period which immediately precedes the date on which such in-
dividual is hired by the employer.";

(2) in section 3304(a)(16), by striking "eligibility for aid or
services," and all that follows through "children approved" and
inserting "eligibility for assistance, or the amount of such as-
sistance, under a State program funded";

m ý m



m =I

445

(3) in section 6103(lX7XDXi), by striking "aid to families
with dependent children provided under a State plan ap-
proved" and inserting "a State program funded";

(4) In section 6354(a011)(A), by striking "(relating to aid to
families with dependent children)"; and

(5) In section 7523(b)(3XC), by striking "aid to families
with dependent children" and inserting "assistance under a
State program funded under part A of title IV of the Social Se-

cuity Act.
(in) Section 3(b) of the Wagner-Peyser Act (29 U.S.C. 49b(b)) is

amended by striking "State plan approved under part A of title 1V"
and insertingr "State program funded under part A of title IV'.

(n The Job Training Partnership Act (29 U.S.C. 1501 et seq.)
Is amended-

(1) in section 4(29XA)(i) (29 U.S.C. 1503(29)(AXi)), by strik-
Ing "(42 U.S.C. 601 et seq.)";

(2) in section 106(b)(6XC) (29 U.S.C. 1516(b)(6)(C)), by
striking "State aid to families with dependent children
records," and inserting "records collected under the State pro-
gram funded under part A of title IV of the Social Security
Act,",

(3) in section 121(b)(2) (29 U.S.C. 153 1(b)(2))--
(A) by striking "the JOBS program" and inserting "the

work activities required under title IV of the Social Secu-
rity Act"; and

(B) by striking the second sentence;
(4) in section 123(c) (29 U.S.C. 1533(c))--

(A) in paragraph (1)(E), by repealing clause (vi); and
(B) in paragraph (2)(D), by repealing clause (v);

(5) in section 203(b)(3) (29 U.S.C. 1603(b)(3)), by striking
",including recipients under the JOBS program";

(6) in subparagraphs (A) rnd (B) of section 204(a)(1) (29
U.S.C. 1604(a)(1) (A) and (B)), 'by striking "(such as the JOBS
program)" each place it appears;

(7) in section 205(a) (29 U.S.C. 1605(a)), by striking para-
graph (4) and inserting the following:

"(4) the portions of title IV of the Social Security Act relat-
ing to work activities;";

(8) in section 253 (29 U.S.C. 1632)--
(A) in subsection (b)(2), by repealing subparagraph (C);

and
(B) in paragraphs M1(B) and (2)(B) of subsection (c), by

striking "the JOBS progr am or" each place it appears;
(9) in section 264 (29 U.S.C. 1644)-

(A) in subparagraphs (A) and (B) of subsection (b)(1),
by striking "(such as the JOBS program)" each place it ap-
pears; and

(B) in subparagraphis (A) and (B) of subsection (d)(3),
by striking "and the JO9BS program" each place it appears;
(10) in section 265(b) (29 U.S.C. 1645(b)), by striking para-

graph (6) and inserting the following:
"(6) the portion o title IV of the Social Security Act relat-

ing to work activities;";
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(11) In the second sentence of section 429(e) (29 U.s.c.

1699(e)), by striking "and shall be in an amount that does not
exceed the maximum amount that may be provided by the
State pursuant to section 402(gXl)(C) of the Social Security Act
(42 U.S.C. 602(gX1XC)Y';

(12) In section 454(c) (29 U.S.C. 1734(c)), by striking
"JOBS and";

(13) in section 455(b) (29 U.S.C. 1735(b)), by striking "the
JOBS program,";

(14) in section 501(1) (29 U.S.C. 1791(1), by striking "aid
families with dependent children under part A of title WV of
the Social Security Act (42 U.S.C. 601 et seq.)" and inserting
"assistance under the State program funded under part A of
title IV of the Social Security Act";

(15) in section 506(1XA1 (29 U.S.C. 1791e(1XA)), by strik-
ing "aid to families with dependent children" and inserting "as-
sistance under the State program funded";

(16) in section 508(a)(2XA) (29 U.S.C. 1791g(aX2XA)), by
striking "aid to families with dependent children" and insert-
ing "assistance under the State program funded"; and

(17) in section 701(b)(2XA) (29 U.S.C. 1792(bX2(A))-
(A) in clause (v), by striking the semicolon and insert-

ing "; and"; and
(B) by striking clause (vi).

(o) Section 3803(cX2XC)(iv) of title 31, United States Code, is
amended to read as follows:

"(iv) assistance under a State program funded
under part A of title IV of the Social Security Act".

(p) Section 2605(bX2)(AXi) of the Low-Income Home Energy
Assistance Act of 1981 (42 U.S.C. 8624(b)(2XAXi)) is amended to
read as follows:

"(I) assistance under the State program funded
under part A of title IV of the Social Security Act;".

(q) Section 303(f)(2) of the Family Support Act of 1988 (42
U.S.C. 602 note) is amended-

(1) by striking "(A"; and
(2) by striking subparagraphs (B) and (C).

(r) The Balanced Budget and Emergency Deficit Control Act of
1985 (2 U.S.C. 900 et seq.)) is amended-

(1) in section 255(h) (2 U.S.C. 905(h), by striking "Aid to
families with dependent children (75-0412-0-1-609);" and in-
serting "Block grants to States for temporary assistance for
needy families;"; and

(2) in section 256 (2 U.S.C. 906-
(A) by striking subsection (k); and
(B) by redesignating subsection (1) as subsection (k).

(s) The Immigration and Nationality Act (8 U.S.C. 1101 et seq.)
is amended-

1,(1) in section 210(f) (8 U.S.C. 1160(0)), by striking "aid
under a State plan approved under" each place it appears and
inserting "assistance under a State program funded under";

(2) in section 245A(h) (8 U.S.C. 1255a(h)}-
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(A) in paragraph (1)(A)(i, by striking "program of aid
to families with dependent children" and inserting "State
program of assistance"; and

(B) in paragraph (2)(B), by striking "aid to families
with dependent children" and inserting "assistance under
a State program funded under part A of title IV of the So-
cial Security Act"; and
(3) In section 412(e)(4) (8 U.S.C. 1522(e)(4)), by striking

"State plan approved" and inserting "State program funded".
(t Section 640(a)(4)(B)(i) of the Head Start Act (42 U.S.C.

9835(a)(4X(B)(i)) is amended by striking "program of aid to families
with dependent children under a State plan approved" and insert-
Ing "State program of assistance funded"

(u) Section 9 of the Act of April 19, 1950 (64 Stat. 47, chapter
92; 25 U.S.C. 639) is repealed.

(v) Subparagraph (E) of section 213(d)(6) of the School-To-Work
Opportunities Act of 1994 (20 U.S.C. 6143(d)(6)) is amended to read
as follows:

"(E part A of title IV of the Social Security Act (42
U.S.C. 601 et seq.) relating to work activities;".

SEC. 721& SECRETARIAL SUBMISSION OF LEGISLATIVE PROPOSAL
FOR TECHNICAL AND CONFORMING AMENDMENTS.

Not later than 90 days after the date of the enactment of this
Act, the Secretary of Health and Human Services, in consultation,
as appropriate, with the heads of other Federal agencies, shall sub-
mit to the appropriate committees of Congress a legislative pro-
posal providing for such technical and conforming amendments in
the law as are required by the provisions of subtitle D of title I of
this Act, this subtitle, and subtitles D, E, F, and G of this title.
SEC. 7217. EFFECTIVE DATE; TRANSITON RULE.

(a) IN GENERAL.-Except as otherwise provided in this subtitle,
this subtitle and the amendments made by this subtitle shall take
effect on October 1, 1995.

(b TRANSITION RULE.-
(1) STATE OPTION To CONTINUE AFDC PROGRAM.-

(A) 9-MONTH EXTENSION.-A State may continue a
State program under parts Aand Fof titleIV of the Social
Security Act, as in effect on September 30, 1995 (for pur-
poses of this paragraph, the "State AFDC program") until
June 30, 1996.

(B) REDUCTION OF FISCAL YEAR 1996 GRANT.-In the
case of any State opting to continue the State AFDC pro-
gram pursuant to subparagraph (A), the State family as-
sistance grant paid to such State under section 403(a) of
the Social Security Act (as added by section 7201 and as
in effect on and after October 1, 1995) for fiscal year 1996
(after the termination of the State AFDC program) shall
be reduced by an amount equal to the total Federal pay-
ment to such State under section 403 of the Social Security
Act (as In effect on September 30, 1995) for such fiscal
year.
(2) CLAIMS, ACTIONS, AND PROCEEDINGS.-The amendments

made by this subtitle shall not apply with respect to-
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(A) powers, duties, functions, rights, claims, penalties,
or obligations applicable to aid, assistance, or services pro-
vided before the effective date of this subtitle under the
provisions amended; and

(B) administrative actions and proceedings commenced
before such date, or authorized before such date to be com-
menced, under such provisions.
(3) CLOSING OUT ACCOUNT FOR THOSE PROGRAMS TERMI-

NATED OR SUBSTANTIALLY MODIFIED BY TH!S SUBTITLE.-In clos-
Ing out accounts, Federal and State officials may use scientif-
ically acceptable statistical sampling techniques. Claims made
under programs, hich are repealed or substantially amended
in this subtitle and which involve State expenditures in cases
where assistance or services were provided during a prior fiscal
year, shall be treated as expenditures during fiscal year 1995
for purposes of reimbursement even if payment was made by
a State on or after October 1, 1995. States shall complete the
fiing of all claims no later than September 30, 1997. Federal
department heads shall-

(A) use the single audit procedure to review and re-
solve any claims in connection with the close out of pro-
grams, and

(B) reimburse States for any payments made for as-
sistance or services provided during a prior fiscal year
from funds for fiscal year 1995, rather than the funds au-
thorized by this subtitle.

(C) SUNSET.- %e amendment made by section 720 1(b) shall be
effective only during the 5-year period beginning on October 1,
1995.
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Subtitle Di-Supplemental Security Income
CHAPTER 1-ELIGIBILITY RESTRICTIONS

SEC. 7251. DENIAL OF SUPPLEMENTAL SECURITY INCOME BENEFT
BY REASON OF DISABILITY TO DRUG ADDICTS AND ALCO-
HOLICS.

(a) IN GENERAL.-Section 1614(a)(3) (42 U.S.C. 1382c(a)(3)) is
amended by adding at the end the following:

"(1) Notwithstanding subparagraph (A), an individual shall not
be considered to be disabled for purposes of this title if alcoholism
or drug addiction would (but for this subparagraph) be a contribut-
ing factor material to the Commissioner's determination that the
individual is disabled.".

(b) REPRESENTATIVE PAYEE REQUIREMENTS.-
(1) Section 163 1(aX2)(AXiiXII) (42 U.S.C.

1383(aX2)(A)(iiXll)) is amended to read as follows:
"(11) In the case of an individual eligible for benefits under this

title by reason of disability, if such individual also has an alcohol-
ism or drug addiction condition (as determined by the Commis-
sioner of Social Security), the payment of such benefits to a rep-
resentative payee shall be deemed to serve the interest of the indi-
vidual. In any case in which such payment is so deemed under this
subclause to serve the interest of an individual, the Commissioner
shall include, in the individual's notification of such eligibility, a
notice that such alcoholism or drug addiction condition accom-
panies the disability upon which such eligibility is based and that
the Commissioner is therefore required to pay the individual's ben-
efits to a representative payee.".

is(2) Section 163 1(aX2)(BXvii) (42 U.S.C. 1383(a)(2)(B)(vii))
isamended by striking "eligible for benefits" and all that fol-

losthrough 'is disabled" and inserting "described-in subpara-
graph (A)(ii)(11).

(3) Section 163 1(aX2B)(ixII) (42 U.S.C.
1383(aX(2)(BXixXII1)) is amended by striking all that follows "15
years, or" and inserting "described in subparagraph (A)(ii)(II)"

(4) Section 163 1(aX2XD)(i)(II) (42 U.S.C.
1383(a)(2)(DiXi)I)) is amended by striking "eligible for bene-
fits"i and all that follows through "is disabled" and inserting
"described in subparagraph (AXiiXII)".
(C) TREATMENT SERVICES FOR INDIVIDUALS WJTH A SUBSTANCE

ABUSE CONDIION.-
(1) IN GENERAL.-Title XVI (42 U.S.C. 1381 et seq.) is

amended by adding at the end the following new section:

"TrREATMENT SERVICES FOR INDIVIDUALS WITH A SUBSTANCE ABUSE
CONDITION

"SEC. 1636. (a) In the case of any individual eligible for bene-
fits under this title by reason of disability who is identified as hav-
ing a substance abuse condition, the Commissioner of Social Secu-
rity shall make provision for referral of such individual to the ap-

porate State agency administering the State plan for substance
auetreatment services approved under subpart 11 of part B of
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title XEX of the Public Health Service Act (42 U.S.C. 300x-21 et
seq.).

"Mb No individual described In subsection (a) shall be an eligi-
ble individual or eligible spouse for purposes of this title if such in-
dividual refuses without good cause to accept the referred services
described under subsection (a).

(2) CONFORMING AMENMENT.--Section 1614(aX4) (42
U.S.C. 138200a4)) Is amended by Inserting after the second
sentence the following new sentence: "For purposes of the pre-
ceding sentence, any Individual identified by the Commissioner
as having a substance abuse condition shall seek and complete

at~propatetreatment as needed.".
Co~mmiGAMENMENTS.-

(1) Section 1611(e) (42 U.s.c. 1382(e)) is amended by strik-
Ing paragraph (3).

(2) Section 1634 (42 U.S.C. 1383c) iii amended by striking
subsection (e).

(3) Section 201(cXl) of the Social Security, Independence
and Program Improvements Act of 1994 (42 U.S .C. 425 note)
is amen ded-

(A) by striking - and all that follows through "(A"
the 1st place it appears*

(B) by strike ng "and" the 3rd place it appears;
(C) by striking subparagraph (B);
(D) byv striking "either Subparagraph (A) or subpara-

graph (B)" and inserting "the preceding sentence"; and
(E) by striking "subparagraph (A) or (B)" and Inserting

"the preceding sentence*.
(e) SUPPLEMENTAL FUNDiNG FOR ALCOHOL AND SUBSTANCE

ABUSE TREATMENT PROGRAMS-
(1) IN GENERAL.-Out of any money in the Treasury not

otherwise appropriated, there are hereby appropriated to sup-
plement, State and Tribal programs funded under section 1933

-of the Public Health Service Act (42 U.S.C. 300x-33),
$50,000,000 for each of the fiscal years 1997 and 1998.

(2) ADDITioNAL FUNDS.-Amounts appropriated under
paragraph (1) shall be in addition to any funds otherwise ap-
propriated for allotments under section 1933 of the Public
Health Service Act (42 U.S.C. 300x-33) and shall be allocated

pursuant to such section 1933.
(3) USE OF F'uNs.-A State or Tribal government receiv-

ing an allotment under this subsection shall consider as prior-
ities, for purposes of expending funds allotted under this sub-
section activities relating to the treatment of the abuse of alco-
hol and other drugs.

SEC. 722.DENIAL 0F7551 3ENEFITS FOR 10 YEARS TO INDIVIDUALS
FOUND TO HAVE FRAUDULENTLY'MISREPRESENTED RES-
IDENCE IN ORDER TO OBTAIN BEN iS SIULTA-
NEOUSLY IN 2 OR MORE STATES.

Section 1614(a) (42 U.S.C. 1382c(a)) is amended by adding at
the end the following new paragraph:

"(5) An individual shall not be considered an eligible individual
for purposes of this title during the 10-year period beginning on the
date the individual is convicted in Federal or State court of having
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made a fraudulent statement or representation with respect to the
place of residence of the individual In order to receive assistance
simultaneously from 2 or more States under programs that are
funded under part A of title IV, title MX, or the Food Stamp Act
of 1977, or benefits in 2 or more States under the supplemental se-
curity income program under title XV.".
SEC. 7253. DENIAL OF 881 BENEFITS FOR FUGITIVE FELONS AND PRO-

BATION AND PAROLE VIOLATORS.
(a) IN GENERAL.--Section 1611(e) (42 U.S.C. 1382(e)), as

amended by section 7251(cXl), is amended by inserting after para-
graph (2) the following new paragraph:

"(3 A person shall not be an eligible individual or eligible
spouse for purposes of this title with respect to any month if during
such month the person is-

"(A) fleeing to avoid prosecution, or custody or confinement
after conviction, under the laws of the place from which the
person flees, for a crime, or an attempt to commit a crime,
which is a felony under the laws of the place from -which the
person flees, or which, in the case of the State of New Jersey,

isa hig misdemeanor under the laws of such State; or
"(B) violating a condition of probation or parole imposed

under Federal or State law.".
(b)EXCHANGE OF INFORMATION WITH LAW ENFORCEMENT

AGENCiES.--Section 163 1(e) (42 U.S.C. 1383(e)) is amended by in-
serting after paragraph (3) the following new paragraph:

"(4) Notwithstandin any other provision of law, the Commis-
sioner shall furnish any Fdral, Statede or Jocal law enforcement of-
ficer, upon the request of the Officer, with the current address, So-
cial Security number, and photograph (if applicable) of any recipi-
ent of benefits under this title, ff the officer furnishes the agency
with the name of the recipient and notifies the agency that-

"(A) the recipient-
"(I) is fleeing to avoid prosecution, or custody or con-

finement after conviction, under the laws of the place from
which the person flee s, for a crime, or an attempt to com-
mit a crime, which is a felony under the laws of the place
from which the person flees or which, in the case of the
State of New Jersey, is a high misdemeanor under the
laws of such State;

"(ii) is violating a condition of probation or parole im-
posed under Federal or State law; or

"Ofti) has information that is necessary for the officer
to conduct the officer's official duties; and
"(B the location or apprehension of the recipient is within

the officer's official duties..
SEC. 7264. EFFECTIVE DATES; APPLICATION TO CURRENT RECIPI-

ENTS.
(a) SECTION 725 1.-

(1) IN GENERAL.-Except as provided in paragra phs. (2) and
(3), the amendments made by section 7251 shall apply to appli-
cants for benefits for months beginning on or after the date of
the enactment of this Act, without regard to whether regula-
tions have been Issued to implement such amendments.

(2) APPLICATION To CURRENT RECIPIENTS.-
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(A) APPLICATION AND NOTICE.-Notwithstanding any
other provision of law, in the case of an individual who is
receiving supplemental security income benefits under title
XVI of the Social Securit Act as of the date of the enact-
ment of this Act and wi~ose eligibility for such benefits
would terminate by reason of the amendments made by
section 7251, such amendments shall apply with respect to
the benefits of such individual, including such individual's
treatment (if any) provided pursuant to such title as in ef-
fect on the da before the date of such enactment, for
months beginning on or after January 1, 1997, and the
Commissioner of Social Security shall so notify the individ-
ual not later than 90 days after the date of the enactment
of this Act.

(B) REAPPLICATION.-
WI IN GENERAL.-Not later than 120 days after the

date of the enactment of this Act, each individual noti-
fied pursuant to subparagraph (A) who desires to re-
apply for benefits under title XVI of the Social Secu-
rity Act, as amended by this title, shall reapply to the
Commissioner of Social Security.

00i DETERMINATION OF ELIGIBILITY.-Not later
than 1 year after the date of the enactment of this Act,
the Commissioner of Social Security shall determine
the eligibility of each individual who reapplies for ben-
efits under clause (i pursuant to the procedures of
such title.

(3) ADDITIONAL APPLICATION OF PAYEE REPRESENTATIVE RE-
QUIREMENTS.-The amendments made by section 725 1(b) shall
also apply-

(A) in the case of any individual who is receiving sup-
plemental security income benieflits under title XVI of the
Social Security Act as of the date of the enactment of this
Act, on and after the date of such individual's first con-
tinuing disability review occurring after such date of en-
actment, and

(B) in the case of any individual who receives supple-
mental security income benefits under title XVI of the So-
cial Security Act and has attained age 65, in such manner
as determined appropriate by the Commissioner of Social
Security.

Wb OTHER AmENDm~ENTS.-The amendments made by sections
7252 and 7253 shall take effect on the date of the enactment of this
Act.

CHAPTER 2-BENEFITS FOR DISABLED CHILDREN
SEC. 7261. DCEINMTON AND ELIGIBILITY RULES.

(a) DEFINITION OF CHILDHOOD DisABILITY.-Section 1614(aX3)
(42, U.S.C. 138200a3)), as amended by section 725 1(a), is amend-
ed-

(1) in subparagraph (A), by striking "An individual" and
inserting "Except as provided in subparagraph (C), an individ-
ual";
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(2) In subpargrph (A), by striking "(or, in the case of an
individual under the age of 18, if he suffers, from any medically
determinable physical or mental impairment of comparable se-

(s) by redesigfnating subparagraphs (C) through (1) as sub-
p~arph'js (D) thrugh (J), respectively;

(4)byInserting after subparagraph (B) the following new
subp~araprh:
"(C) Andlý_vidual under the age of 18 shall be considered dis-

abled for the purposes of this title if that individual has a medi-
cally determinable physical or mental impairment, which results in
marked and severe fictional limitations, and which can be ex-
pected to result in death or which has lasted or can be expected
to last for a continuous period of not less than 12 months."; and

(5) In subparagraph (F), as redesignated by paragraph (3),
by striking "(D)" and Inserting "(E)".
(b) CHANGES TO CHILDHOOD SSI REGULATIONS.-

(1) MODIFICATION TO MEDICAL CRITERIA FOR EVALUATION
OF MENTAL AND EMOTIONAL DISORDERs.-The Commissioner of
Social. Security shall modify sections 112.OOC.2. and
112.02B.2.c.(2) of appendix 1 to subpart P of part 404 of title
20, Code of Federal Regulations, to eliminate references to
maladaptive behavior in the domain of personal/behavorial
function.

(2) DISCONTINUANCE OF INDIVIDUALIZED FUNCTIONAL AS-
SESSMENT.-The Commissioner of Social Security shall dis-
continue the individualized functional assessment for children
set forth in sections 416.924d and 416.924e of title 20, Code of
Federal Regulations.
(c) EFFECTIVE DATE; REGULATIONS; APPLICATION TO CURRENT

RECIPIENTS.-
(1) IN GENERAL.-The amendments made by subsections

(a) and (b) shall apply to applicants for benefits for months be-
ginning on or after the date of the enactment of this Act, with-
out regard to whether regulations have been issued to imple-
ment such amendments.

(2) REGULATIONS.-The Commissioner of Social Security
shall issue such regulations as the Commissioner determines
to be necessary to implement the amendments made by sub-
sections (a) and (b) not later than 60 days after the date of the
enactment of this Act.

(3) APPLICATION To CURRENT RECIPIENTS.-
(A) ELIGIBILITY DETERMINATIONS.-Not later than 1

year after the date of the enactment of this Act, the Com-
missioner of Social Security shall redetermine the eligi-
bility of any individual under age 18 who is receiving sup-
plemental security income benefits based on a disability
under title XV.[ of the Social Security Act as of the date of
the enactment of this Act and whose eligibility for such
benefits may terminate by reason of the amendments
made by subsection (a) or (b). With respect to any redeter-
mination under this subparagraph-

(I) section 16142a)(4) of the Social Security Act (42
U.S.C. 1382c(aX(4)) shall not apply;



454

00i the Commissioner of Social Security shall
a apply the eligibility criteria for new applicants for ben-
efits under title XVI of such Act;

010I the Commissioner shall give such redeter-
mination priority over all continuing eligibility reviews
and other reviews under such title; and

(iv) such redetermination shall be counted as a re-
view or redetermination otherwise required to be
made under section 208 of the Social Security Inde-
pendence and Program Improvements Act of 1994 or
any other provision of title XVI of the Social Security
Act.
(B) GRANDFATHER PROVISION-The amendments made

by subsections (a) and (b), and the redetermination under
subparagraph (A), shall only apply with respect to the ben-
efits of an Individual described in subparagraph (A) for
months beginning on or after January 1, 1997.

(C) NOTicE.-Not later than 90 days after the date of
the enactment of this Act, the Commissioner of Social Se-
curity shall notify an individual described in subparagraph
(A) of the provisions of this paragraph.

SEC. 7262. ELIGIBILIY REDETERMINATIONS AMD CONTINUIG DIS-
ABILITY REVIEWS.

(a) CONTINuING DISABILITY REVIEWS RELATING To CERTAIN
CHILDREN.--Section 1614(aX3)(H) (42 U.S.C. 1382c0a)(3)(H)) as re-
designated by section 726 1(a)(3), is amended-"

(1) by inserting "Wi" after "(H)"; and
(2) by adding at the end the following new clause:

"(ii)(I) Not less frequently than once every 3 years, the Com-
missionersEhall review in accordance with paragraph (4) the contin-
ued eligibility for benefits under this title of each individual who
has not attained 18 years of age and is eligible for such benefits
by reason of an impairment (or combination of impairments) which
may improve (or, which is unlikely to improve, at the option of the
Commissioner).

"(II) A parent or guardian of a recipient whose case is reviewed
under this clause shall present, at the time of review, evidence
demonstrating that the recipient is, and has been, receiving treat-
ment, to the extent considered medically necessary and available,
of the condition which was the basis for providing benefits under
this title.".

(b) DISABILITY ELIGIBILITY REDETERMINATIONS REQUIRED FOR
SSI RECIPIENTS WHO ATTAIN 18 YEARS OF AGE.-

(1) IN GENERAL.-Section 1614(a)(3)(H) (42 U.S.C.
1382c(aX3)(H)), as amended by subsection (a), is amended by
adding At the end the following new clause:
"(iii) If an individual is eligible for benefits under this title by

reason of disability for the month preceding the month in which
the individual attains the age of 18 years, the Commissioner shall
redetermine such eligi bility-

"(I during thle 1-year period beginning on the individual's
18th birthday; and
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"(11) by applying the criteria used in determining the Ini-
tial eligibili ty o r applicants who have attained the age of 18
years.

With respect to a redetermination under this clause, paragraph (4)
shall not apply and such redetermination shall be considered a sub-
stitute for a review or redetermination otherwise required under
any other provision of this subparagraph during that 1-year pe-
riod."

(2) CoNFORMING REPEAL.--Section 207 of the Social Secu-
N rt1 ndpedence and Program Improvements Act of 1994 (42

.C. 382note; 108 Stat. 1516) is hereby repealed.
(c) CONTINUING DISABILITY REviEW REQUIRED FOR Low BIRTH

WEIGHT BABiEs.-Section 1614(a)(3)(H) (42 U.S.C. 1382c(a)(3XH)),
as amended by subsections (a) and (b), is amended by adding at the
end the following new clause:

"(ivXI) Not later than 12 months after the birth of an individ-
ual, the Commissioner shall review in accordance with paragraph
(4) the continuing eligibility for benefits under this title by reason
of disability of such individual whose low birth weight i's a contrib-
uting factor material to the Commissioner's determination that the
individual is disabled.

"(11) A review under subclause (I) shall be considered a sub-
stitute for a review otherwise required under any other provision
of this subparagraph during that 12-month period.

"(111) A parent or guardian of a recipient whose case is re-
viewed under this clause shall present, at the time of review, evi-
dence demonstrating that the recipient is, and has been, receiving
treatment, to the extent considered medically necessary and avail-
able, of the condition which was the basis for providing benefits
under this title.".

(d) EFFECTIVE DATE.-The amendments made by this section
shall apply to benefits for months beginning on or after the date
of the enactment of this Act, without regard to whether regulations
have been issued to implement such amendments.
SEC. 7263. ADDITIONAL ACCOUNTABILITY REQUIREMENTS.

(a) TIGHTENING OF REPRESENTATIVE PAYEE REQUIREMENTS.-
(1) CLARIFICATION OF ROLE.-Section 163 1(a)(2)(B)(ii) (42

U.S.C. 1383(aX2XBXii*)) is amended by striking "and" at the
end of subclause (11), by striking the period at the end of
subclause (MV and inserting "; and", and by adding after
subclause (IM the following new subclause:

"(V advise such person through the notice of award of ben-
efits, and at such other times as the Commissioner of Social
Security deems appropriate, of specific examples of appropriate
expenditures of benefits under this title and the proper role of
a representative payee.".

(2) DOCUMENTATION OF EXPENDITURES REQUIRED.-
(A) IN GENERAL.--Subparagraph (C)(i) of section

163 1(a)(2) (42 U.S.C. 1383(aX2)) is amended to read as fol-
lows:

"(CXi) In any case where payment is made to a representative
payee of an individual or spouse, the Commissioner of Social Secu-
rity shall-
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"MI require such representative payee to document expend-
itures and -keep contemporaneous records of transactions made
using such payment; and

-(11) implement statistically valid procedures for reviewing
a sample of such contemporaneous records, in order to identify
instances In which such representative payee is not properly
using such payment.".

(B) CONFORMING AMENDMENT WITH RESPECT TO PAR-
ENT PAYEES.-Clause (ii of section 163 1(aX2)(C) (42 U.s.c.
1383(a)(2XC)) is amended by striking "Clause (I)" and in-
serting "Subclauses (11) and (III) of clause (ID".
(3) EFFECTIVE DATE.-The amendments made by this sub-

section shall apply to benefits paid after the date of the enact-
ment of this Act.
(b DEDICATED SAVINGS ACCOUNTS.-

(1) IN GENERAL.--Section 1631(a)(2)(B): (42 U.S.C.
1383(a)(2)(B)) is amended by adding at the end the following
new clause:
"(xiv) Notwithstanding clause (x), the Commissioner of Social

Security may, at the request of the representative payee, pay any
lump sum payment for the benefit of a child Into a dedicated sav-
ings account that could only be used to purchase for such child-

"(I) education and job skills training;
"(II) special equipment or housing modifications or both

specifically related to, and required by the nature of, the child's
disability; and

"(IVYappropriate therapy and rehabilitation.".
(2) DISREGARD OF TRUST FUNDS.--Sectio'n 16 13(a) (42

U.S.C. 1382b) is amended-
(A) by striking "and" at the end of paragraph (9),
(B) by striking the period at the end of paragraph (10)

the first place it appears and inserting a semicolon,
(C) by redesignating paragraph (10) the second place

it appears as paragraph (11) and striking the period at the
end of such paragraph and inserting "; and", and

(D) by inserting after paragraph (11), as so redesig-
nated, the following new paragraph:
"(12) all amounts deposited in, or interest credited to, a

dedicated savings account described in section
163 1(a)(2)BXxiv).".

(3) EFFECTIVE DATE.-The amendments made by this sub-
section shall apply to payments made after the date of the en-
actment of this Act.

CHAPTER 3-STUDIES REGARDING SUPPLEMENTAL
SECURITY INCOME PROGRAM

SEC. 7271. ANNUAL REPORT ONTH SUPPLEMENTAL SECURITY IN-
COME PROGRAM.

Title XVI is amended by adding at the end the following new
section:-
"SEC. 1636. ANNUAL REPORT ON PROGRAM.

"(a) DESCRIPTION OF REPoRT.-Not later than May 30 of each
year, the Commissioner of Social Security shall prepare and deliver
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a report annually to the President and the Congress regarding the
program under this title, Including-

"(1 a corprehensive description of the program;
"(2) historical and current daao loacsad denials,

including number of applications and allowance rates at initial
determinations, reconsiderations, administrative law judge
hearings, council of appeals hearings, and Federal court appeal
hearings;

"(3 historical and current data on characteristics of recipi-
ents and program costs, by recipient group (aged, blind, work
disabled adults, and children);

"(4) projections of future number of recipients and program
costs, through at least 25 years;

"(5) number of redeterminations and continuing disability
reviews, and the outcomes of such redeterminations and re-
views;

"(6) data on the utilization of work incentives;
"(7) detailed information on administrative and other pro-

gram ope ration costs;
"(8) smmaries of relevant research undertaken by the So-

cial Security Administration, or by other researchers;
"(9) State supplementation program operations;
"(10) a historical summary of statutory changes to this

title; and
"(11) such other information as the Commissioner deems

useful.
"(b)VLEws OF MEMBERS OF THE SOCIAL SECURITY ADVISORY

COUNCIL.-Each member of the Social Security Advisory Council
shall be permitted to provide an individual report, or a joint report
if agred, of views of the program under this title, to be included
in the annual report under this section.".
SEC. 7272. IMPROVEMENTS TO DISABILITY EVALUATION.

(a) REQUEST FOR COMMENTS.-
(1) IN GENERAL.-Not later than 60 days after the date of

the enactment of this Act, the Commissioner of Social Security
shall issue a request for comments in the Federal Register re-
garding improvements to the disability evaluation and deter-
mination procedures for individuals under age 18 to ensure the
comprehensive assessment of such individuals, including-

(A) additions to conditions which should be presump-
tively disabling at birth or ages 0 through 3 years;

(B) specific changes in individual listings- in the List-
ing of Impairments set forth in appendix 1 of subpart P of
part 404 of title 20, Code of Federal Regulations;

(C) i6mprovements in regulations regarding determina-
tions based on regulations providing for medical and func-
tional equivalence to such Listing of Impairments, and
consideration of multiple impairments; and

(D) any other changes to the disability determination
procedures.
(2) REVIW AND REGULATORY ACTION.-The Commissioner

of Social Security shall promptly review such comments and
issue any regulations implementing any necessary changes not
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later than 18 months after the date of the enactment of this
Act.

SEC. 7273. STUDY OF DISABIHiTY DETERMINATION PROCESS.
(a) IN GENERAL-Not later than 90 days after the date of the

enactment of this Act, and from funds otherwise appropriated, the
Commissioner of Social Security shall make arrangements with the
National Academy of Sciences, or other Independent entity, to con-
duct a study of the disability determination process under titles 11
and XVI of the Social Security Act. This study shall be undertaken
in consultation with professionals representing appropriate dis-
ciplines.

(b) STUDY COMPONENTs.-The study described in subsection (a)
shall include-

(1) an initial phase examining the appropriateness of, and
making recommendations regarding-

(A) the definitions of disability in effect on the date of
the enactment of this Act and the advantages and dis-
advantages of alternative definitions; and

(B) the operation of the disability determination proc-
ess, including the appropriate method of performing com-
prehensive assessments of individuals under age 18 with
physical and mental impairments;
(2) a second phase, which may be concurrent with the ini-

tial phase, examining the validity, reliability, and consistency
with current scientific knowledge of the standards and individ-
ual listings in the Listing of Impairments set forth in appendix
1 of subpart P of part 404 of title 20, Code of Federal Regula-
tions, and of related evaluation procedures as promulgated by
the Commissioner of Social Security; and

(3) such other issues as the applicable entity considers ap-
propriate.
(c) REPORTS AND REGULATIONS.-

(1) REPORTs.-The Commissioner of Social Security shall
request the applicable entity, to submit an interim report and
a final report of the findings and recommendations resulting
from the study described in this section to the President and
the Congress not later than 18 months and 24 months, respec-
tively, from the date of the contract for such study, and such
additional reports as the Commissioner -deems appropriate
after consultation with the applicable enfti.

(2) REGULATONS.-The Commissioner of Social Security
shall review both the interim and final reports, and shall issue
regulations implementing any necessary changes following
each report.

SEC. 7274. STUDY BY GENERAL ACCOUNING OFFCE.
Not later than January 1, 1998, the Comptroller General of the

United States shall study and report on the impact of the amend-
ments made by, and the provisions of, this title on the supple-
mental security income program under title XVI of the Social Secu-
rity Act.
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CHAPTER 4-NATIONAL COMMISSION ON TEFUTR
OF DISABILITY

SEC. 7281. ESTADLISHMMEN.
There is established a commission to be known as the National

Commission on the Future of Disability (referred to in this subtitle
as the "Commission"), the expenses of which shall be pad from
funds otherwise appropriated for the Social Security Azinistra-
tion.
SEC. 7282. DUTIES OF THE COMMIISSION.

(a) IN GENERAL.-The Commission shall develop and carry out
a comprehensive study of all matters related to th nature, pur-
pose, and adequacy of all Federal programs serving individuals
with disabilities. In particular, the Commission shall study the dis-
ability insurance pro&Tam under title 11 of the Social Security Act
and the supplemental security income program under title XVI of
such Act.

Wb MATTERS STUDIED.-The Commission shall prepare an in-
ventory of Federal programs serving individuals with disabilities,
and shall examine-

(1) trends and projections regarding the size and charac-
teristics of the population of individuals with disabilities, and
the implications of such analyses for program planning;

(2) the feasibility and design of performance standards for
the Nation's disability programs;

(3) the adequacy of Federal efforts in rehabilitation re-
search and training, and opportunities to improve the lives of
individuals with disabilities through all manners of scientific
and engineering research; and

(4) the adequacy of policy research available to the Federal
Government, and what actions might be undertaken to im-
prove the quality and scope of such research.
(c REcommENDATioNs.-The Commission shall submit to the

appropriate committees of the Congress and to the President rec-
ommendations and, as appropriate, proposals for legislation, re-
garding-

(1) which (if any) Federal disability programs should be
eliminated or augmented;

(2) what new Federal disability programs (if any) should
be established;

(3) the suitability of the organization and location of dis-
ability programs within the Federal Government;

(4) other actions the Federal Government should take to
prevent disabilities and disadvantages associated with disabil-
ities; and

(5) such other matters as the Commission considers appro-
priate.

SEC. 7283. MEMBERSHIP.
(a) NumBER AND APPOINMENT.-

(1) IN GENERAL.-The Commission shall be composed of 15
members, of whom-

(A) five shall be a appointed by the President, of whom
not more than 3 shall be of the same mgkjor political party;



4A0

(B) three shall be appointed by the Majority Leader of
the Senate;

(C) two shall be appointed by the Minority Leader of
the Senate;

(D) three shall be appointed by the Speaker of the
House of Representatives; and

(E) two shall be appointed by the Minority Leader of
the House of Representatives.
(2) REPRESENTATION.-The Commission members shall be

chosen based on their education, training, or experience. In ap-
pointing individuals as members of the Commission, the Presi-
dent and the Majority and Minority Leaders of the Senate and
the Speaker and Minority Leader of the House of Representa-
tives shall seek to ensure that the membership of the Commis-
sion reflects the diversity of individuals with disabilities in the
United States.
(b) COMPTROLLER GENERAL.-The Comptroller General shall

serve on the Commission as an ex officio member of the Commis-
sion to advise and oversee the methodology and approach of the
study of the Commission.

(C) PROHIBITION AGAINST OFFICER OR EMPLOYEE.-No officer or
employee of any government shall be appointed under subsection
(a).

(d) DEADLINE FOR APPOINTMEN T; TERM OF APPOINTMENT.-Members of the Commission shall be a appointed not later than 60
days after the date of the enactment of this Act. The members shall
serve on the Commission for the life of the Commission.

(e) ME:ETiNGs.-The Commission shall locate Its headquarters
in the District of Columbia, and shall meet at the call of the Chair-
person, but not less than 4 times each year during the life of the
Commission.

(f) QuORum.-Ten members of the Commission shall constitute
a quorum, but a lesser number may hold hearings.

(g) CHAIRPERSON AND VICE CHAIRPERSON.-Not later than 15
days after the members of the Commission are appointed, such
members shall designate a Chairperson and Vice Chairperson from
among. the- members of the Commission.

(h) CONTINUATION OF MEMBERSHIP.-If a member of the Com-
mission becomes an officer or employee of any government after ap-
pointment to the Commission, the individual may continue as a
member until a successor member is appointed.

(I) VACANCiES.-A vacancy on the Commission shall be filled in
the manner in which the original appointment was made not later
than 30 days after the Commission is giiven notice of the vacancy.

()CompENsATION.-Members of the Commission shall receive
no additional pay, allowances, or benefits by reason of their service
on the Commission.

Wk TRAVEL EXPENSES.-Each member of the Commission shall
receive travel expenses, Including per diem in lieu of subsistence,
in accordance with sections 5702 and 5703 of title 5, United States
Code.
SEC. 72"4 STAFF AMD SUPPORT SERVICES.

(a) DIRcToR.-
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(1) APPOINTME@N'.-Upon consultation with the members of
the Commission, the Chairperson shall appoint a Director of
the Commission.

(2) COMPENSATION.-The Director shall be paid the rate of
basic pay for level V of the Executive Schedule.
(b) STAFF.-With the approval of the Commission, the Director

may appoint such personnel as the Director considers appropriate.
(c) APPLICABILIT OF CIVIL SERVICE LAws.-The staff of the

Commission shall be a appointed without regard to the provisions of
title 5, United States Code, governing appointments in the competi-
tive service, and shall be paid without regard to the provisions of
chapter 51 and subchapter III of chapter 53 of such title relating
to classification and General Schedule pay rates.

(d) ExPERTS AND CoNsuLTANT.-With the approval of the
Commission, the Director may procure temporary and intermittent
services under section 3109(b) of title 5, United States Code.

(e) STAFF OF FEDERAL AGENCIES.-UpOn the, request of the
Commission, the head of any Federal agency may detail, on a reim-
bursable basis, any of the personnel of such agency to the Commis-
sion to assist in carrying out the duties of the Commission under
this subtitle.

(f) OTHIER RESOURCES.-The Commission shall have reasonable
access to materials, resources, statistical data, and other informa-
tion from the Library of Congress and agencies and elected rep-
resentatives of the executive and legislative branches of the Fed-
eral Government. The Chairperson of the Commission shall make
requests for such access in writing when necessary.

(g PHYSICAL FAcILITIES.-The Administrator of the General
Services Administration shall locate suitable office space for the op-
eration of the Commission. The facilities shall serve as the head-
quarters of the Commission and shall include all necessary equip-
ment and incidentals required for proper functioning of the Com-_
mission.
SEC. 7285. POWERS OF COMMISION.

(a) HEARINGS.-The Commission may conduct public hearings
or forums at the discretion of the Commission, at any time and
place the Commission is able to secure facilities and witnesses, for
the purpose of carrying out the duties -of the Commission under
this subtitle.

(b) DELEGATION OF AutromIY.-Any member or agent of the
Commission may, if authorized by the Commission, take any action
the Commission is authorized to take by this section.

(c) INFORMATION.-The Commission may secure directly from
any Federal agency information necessary to enable the Commis-
sion to carry out its duties under this subtitle. Upon request of the
Chairperson or Vice Chairperson of the Commission, the head of a
Federal agency shall furnish the information to the Commission to
the extent permitted by law.

(d) GIFTS, BEQuESTS, AND DEvisEs.-The Commission may ac-
cept, use, and dispose of gifts, bequests, or devises of services or
property, both real and personal, for the purpose of aiding or facili-
tating the work of the Commission. Gifts, bequests, or devises of
money and proceeds from sales of other property received as gifts,



4062

bequests, or devises shall be deposited in the Treasury and shall
be available for disbursement upon order of the Commission.

(e) MAILs.-The Commission may use the United States mails
in the same manner and under the same conditions as other Fed-
eral agencies.
SEC. 7286. REPORTS.

(a) INTERIM REPORT.-Not later than 1 year prior to the date
on which the Commission terminates pursuant to section 7287, the
Commission shall submit an interim report to the President and to
the Congress. The interim report shall contain a detailed statement
of the findings and conclusions of the Commission, together with
the Commission's recommendations for legislative and administra-
tive action, based on the activities of the Commission.

(b) FINAL REPORT.-Not later than the date on which the Com-
mission terminates, the Commission shall submit to the Congress
and to the President a final report containing-

-(1) a detailed statement of final findings, conclusions, and
recommendations; and

(2) an assessment of the extent to which recommendations
of the Commission included in the interim report under sub-
section (a) have been implemented.
(C) PRINTING AND PUBLIC DismlBu'rioN-Upon receipt of each

report of the Commission under this section, the President shall-
(1) order the report to be printed; and
(2) make the report available to the public upon request.

SEC. 7287. TERMINATION.
The Commission shall terminate on the date that is 2 years

after the date on which the members of the Commission have met
and designated a Chairperson and Vice Chairperson.

CHAPTER 5-STATE SUPPLEMENTATION PROGRAMS

SEC. 7291. REPEAL OF MAINTENANCE OF EFFORT REQUIREMENTS AP-
PLICABLE TO OPTIONAL STATE PROGRAMS FOR
SUTPPLEMENTA77ON OF 581 BENEFITS.

(a) IN GENERAL.-Section 1618 (42 U.S.C. 1382g) is repealed.
(b) EFFECTIVE DATE.-The repeal made by subsection (a) shall

apply with respect to calendar quarters beginning after September
30, 1995.

CHAPTER 6-RETIREMENT AGE ELIGIBILITY

SEC. 7295. ELIGIBILITY FOR SUPPLEMENTAL SECURITY INCOME BEN-
EFITS BASED ON SOCIAL SECURITY RETIREMENT AGE.

(a) IN GENERAL.-Section 1614(a)(1XA) (42 U.S.C.
1382C(aX1XA)) is amended by striking "is 65 years of age or older,"
and inserting "has attained retirement age.".

(b) RETIREmENT AGE DEFINED.--Section 1614 (42 U.S.C. 1382c0
is amended by adding at the end the following new subsection:

"Reirement Age

"(g) For purposes of this title, the term "retirement age" ha
the meaning given such term by section 216(l)(1).".
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(c) CONOR)MIG AMENDMMNT.-Sections 1601, 1612(bX4)91615(aXl), and 1620(bX2) (42 U.S.C. 1381v 1382a(bX4), 1382d(aXl),
and 13821(bX2)) are amended by striking "age 65" each place it ap-pears and Inserting "retirement age".

(d) EMCriv DATE.-The amendments made by this section
shall ap ply to applicants for benefits for months beginning after
September 30, 1995.
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Subtitle E-Chid Support
CHAPTER 1-ELIGIBILITY FOR SERVICES;

DISTRIBUTION OF PAYMENTS
SEC. 7301. STATE OBLIGATION TO PROVE CHILD SUPPORT EN-

FORCEBMENT2SERVICES&
(a) STATE PLAN REQuiREmENT8.-Section 454 (42 U.S.C. 654)

Is amended-
(1) by striking paragraph (4) and inserting the following

newyjaragraph:
(4) provide that the State will-

"(A) provide services relating to the establishment of
paternity or the establishment, modification, or enforce-
ment of child support obligations, as appropriate, under
the plan with respect to.-

"(i) each -child for whom WI assistance Is provided
under the State program funded under partA of this
title, (11) benefits or services are provided under the
State program funded under part E of this title, or
(111) medical assistance is provided under the State
plan approved under title MX, unless the State agen-
cy administering the p lan determines (in accordance
with paragraph (29)) that it is against the best inter-
ests of the child to do so; and

"00i any other child, if an individual applies for
such services with respect to the child; and
"(B) enforce any support obligation established with

respect to-
"(i) a child with respect to whom the State pro-

vides services under the plan; or
"(ii) the custodial parent of such a child."; and

(2) by striking paragraph (6) and inserting the following
new subparagraph:

"(6) provide that-
"(A) services under the plan shall be made available to

nonresidents on the same terms as to residents; and
"(B) application and collection fees are imposed and

collected and costs in excess of such fees are collected in
accordance with section 4540 with respect to services
under the plan for-

"(I) any individual not receiving assistance under
any State program funded under part A; or

"(Ii) any individual receiving such assistance but
solely through a program funded under section 419);,".

(b) CONTINUATION OF SERVICES FOR FAMILIES CEASING To RE-
cEwE ASSISTANCE UNDER THE STATE PROGRAM FUNDED UNDER
PART A.-Section 454 (42 U.S.C. 654) is amended-

(1) by striking "and" at the end of paragraph (23);
(2) by striking the period at the end of paragraph (24) and

Inserting "; and"; and
(3) by adding after paragraph (24) the following new para-

graph:



4,65

"(25) provide, that when a family with respect to which
services are provided under the plan ceases to receive assist-
ance under te State program funded under part A, the State
shall provide appropriate notice to the family and continue to
provide such services, subject to the same conditions and on
the same basis as in the case of individuals to whom services
are furnished under this section, except that an application or
other request to continue services shall not be required of such
a family and certain fees shall be imposed with respect to such
family under section 454C(aX 1).".
(c) CONFORMING AMENDMENTS.-

(1) Section 452(b) (42 U.S.C. 652(b)) is amended by strik-
ing "454(6)" and inserting "454(4)".

(2) Section 452(g)(2XA) (42 U.S.C. 652(g)(2)(A)) is amended
by striking" "454(6)" each place it appears and inserting
"454(4)(AXii) ,

(3) Section 466(a)(3XB) (42 U.S.C. 666(a)(3)(B)) is amended
by striking "in the case of overdue support which a State has
agreed to collect under section 454(6)" and inserting "in any
other case"

46(4) Section 466(e) (42 U.S.C. 666(e)) is amended by striking
"paragraph (4) or (6) of section 454" and inserting "section

454(4),to

SEC. 7302. DISTRIBUTION OF CHILD SUPPORT COLLECTONS.
(a) IN GENERAL.--Section 457 (42 U.S.C. 657) is amended to

read as follows:
"SEC. 457. DISTRIBUTION OF COLLECTED SUPPORT.

"(a) IN GENERAL.-An amount collected on behalf of a family
as support by a State pursuant to a plan approved under this part
shall be distributed as follows:

"(1) FAMILIES RECEIVING ASSISTANCE.-In the case of a
family receiving assistance from the State, the State shall-

"(A) retain, or distribute to the family, the State share
of the amount so collected; and

"(B) pay to the Federal Government the Federal share
of the amount so collected.
"(2) FAMILIES -THAT FORMERLY RECEIVED ASSISTANCE.-In

the case of a family that formerly received assistance from the
State:

"(A) CURRENT SUPPORT PAYMENTs.-The State shall,
with regard to amounts collected which represent amounts
owed for the current month, distribute the amounts so col-
lected to the family.

"(B PAYMENT OF ARREARAGES.-The State shall, with
regard to amounts collected which exceed amounts owed
for the current month, distribute the amounts so collected
as follows:

"(I) DISTRIBUTION TO THE FAMILY TO SATISFY AR-
REARAGES THAT ACCRUED AFTER THE FAMILY RECEIVED
ASSiSTANCE.-The State shall distribute the amount so
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collected to the family to the extent necessary to sat-
isfy any support arrearages with respect to the family
that accrued after the family stopped receiving assist-
ance from the State.

"00i DISTRIBUTION TO THE FAMILY TO SATISFY AR-
REARAGES THAT ACCRUED BEFORE OR WHILE THE FAM-
ILY RECEIVED ASSISTANCE TO THE EXTENT PAYMENTS
EXCEED ASSISTANCE RECEIVED.-In the case of arrear-
ages of support obligations with respect to the family
that were assigned to the State making or receiving
the collection, as a condition of receiving assistance
from the State, and which accrued before or while the
family received such assistance, the State may retain
all or a part of the State share and if the State does
so retain, shall retain and pay to the Federal Govern-
ment the Federal share of amounts so collected, to the
extent the amount so retained does not exceed the
amount of assistance provided to the family by the
State.

"(III) DISTRIBUTION OF THE REMAINDER TO THE
FAMILY.-To the extent that neither clause (I) nor
clause 00i applies to the amount so collected, the State
shall distribute the amount to the family.

"(3) FAMILIES THAT NEVER RECEIVED ASSISTANCE.-In the
case of any other family, the State shall distribute the amount
so collected to the family.

"(4) FAMILIES UNDER CERTAIN AGREEMENTS.-In the case of
a family receiving assistance from an Indian tribe, distribute
the amount so collected pursuant to an agreement entered into
pursuant to a State plan under section 454(32).
"(b) TRANSITION RuLE.-Any rights to support obligations

which were assigned to a State as a condition of receiving assist-
ance from the State under part A before the effective date of-the
Balanced Budget Reconciliation Act of 1995 shall remain assigned
after such date.

"(c) DEFINITIONS.-As used in subsection (a):
"(1)ASSISTANCE.-The term 'assistance from the State'

means-
"(A) assistance under the State program funded under

part A or under the State plan approved under part A of
this title (as in effect before October 1, 1995); or

"(B) benefits under the State plan approved under
part E of this title.
"(2) FEDERAL SHARE.-The term 'Federal share' means,

with respect to an amount collected by the State to satisfy a
support obligaton owed to a family for a time period-

"(A) the fgreatest Federal medical assistance percent-
age in efet or the State for fiscal year 1995 or any suc-

cedng fscal year; or
"(B) If sup At is not owed to the family for any month

for which the am y received aid to families with depend-
ent children under the State plan a approved under part A
of this title (as in effect before October 1, 1995), the Fed-
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oral reimbursement percentage for the fiscal year in which
the time period occurs.
"(3 FEDERAL MEDICAL ASSISTANCE PERCENTAGE.--The

term 'Federal medical assistance percentage' rnean&t-
"(A) the Federal medical assistance percentage (as de-

fined in section 2122(c)) in the case of any State for which
subparagraph (B) does not a apply; or

"(B the Federal medical assistance percentage (as de-
fined in section 1118), In the case of Puerto Rico, the Vir-
#in Islands, Guam, and American Samoa.
(4) FEDERAL REIMBURSEMENT PERCENTAGE.-The term

'Federal reimbursement percentage' means, with respect to a
fiscal year.-

"(A) the total amount paid to the State under section
403 for the fiscal year; divided by

"(B the total amount expended by the State to carry
out the State program under part A during the fiscal year.
"(5) STATE sHARE.-The term 'State share' means 100 per-

cent minus the Federal share.".
(b) CONFORMING AMENDMENT.--Section 464(a)(1) (42 U.S.C.

664(aX 1)) is amended by striking "section 457(b)(4) or (dX3)" and
inserting "section 457".

(c) CLERICAL AmENDMENTS.-Section 454 (42 U.S.C. 654) is
amended-

(1) in paragraph (11)-
(A) by striking "(11)" and inserting "(11)(A)"; and
(B) by inserting after the semicolon "and"; and

(2) by redesignating paragraph (12) as subparagraph (B3) of
paragraph (11).
(d) EFFECTIVE DATE.-

(1) GENERAL RULE.-Except as provided in paragraphs (2)
and (3), the amendment made by subsection (a) shall become
effective on October 1, 1999.

(2) EARLIER EFFECTIVE DATE FOR RULES RELATING TO DIS-
TRIBUTION OF SUPPORT COLLECTED FOR FAMILIES RECEIVING AS-
SISTANCE.--Section 457(aX1) of the Social Security Act, as
added by the amendment made by subsection (a), shall become
effective on October 1, 1995.

(3) SPECIAL RuLE.-A State may elect to have the amend-
ment made by subsection (a) become effective on a date earlier
than October 1, 1999, which date shall coincide with the oper-
ation of the single statewide automated data processing an din-
formation retrieval system required by section 454A of the So-
cial Security Act (as added by section 7344(aX2)) and the State
disbursement unit required by section 454B of the Social Secu-
rity Act (as added by section 73 12(b)), and the existence of
State requirements for assignment of support as a condition of
eligibility for assistance under part A of the Social Security Act
(as added by subtitle C).

(4) CLERICAL AMENDmENTs.-The amendments made by
subsection (b) shall become effective on October 1, 1995.
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SEC, 7808. RIGHTS TO NOTIFICATION AND HEARINGS.
(a) IN GENEJIAL.--Section 454 (42 U.S.C. 654), as amended by

section 7302(b), is amended by. inserting after paragraph (11) the
following new paragaph:

"(12) establish procedures to provide that-
"(A) Individuals who are applying for or receiving serv-

ices under this part, or are parties to cases In which serv-
ices are being provided under this part--

"(I) receive notice of all proceedings in which sup-
port obligations might be established or modified; and

"00i receive a copy of any order establishing or
modifying a child support obligation, or (in the case of
a petition for modification) a notice of determination
that there should be no change in the amount of the
child support award, within 14 days after issuance of
such order or determination; and
"(B individuals applying for or receiving services

under this part have access to a fair hearing or other for-
mal complaint procedure that meets standards established
by the Secretary and ensures prompt consideration and
resolution of complaints (but the resort to such procedure
shall not stay the enforcement of any support order);".

(b EFFEcTIVE DATE.-The amendment made by subsection (a)
shall become effective on October 1, 1997.
SEC. 7304. PRIVACY SAFEGUARDS.

(a) STATE PLAN REQ~UIEMENT.-Section 454 (42 U.S.C. 654), as
amended by section 730 1(b), is amended-

(1) by striking "and" at the end of paragraph (24);
(2) by striking the period at the end of paragraph (25) and

inserting "; and"; and
(3) by adding after paragraph (25) the following new para-

graph:
"(26) will have in effect safeguards, applicable to all con-

fidential information handled by the State agency, that are de-
signed to protect the privacy rights of the parties, including-

"(A) safeguards against unauthorized use or disclosure
of information re 'lating to proceedings or actions to estab-
lish paternity, or'to establish or enforce support;

"(B) prohibitions against the release of 'Information on
the whereabouts of 1 party to another party against whom
a protective order with respect to the former party has
been entered; and

"(C) prohibitions against the release of information on
the whereabouts of 1 party to another party if the State
has reason to believe that the release of the information
may result in physical or emotional harm to the former
party.".

(b) EF7EcTwE DATE.-The amendment made by subsection (a)
shall become effective on October 1, 1997.
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-CHAPTER 2-LOCATE AND CASE TRACKING
SEC. 7811. STATE CASE REGISTRY.

Section 454A, as added by section 7344(a)(2), is amended by
adding at the end the following new subsections:

"(e) STATE CASE REGISTY.-
"(1)CoNTEN'rs.-The automated system reuired by this

section shall include a registry (which shall berknown as the
'State case registry) that contains records with respect to--

"(A) each case in which services are being provided by
the State agency under the State plan approved under this
part; and

"(B) each support order established or modified in the
State on or after October 1, 1998.
"(2)LINKNG OF LOCAL REGImsTR.-The State case reg-

istry may be established by linking local case registries of sup-
port orders through an automated Information network, subject
to this section.

"(3 USE OF STANDARDIZED DATA ELEmENTS.-Such records
shall use standardized data elements for both parents (such as
names, social security numbers and other uniform identifica-
tion numbers, dates of birth, and case identification numbers),
and contain such other information (such as on-case status) as
the Secretary may require.

"(4) PAYMENT REcoRDs.-Each case record in the State
case registry ith respect to which services are beiing provided

,-under the S1tawtle plan approved under this part and with re-
spedt to which a support order has been established shall in-
clude a record of-

"(A) the amount of monthly (or other periodic) support
owed under the order, and other amounts (including ar-
rearages, interest or late payment penalties, and fees) due
or overdue under the order;

"(B) an ount described in subparagraph (A)that
has been collected;

"(C) the distribution of such collected amounts;
"(D) the birth date of any child for whom the order re-

quires the provision of support; and
"(E) the amount of any lien imposed with respect to

the order pursuant to section 466(aX4).
"(5) UPDATING AND MONITORING.-The State agency oper-

ating the automated system required by this section shall1
promptly establish and maintain, and regularly monitor, ctuie
records in the State case registry with respect to which serv-
ices are being provided under the State plan approved under
this part, on the basis of-

"(A) information on administrative actions and admin-
istrative and judicial proceedings and orders relating to
paternnityand support;

"(B information obtained from comparison with Fed-
eral, State, or local sources of information;

"(C) information on support collections and distribu-
tions; and

"(D) any other relevant information.
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"(f) INFORMATION COMPARISONS AND OTHER DISCLOSURES OF
INFORMATION.-The State shall use the automated system required
by this section to extract information from (at such ,times, and In
such standardized format or formats, as may be required by the
Secretary), to share and compare information with, and to receive
Information from, other data bases and information comparison
services, In order to obtain (or provide) Information necessary to
enable the State agency (or the Secretary or other State or Federal
agencies) to carry out this part, subject to section 6103 of the Inter-
nal Revenue Code of 1986. Such information comparison activities
shall include the following:

"(1) FEDERAL CASE REGISTRY OF CHILD SUPPORT ORDERS.-
Furnishing to the Federal Case Registry of Child Support Or-
ders established under section 453(h) (and update as nec-
essary, with information Including notice of expiration of or-
ders) the minimum amount of information on child support
cases recorded in the State case registry that is necessary to
operate the registry (as specified by the Secretary in regula-
tions).

"1(2) FEDERAL PARENT LOCATOR SERVICE.-Exchanging in-
formation with the Federal Parent Locator Service for the pur-
poses sp ified in section 453.

"(3)TEMPORARY FAMILY ASSISTANCE AND MEDICAID AGEN-
CIES. -Exchanging Information with State agencies (of the
State and of other States) administering programs funded
under part A, programs operated under State plans under title
XNXI, and other programs designated by the Secretary, as nec-
essary to perform State agency responsibilities under this part
and under such programs.

"1(4) INTRASTATE AND INTERSTATE INFORMATION COMPARI-
soNS.-Exchanging information with other agencies of the
State, agencies of other States, and 'Interstate information net-
works, as necessary and appropriate to carry out (or assist
other States to carry out) the purposes of this part.".

SEC. 7312. COLLECTION AND DISBURSEMENT OF SUPPORT PAYMENTS.
(a) STATE PLAN REQUIREMENT.-Section 454 (42 U.S.C. 654), as

amended by sections 730 1(b) and 7304(a), is amended-
(1) by striking "and" at the end of paragraph (25);
(2) by striking the period at the end of paragraph (26) and

inserting "; and"; and
(3) by adding after paragraph (26) the following new para-

graph:
"(27) provide that, on and after October 1, 1998, the State

"(A) operate a State disbursement unit in accordance
with section 454B; and

"(B have sufficient State staff (consisting of State em-
ployees), and (at State option) private or governmental
contractors reporting directly to the State agency, to-

"(I) provide automated monitoring and enforce-
mernt of support collections through the unit (including
carrying out the automated data processing respon-
sibilities described in section 454A(g)); and
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"00i take the actions described in section 466(c)(1)
in appropriate cases.".

(b) ESTABLISHMENT OF STATE DISBURSEMENT UNIT.-Part D of
title WV (42 U.S.C. 65 1-669), as amended by section 7344(aX2), is
amended by inserting after section 454A the following new section:
"SEC. 454B. COLLECTION AND DISBURSEMENT OF SUPPORT PAY-

MENTh.
"(a) STATE DISBURSEMENT UNIT.-

"(1 IN GENERAL.-In order for a State to meet; the require-
ments of this section, the State agency must establish and op-
erate a unit (which shall be known as the 'State disbursement
unit') for the collection and disbursement of payments under
support orders in all cases being enforced by the State pursu-
ant to section 454(4).

"(2) Ol'ERATioN.-The State disbursement unit shall be op-
erated-

"(A) directly by the State agency (or 2 or more State
agencies under a regional cooperative agreement), or (to
the extent appropriate) by a contractor responsible directly
to the State agency; and

"(B) in coordination with the automated system estab-
lished by the State pursuant to section 454A.
"1(3) LINKING OF LOCAL DISBURSEMENT UNITS.-The State

disbursement unit may be established by linking local dis-
bursement units through an automated information network,
subject to this section. The Secretary must agree that the sys-
tem will not cost more nor take more-time to establish or oper-
ate than a centralized system. In addition, employers shall be
given 1 location to which income-wlthholding -is sent.
"Nb REQUIRED PROCEDURES.-The State disbursement unit

shall use automated procedures, electronic processes, and com-
puter-driven technology to the maximum extent feasible, efficient,
and economical, for the collection and disbursement- of support pay-
ments, including procedures-

"(1 for receipt of payments from parents, employers, and
other States, and for disbursements to custodial parents and
other obligees, the State agency, and the agencies of other
States;

"(2) for accurate identification of payments;
"(3 to ensure prompt disbursement of the custodial par-

ent's share of any payment; and
"(4) to furnish to any parent, upon request, timely informa-

tion on the current status of support payments under an order
requiring payments to be made by or to the parent.
"1(c) TIMING OF DISBURSEMENTS.-

"(1) IN GENERAL.-Except as provided in paragraph (2), the
State disbursement unit shall distribute all amounts payable
under section 457(a) within 2 business days after receipt from
the employer or other source of periodic income, if sufficient in-
formation identifying the payee is provided.

"(2) PERMISSIVE RETENTION OF ARREARAGES.-The State
disbursement unit may delay the distribution of collections to-
ward arrearages until the resolution of any timely appeal with
respect to such arrearages.
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"(d) BUSINSS DAY DEFINED.-As used in this section, the term
'business day' means a day on which State offices are open for reg-
ul ar business.".

(c) USE OF AUTOMATED SYSTEM.-Section 454A, as added by
section 7344(aX2) and as amended by section 7311, is amended by
adding at the end the following new subsection:

"(g) COLLECTrION AND DiSTIUTION OF SUPPORT PAYMENTS.-
"(1) IN GENERAL.-The State shall use the automated sys-

tem required by this section, to the maximum extent feasible,
to assist and facilitate the collection and disbursement of sup-
port payments through the State disbursement unit operated
under section 454B, through the performance of functions, in-
cluding, at a minimum-

"(A) transmission of orders and notices to employers
(and other debtors) for the withholding of wages and other
income-

"(I within 2 business days after receipt from a
court, another State, an employer, the Federal Parent
Locator Service, or another source recognized by the
State of notice of, and the income source subject to,
such withholding; and

"00i using uniform formats prescribed by the Sec-
retary;
"(B) ongoing monitoring to promptly identify failures

to make timely payment of support; and
"(C) automatic use of enforcement procedures (includ-

ing procedures authorized pursuant to section 466(c))
where payments are not timely made.
"(2) BUSINESS DAY DEFINED.-As used in paragraph (1), the

term 'business day' means a day on which- State offices are
open for regular business.".
(d) EFFECTIVE DATrE.-The amendments made by this section

shall become effective on October 1, 1998.
SEC. 7313. STATE DIRECTORY OF NEW HIRES.

(a) STATE PLAN REQUIREMENT.-Section 454 (42 U.S.C. 654), as
amended by sections 7301(b), 7304(a) and 73 12(a), is amended-

(1) by-striking "and" at the end of paragraph (26);
(2) by striking the period at the end of paragraph (27) and

inserting "; and"; and
(3) by adding after paragraph (27) the following new para-

graph:
"(28) provide that, on and after October 1, 1997, the State

will operate a State Directory of New Hires in accordance with
section 453A.".
(b) STATE DIRECTORY OF NEW HIRES.-Part D of title IV (42

U.S.C. 651-669) is amended by inserting after section 453 the fol-
lowing new section:
"SEC. M&3A STATE DIRECTORY OF NEW HIRES.

"(a) ESTABLISHMENT.-
"(1 IN GENERAL.-Not later than October 1, 1997, each

State shall establish an automated directory (to be known as
the 'State Directory of New Hires') which shall contain infor-
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mation supplied in accordance with subsection (b by employ-
ers on each newly hired employee.

"(2) DEFINITIONS.-As used in this section:
"(A) EMPLoYEE.-The term 'emploeeI

"(I) means an individual wo is an employee with-
In the meaning of chapter 24 of the Internal Revenue
Code of 1986; and,

"(ii) does not include an employee of a Federal or
State agency performing intelligence or counterintel-
ligence functions, if the head of such agency has deter-
mined that reporting pursuant to paragraph (1) with
respect to the employee could endanger the safety of
the employee or compromise an ongoing investigation
or intelligence mission.
"(B) EMPLOYER.-The term 'employer' includes-

"(I) any governmental entity, and
"00i any labor organization.

"1(C) LABOR ORGANIZATION.-The term 'labor organiza-
tion' shall have the meaning given such term in section
2(5) of the National Labor Relations Act, and Includes any
entity (also known as a 'hiring hall') which is used by the
organization and an employer to carry out requirements
described in section 8(0)(3) of such'Act of an agreement be-
tween the organization and the employer.

"(b) EMPLOYER INFORMATION.-
"(1) REPORTING REQUIREMENT.-

"(A) IN GENERAL.-Except as provided in subpara-
graphs (B) and (C), each iempoyer shall furnish to the Di-
rectory of New Hires of the State in which a newly hired
employee works, a report that contains the name, address,
and social security number of the employee, and the name
of, and identifying number assigned under sect ion 6109 of
the Internal Revenue Code of 1986 to, the employer.

"(B) MULTISTATE EMLoyERs.-An employer that has
employees who are employed in 2 or more States and that
transmits reports magnetically or electronically may com-
ply with subparagraph (A) by designating 1 State in which
such employer has employees to which it will transmit the
report described in subparagraph (A), and transmitting
such report to such State. Any employer that transmits re-
ports pursuant to this subparagraph shall notify the Sec-
retary in writing as to which State such employer des-
ignates for the purpose of sending reports.

"(C) FEDERAL GOVERNMENT EMPLOYERs.-Any depart-
ment, agency, or instrumentality of the United States shall
comply with subparagraph (A) by transmitting the report
described in subparagraph (A) to the National Directory of
New Hires established pursuant to section 453.
"(2) TIMING OF REPoRT.-The report reqird by paragraph

(1) with respect to an employee shall be=md not later than
the later of-

"(A) 30 days after the date the employer hires the em-
ployee; or
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"(B) in the case of an employer that reports by mag-
netic or electronic means, the 1st business day of the week
following the date on which the employee 1st, receives
wages or other compensation from the employer.

"(c) REPORTING FORMAT AND METHOD.-Each report required
by subsection ' (b) shall be made on a
W7-4 form and may be transmitted by 1st class mail, magnetically,

"or) elCIVoIcL lN PENALTIES ON NONCOMPLYING EMPLOYERS.-
The State shall have the option to set a State civil money penalty
which shall be less than-

"(1) $25; or
"(2) $500 if, under State law, the failure is the result of a

conspiracy between the employer and the employee to not sup-
ply the required report or to supply a false or incomplete re-

"(4e) ENTRY OF EMPLOYER INFORMATION.-Information shall be
entered into the data base maintained by the State Directory of
New Hires within 5 business days of receipt from an employer pur-
suant to subsection (b).

"(f) INFORMATION COMPARISONS.-
"(1) IN GENERAL.-Not later than October 1, 1998, an agen-

cy designated by the State shall, directly or by contract, con-
duct automated comparisons of the social security numbers re-
ported by employers pursuant to subsection (b) an~d the social
security numbers appearing in the records of the State case
registry for cases being enforced under the State plan.

"(2) NOTICE OF MATCH.-When an information comparison
conducted under paragraph (1) reveals a match with respect to
the social security number of an individual required to provide
support under a support order, the State Directory of New
Hires shall provide the agency administering the State plan
approved under this part of the appropriate State with the
name, address, and social security number of the employee to
whom the social security number is assigned, and the name of,
and identifying number assigned under section 6109 of the In-
ternal Revenue Code of 1986 to, the employer.
"(g) TRANSMISSION OF INFORMATION.-

"(1) TRANSMISSION OF WAGE WITHHOLDING NOTICES TO EM-
PLoYERs.-Within 2 business days after the date information
regarding a newly hired employee is entered into the State Di-
rectory of New Hires, t he St ate agency enforcing the employ-
ee's child support obligation shall transmit a notice to the em-
ployer of the employee directing the employer to withhold from

the wages of the employee an amount equal to the monthly (or
other periodic) child support obligation of the employee, unless
the employee's wages are not subject to withholding ursuant
to section 466(bX3).,

"(2) TRANSMISSIONS TO THE NATIONAL DIRECTORY OF NEW
HIRES.-

"(A) NEW HIRE INFoRMATioN-Within 2 business days
after the date information regarding a newly hired em-
ployee is entered Into the State Directory of New Hires,

- -
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the State Director~y of New Hires shall furnish the infor-
mation to the National Directory of New Hires.

"(B WAGE AND UNEMPLOYMENT COMPENSATION INFOR-
MATiON.-The State Directory of New Hires shall, on a
q uarterly basis, furnish to the National Directory of New

Hres extracts of the reports required under section
303(aX6) to be made to the Secretary of Labor concerning
the wages and unemployment compensation paid to indi-
viduals, by such dates, in such forat, and containing such
Information as the Secretary of Health and Human Serv-
ices shall specify in regulations.
"(3) BUSINESS DAY DEFINED.-,7-As used in this subsection,

the term 'business day' means a day on which State offices are
op en for regular business.
"(h) OTHER USES OF NEW HIRE INFORMATION.-

"(1) LOCATION OF CHILD SUPPORT OBLIGORS.-The agency
administering the State plan approved under this art shall
use information received pursuant to subsection (0(2 to locate
individuals fbr purposes of establishing paternity and estab-
lishing, modifying, and enforcing child support obligations.

"(2) VERIFICATION OF ELIGIBILITY FOR CERTAIN PRO-
GRAMS.-A State agency responsible for administering a pro-
gram specified In section 1137(b) shall have access to informa-
tion reported by employers pursuant to subsection (b) of this
section for purposes of verifying eligibility for the program.

"(3) ADMINISTRATION OF EMPLOYMENT SECURITY AND WORK-
ERS' COMPEsATioN-State agencies operating employment se-
curity and workers' sensation programs shall have access
to information reported y employers pursuant to p subsection
(b) for the purposes of administering such programs.".
(c) QUARTERLY WAGE REPORTING.--Section 1137(a)(3) (42

U.S.C. 1320b-7(aX(3)) is amended-
(1) by inserting "(including State and local governmental

entities)" after "employers"; and
(2) by inserting ", and except that no report shall be filed

with respect to an employee of a State agency performing Intel-
ligence or counterintelligence functions, if the head of such
agency has determined that filing such, a report could endanger
the safety of the employee or compromise an ongoing investiga-
tion or intelligence mission" after "paragraph (2)".

SEC. 7314. AMENDMENTS CONCERNING INCOME WITHHOLDING.
(a) MANDATORY INCOME WITHHOLDING.-

(1) IN GENERAL.--Section 466(aXl) (42 U.S.C. 666(a)(1)) is
amended to read as follows:

"(iXA) Procedures described in subsection (b) for the with-
holding from income of amounts payable as support in cases
subject to enforcement under the State plan.

"(B Procedures under which the wages of a person with a
support obligation imposed by a support order issued (or modi-
fied in the State be fore October 1, 1996, If not otherwise sub-
ject to withholding under subsection (b), shall become subject
to withholding as provided in subsection (b) if arrearages
occur, without the need for a judicial or administrative hear-
ing.".
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(2) CoNFORMING AMENMENTs.-
(A) Section 466(b) (42 U.S.C. 666(b)) is amended In the

matter preceding paragraph (1), by striking "subsection
(a01)" and inserting "Subsection (aMiA)".

(B) Section 466(bX4) (42 U.S.C. 666(b)X4)) is amended
to read as follows:
"(MA) Such withholding must be carried out in full com-

pliance with all procedural due process requirements of the
State, and the State must send notice to each absent parent to
whom paragaph (1) applies-

"(i) that the withholding has commenced; and
"00i of the procedures-to follow if the absent parent de-

sires to contest such withholding on the grounds that the
withholding or the amount withheld fs improper due to a
mistake of fact.
"(B) The notice under subparagraph (A) shall Include the

information provided to the employer under paragraph (6)(A).".
(C ection 466(b)(5) (42 U.S.C. 666(b)(5)) is amended

by striking all that follows "administered by" and inserting
"the State through the State disbursement unit estab-
lished pursuant to section 454B, in accordance with the re-
quirements of section 454B.".

(D) Section 466(b)(6)(A) (42 U.S.C. 666(b)(6)(A)) is
amended-

- (I) in clause (i), by striking "to the appropriate
agency" and all that follows and inserting "to the
State disbursement unit within 2 business days after
the date the amount would (but for this subsection)
have been paid or credited to the employee, for dis-
tribution in accordance with this part.";

(01) in clause 00i, by inserting "be in a standard
format prescribed by the Secretary, and" after "shall";
and

(iii) by adding at the end the following new clause:
"(iii) As used in this subparagraph, the term 'business day'

means a day on which State offices are open for regular busi-
ness..

(E Section 466(bX6XD) (42 U.S.C. 666(bX6)(D)) is
amended by striking "any employer" and all that follows
and inserting "any employer who-

"(i) discharges from employment, refuses to employ, or
takes disciplinary action against any absent parent subject
to wage withholding required by this subsection because of
the existence of such withholding and the obligations or
additional obligations which it imposes upon the employer;
or

"00i fails to withhold support from wages, or to pay
such amounts to the State disbursement unit in accord-
ance with this subsection.".

(F Section 466(b) (42 U.S.C. 666(b)) is amended by
ad dingy at t he end the following new paragraph:
"(11) Procedres under which the agency admiinistering

the State plan approved under this part may execute a with-
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holding order through electronic means and without advance
notice to the obligor."
(b) CONFRMING AMENDMENT.--Section 466(c) (42 U.s.c.

666(c)) Is repealed.
SEC. 7815. LOCATOR INFORMATION FROM IN7TERTATE NETWORKS

Section 466(a) (42 U.S.C. 666(a)) is amended by adding at the
end the following new paragraph:

"(12) Procedures to ensure that all Federal and State agen-
cies conducting activities under this part have access to any
system used by the State to locate an individual for purposes
relating to motor vehicles or law enforcement.".

SEC. 73M( EXANSION OFTE FEDERAL PARENT LOCATOR SERVICE.
(a) EXPANDED AUTHORITY TO LOCAThR INDIVIDUALS AND As-

sETs.--Section 453 (42 U.S.C. 653) is amended-
(1) In'subsection (a), by striking all that follows "sub-

section Wc)" and Inserting ", o0r te purpose of establishing par-
entage, establishing, setting the amount of, modifyng, or en-
forcing child support obligations, or enforcing chdi visitation
orders-

"(1 information on, or facilitating the discovery of, the lo-
cation of ay individual-

"(A) who Is under an obligation to pay child support or
provide child visitation rights;

"(B against whom such an obligation is sought;
"(C to whom such an obligation is owed,

including the individual's social security number (or numbers),
most recent address, and the name, address, and employer
identification number of the individual's employer;

"(2) information on the individual's wages (or other in-
come) from, and benefits of, employment (including rights to or
-enrollment in group health care coverage); and

"(3) information on the type, status, location, and amount
of any assets of, or debts owed by or to, any such individual.";
and

(2) in subsection (b), in the matter preceding paragraph
(1),, by striking, "social security" and all that follows through
"absent parent and inserting "information described in sub-
section (a)".
(b AUTHORIZED PERSON FOR INFORMATIONREGARDING VIsrrA-

TION RiGHTs.--Section 453(c) (42 U.S.C. 653(c)) is amended-
(1) in paragraph (1), by striking "sup#%rt" and inserting

"support or to seek to enforce orders providing child *visitation
rights";

(2) in paragraph (2), by striking ", or any agent of such
court; and" and inserting "or to issue an order against a resi-
dent parent for visitation rights, or any agent of such court;";

(3) by striking the period at the end of paragraph (3) and
inserting "; and"; and

(4) by adding at the end the following new paragraph:
"(4) the absent parent, only with regard to a f court order

against a resident parent for child visitation rights.".
WC)RFgimBuRsEmENT FOR INFORMATION FROM FEDERAL AGEN-

CIEs.--Section 453(eX2) (42 U.S.C. 653(eX2)) is amended In the 4th

momo-o - Uý
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sentence by inserting "in an amount which the Secretary deter-
mines to be reasonable payment for the information exchange
(which amount shall not Include payment for the costs of obtaining,
compiling, or maintaining the information)" before the period.

(d) REIMBURSEMENT FOR REPORTS BY STATE AGENCIES.-Sec-
tion 453 (42 U.S.C. 653) Is amended by adding at the end the fol-
lowing new subsection:-

"(g) The Secretary may reimburse Federal and State agencies
for the costs incurred by such entities in furnishing information re-
quested by the Secretary under this section in an amount which
the Secretary determines to be reasonable payment for the infor-
mation exchange (which amount shall not include payment for the
costs of obtaining, compiling, or maintaining the information).".

(e) TECHNICAL AMENDMENTS.-
(1) Sections 452(a)(9), 453(a), 453(b), 463(a), 463(e), and

463(f) (42 U.S.C. 652(aX9), 653(a), 653(b), 663(a), 663(e), and
663(0) are each amended by inserting "Federal" before "Par-
ent" each place such term appears.

(2) Section 453 (42 U...653) is amended in the heading
by adding "FEDERAL" before "PAEN".
(9 NEW CompoNENTs.-Section 45a3 (42 U.S.C. 653), as amend-

ed by subsection (d) of this section, is amended by adding at the
end the following new subsection:

"(h)(1) Not later than October 1, 1998, in order to assist States
in administering programs under State plans approved under this
part and programs funded under part A, and for the other purposes
specified in tis section, the Secretary shall establish and maintain
in the Federal Parent Locator Service an automated registry
(which shall be known as the 'Federal Case Registry of Child Sup-
port Orders'), which shall contain abstracts of support orders and
other Information described in paragraph (2) with respect to each
case in each State case registry maintained pursuant to section
454A(e), as furnished (and regularly updated), pursuant to section
454A(0, by State agencies administering programs under this part.

"(2 The information referred to in paragraph (1) with respect
to a case shall be such information as the Secretary may specify
in regulations (including the names, social security numbers or
other uniform identification numbers, and State case identification
numbers) to identify the individuals who owe or are owed support
(or with respect to or on behalf of whom support obligations are
sought to be established), and the State or States which have the
case.

"(i)(l) In order to assist States in administering programs
under State plans approved under this part and programs funded
under part A, and for the other purposes specified in this section,
the Secretary shall, not later than October 1, 1996, establish and
maintain In the Federal Parent Locator Service an automated di-
rectory to be known as the National Directory of New Hires, which
shall contain the information supplied pursuant to section
453A(gX2).

"(2) Information 'Shall be entered into the data base maintained
by the National Directory of New Hires within 2 business days of
receipt pursuant to section 453A(gX2).
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"(3) The Secretarqr of the Treasury shall have access to the in-
formation in the National Directory of New Hires for purposes of
administering section 32 of the Internal Revenue Code of 1986, or
the advance payment of the earned Income tax credit under section
3507 of such Code, and verifying a claim with respect to employ-
ment In a tax return.

"(4) The Secretary shall maintain within the National Direc-
tory of New Hires a list of multistate employers that report Infor-
mation regarding newly hired employees pursuant to section
453A(b)(1XB), and the Sate which each such employer has des-
ignated to receive such information.

"(J)(1)(A) The Secretary shall transmit information on individ-
uals and employers maintained under this section to the Social Se-
curity Administration to the extent necessary for verification in ac-
.cordance with subparagraph (B).

"(B) The Social Security Administration shall verify the accu-
racy of, correct, or supply to the extent possible, and report to the
Secretary, the following information supplied by the Secretary pur-
suant to subparagraph (A:

ThM e name, social security number, and birth date of
each such individual.

"(ii) The employer identification number of each such em-
ployer.
"(2) For the purpose of locating individuals in a paternity es-

tablishrnent case or a case involving the establishment, modifica-
tion, or enforcement of a support order, the Secretary shall-

"(A) compare information in the National Directory of New
Hires against information in the support case abstracts in the
Federal Case Registry of Child Support Orders not less often
than every 2 business days; and

"(B) within 2 such days after such a comparison reveals a
match with respect to an individual, report the information to
the State agency responsible for the case.
"(3 To the extent and with the frequency that the Secretary

determines to be effective in assisting States to carry out their re-
sponsibilities under programs operated under this part and pro-
grams funded under part A, the Secretary shall-

"(A) compare the information in each component of the
Federal Parent Locator Service maintained under this section
against the information in each other such component (other
than the comparison required by paragraph (2)), and report in-
stances in which such a comparison reveals a match with re-
spect to an individual to State agencies operating such pro-
grams; and

"(B disclose information in such registries to such State
agencies.
"(4) The National Directory of New Hires shall provide the

Commissioner of Social Security with all information in the Na-
tional Directory, which shall be used to determine the accuracy of
payments under the supplemental security income program under
title XVI and in connecion with benefits under title 11.

"(5) The Secretary may provide access to information reported
by employers pursuant to section 453A(b) for research purposes

0 W
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found by the Secretary to, be likely to contribute to achieving the
purposes of part+ A or this part* but without personal identifiers.

"(kl) The Secretary shall reimburse the Commissioner of So-
cial Security, at a rate negotiated between the Secretary and the
Commissioner, for the costs incurred by the Commissioner in per-
forming the verification services described in subsection QI).

"(2) The Secretary shall reimburse costs incurred by State di-
rectories of new hires in furnishing information as required by sub-
section Qj)(3), at rates which the Secretary determines to be reason-
able (which rates shall not include payment for the costs of obtain-
ing, compiling, or maintaining such information).

"(3) A State or Federal agency that receives Information from
the Secretary pursuant to this section shall reimburse the Sec-
retary for costs incurred by the Secretary in furnishing the infor-
mation, at rates which the Secretary determines to be reasonable
(which rates shall include payment or te costs of obtaining, yeni-
fyinq, maintaining, and comparing the information).

'() Information in the Federal Parent Locator Service, and in-
formation resulting from comparisons using such information, shall
not be used or disclosed except as expressly provided in this sec-
tion, subject to section 6103 of the Internal Revenue Code of 1986.

"(in) The Secretary shall establish and implement safeguards
with respect to the entities established under this section designed
to-

"(1 ensure the accuracy and completeness of information
in the Federal Parent Locator Service; and

"(2) restrict access to confidential information in the Fed-
eral Parent Locator Service to authorized persons, and restrict
use of such information to authorized purposes.
"(n) Each department, agency, and instrumentality of the Unit-

ed States shall on a quarterly basis report to the Federal Parent
Locator Service the name and social security number of each em-
ployee and the wages paid to the employee during the previous
quarter, except that no report shall be filed with respect to an em-
ployee of a department, agency, or Instrumentality performing in-
telligence or counterintelligence functions, if the head of such de-
partment, agency, or Instrumentality has determined that filing
such a report could endanger the safety of the employee or com-
promise an ongoing investigation or intelligence mission.".

(f)CONFOMING AMENDMETS.-
(1) TO PART D OF TITLE IV OF THE SOCIAL SECURITY ACT,.

Section 454(8XB) (42 U.S.C. 654(8)(B)) is amended to read as
follows:

"(B) the Federal Parent Locator Service established
under section 453;".
(2) To FEDERAL UNEMPLOYMENT TAX ACT.-Section

3304(aX 16) of the Internal Revenue Code of 1986 is amended-
(A) by striking "Secretary of Health, Education, and

Welfare" each lace such term appears and inserting "Sec-
reti of Health and Human Services";(B) in subparagraph (B), by striking such informa-
tion" and all that follows and inserting iin~formation fur-
nished under subparagraph (A) or (B) is used only for the
purposes authorized under such subparagraph;";



481

(C) by striking "and" at the end of subparagraph (A);
(D) by redesignating subparagraph(B as subpara-

graph (C); and
(E) by inserting after subparagraph (A) the following

new subparagraph:
"(B) wage and unemployment comp.nsaion informa-

tion contained in the records of such agency shall be fur-
nished to the Secretary of Health and Human Services (in
accordance with regulations promulgated by such Sec-
retary) as necessary for the purposes of the National Di-
rectory of New Hires established under section 453(1) of
the Social Security Act, and".
(3) To STATE GRANT PROGRAM UNDER TITLE III OF THE SO-

CIAL SECURITY ACT.-Subsection (h) of section 303 (42 U.S.C.
503) is amended to read as follows:
"(hXl) The State agency chare with the administration of

the State law shall, on a reimburssable basis--
"(A) disclose quarterly, to the Secretary of Health and

Human Services wage and claim information, as required pur-
suant to section 453(iX 1), contained in the records of such
agency

"(B) en sure that information provided pursuant to sub-
paragraph (A) meets such standards relating to correctness
and verifcation as the Secretary of Health and Human Serv-
ices, with the concurrence of the Secretary of Labor, may find
necessary; and

"(C) establish such safeguards as the Secretary of Labor
determines are necessary to Insure that information disclosed
under subparagraph (A) Is used only for purposes of section
453(iXl) in carrying out the child support enforcement program
under title WV.
"(2) Whenever the Secretary of Labor, after reasonable notice

and opportun' j for hearing to the State agency charged with the
administration of the State law, finds tha tere is a failure to com-
ply substantially with the requirements of paragraph (1), the Sec-
retary of Labor shall notify such State agency that further pay-
ments will not be made to the State until the Secretary of Labor
is satisfied that there is no longer any such failure. Until the Sec-
retar of Labor is so satisfied, the Secretary shall make no future
cert cation to the Secretary of the Treasury with respect to the
State.

"(3) For purposes of this subsection-
"(A) the term 'wage information' means information re-

garding wages paid to an individual, the social security account
number of such individual, and the name, address, State, and
the Federal employer identification number of the employer
paying such wages to such individual; and

(B) the term 'claim information' means information re-
garding whether an individual is receiving, has received, or
has made application for, unemployent compensation, the
amount of any such compensation being received (or to be re-
ceived by such individual), and the individual's current (or
most recent) home address.".
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SEC. 7817. COLLECTION AND USE OF SOCIAL SECURITY NUKMBES FOR

USE IN CHIW SUPPORT ENFORCEMENT.
(a) STATE LAW REQuiREMENT.-Section 466a) (42 U.s.c.

666(a)), as amended by section 7315, is amended by adding at the
end the following new paragraph:

"(13"U) Procedures requiring that the social security number

"(A) any applicant for a professional license, commer-
cial driver's license, occupational license, or marriage li-
cense be recorded on the application;

"(B any individual who is subject to a divorce decree,
support order, or paternity determination or acknowledg-
ment be placed in the records relating to the matter; and

"(C) any individual who has died bep laced In the
records relating to the death and be recordedon the death
certificate.

For purposes of subparagraph (A), if a State allows the use of
a number other than the social securt ubr h tt
shall so advise any applicants, "riynubrte0tt
Wb)CONFORmIN AMENDMENTS.-Section 205(cX2XC) (42

U.S.C. 405(cX2XC)), as amended by section 321(a)(9) of the Social
Security Independence and Program Improvements Act of 1994, is
amended-

44(1) in clause (I), by striking "may require" and inserting
"shall require";

(2) In clause (ii), by inserting after the 1st sentence the fol-
lowing: "In the administration of any law involving the issu-
ance of a marriage certificate or license, each State shall re-
quire each party named in the certificate or license to furnish
to the State (or political subdivision thereof), or any State
agency having administrative responsibility for the law in-
volved, the social security number of the party.";

(3) in clause (ii), by inserting "or marriage certificate" after
"Such wcmbers shall not be recorded on the birth certificate".

ad(4) in clause (vi), by striking "may" and inserting "shall";

(5) by adding at the end the following new clauses:
"Wx An agency of a State (or a political subdivision

thereof), charged with the administration of any law
concerning the issuance or renewal of a license, certifli-
cate, permit, or other authorization to engage mna pro-
fessi~on, an occupation or a commercial activity shall
require all a plicants tor issuance or renewal of the li-
cense, certificate, permit, or other authorization to
provide the applicant's social security number to the
agency for the purpose of administering such laws,
and for the purpose of responding to requests for infor-
mation from an agency operating pursuant to part D
Of title IV.

"(xi) All divorce decrees, support orders, and pa-
ternity determinations issued, and all paternity ac-
knowledgments made, in each State shall include the
social security number of each party to the decree,
order, determination, or acknowledgement in the
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records relating to the matter, for the purpose of re-
sponding to requests for information from an agency
operating pursuant to part D of title IV."

CHAPTER 3-S3TREAMLINING AND UNIFORMITY OF
PROCEDURES

SEC. 7821. ADOPTION OF UNIFORM STATE LAWS.
Section 466 (42 U.S.C. 666) is amended by adding at the end

the following new subsection:
"(f)(1) In order to satisfyr section 454(2OXA) on or after January

1, 1997, each State must have in effect the Uniform Interstate
Family Support Act as approved by the National Conference of
Commissioners on tiniform State Laws In August 1992 (with the
modifications and additions specified In this subsection), and the
procedures required to implement such Act.

"(2) The State law enacted pursuant to paragraph (1) may be
applied to any case involving an order which Is established or
modified in a State and which is sought to be modified or enforced
in another State.

"(3 The State law enacted pursuant to paragraph (1) of this
subsection shall contain the following provision in lieu of section
611(aXlI) of the Uniform Interstate Family Support Act:

"'(1 the following requirements are met:
"'(I) the child, themindividual obligee, and the obligor-

"'(I do not reside in the Issuing State; and
"V(I) either reside in this State or are subject to

the jurisdiction of this State pursuant to section 201;
and
"'00i in any case where another State is exercising or

seeks to exercise Jurisdiction to modify the order, the con-
ditions of section 204 are met to the same extent as re-
quired for proceedings to establish orders; or'.

"(4 The State flaw en acted pursuant to paragraph (1) shall pro-
vide that, In any proceeding subject to the law, process may be
served (and proved) upon persons In the State by any means ac-
ceptable in any State which is the initiating or responding State in
the proceeding.".
SEC. 7822. IMPROVEMENTS TO FULL FAITH AND CREDIT FOR CHUL

SUPPORT ORDERS.
Section 1738B of title 28, United States Code, is amended-

(1) in subsection (0X2), by striking "subsection (e)" and in-
serting "subsections (e) Mf and (I)";

(2) in subsection (b), by inserting after the 2nd undesig-
nated paragraph the following:

"'child's home State' means the State In which a child
lived with a parent or a person acting as parent for at least
6 consecutive months immediately preceding the time of fiing
of a petition or comparable pleading for support and, if a child
is less than 6 month old, the State In which the child lived
from birth with any of them. A period of temporary absence of
any of them is counted asp art of the 6-month period.";

(3) in subsection (c), by inserting "by a court of a State"
before "is made";
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(4) In subsection (0X1), by inserting "and subsections (e),
(0, and (g)" after "located";

(5) in subsection (d)-
(A) by inserting "individual" before "contestant"; and(
(B) by striking "subsection (e)" and inserting "sub-

sections (e) and (f)";
(6) in subsection (e), by striking "make a modification of a

child suppoAt oder with respect to a child that is; made" and
inserting "moify a child support order issued";

(7) in subsection (e01), by inserting "pursuant to sub-
section (1)" before the semicolon;

(8) in subsection (eX2)-
(A) by inserting "individual" before "contestant" each

place such term appears; and
(B) by striking "to that court's making the modifica-

tion and assuming?' and inserting "with the State of con-
tinuing, exclusive jurisdiction for a court of another State
to modify the order and assume";
(9) by redesignating subsections Yt) and (g) as subsections

(g) and (h), respectively;
(10) by inserting after subsection (e) the following new

subsection:
"TI) RECOGNITION OF CHILD SUPPORT ORDERS.-If 1 or more

child support orders have been issued in this or another State with
regard to an obligor and a child, a court shall apply the following
rules In determining which order to recognize for purposes of con-
tinuing, exclusive jurisdiction and enforcement:

"(1 )If only 1 court has issued a child support order, the
order of that court must be recognized.

"(2) If 2 or more courts have issued child support orders
for the same obligor and child, and only 1 of the courts would
have continuing, exclusive jurisdiction under this section, the
order of that court must be recognzed.

"(3) If 2 or more courts have' issued child support orders
for the same obligor and child, and more than 1 of the courts
would have continuing, exclusive jurisdiction under this sec-
tion, an order issued by a court in the current home State of
the child must be recognized, but if an order has not been is-
sued in the current home State of the child, the order most re-
centlyv issued must be recognized.

"(4) If 2 or more courts have issued child support orders
for the same obligor and child, and none of the courts would
have continuing, exclusive jurisdiction under this section, a
court may issue a child support order, which must be recog-
nized.

"(5) The court that has issued an order recognized under
this subsection is the court having continuing, exclusive juris-
diction.";

(11) in subsection (g) (as so redesignated)-
(A) by striking "PRIOR" and inserting "MODIFIED"; and
(B) by striking "subsection (e)" and inserting "sub-

sections (e) and (0)";
(12) in subsection (h) (as so redesignated)-
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(A) in paragraph (2), by inserting "Including the dura-
tion of cunent payments and other o6bllgatlons of support"
before the comma; and

(B) in paragraph (3), by inserting "arrears under" after
"enforce"; and
(13) by adding at the end the following new subsection:

"U(I) REGISTRATioN FOR MODIFiCAioN.-If there Is no -ndividual
contestant or child residing In the issuing State, the party or sup-
prt enforcement agency seeking to modif, or to* modify and en-

foce achldspport order issued In another Stat. shall register
that order In a State with jurisdiction over the nonmovant for the
purpose of modification.".
SEC. 78=8 ADMINISTRATIVE ENFORCEMENT IN INTERSATE CASES.

Section 466(a) (42 U.S.C. 666(a)), as amended by sections 7315
and 73 17(a), Is amended by adding at the end the following new
paragraph:

"(14) Procedures under which-
"(Ai) the State shall respond within 5 business days

to a request made by another State to enforce a support
order; and

"(ii) the term 'business day' means a day on which
State offices are open for regular business;

"(B) the State may, by electronic or other means,
transmit to another State a request for assistance in a
case Involving the enforcement of a support order, which
request--

"(I) shall Include such information as will enable
the State to which the request is transmitted to com-
p are the Information about the case to the information
In the data bases of the State; and

"00i shall constitute a certification by the request-
ing State-

"(I) of the amount of support under the order
the payment of which is in arrears; and

'(11) that the requesting State has complied
with all procedural due process requirements ap-
plicable to the case-

"(C) if the State provides assistance to another State
p ursuant to this paragraph with respect to a case, neither
State shall consider the case to be transferred to the case-

load of such other State; and
"(D) the State shall maintain records of-

"(I) the number of such requests for assistance re-
ceived by the State;

"00i the number of cases for which the State col-
lected support In response to such a request; and

"(III) the amount of such collected support.".
SEC. 7324. USE OF FORMS IN INTRSTATE ENFORCEMENT.

(a) PROMULGATioN.-Section 452(a) (42 U.S.C. 652(a)) is
amended-

(1) by striking "and" at the end of paragraph (9);
(2) by striking the period at the end of paragraph (10) and

inserting "; and"; and
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(3) by addIng at the end the following new pargrph:
"(11) not later than 60 days after the date of the enact-

ment of the Balance Budget Reconciliation Act of 1995 estab-
lish an advisory committee, which shall include State directors
of programs under this part, and not later than June 30, 1996,
after consultation with the advisory committee, promulgate
forms to be used by States In interstate cases for-.

"(A) collection of child support through income with-
"hoB)ng imposition of liens; and

"(C) administrative subpoenas"
(b) USE BY STATES.-Section 454(9) *(42 U.S.C. 654(9)) is

amended-
(1) by striking "and" at the end of subparagraph (C)
(2) by Inserting "and" at the end of subparagraph (b); and
(3) byr adding at the end the following new subparagraph:

"(E no later than October 1, 1996, in using the forms
promulgFated pursuant to section 452(aX 11) for income
withholdIng, imposition of liens, and issuance of adminis-
trative subpoenas in interstate child support cases;".

SEC. 7325. STATE LAWS PROVIDING EXPEDITED PROCEDURES.
(a) STATE LAw REQUIREmENT.-Section 466 (42 U.S.C. 666),

as amended by section 7314, is amended-
(1) in subsection (aX2), by striking the 1st sentence and in-

sertin g the following: "Expedited administrative and judicial
procedures (including the procedures specified in subsection
(c) for establishing paternity and for establishing, modifying,
and enforcing support obligations."; and

(2) by Inserting after subsection (b) the following new sub-
section:

"n:"(c) The procedures specified in this subsection are the follow-

"(1 Procedures which give che State agency the authority
to take the following actions relating to establishment or en-
forcement of support orders, without the necessity of obtaining
an order from any other judicial or administrative tribunal
and to recognize and enforce the authority of State agencies of
other States) to take the following actions:

"(A) To order genetic testing for the purpose of pater-
nity establishment as provided in section 466(aX5).

"(B) To subpoena any financial or other information
needed to establish, modify, or enforce a support order,
and to impose penalties for failure to respond to such a
subpoena.

"(C) TO require all entities in the State (including for-
profit, nonprofit, and government employers) to provide
promptly, in response to a request by the State agency of
that or any other State administering a program under
this part, information on the employment, compensation,
and benefits of any individual employed by such entity as
an employee or contractor, and to sanction failure to re-
spond to any such request.

"(D) To obtain access, subject to safeguards on privacy
and information security, toithe following records (includ-

P.q I -Wýftftv rMPPOWN,
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ing automated access, In the case of records maintained in
automated data bases):

"(I) Records of other State and local government
agencies, including-

"(I vital statistics (including records of mar-
riage, birth, and divorce);

"(1I) State and local tax and revenue records
(including information on residence address, em-
ployer income and assets);

"u(ill) records concerning real and titled per-
sonal property;

"(IVM records of occupational and professional
licenses, and records concerning the ownership
and control of corporations, partnerships, and
other business entities;

"MV employment security records;
"(VI) records of agencies administering public

assistance programs;
"(VII) records of the motor vehicle depart-

ment; and
"(VIII corrections records.

"00i Certain records held by private entities, in-
cluding-

"(I) customer records of public utilities and
cable television companies; and

"(11) information (including information on as-
sets and liabilities) on individuals who owe or are
owed support (or against or with respect to whom
a support obligation is sought) held by financial
institutions (subject to limitations on liability of
such entities arising from affording such access),
as provided pursuant to agreements described in
subsection (aX 18).

"(E In cases where support i's subject to an assign-
ment in order to comply with a requirement imposed pur-
suant to part A or section 2136, or to a requirement to pay
through the State disbursement unit established pursuant
to section 454B, upon providing notice to obligor and obli-
gee, to direct the obligor or other payor to change the
payee to the apprprate government entity.

"(F) To orer income withholding in accodnewt
subsections (a)(1) and (b of section 466.

"(G) In cases in which there is a support arrearage, to
secure assets to satisfy the arrearage by-

"(I) intercepting or seizing periodic or lump-sum
payments from-

"(I) a State or local agency, including unem-
ployment compensation, workers' compensation,
another benefits; and

"(II) judgments, settlements, and lotteries;
"(I!) attaching and seizing assets of the obligor

held in financial institutions;
"(III) attaching public and private retirement

funds; and
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"(iv) Imposing lions In accordance with subsection
(0X4) and in appropriate cases, to force sale of prop-
erty and distribution of proceeds.
"(H) For the purpose of securing overdue support, to

Increase the amount of monthly support payments to in-
clude amounts for arrearages, subject to such conditions or
limitations as the State may provide.

Such procedures shall be subject to due process safeguards, in-
cluding (as appropriate) requirements for notice, opportunity to
contest the action, and opportunity for an appeal on the record
to an independent administrative or Judicial tribunal.

"(2 The expedited proceures required under subsection
(a)(2) shall include the folowing rules and authority, applica-
ble with respect to all proceedings to establish paternity or to
establish, modifýr, or enfcore support orders:

"(A) Procedures under which-
"(I) each party to any paternity or child support

proceeding is required (subject to privacy safeguards)
to file with the tribunal and the State case registry
upon entry of an order, and to update as appropriate,
information on location and identity of the party, In-
cluding social security number, residential and mail-
ing addrsses, telephone number, driver's license num-
ber, and name, address, and name and telephone
number of employer; and

"(ii) in any subsequent child support enforcement
action between the parties, upon sufficient showing
that diligent effort has been made to ascertain the lo-
cation of such a party, the tribunal may deem State
due process requirements for notice and service of
process to be met with respect to the party, upon de-
livery of written notice to the most recent residential
or employer address filed with the tribunal pursuant
to clause (I).
"(B) Procedures under which-

"(I) the State agency and any administrative or ju-
dicial tribunal with authority to hear child support
and paternity cases exerts statewide jurisdiction over
the parties; and

(ii) in a State in which orders are issued by
courts or administrative tribunals, a case mayt be
transferred between local jurisdictions in the Sate
without need for any additional filing by the peti-
tioner, or service of process upon the respondent, to re-
tain jurisdiction over the parties.".

(W)AuOMTIOmnmOF STATEAGENcy FUNCTiONS.--Section 454A,
as added by section 7344(aX2) and as amended by sections 7311
and 73 12(c), is amended by adding at the end the following new
subsection:

"(h) EXPEDITED ADmINIraTIV PRocEDUREs.-The automated
system requird by this section shall be used, to the maximum ex-
tent feasibluea, to Implement the expedited administrative procedures
required by section 466(c)..
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CHAPTER 4-PATERNITY ESTABLISHMENT
SEC. 7381. STATE LAWS CONCERNING PATERNIY ESTAB'ISHMMEN.

(a) STATE LAW8 REQUIRED.--Section 466(aX5) (42 U.s.c.
666(aX5)) is; amended to read as follows:

"(5AXi) Procedures which permit the establishment of the
paternity of a child at any time before the child attains 21
years of age.

"00i As of August 16, 1984, clause (I) shall also apply to a
child for whom paternity has not been established or for whom
a paternity action was brought but dismissed because a statute
of limitations of less than 21 years was then In effect in the
State.

"(BXi) Procedures under which the State is required, in a
contested paternity case, unless otherwise barred by State law,
to require the child and all other parties (other than Individ-
uals found under section 454(29) to have good cause for refus-
ing to cooperate) to submit to genetic tests upon the request of
any such party if the request is supported by a sworn state-
ment by the party-

"(I) alleging paternity, and setting forth facts estab-
lishing a reasonable possibility of the requisite sexual con-
tact between the parties; or

"(II) denying paternity, and setting forth facts estab-
lishing a reasonable possibility of the nonexistence of sex-
ual contact between the parties.
"00i Procedures which require the State agency in any case

in which the agency orders genetic testing-
"(I) to pay costs of such tests, subject to recoupment

(where the State so elects) from the alleged father if pater-
nity is established; and

"(II) to obtain additional testing in any case where an
original test result is contested, upon request and advance
payment by the contestant.
'(C)() Procedures for a simple civil process for voluntarily

acknowledging paternity under which the State must provide
that, before a mother and a putative father can sign an ac-
knowledgment of paternity, the mother and the putative father
must be given notice, orally and in writing, of the alternatives
to, the legal consequences of, and the rights (including, if 1
parent is a minor, any rights afforded due to minority status)
and responsibilities that arise from, signing the acknowledg-
ment.

"00i Such procedures must include a hospital-based pro-
gram for the voluntary acknowledgment of paternity focusing
on the period immediately before or after the birth of a child,
subject to such good caus aRnd other exceptions as the State
shall establish and taking into account the best 'Interests of the
child.

"(iii)(I) Such procedures must require the State agency re-
sponsible for maintaining birth records to offer voluntary pa-
ternity establishment services.
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"(IIXaa) The Secretary shall prescribe regulations govern-
Ing voluntary paternity estab lishment services offered by hoe-

r pitals and birth record agencies.
"f "(bb) The Secretary shall prescribe regulations specifying

the types of other entitles that may offer voluntary paternity
establishment services, and governing the provision of such
services, which shall include a requirement that such an entity
must use the same notice provisions used by, use the same ma-
terials used by, provide the personnel providing such services
with the same training provided by, and evaluate the provision
of such services in the same manner as the provision of such
services is evaluated by, voluntary paternity establishment
programs of hospitals and birth record agencies.

"(iv) Such procedures must require the State to develop
and use an affidavit fbr the voluntary acknowledgment of pa-
ternity which includes the minimum requirements of the affi-
davit developed by the Secretary under section 452(aX7) for the
voluntary acknowledgment of paternity, and to give full faith
and credit to such an affidavit signed in any other State ac-
cording to its procedures.

"(D)(i Procedures under which the name of the father
shall be included on the record of birth of the child only-

"(I if the father and mother have signed a voluntary
acknowledgment of paternity; or

"(11) pursuant to an order issued in a judicial or ad-
ministrative proceeding.

Nothing in this clause shall preclude a State agency from ob-
taining an admission of paternity from the father for submis-
sion in a judicial or administrative proceeding, or prohibit an
order issued in a Judicial or administrative proceeding which
bases a legal finding of paternity on an admission of paternity
by the father and any other additional showing required by
State law.

"(Oi) Procedures under which-
"(I) a voluntary acknowledgment of paternity is con-

sidered a legal fin ding of paternity, subject to the right of
any signatory to rescind the acknowledgment within 60
days;

"(11) after the 60-day period referred to in subclause
(1), a signed voluntary acknowledgment of paternity may
be challenged in court only on the basis of fraud, duress,
or material mistake of fact, with the burden of proof upon
the challenger, and under which the legal responsibilities
(including chlsuprobiaon)f any signatory aris-
ing from the acknowledgment may not be suspended dur-
ing the challenge, except for good cause shown; and

"(III)Judicial or administrative proceedings are not re-
quired or permitted to ratify an unchallenged acknowledg-
ment of paternity.
"(E Procedures under which Judicial or administrative

proceedings are not required or permitted to ratify an unchal-lenged acknowledgment of paternity.
"(M)Procedures~
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"(I) requiring the admission into evidence, for purposes
of estalishiing paternity, of the results of any genetic test
that Is-

"(I of a type generally acknowledged as reliable
by accreditation bodies designated by the Secretary;
and

"(11)ye rformed by a laboratory approved by such
an accredtation body"00i requirinan objection to genetic testing results to

be made In writing not later than a specified number of
days before any hearing at which the results may be intro-
duced Into evidence (or, at State option, not later than a
specified number of days after receipt of the results); and

"(III) making the test results admissible as evidence of
paternity without the need for foundation testimony or
other proof of authenticity or accuracy, unless objection Is
made.
"(G) Procedures which create a rebuttable or, at the option

of the State, conclusive presumption of paternity upon genetic
testing results indicating a threshold probability that the al-
leged father is the father of the child.

"(H) Procedures requiring a default order to be entered in
paternity case upon a show ing of service of rocess on the de-

fendant and any additional showing rrequir d by State law.
"(M Procedures providing that the parties to an action to

establish paternity are not entitled to a trial by jury.
"(J)Procedures which require that a temporary order be

issued, upon motion by a party, requiring the provision of child
support pending an administrative or Judicial determination of
parentye, where there is clear and convincing evidence of pa-
ternity on the basis of genetic, tests or other evidence).

"(K) Procedures under which bills for pregnancy, child-
birth, and genetic testing are admissible as evidence without
requiring third-party foundation testimony, and shall con-
stitute prima facie evidence of amounts incurred for such serv-
ices or Ior testing on behalf of the child.

"(L Procedures ensuring that the putative father has a
reasonable opportunity to initiate a paternity action.

"M) Procedures under which voluntary acknowledgments
and adjudications of paternity by judicial or administrative
processes are filed with the State registry of birth records for
comparrison with information in the State case registry.".
W(b) NATI ~PATERNITYACKNOWLEDGMENT AFFiDAVIT.--Sec-

tion 452(aX7) (42 U.S.C. 652(a)(7)) is amended by inserting ", and
develop an affidavit to be used for the voluntary acknowledgment
of paternity which shall include the social security number of each
parent" before the semicolon.

Wc TECHNICAL AmENDmENT.-Section 468 (42 U.S.C. 668) is
amended by striking "a simple civil process for voluntarily acknowl-
edging paternity and".
SEC. 7332. OUTREACH FOR VOLUNTARY PATERNITY ESTABLISHMENT.

Section 454(23) (42 U.S.C. 654(23)) is amended by inserting
"and will publicize the availability and encourage the use of proce-
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Idures for voluntary establishment of paternity and child support by
means the State deems appropriate" before the semicolon.
SEC.7838 COOPEATION DY APPLICANT FOR AND RECIPIENTS OF

TEMPRARY FAMILY ASSISANCE.
Section 454 (42 U.S.C. 654), as amended by sections 7301(b),

7804(a), 7312(a), and 7313(a), is amended-
(1) by striking "and" at the end of paragraph (27);
(2) by striking the period at the end of paragraph (28) and

inserting "; and"; and
(3) b Inserting after paragraph (28) the following new

providee that the State agency responsible for admin-
istering the State plan-

"(A) shall make the determination (and redetermina-
tion at appropriate intervals) as to whether an individual
who has applied for or is receiving assistance under the
State program funded under part A or the State program
under title XX Iis cooperating In good faith with the Strate
In establishing the paternity of, or in establishing, modify-Ing or enforcing a support order for, any child of the indi-
vidual by providing the State agency with the name of,
and such other Information as the State agency may re-
quire with respet to, the noncustodial parent of the child,
subject to suchgo cause and other exceptions as the
State shall establish and taking Into account the best in-
terests of the child;

"MB shall require the Individual to supply additional
necessary information and appear at interviews, hearings,
and legal proceedings;

"(C) shall require the individual and the child to sub-
mit to genetic tests pursuant to judicial or administrative
order; and

"(D) shall promptly notify the individual and the State
agency administering the State program funded under
part Aand the State agency administering the State pro-
gram under title XXI of each such determination, and if
noncooperation is determined, the basis therefore.".

CHAPTER 5-PROGRAM ADMINISTRATION AND
FUNDING

SEC. 7841. PERFORMANCE-BASED INCENTIVES AND PENALTIES.
(a) INCENTIVE PAYMENT.-

(1) IN GENERAL.--Section 458 (42 U.S.C. 658) is amended-
(A) in subsection (a), by striking "aid to families" and

all through the end period, and inserting "assistance under
a program funded under p art A, and regardless of the eco-
nomic circumstances of their parents, the Secretary shall,
from the support collected which would otherwise rep-
resent the reimbursement to the Federal government
under section 457, pay to each State for each fiscal year,
on a quarterly basis (as described in subsection (e)) begin-
ning with the quarter commencing October 1, 1999, an in-
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centive payment In an amount determined under sub-
sections (b) and (c).";

(B) b striking subsections (b) and (c) and inserting
the following:

"(bXl) Not later than 60 days after the date of the enactment
of the Balanced Budget Reconciliation Act of 1995, the Secretary
shall establish a committee which shall Include State directors of
programs under this part and which shall develop for the Sec-
retary's approval a formula for the distribution of incentive pay-
ments to the States.

"(2) The formula developed and approved under paragraph
(1)-

"(A) shall result in a percentage of the collections described
in subsection (a) being distributed to each State based on the
State's comparative performance in the following areas and
any other areas approved by the Secretary under this sub-
section:-

"(I) The W-_Dpaternity establishment percentage, as
defined in section 452(g)(2).

"00i The percentage of cases with a support order with
respect to which services are being provided under the
State plan approved under this part.

"(III) The percentage of cases with a support order in
which child support is; paid with respect to which services
are being so provided.

"(Iv) In cases receiving services under the State plan
approved under this p art, the amount of child support col-
lected compared to the amount of outstanding child sup-
port owed.

"(v The cost-effectiveness of the State program;
"(B) shall take Into consideration-

"(i the impact that incentives can have on reducing
the need to provide public assistance and on permanently
removing families from public assistance;

"0ii) the need to balance accuracy and fairness with
simplicity of understanding and data gathering;

"(III) the need to reward performance which improves
short- and long-term program outcomes, espeially estab-
lishing paternity and support orders and encouraging the
timely payment of support;

"(iv) the Statewide paternity establishment percent-
"(v) " baseline data on current performance and pro-

jected costs of performance increases to assure that top
performing States can actually achieve the top incentive
levels with a reasonable resource investment;

"(vi) performance outcomes which would warrant an
increase in the total incentive payments made to the
States; and

"(vii) the use or distribution of any portion of the total
incentive payments in excess of the total of the payments
which may be distributed under subsection (c);
"(C) shall be determined so as to distribute to the States

total Incentive payments equal to the total incentive payments
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for all States in fiscal year'1994, plus a portion of any Increase
in the reimbursement to the Fede'ral Cvernmont under sec-
tion 457 from fiscal year 1999 or any other increase based on
other performance outcomes approved by the Secretary under
this subsection;

"(D) shall use a definition of the term 'State' which does
not Include any area within the jurisdiction of an Indian tribal
government; and

"(E shall use a definition of the term 'Statewide _paternity
establishment percentage' to mean with respect to a State and
a fiscal year-

"(I) the total number of children in the State who were
born out of wedlock, who have not attained 1 year of age
and for whom paternity is established or acknowledged
during the fiscal year; divided by

"'(ii) the total number of children born out of wedlock
in the State during the fiscal year.

"(c) The total amount of the incentives payment made by the
Secretary to a State in a fiscal year shall not exceed 90 percent of
the total amounts expended by such State during such year for the
operation of the plan approved under section 454, less payments to
the State pursuant to section 455 for such year.";

(2) in subsection (d), by striking ", and any amounts"
through "shall be excluded".
(b PAYMENTS TO POLITICAL SUBDIVISIONS.--SectiOn 454(22) (42

U.S.C. 654(22)) Is amended by inserting before the semicolon the
following: ", but a political subdivision shall not be entitled to re-
ceive, and the State may retain, any amount in excess of the
amount the political subdivision expends on the State program
under this part, less the amount equal to the percentage of that ex-
penditure paid by the Secretar under section 455".

(c) CALCULATION OF IV-D PATERNITY ESTABLISHMENT PER-
CENTAGE.-

(1) Section 452(gXl) (42 U.S.C. 652(gXl) is amended-
(A) in the matter p receding subparagraph (A) by in-

serting "Its overall performance in child support entforce-
ment is satisfactory (as defined in section 458(b) and regu-
lations of the Secretary), and" after "1994,"; and

(B) In each of subparagraphs (A) and (B), by striking
"75" and inserting "90".
(2) Section 452(gX2XA) (42 U.S.C. 652(gX2)(A)) is amended

in the matter preceding clause (i)-
(A) by striking "paternity establishment percentage"

and inserting "IV.-D paternity establishment percentage";
and

(B) by striking "(or all States, as the case may be)".
(3) Section 452(gX3) (42 U.S.C. 652(gX3)) is amended-

(A) by striking subparagraph (A) and redesigating
subparagraphs (B) and (C) as subparagraphs (A) and (B),
respectively;

(B) in subparagraph (A) (as so redesignated), by strik-
ing "the percentage of children born out-of-wedlock in a
State" and inserting "the percentage of children in a State
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who are born out of wedlock or for whom support has not
been established"; and

(C) in subparagraph (B) (as so redesignated)-
(I by inserting "and overall performance in child

support enforcement" after "paternity establishment
percentages"; and

0ii by inserting "and securing support" before the
period.

(d EFFECTIVE DATES.-
(1) INCENITIVE ADJUSTMENTS.-

(A) IN GENERAL.-The amendments made by sub-
sections (a) and (b) shall become effective on the date of
the enactment of this Act, except to the extent provided in
subparagraph (B).

(B) EXCEPTiON.-Section 458 of the Social Security
Act, as in effect before the date of the enactment of this
section, shall be effective for purposes of incentive pay-
ments to States for fiscal years before fiscal year 2000.
(2) PENALTY REDUCTIONS.-The amendments made by sub-

section (c) shall become effective with respect to calendar quar-
ters beginning on and after the date of the enactment of this
Act.

SEC. 7842. FEDERAL AND STATE REVIEWS AND AUDITS.
(a) STATE AGENCY ACTIVITIES.-Section 454 (42 U.S.C. 654) is

amended-
(1) in paragraph (14), by striking "(14)" and inserting

"C 14XA)"9;
pr( 2 )ab~ redesignating paragraph (15) as subparagraph (B) of
parar (4); and)iinserting after paragraph (14) the following new

parafrap9"
'(15) provide for-

"(A) a process for annual reviews of and reports to the
Secretary on the State program operated under the State
plan approved under this part, including such information
as may be necessary to measure State compliance with
Federal requirements for expedited procedures, using such
standards and procedures as are required by the Sec-
retary, under which' the State agency will determine the
extent to which the program is operated in compliance
with this part; and

"(B a process of extracting from the automated data
processing system required by paragraph (16) and trans-
mitting to the Secretary data and calculations concerning
the levels of accomplishment (and rates of improvement)
with respect to applicable performance indicators (includ-
ing IV-D paternity establishment percentages and overall
performance in child support enforcement) to the extent
necessary for purposes of sections 452(g) and 458.".

(b) FEDERAL ACTivIEs.-Section 452(a)(4) (42 U.S.C.
652(aX4)) is amended to read as follows:

"(4A) review data and calculations transmitted by State
agencies pursuant to section 454(15XB) on State program ac-
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qomplishments with respect to performance indicators for pur-
,poses of subsection (g)o this section and section 458;

"(B) review annual reports submitted pursuant to section
,~454(15XA) and, as appropriate, provide to the State comments,
'Irecommendations for a ditonal or alternative corrective ac-

e' tions, and technical assistance; and
"(C) conduct audits, in accordance with the Government

auditing standards of the Comptroller General of the United
States-

"(I) at least once every 3 years (or more frequently, in
the case of a State which falls' to meet the requirements
of this part concerning performance standards and reliabil-
ity of program data t assess, the completeness, reliability,
and security of the data, and the accuracy of the reporting
systems, used In calculating performance Indicators under
subsection (g) of this section and section 458;

"(ft) of the adequacy of financial management of the
State program operated under the State plan approved
under this art, including assessments of-

"(I) whether F~edea and other funds made avail-
able to carry out the State program are being appro-
priately expended, and are properly and fully ac-
counted for; and

"TII) whether collections and disbursements of
support payments are carried out correctly and are
fully accounted for; and
"(Il for such other purposes as the Secretary may find

necessary;".
(c EFFECTiVE DAT.E.-The amendments made by this section

shall be effective with respect to calendar quarters beginning 12
months or more after the date of the enactment of this Act.
SEC. 7848.REQUIRD REPORTING PROCEDURES.

(a) EsTABUisHMNT.--Section 452(aX5) (42 U.S.C. 652(aX5)) is
amended by inserting ", and establish procedures to be followed by
States for collecting and reporting information required to be pro-vided under this part, arnd establish uniform definitions (including
those necessary to enable the measurement of State compliance
with the requirements of this part relating to expedited processes)
to be applied in following such procedures" before the semicolon.

amNded~zP REQum ENT.Setion 454 (42 U.S.C. 654), as
amendedby sections 7301(b), 7304(a), 7312(a), 7313(a), and 7333,

is amended-
(1) by striking "and" at the end of paragraph (28);
(2) by striking the period at the end of paragraph (29) and

inserting "; and"; and
(3) by adding after paragraph (29) the following new para-

graph:
"(30) provide that the State shall use the definitions estab-

lished under section 452(aX5) in collecting and reporting infor-
mation as required under this part.".

SEC. 7844. AUTOMATED DATA PROCESSING REQUIREMENTS.
(a) REVISD REQUIREMENTS.-
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(1) IN GENERAL.--Section 454(16) (42 U.S.C. 654(16)) is
amended-

(A) by striking" at the option of the State,"
(B) by Inserting "and operation by the State agency"

after "for the establishment";
(C) by inserting "meeting the requirements of section

454A after "Informiation retrieval system";
(D) by striking "in the State and localities thereof, so

as (A)" and inserting "so as"s;
(E) by striking "(I)"; and
(F) by striking "(including" and all that follows and in-

serting a semicolon.
(2) AUTOMATED DATA PROCESSING.-Part D of title IV (42

U.S.C. 651-669) is amended by inserting after section 454 the
following new section:

"SEC. 45"A AUTOMATED DATA PROCESSING.
"(a) IN GENERAL.-In order for a State to meet the require-

ments of this section, the State agency administering the State pro-
gram under this part shall have in operation a single statewide
automated data processing and information retrieval system which
has the capability to Serform the tasks specified in this section
with the frequency an in the manner required by or under this
part."

"(b) PROGRAM MANAGEMENT.-The automated system required
by this section shall perform such functions as the Secretary may
specify relating to management of the State program under this
part, including-

"(1 controlling and accounting for use of Federal, State,
and local funds in carrying out the program; and

"(2) maintaining the data necessary to meet Federal re-
porting requirements under this part on a timely basis.
"(c) CALCULATION OF PERFORMANCE INDicAToRs.-In order to

enable the Secretary to determine the incentive and penalty adjust-
ments required by sections 452(g) and 458, the State agency
shall-

"(1 use the automated system-
"(A) to maintain the requisite data on State perform-

ance with respect to paternity establishment and child
support enforcement in the State; and

"(B to calculate the IV-D paternity establishment
percentage and overall performance in child support en-
forcement for the State for each fiscal year; and
"(2) have in place systems controls to ensure the complete-

ness and reliability, of, and ready access to, the data described
in. paragraph (1)(A), and the accuracy of the calculations de-
scribed in paragraph (1XB).
"1(d) INFORMATION INTEGRITY AND SEcuRrrY.-The State agency

shall have in effect safeguards on the Integrity, accuracy, and com-
pleteness of, access to, and use of data in the automated system re-
quired by this section, which shall include the following (in addi-
tion to such other safeguards as the Secretary may specify in regu-
lations):
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"(1 POLICIES RESTRICTING ACCESS.-Written policies con-
cerning access to data by State agency personnel, and sharing
of data with other persons, which-

"(A) permit access to and use of data only to the extent
necessary to carry out the State program under this part;
and

"(B) specify the data which may be used for particular
program purposes, and the personnel permitted access to
such data.
"(2) SYSTEMS CONTROLs.--Systems controls (such as pass-

words or blocking of fields) to ensure strict adherence to the
policies described in paragraph (1).

"(3)MONITORING OF ACCESS.-Routine monitoring of access
to and use of the automated system, through methods such as
audit trails and feedback mechanisms, to guard against and
promptly Identify unauthorized access or use.

"(41) TRAINING AND JNFRMATION.-Procedures to ensure
that all personnel (including State and local agency staff and
contractors) who may have access to or be required to use con-
fidential program data are Informed of applicable requirements
and penalties (including those in section 6103 of the Internal
Revenue Code of 1986), and are adequately trained in security
procedures.

"(5) PENALTiEs.-Administrative penalties (up to and in-
cluding dismissal from employment) for unauthorized access to,
or disclosure or use of, confidential data.".

(3) REGULATIONS.-The Secretary of Health and Human
Services shall prescribe final regulations for implementation of
section 454A of the Social Security Act not later than 2 years
after the date of the enactment of this Act.

(4) IMPLEMENTATION TIMETABLE.-Section 454(24) (42
U.S.C. 654(24)), as amended by sections 7304(aX2) and
7312(aX1), is amended to read as follows:

"(24) provide that the State will have in effect an auto-
mated data processing and information retrieval system-

"(A) by October 1, 1997, which meets all requirements
of this part which were enacted on or before the date of en-
actment of the Family Support Act of 1988; and

"(B) by October 1, 1999, which meets all requirements
of this art enacted on or before the date of the enactment
of the Balanced Budget Reconciliation Act of 1995, except
that such deadline shall be extended by 1 day for each day
(if any) by which the Secretary fails to meet the deadline
imposed by section 7344(aX3) of the Balanced Budget Rec-
onciliation Act of 1995.".

(b) SPECIAL FEDERAL MATCHING RATE FOR DEVELOPMENT
COSTS OF AuTOMATED SySTms.-

(1) IN GENERAL.--Section 455(a) (42 U.S.C. 655(a)) is
amended-

(A) In paragraph (1XB-
(I) by striking "90 percent" and inserting "the per-

cent speified in paragraph (3)";
(if)by striking "so much of"; and
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(III) by striking "which the Secretary" and all that
follows and inserting ", and"; and
(B) by adding at the end the following new paragraph:

"(3XA) The Secretary shall pay to each State, for each quarter
In fiscal years 1996 and 1997, 90 percent of so much of the State
expenditures described in paragraph. (1)(B) as the Secretary finds
are for a system meeting the requirements specified in section
454(16) (as in effect on the day before the date of the enactment
Of the Balanced Budget Reconciliation Act of 1995), but limited to
the amount approved for States in the advance planning documents
of such States submitted on or before May 1, 1995.

"(BXI) The Secretary shall pay to each State, for each carter
in fiscal years 1997 through 2001, the percentage specified in
clause 00i of so much of the State expenditures described In para-
graph (1XB) as the Secretary finds are for a system meeting the
requirements of sections 454(16) and 454A.

"U0ii The percentage specified in this clause is the greater of-
"(I)80percent; or
"(VI) the percentage otherwise applicable to Federal pay-

ments to the State under subparagaph (A) (as adjuE.' 4 pursu-
ant to section 458).".

(2) TEMPORARY LIMITATION ON PAYMENTS UNDER SPECIAL
FEDERAL MATCHING RATE.-

(A) IN GENERAL.-The Secretary of Health and Human
Services may not pay more than $260,000,000 in the air-
7grigalunersection 455(a)(3) of the Social Security Act

NA~calyears 1996, 1997, 1998, 1999, and 2000.
(B) ALLOCATION OF LIMITATION AMONG sTATEs.-The

total amount payable to a State under section 455(a)(3) of
such Act for fiscal years 1996, 1997, 1998, 1999, and 2000
shall not exceed the limitation determined for the State by
the Secretary of Health and Human Services in regula-
tions.

(C) ALLOCATION FoRmuLA.-The regulations referred
to In subparagraph (B) shall prescribe a formula for allo-
cating the amount specified in subparagraph (A) among
States with plans approved under part D of title WV of the
Social Security Act, which shall take into account-

(I) thýe relative size of State caseloads under such
part; and

40i the level of automation needed to meet the
automated data processing requirements of such part.

(c) CONFORMING AmENDmENT.--Section 123(c) of the Family
Support Act of 1988 (102 Stat. 2352; Public Law 100-485) is re-
pealed.
SEC. 7345. TECHNICAL ASSISTANCE.

(a) FOR TRAINING OF FEDERAL AND STATE STAFF, RESEARCH
AND DEMONSTRATION PROGRAMS, AND SPECIAL PROJECTS OF RE-
GIONAL OR NATIONAL SIGNIFICANCE.-Section 452 (42 U.S.C. 652) is
amended by adding at the end the following new subsection:

" 0) Out of anyý money in the Treasury of the United States not
otherwise appropriate, there is hereby appropriated to the Sec-
retary for each fiscal year an amount equal to 1 percent of the total
amount paid to the Federal Government pursuant to section 457(a)
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during the immediately preceding fiscal year (as determined on the
basis of the most recent reliable data available to the Secretary as
of the end of the 3rd calendar quarter following the end of such
preceding fiscal year), to cover costs incurred by thie Secretary for'-

(1) information dissemination and technical assistance to
States training of State and Federal staff, staffing studies, and
related activities needed to improve programs under this part
(including technical assistance concerning State automated
systems required by this part); and

"(2) research, demonstration, and special projects of re-
gional or national significance relating to the operation of State
programs under this part.".
OPERATION OF FEDERAL PARENT LOCATOR SERVICE.-Sec-

tion 453 (42 U.S.C. 653), as amended by section 7316(f), is amend-
ed by adding at the end the following new subsection:

(n) Out of any money in the Treasury of the United States not
otherwise ap ro priated, there is hereby appropriated to the Sec-
retary for eacKh fiscal year an amount equal to 2 percent of the total
amount aid to the Federal Government pursuant to section 457(a)
during thes immediately preceding fiscal year (as determined on the
basis of the most recent reliable data available to the Secretary as
of the end of the 3rd calendar quarter following the end of such
preceding fiscal year), to cover costs incurred by the Secretary for
operation of the Federal Parent Locator Service under this section,
to the extent such costs are not recovered through user fees.".
SERC. 7340. REPORTS AND DATA COLLECTION BYTH SECRETARY.

(a) ANNuAL REPORT To CONGREss.-
(1) Section 452(aX1OXA) (42 U.S.C. 652(aX1OXA))

amended-
is

(A) by striking "this part;" and inserting "this part, in-
cluding-';ad

(B)V..' adding at the end the following new clauses:
(1) the total amount of child support payments

collected as a result of services furnished during the
fiscal year to individuals receiving services under this
Parti((ii) the cost to the States and to the Federal Gov-
ernment of so furnishing the services; and

"Offi) the number of cases involving families-
"(I who became ineligible for assistance

under State programs funded under part A during
a month in the fiscal year; and

"(11) with respect to whom a child support
payment was received in the month;".

(2) -Section 452(aX1OXC) (42 U.S.C. 652(aXlOXC)) is
amende(

(A) in the matter preceding clause (I)-
(I) by striking "with the data required under each

clause being separately stated for cases" and inserting
"separately stated for (1) cases";.(ii) by striking "cases where the child was for-
merly receiving" and inserting "or formerly received";

(III) by inserting "or 2136" after "471(aXl7)"; and
(iv) by Inserting "(2)" before "all other";
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(B) in each of clauses (1) and 0ii, by striking ", and the
total amount of such obligations";

(C) in clause (III), by striking "described in" and all
that follows and Inserting "in which support was collected
during te fiscal year-"-

(D) by strking clause (iv); and
(E) by redesignating clause (v) as clause (vii), and in-

serting after clause (III) the following new clauses:
"(iv) the total amount of support collected during

such fiscal year and distributed as current support;
"(M the total amount of support collected during

such fiscal year and distributed as arrearages;
"(vi) the total amount of support due and unpaid

for all fiscal years; and".
(3) Section 452(aX1OXG) (42 U.S.C. 652(aX1OXG)) is

amended by striking "on the use of Federal courts and".
(4) Section 452(aX 10) (42 U.s. C. 652(aX 10)) is amended-

(A) in subparagraph (H), by striking "and";
(B) in subparagrph (I), by striking the period and in-

serting";and";an
(C) by Inserting after subparagraph (I) the following

new subparagraph:
"(J) compliance, by State, with the standards estab-

lished pursuant to subsections Wh and (I).".
(5) Section 452(aXlO) (42 U.S.C. 652(aXlO)) is amended by

strkinall that follows subparagraph WJ, as added by para-

(b) FFECTwE DATE.-The amendments made by subsection (a)
shall be effective with respect to fiscal year 1996 and succeeding
fiscal years.

CHAPTER 6-ESTABLISHMENT AND MODIFCATION OF
SUPPORT ORDERS

SEC. 7351. NATIONAL CHIL SUPPORT GUIDELINES COMMISSION.
(a) ESTABLISHMENT.-There is hereby established a commission

to be known as the National Child Support Guidelines Commission
(in this section referred to as the "Commission").

(b) GENERAL DuTIEs.-
(1) INJ GENERAL.-The Commission shall determine-

(A) whether it is appropriate to develop a national
child support guideline for consideration by the Congress
or for adoption by individual States; or

(B) based on a study of various guideline models, the
benefits and deficiencies of such models, and any needed
improvements.
(2) DwvELopmENT OF MODELS-If the Commission deter-

mines under paragraph (iXA) that a national child support
guideline is needed or under paragaph (1XB) that improve-
ments to guideline models are needed, the Commission shall
develop such national guideline or improvements.
(C) MATTERS FOR CONSIDERATION BY THE CommissioN.-In

making the recommendations concerning guidelines required under
subsection (b), the Commission shall consi dr
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(1) the adequacy of State child support guidelines estab-
lished pursuant to section 467;

(2) matters generally applicable to all support orders, in-
cluding-

(A) the feasibility of adopting uniform terms In all
child sup po rt orders;

(B) h ow to define income and under what cir-
cumstances Income should be imputed; and

(C) tax treatment of child -support payments;
(3) the appropriate treatment of cases in which either or

both parents have financial obligations to more than 1 family,
including the effect (if any) to be given to-

(A) the Income of either parent's spouse; and
(B) the financial responsibilities of either parent for

other children or stepchildren;
(4) the appropriate treatment of expenses for child care

(including care of the children of either parent, and work-relat-
ed or job-training-related child care);

(5) the appropriate treatment of expenses for health care
(including uninsured health care) and other extraordinary ex-
penses for children with special needs;

(6) the appropriate duration of support by 1 or both par-
ents, including-

(A) support (including shared support) for postsecond-
ary or vocational education- and

(B) supportt for disabled adult children;
(7) procedures to automatically adjust child support orders

periodically to address changed economic circumstances, in-
cluding changes In the Consumer Price Index or either parent's
Income and expenses in particular cases;

(8) procedures to help noncustodial parents address griev-
ances regarding visitation and custody orders to prevent such
parents from withholding child support payments until such
grievances are resolved; and

(9) whether, or to what extent, support levels should be ad-
justed in cases in which custody is shared or in which "the
noncustodial parent has extended visitation rights.
(d) MEMBERSHIP.-

(1) NUMBER; APPOINTMENT.-
(A) IN GENERAL.-The Commission shall be composed

of 12 individuals appointed not, later than January 15,
1997, of which-

(1) 2 shall be appointed by the Chairman of the
Committee on Finance of the Senate, and 1 shall be
appointed by the ranking minority member of the
Committee;

(if) 2 shall be appointed by the Chairman of the
Committee on Ways and Means of the House of Rp-
resentatives, and 1 shall be appointed by the ranking
minority member of the Committee; and

Wii 6 shall be appointed by the Secretary of
Health and Human Services.
(B) QUALIFICATIONS OF MEMBERS.-Members of the

Commission shall have expertise and experience in the
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evaluation and development of child support guidelines. At
least 1 member shall represent advocacy groups for custo-
dial parents, at least 1 member shall represent advocacy
groups for noncustodial parents, and at least 1 member
shall be the director of a State program under part D of
title IV of the Social Security Act.
(2) TERMS OF OFFicE.-Each member shall be appointed

for a term of 2 years. A vacancy in the Comnmission shall be
filled In the manner In which the original appointment was
made.
(e) COMMISSION POWERS, COMPENSATION, AccESS To INFORMA-

TION, AND SUPERvisiON.-The 1st sentence of subparagraph (C),
the 1st and 3rd sentences of subparagraph (D), subparagraph (F)
(except with respect to the conduct of medical studies), clauses (if)
and (if) of subparagraph (G), and subparagraph (H) of section
1886(e)(6) of the Social Security Act shall apply to the Commission
In the same manner in which such provisions apply to the Prospec-
tive Payment Assessment Commission.

Mt REPORT.-Not later than 2 years after the Appointment of
members, the Commission shall submit to the President, the Com-
mittee on Ways and Means of the House of Representatives, and
the Committee on Finance of the Senate, a recommended national
child support guideline and a final assessment of issues relating to
such a proposed national child support guideline.

(g) TERMINTINO-The Commission shall terminate 6 months
after the submission of the report described in subsection (e).
SEC. 7352. SIM[PLIFIED, PROCESS FOR REVIEW AND ADJUSTMENT OF

CHILD SUPPORT ORDERS.
Section 466(a)(10) (42 U.S.C. 666(aX 10)) is amended to read as

follows:
"(10) Procedures under which the State shall review and

adjust each support order being enforced under this part upon
the request of either parent or the State if there Is an assign-
ment. Such procedures shall provide the following:

"(A) The State shall review and, as appropriate, adjust
the support order every 3 years, taking into account the
best interests of the child involved.

"(B)(i) The State may elect to review and, if appro-
priate, adjust an order pursuant to subparagraph (A) by-

"(I) reviewing and, if appropriate, adjusting the
order In accordance with the guidelines established
pursuant to section 467(a) if the amount of the child
support award under the order differs from the
amount that would be awarded in accordance with the
guidelines; or

"(11) applying a cost-of-living adjustment to the
order in accordance with a formula developed by the
State and permit either party to contest the adjust-
ment, within 30 days after the date of the notice ofthe
adjustment, b making a request for review and, if ap-
propriate, adjustment of the order in accordance with
the child support guidelines established pursuant to
section 467(a).

20-067- 95 - 17
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"(ii) Any adjustment under clause (I) shall be made
without a requirement for proof or showing of a change in
circumstances.

"(C) The State may use automated methods (including
automated comparisons with wage or State income tax
data) to Identifyr orders eligible for review, conduct the re-
view, identify orders eligible for adjustment, and apply the
appropriate adjustment to the orders eligible for adjust-
ment under the threshold established by the State.

"(DXi) The State shall, at the request of either parent
subject to such an order or of a State child support en-
forcement agency, review and, ftyappropriate, adjust the
order in accordance with the guidelines established pursu-
ant to section 467(a) based upon a substantial change In
the circumstances of either parent.

"00i The State shall provide notice to the parents sub-
ject to such an order informing them of their right to re-
quest the State to review and, if appropriate, adjust the
order pursuant to clause (I). The notice may be Included in
the order.".

SEC. 7353. FURNISHING CONSUMER REPORTS FOR CERTAIN PURM
POSES RELATING TO CHILD SUPPORT.

Section 604 of the Fair Credit Reporting Act (15 U.S.C. 1681ib)
is amended by adding at the end the following new paragraphs:

"(4) In response to a request by the head of a State or local
child support enforcement agency (or a State or local govern-
ment official authorize d bythe head of such an agency), if the
person making the request certifies to the consumer reporting
agency that-

"(A) the consumer report is needed for the purpose of
establishing an individual's capacity to make child support
payments or determining the appropriate level of such
payments;

"(B) the paternity of the consumer for the child to
which the obligation relates has been established or ac-
knowledged by the consumer in accordance with State
laws under which the obligation arises (if required by
those laws);

"(C) the person h" provided at least 10 days' prior no-
tice to the consumer whose report is requested, by certified
or registered mail to the last known address of the
consumer, that the report will be requested; and

"(D) the consumer report will be kept confidential, will
be used solely for a purpose described in subparagraph (A),
and will not be usedin connection with any other civil, ad-
ministrative, or criminal proceeding, or for any other pur-
pose.
"(5) To an agency administering a State plan under section

454 of the Social Security Act (42 U.S.C. 654) for use to set an
initial or modified child support award..".
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SEC. 7854. NONLIABILIT FOR DEPOSITORY SINiTUTIONS PROVIDE
ING FINANCIAL RECORDS TO STATE CHILD SUPPORT EN.
FORCEMENT AGENCIES IN CHIL SUPPORT CASES.

(a) IN GENERAL.-Notwithstanding any other provision of Fed-
eral or State law, a depository institution shall not be liable under
any Federal or State law to any person for disclosing any financial
record of an Individual to a State child support enforcement agency
attempting to establish, modify, or enforce a child support obliga-
tion ofsuch individual.

Wb PROHIBITION OF DISCLOSURE OF FINANCIAL RECORD OB-
TAINED BY STATE CHILD SUPPORT ENFORCEMENT AGENcy.-A State
child support enforcement agency which obtains a financial record
of an individual from a financial institution pursuant to subsection
(a) may disclose such financial record only for the purpose of, and
to the extent necessary in, establishing, modifying, or enforcing a
child support obligation of such individual.

(c CIVIL DAMAGES FOR UNAUTHORIZED DISCLOSURE.-
(1) DISCLOSURE BY STATE OFFICER OR EMPLOYEE.-If any

person knowingly, or by reason of negligence, discloses a finan-
cial record of an Individual in violation of subsection (b), such
Individual may bring a civil action for damages against such
person in a district court of the United States.

(2) No LIABILITY FOR GOOD FAITH BUT ERRONEOUS INTER-
PRETATioN.-No liability shall arise under this subsection with
respect to any disclosure which results from a good faith, but
erroneous, interpretation of subsection (b).

(3) DAmAGEs.-In any action brought under paragraph (1),
upon a finding of liability on the part of the defendant, the de-
fendant shall be liable to the plaintiff in an amount equal to
the sum of-

(A) the greater of-
(1) f1,000 for each act of unauthorized disclosure

of a financial record with respect to which such de-
fendant is found liable; or

00i the sum of-
(1) the actual damages sustained by the plain-

tiff as a result of such unauthorized disclosure;
plus

(ID) in the case of a willful disclosure or a dis-
closure which is the result of gross negligence, pu-
nitive damages; plus

(B) the costs (including attorney's fees) of the action.
(d) DEFINiTioNs.-For purposes of this section:

(1) The term "depository institution" means-
(A) a depository institution, as defined. in section 3(c)

of the Federal Deposit Insurance Act (12 U.S.C. 1813(c));
(B) an institution-affifliated party, as defined in section

3(u) of such Act (12 U.S.C. 18 13(v)); and
(C) any Federal credit union or State credit union, as

defined In section 101 of the Federal Credit Union Act (12
U.S.C. 1752), including an institution-affiliated party of
such a credit union, as defined in section 206(r) of such Act
(12 U.S.C. 1786(r)).
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(2) The term "financial record" has the meaning given such
term in section 1101 of the Right to Financial Priva-cy Act of
1978 (12 U.S.C. 3401).

(3) The term "State child support enforcement agency"
means a State agency which administers a State progrm or
establishing and enforcing child support obligations.

CHAPTER 7-ENFORCEM[ENT OF SUPPORT ORDERS
SEC.,7861 INTERNAL REVENUESRIE COLLECTION OFARE-

AGES.
(a) AMENDMENT TobINTERNAL REvEmzuECoDE.-Section 6305(a)

of the Internal Revenue Code of 1986 (relating to collection of cer-
tain liability)is amended-

(1) by striking "and" at the end of pargrph (3);
(2) bI y striking the period at the end of paiarph (4) and

inserting "and"-
(3) y adding at the end the following new paragraph:
"(5) no additional fee may be assessed for adjustments to

an amount previously certified pursuant to such section 452(b)
with respect to the same obligor."; and

(4) by striking "Secretary of Health, Education, and Wel-
fare" each place it appears and inserting "Secretary of Health
and Human Services".
Wb EFFECTIVE DATE.-The amendments made by this section

shall become effective October 1, 1997.
SEC. 7862 AUTHORITY To COLLECT SUPPORT FROM FEDERAL Em.

PLOYEES,
(a) CONSOLIDATION AND STREAMLINING'OF AuTHoRITI.--Sec-

tion 459 (42 U.S.C. 659) is amended to read as follows:
"SEC. 459. CONSENT BY THE UNITED STATES TO INCOME WITHOLD-

ING GARNISHMENT, ANDSILR PROCEEDINGS FOR
EN*iRCEM[ENT OF (5IL SUPPORT AND ALIMONY OBLI-
GATIONS.

"(a) CONSENT To SUPPORT ENmoRcEmEN.-Notwithstanding
any other provision of law (including section 207 of this Act and
section 5301 of title 381, United States Code), effective January 1,
1975 moneys (the entitlement to which is based upon remunera-
tion f'or employment) due from, or payable by, the United States or
the District of Columbia (including any agency, subdivision, or in-
strumentality thereof) to any individual including members of the
Armed Forces of the United States, shalt be subject, in like manner
and to the same extent as if the United States or the District of
Columbia were a. private person, to withholding in accordance with
State law enacted pursuant to subsections (a)(1) and (b) of section
466 and regulations of the Secretary under such subsections, and
to any other legal process brought, by a State agency administering

a rogram under a State plan approved under this part or by an
inclvidaual obligee, to enforce the'legal obligation of the individual
to provide childf support or alimony.

"u(b) CONSENT To REQUIREwMET APPLICABLE To PRIvATE PER-
SON.-With respe-ct t notice to withhold income pursuant to sub-
section (al) or Wb of section 466, or any other order or process to
enforce support obligations against an individual (if the order or
process contains or, Is accompanied by sufficient data to permit
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prompt Identification of the Individual and the moneys Involved),
each governmental entity specified in subsection (a) shall be subject
to the same requirements as would apply if the entity were a pri-
vate person, except as otherwise provi6dedIn this section.

"(c) DESIGNATION oF AGENT; RESPONSE To NOTICE OR PROC.

"(1 DESIGNATION OF AGENT.-The head of each agency
subject to this section shall-

"(A) designate an agent or agents to receive orders and
acce 'pt service of process In matters relating to child sup-
port or alimony- and

"(B annually publish In the Federal Register the des-
!#nation of the agent or agents Identified by title or posi-

uomailing address, and telephone number.
"(2) RESPONSE To NOTICE OR PRocES.-If an agent des-

ignated pursuant to paragraph (1) of this subsection recei ves
notice pursuant to State procedures In effect pursuant to sub-
section (aX1) or (b of section 466, or Is effectively served with

any rderprocess , or interrogatory, with respect to an individ-
uals cilasuportor alimony payment obligations, the agent

shall- supr
"(A) as soon as possible (but not later than 15 days)

thereafter, send written notice of the notice or service (to
gether with a copy of the notice or service) to the Individ-
ual at the duty station or last-known home address of the
Individual;

"(B) within 30 days (or such longer period as may be
prescribed by applicable State law) atr receipt of a notice
pursuant to such State procedures, comply with all appli-
cable provisions of section 466; and

"(C) within 30 days (or such longer period as may be
prescribed by applicable State law) after effective service
of any other such order, process, or interrogatory, respond
to the order, process, or interrogatory.

"(d) PRioR=rYoF CLAIM.-If a governmental entity specified in
subsection (a) receives notice or is served with process, as provided
in this section, concerning amounts owed by an individual to more
than 1 person-

"(1 support collection under section 466(b) must be given
priorit y ver any other process, as provided In section

"(2) allocation of moneys due or payable to an individual
among claimants under section 466(b) shall be governed by
section 466(b) and the regulations prescribed under such sec-
tion; and

"(3) such moneys as remain after compliance with para-
graphs (1) and (2) shall be available to satisfy any other such
processes on a 1st-come, 1st-served basis, with any such proc-
ess being satisfied out of such moneys as remain after the sat-
isfaction of all such processes which have been previously
served.
"(e) No REQuuMEmNT To VARY PAY CycLEs.-A governmental

entity that is affected by legal process served for the enforcement
of an individual's child support or alimony payment obligations
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shall not be required to vary its normal pay and disbursement cycle
in order to comply with the legal process.

"M1)RirnauFFROM LIAmrn'y~.-
"(1 Neither the United States, nor the government of the

District of Columbia, nor any disbursing officer shall be liable
with respect to any payment made from moneys due or payable
from the United States to any individa pursuant to legal
process regular on its face, if the payment Is made in accord-
ance with this section and the creations Issued to carry out
this section.

"(2) No Federal employee whose duties include ting ac-
tions necessary to comply with the requirements of subsection
(a) with regard to any Individual shllA be subject under any
law to any disciplinary action or civil or criminal liability or
penalty for, or on account of, any disclosure of information
made by the employee in connection with the carrying out of
such actions.
"(g) REGULATIONS.--Authorlty to promulgate regulations for

the implementation of this section shall, insofar as this scion ap-
plies; to moneys due from (or payable by-

"(1) te United States (other than the legislative or Judicial
branches of the Federal Government) or the government of the
District of Columbia, be vested in the President (or the des-
ignee of the President);

"(2) the legislative branch of the Federal Government, be
vested jointly in the President pro, tempore of the Senate and
the Speaker of the House of Representatives (or their des-
Ignees) ,and

"(3) the Judicial branch of the Federal Government, be
vested in the Chief Justice of the United States (or the des-
ign ee of the Chief Justice).
"N(h) E~sSuaJmcTo PROCES.-

"(1) IN GENERAL.-Subject to paragraph (2), moneys paid
or payable to an individual which are considered to be based
upon remuneration for employment, for purposes of this sec-
tion-

"(A) consist of-
"(I) compensation paid or payable for personal

services of the individual, whether the compensation is
denominated as wages, salary, commission, bonus,
pay, allowances, or otherwise (including severance
pay, sick pay, and incentive pay);

"00i periodic benefits (including a periodic benefit
as defined in section 228(hX3)) or other payments--

"(I under the Insurance system established
by title 11;

"(1I) under any other system or fund estab-
lished by the United States which provides for the
payment of pensions, retirement or retired pay,
annuities, dependents' or survivors' benefits, or
similar amounts payable on account of personal
services performed by the individual or any other
Individual;

OWN , -- I
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"(III as compensation for death under any
Federal progrn

"(WV)under a.ny Federalprga established
to provide 'black lung' benefited or

"(V).by the Secretary Of Teterans Affairs as
pension, or as compensation for a service-con-
nected dsbl~ or deth (except any compensa-
tion paid by the Secretary to a member of the
Armed Forces who is in receipt of retired or re-
tainer pay if the member has waived a portion of
the retired pay of the member in order to receive
te compensation); and

"(III) workers' compensation benefits paid under
Federal or State law; but
"(B do not Include any payment-

"(I) by way of reimbursement or otherwise, to de-
fray expenses incurred by the Individual in carrying
out duties associated with the employment of the indi-
vidual; or

"00i as allowances for members of the uniformed
services payable pursuant to chapter 7 of title 370
United States Code as prescribed by the Secretaries
concerned (defined 6y section 101(5 of such title) as
necessary for the efficient performance of duty.

"(2 CERTAIN AMOUNT EXCLUDED.-In determining the
amount of any moneys due from, or payable by the United
States to any individual, there shall be excluded amounts
which-

"(A) are owed by the individual to the United States;
"(B) are required by law to be, and are, deducted from

the remuneration or other payment involved including
Federal employment taxes, and fines and forfeitures or-
dered bycourt-martial;

"(C are properly withheld for Federal, State, or local
income tax purposes, if the withholding of the amounts is
authorized or required by law and if amounts withheld are
not greater than would be the case if the individual
claimed all dependents to which he was entitled (the with-
holding of additional amounts pursuant to section 3402(1)
of the Internal Revenue Code of 1986 may be permitted
only when the individual p resents evidence of a tax obliga-
tion which supports the additional withholding);

"(D) are deducted as health insurance premiums;
"ME are deducted as normal retirement contributions

(not including amounts deducted for supplementary cov-
erage) or0

"()are deducted as normal life insurance premiums
from salary or other remuneration for employment (not in-
cluding amounts deducted for supplementary coverage).

"(I) DumFINION.-As used in this scion:
"(1) UNID TD81ATE8.-The term 'United States' includes

any department, agency, or instrumentality of the legislative,
dialc o eecutive branch of the Federa Government, the
nited States Postal Service, the Postal Rate Commission, any
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Federal corporation created by an Act of Congress that is whol-
lowned by the Federal Gov~ernment, and the governments of

teterritories and possessions of the United States.
"(2) CHILD surpoRT.-The term 'child support', when used

In reference to the legal obligations of an individual to provide
such support, means ]periodic payments of funds for the sup.
port and maintenance of a child or children with respect to
which the individual has such an obligation, and (subject to
and In accordance with State law) includes pyets to pro-
vide for health care, education, recreation, clotahinrgeo~r to meet
other specific needs of such a child or children, and includes
attorney's fees, Interest, and court costs, when and to the ex-
tent that the same are expressly made recoverable as such pur-
suant to a decree, order, or judgment issued in accordance with
applicable State law by a court of competent jurisdiction.

"(3) ALIMONY.-The term 'alimony' when used in reference
to the legal obligations of an Individu'al to provide the same,
means periodic payments of funds for the support and mainte-
nance of the spouse (or former spouse) of the Individual, and
(subject to and in accordance with State law) includes separate
maintenance, alimony pendente lite, maintenance, and spousal
support, and includes attorney's fees, Interest, and court costs
when and to the extent that the same are expressly made re-
coverable as such pursuant to a decree, order, or judgment is-
sued in accordance with applicable State law by a court of com-
petent jurisdiction. Such term does not include any payment or
transfer of property or its value by an individual to the spouse
or a former spouse of the individual in compliance with any
community property settlement, equitable distribution of prop-
erty, or other division of property between spouses or former
spouses.

"(4 PRIVATE PERSON.-The term 'private person' means a
person who does not have sovereign or other special immunity
or privilege which causes the person not to be subject to legal
process.

"(5) LEGAL PROCESS.-The term 'legal process' means any
writ, order, summons, or other similar process in the nature of
garnishment-

"(A) which is issued by-
"(I) a court of competent jurisdiction in any State,

territory, or possession of the United States;
"(10) a court of competent jurisdiction in any for-

eign country with which the United States has entered
Into an agreement which requires the United States to
honor the process; or

"(III) an authorized official pursuant to an order of
such a court of competent jurisdiction or pursuant to
State or local law; and
"(B) which is directed to, and the purpose of which is

to compel, a governmental entity which holds moneys
which are otherwise payable to an individual to make a
payment from the moneys to another p arty in order to sat-
isf a legal obligation of the individual to provide child
support or make alimony payments.".
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Wb)CONFORMING AMENDMENTS.-
(1) TO IPART D OF TITLE w.--Sections 461 and 462 (42

U.s.c. 661 and 662) are repealed.
(2) To TITLE 5, UNITED STATES CODE.-Section 5520a of

title 5, United States Code, is amended, in subsections (hX2)
and (I), by striking "setin 459, 461, and 462 of the Social Se-
curity Act (42 UX. C. 659, 661, and 662)" and inserting "section
459 of the Social Security Act (42 U.S.C. 659)r.
(c MILITARY RETIRED AND RETAINER PAY.-

(1) DEFINITION OF COUwR.--Section 1408(aXl) of title 10,
United States Code, is amended-

(A) by striking "and" at the end of subparagraph (B);
(B) by striking the,,period at the end of subparagraph

(C) and inserting "; and'; and(C) by adding aftr subparagraph (C) the following
new subparagraph:

"(D) any administrative or Judicial tribunal of a State
competent to enter orders for support or maintenance (in-
cluding a State agency administering a program under a
State plan a approved under part D of title IV of the Social

SecuityActf, and, for purposes of this subparagraph, the
term 'State' includes the istrct of Columbia, the Com-
monwealth of Puerto Rico, the Virgin Islands, Guam, and
American Samoa.".
(2) DEFINITION OF COURT ORDER.--Section 1408(aX2) of

such title is amended by Inserting "or a court order for the pay-
ment of child support not included In or accompanied by such
a decree or settlement," before "which-'"t

(3) PUBLIC PAYEE.--Section 1408(d) of such title is amend-
ed-

(A) in the heading, by inserting "(OR FOR BENEFIT OF)"
before "SPOUSE OR!% and

(B) in paragraph (1), in the 1st sentence, by inserting
"(or for the benefit of such spouse or former spouse to a
State disbursement unit established pursuant to section
454B of the Social Security Act or other public payee des-
ignated by a State, in accordance with part D of title IV
of the Social Security Act, as directed by court order, or as
otherwise directed in accordance with such part D)" before
"in an amount sufficient".
(4) RELATIONSHIP To PART D OF TITLE iv.-Section 1408 of

such title is amended by adding at the end the following new
subsection:
"(j) RELATIONSHIP To OTHER LAws.-In any case involving an

order providing for payment of child support (as defined in section
459(iX2) of the Social Security Act) by a member who has never
been married to the other parent of the child, the provisions of this
section shall not apply, and the case shall be subject to the provi-
sions of section 459 of such Act.".

(d EFFECTIVE DATE.-ThO amendments made by this section
shall become effective 6 months after the date of the enactment of
this Act.
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SEC. 7868. ENFORCEMENT OF CHILD SUPPORT OBLIGATIONS OF 1MEW
BERS OF THE ARMED FORCES.

(a) AVAILABILITY OF LOCATOR INFORmMATON-
(1) MAINTENANCE OF ADDRESS INFoRMATioN.-The Sec-

retary of Defense shall establish a centralized personnel loca-
tor service that includes the address of each member of the
Armed Forces under the Jurisdiction of the Secretary. Upon re-
quest of the Secretary of Transportation, addresses for mem-
bers of the Coast Guard shall be Included in the centralized
personnel locator service.

(2) TYPE OF ADDRESS.-
(A) RESIDENTIAL ADDREss.-Except as provided in sub-

p aragraph (B), the address for a member of the Armed
Forces shown in the locator service shall be the residential

address of that member.
(B DUTY ADDRESS.-The address for a member of the

Armed Forces shown In the locator service shall be the
duty address of that member in the case of a member-

(I) who is permanently assigned overseas, to a ves-
sel, or to a routinely deployable unit; or

(if) with respect to whom the Secretary concerned
makes a determination that the member's residential
address should not be disclosed due to national secu-
rity or safety concerns.

(3) UPDATING OF LOCATOR iNFoRmATON-Within 30 days
after a member listed In the locator service establishes a new
residential address (or a new duty address, in the case of a
member covered by paragraph (20B)), the Secretary concerned
shall update the locator service to indicate the new address of
the member.

(4) AVAILABILITY OF INFORMATiON.-The Secretary of De-
fense shall make information regarding the address ofa mem-
ber of the Armed Forces listed In the locator service available,
on request, to the Federal Parent Locator Service established
-under section 453 of the Social Security Act.
W(b FACILITATING GRANTING OF LEAVE FOR ATTENDANCE AT

HEARINGS.-
(1) ]REGULATIONS.-The Secretary of each military depart-

ment, and the Secretary of Transportation with respect to the
Coast Guard when it is not operating as a service In the Navy,
shall prescribe regulations to facilitate the granting of leave to
a member of the Armed Forces under the jurisdiction of that
Secretary in a case In which-

(A) the leave Is needed for the member to attend a
hearing described in paragraph (2);

(B) the member is not serving in or with a unit de-
ployed in a contingency operation (as defined in section
101 of title 10, United States Code); and

(C) the exigencies of military service (as determined by
the Secretary concerned) do not otherwise require that
such leave not be granted.
(2) COVERED HEARiN~s.-Paragraph (1) applies to a hear-

Ing that is conducted by a court or pursuant to an administra-
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,iitive poces established under State law, In connection with a

(A) to determine whether a member of the Armed
Forces is a natural parent of a child; or

(B) to determine an obligation of a member of the
Armed Forces to provide child support.
(3) DzFINIrIoNS.&-For pupoe of' this subsection:

(A) The term "court" has the meaning given that termn
in section 1408(a) of title 10, United States -Code.

(B) The term "child support" has the meaning given
such term in section 459(i) of the Social Security Act (42
U.S.C. 659(i)).

(c) PAYMENT OF MUJTARY RETIRED PAY IN COMPLIANCE WITH
CHILD) SUPPORT ORDERS.-

(1) DATE OF CERTIFICATION OF COURT ORDER.--Section
1408 of title 10, United States Code, as amended by section
7362(c)(4) is amended-(A redesignating subsections (i) and Qi) as sub-

sections QT) and (k), respectively; and
(B) by inserting after subsection (h) the following new

subsection:
"(i) CERTIFICATION DATE.-It is not nesar that the date of

a certification of the authenticity or completeness of a copy of a
court order for child support received b the Secretary concerned
for the pur ses of this section be recent' in relation to the date of

teceithe Secretary,"p 2) PAYMENTS CONSISTENT WITH ASSIGNMENTS OF RIGHTS
To sTATES.--Section 1408(dXl) of such title is amended by in-
serting after .the 1st sentence the following: "In the case of a
spouse or former spouse who assigns to a State the rights of
the spouse or former spouse to receive support, the Secretary
concerned may make the child support payments referred to in
the preceding sentence to that State in amounts consistent
with that assignment of rights.".

(3) ARREARAGES OWED BY MEM3BER-S OF THE UNIFORMED
SERVICES.--Section 1408(d) of such title is amended by adding
at the end the following new paragraph:
"(6) In the case of a court order for which effective service is

made on the Secretary concerned on or after the date of the enact-
ment of this paragraph and which provides for payments fr-om the
disposable retired pja of a member to satisfyr the amount of child
support set forth in th e order, the authority provided in paragraph
(1) to make payments from the disposable retired pay of a member
to satisfyr the amount of child support set forth i~n a court order
shall a apply to payment of an amount of child support arrerages
set forth in that order as well as to amounts of child support tha
currently become due.".

(4) PAYROLL DEDUCTIONs.-The Secrtary of Defense shall
begin payroll deductions within 30 days after receiving notice
of Withholding, or for the 1st pay period that begins after such
30-day period.

SEC. 7864.VOIDING OF FRAUDULENTTRANSFERS
Section 466 (42 U.S.C. 666), as amended by section 7321, is

amended by adding at the end the foMowing new subsection:
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"(g) In order to satisfy section 454(2OXA), each State must have
in effect--

"(iXA) the Uniform Fraudulent Conveyance Act of 1981;.
"(B the Uniform Fraudulent Transfer Act of 1984; or
"(C) another law, specifying indicia of fraud which create

a prima facie case that a debtor transferred income or property
to avoid payment to a child support creditor, which the Sec-
retary finds affords comparable rights to child support credi-
tors; and

"(2) procedures under which, In any case in which the
State knows of a transfer by a child support debtor with re-
spect to which such a prima fadie case is established, the State
must-

"(A) seek to void such transfer; or
"(B obtain a settlement In the best interests of the

child support creditor.".
SEC. 7865. WORK REQUIREMENT FOR PERSONS OWING CHILD SUP-

PORT.
Section 466(a) (42 U.S.C. 666(a)), as amended by sections

730 1(a), 7315, 73 17(a), and 7323, is amended by adding at the end
the following new paragraph:

"(15) Procedures requiring the State, in any case in which
an Individual owes support with respect to a child receiving
services under this part, to seek a court order or administra-
tive order that requires the individual to-

"(A) pay such support in accordance with a plan ap-
proved by the court; or

"(B if the individual is not working and is not inca-
pacitated, participate In work activities (including, at State
option, work activities as defined in section 482) as the
court deems appropriate.".

SEC. 7366. DEFINITION OF SUPPORT ORDER.
Section 453 (42 U.S.C. 653) as amended by sections 7316 and

7345(b), Is amended by adding at the end the following new sub-
section:

"(o) As used in this part, the term 'support order' means a
judgment, decree, or order, whether temporary, final, or subject to
modification, issued by a court or an administrative agency of com-
petent jurisdiction, for the support and maintenance of a child, in-
cluding a child who has attained the age of mgkjority under the law
of the issuing State, or a child and the parent with whom the child
is living, which provides for monetary support, health care, arrear-
ages, or reimbursement, and which may include related costs and
fees, Interest and penalties, income withholding, attorneys' fees,
and other relief.".
SEC. 7367. REPORTING IRREARAGES, TO CREDIT BUREAUS*

Section 466(aX7) (42 U.S.C. 666(aX7)) is amended to read as
follower

"M7A) Procedures (subject to safeguards pursuant to sub-
paragraph (B)) requiring the State to report periodically to
consumer reporting agencies (as defined in section 603(f) of the
Fair Credit Reporting Act (15.U.S.C. 1M81a) the name of any
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absent parent who is delinquent in the payment of support,
and the amount of overdue support owed by such parent.

"(B Procedures ensuring that, in carrying out subpara-
grah (),Information with respect to an absent parent is re-

pored-"(I) only after such parent has been afforded all due
process required under State law, Including notice and a
reasonable apotnt to contest the accuracy of such In-

"00i only to an entity that has furnished evidence sat-
isfactory to the State that the entity is a consumer report-
ing agency.".

SEC. 7388. LIENS.
Section 466(aX4) (42 U.S.C. 666(a)X4)) is amended to read as

follows:
"(4) Procedures under which-

"(A) liens arise by operation of law against real and
personal property for amounts of overdue support owed by
an absent parent who resides or owns property in the
State; and

"(B the State accords full faith and credit to liens de-
scriibed in subparagraph (A) arising in another State, with-
out registration of the underlying order."

SEC. 786. STATE LAW AUTHORIZING SUSPENSION OF LICENSES.
Section 466(a) (42 U.S.C. 666(a)) as amended by sections 7315,

73 17(a), 7323, a~id 7365, is amended by adding at the end the fol-
lowing new paragraph:

"(16) Proce ures under which the State has (and uses in
appropriate cases) authority to withhold or suspend, or to re-
strict the use of, driver's licenses, professional and occupational
licenses, and recreational licenses of individuals owing overdue
support or failing, after receiving appropriate notice, to comply
with subpoenas or warrants relating to paternity or child sup-
port proceedings.".

SEC. 7870. DENIAL OF PASSPORTS FOR NONPAYMENT OF CHILD SUP-
PORT.

(a) HHS CERTIFICATION PROCEDURE.-
(1) SECRETARIAL RESPONSIBILITY.-Section 452 (42 U.S.C.

652), as amended by section 7345, is amended by adding at the
end the following new subsection:
"(k)(1) If the Secretary receives a certification by a State agen-

cy in accordance with the requirements of section 454(3 1) that an
Individual owes arrearages of child support In an amount exceeding
$5,000, the Secretary shall transmit such certification to the Sec-
retary of State for action (with respect to denial, revocation, or lim-
itation of passports) pursuant to section 7370(b) of the Balanced
Budget Reconcilation Act of 1995.

1 (2) The Secretary shall not be liable to an individual for any
action with respect to a certification by a State agency under this

secion( 2) STATE C8E AGENCY RESPONSIBILITY.-Section 454 (42
U.S.C. 654), as amended by sections 7301(b), 7304(a), 7312(b),
73 13(a), 7333, and 7343(a), is amended-

20-067 -95 -18
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(A) by striking "and" at the end of paragraph (29);
(B) by striking the period at the end of'paragraph (30)

and Inserting "; and"- and
(C) b adding altr paragraph (30) the following new

"~(31) provide that the State agency will h ave In effect a
procedure (which may be combined with the procedure for tax
refund offset under section 464) for certifyilng to the Secretary,
for purposes of the procedure under section 452(k) (concerning
denial of passports), determinations that individuals owe ar-
rearage of child support In an amount exceeding $5,000,
underewshich procedure-

"(A) each Individual concerned is afforded notice of
such determination and the consequences thereof, and an
opportunity to contest the determination; and

"(B) the certification by the State agency is furnished
to the Secretary in such format, and accompanied by such
supporting documentation, as the Secretary may require.".

(b) STATE DEPARTMENT PROCEDURE FOR DENIAL OF PASS-
PORTS.-

(1) IN GENERAL.-The Secretary of State shall, upon certifi-
cation by the Secretary of Health and Human Services trans-
mitted under section 452(k) of the Social Security Act, refuse
to Issue a passport to such individual, and may revoke re-
strict, or limit a passport Issued previously to such lndlvliaual.

(2) LIMIT ON LJABILiTY.-The Secretary of State shall not
be liable to an individual for any action with respect to a cer-
tification by a State agency under this section.
(c) EFFEcTwvE DATE.--_This section and the amendments made

by this section shall become effective October 1, 1996.
SEC. 7371. INTERNATIONAL CHUL SUPPORT ENFORCEMENT.

The Secretary of State is authorized to negotiate reciprocal
agreements with foreign nations on behalf of the States, territories
and possessions of the United States regarding the International
enforcement of child support obligations and designating the De-
partment of Health and Human Services as the central authority
for such enforcement.
SEC. 7872. DENIAL OF MEANS-TESTED FEDERAL BENEFITS TO

NONCUSTODIAL PARENTS WHO ARE DELINQUENT IN PAY-
ING CH[ILD SUPPORT.

(a) fIN GENERAL.-Notwithstanding ay other provision of law,
a non-custodial parent who is moeten 2 months delinquent in
payn hl support shall not be eligible to receive any means-test-

(b) EXCEPION.
(1) IN GENERAL.-Subsection (a) shall not apply to an un-

employed non-custodial parent who is more then 2 months de-
linquent In paying child support if such parent-

(A) enters Into a schedule of repayment for past due
child support with the entity that issued the underlying
child support order; and

(B) meets all of the terms of repayment specified In
the schedule of repayment as enforced by the appropriate
disbursing entity.
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(2) 2-YEAR EXCusioN.-(4A) A non-custodial parent who be-
comes delinquent In child support a second time or any subse-
Suent time shall not be eligible to receive any means-tested
ederal benefits for a 2- year period beginning on the date that

such parent failed to meet such terms.
(B At the end of that two-year period, paragraph (A) shall

once again apply to that individual.
(c MEANS-TESTED FEDERAL BENEFITS.- For purposes of this

section, the term "means-tested Federal benefits" means benefits
under any program of assistance, unded in whole or in p art, by the
Federal Government, for which eligibility for benefits is based on
need.
SEC. 7873. CHILD] SUPPORT ENFORCEMENT FOR INDIAN TRIBES.

(a) CHILD SuppoRT ENFORCEmENT AGREEMEN'rS.-Section 454
(42 U.S.C. 654), as amended by sections 7301(b), 7304(a), 7312(b),
93 13(a), 7333, 7343(a), and 7370(aX2) is amended-

(1) by striking "and" at the end of paragraph (30);
(2) by striking the period at the end of paragraph (31) and

inserting "and"- and
(3) by adding after paragraph (31) the following new para-

graph:
"(32) provide that a State that receives funding pursuant

to section 429 and that has within its borders Indian country
(as defined in section 1151 of title 18, United States Code)
shall, through the State administering agency, make reason-
able efforts to enter into cooperative agrements with an In-
dian tribe or tribal organization (as defined in paragraphs (1)
and (2) of section 428(c)), if the Indian tribe or tribal organiza-
tion demonstrates that such tribe or organization has an estab-
lished tribal court system or a Court of Indian Offenses 'with
the authority to establish paternity, establish and enforce sup-
port orders, and to enter support orders in accordance with
child support sidelines established by such tribe or organiza-
tion, under which the State and tribe or organization shall pro-
vide for the cooperative delivery fcidsport enforcmn
services in Indian country and for the forwarding, of all funding
collected pursuant to the functions performed by the tribe or
organization to the State agency, or conversely by the State
agency to the tribe or organization, which shall distribute such
funding in accordance with such agreement.".
Wb)DIRECT FEDERAL FUNDING TO INDIAN TRIBES AND TRIBAL

ORGANiZATIONS.-Section 455 (42 U.S.C. 655) is amended by add-
ing at the end the following new subsection:

"(b) The Secretary may, in appropriate cases, make direct pay-
ments under this part to an Indian tribe or tribal organization
which has an a approved child support enforcement plan under this
title. In determining whether such payments are appropriate, the
Secretaryshal, at a minimum, consider whet hersrvices are being

proidiro ligible Indian recipients by the State agency thogh
an agreement entered into pursuant to section 454(32. The Sec-
retary shall provide for an appropriate adjustment to the State al-
lotment under this section to take into account any payments made
under this subsection to Indian tribes or tribal organizations lo-
cated within such State.
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(c)COOPERATIVE ENFORCEMENT AoRnEmENTs.-Paragraph (7)
of section 454 (42 U.s.c. 654) Is amended by inserting "an d ndian
tribes or tribal organizations (as defined in section ON(b of title
25, United States Code)" after "law enforcement officials".
SEC, 7874. FINANCIAL INSTITUTION DATA MATCHES.

Section 466(a) (42 U.S.C. 666(a)), as amended by sections 7315,
7317(a), 7323, 7365, and 7369, is amended by adding at the end the
following new parajgraph:

"(17) Pi;dures under which the State agency shall enter
Into agreements with financial institutions doing business
within the State to develop and operate a data match system,
using automated data exchanges to the maximum extent fea-
sible, in which such financial institutions are required to pro-
vide for each calendar Quarter the name, record address, social
security number, and othr identifying information for each ab-
sent parent identified by the State who maintains an account
at such institution and in response to a notice of lien or levy,
to encumber or surrender, as the case may be, assets held by
such Institution on behalf of any absent parent who Is subject
to a child support lien pursuant to paragraph (4). For purposes
of this paragraph, the term 'financial institution' means Fed-
eral and State commercial savings banks, Including savings
and loan associations and cooperative banks, Federal and State
chartered credit unions, benefit associations, insurance compa-
nies, safe deposit companies, money-market mutual funds, and
any similar entity authorized to do business in the State, and
the term 'account' means a demand deposit account, checking
or negotiable withdrawal order account," savings account, tim
deposit account, or money-market mutual fund account. ,m

SEC. 7875. CHILD SUPPORT ENFORCEMENT FEES FOR NON-ASSIST-
ANCE FAMILIES.

(a) IN GENERAL.-Part D of title IV (42 U.S.C. 651-669), as
amended by sections 73 12(b) and 7344(a)(2), Is amended by Insert-
ing after section 454B the following new section:
"SEC. 454C. COLLECTION OF CHILD SUPPORT ENFORCEMENT COSTS

AND FEES FOR NON-ASSISTANCE FAMILIES.
"(a) MEANDATORY ENFORCEMENT FEES.-

"(1 IN GENERAL.-Wlth respect to individuals described in
section 454(6XB) for services described in section 454(4), the
State, under the State plan, shall impose and collect an
amount equal to the sum of the following fees:-

"(A) APPLICATION FEES.-An application fee of $25 per
applicant.

"1(B) COLLECTION FEEs.-In addition to any child sup-
prt collected, a collection fee in an amount equal to the

applicable percentage of the amount of child support col-
lected.
"(2) RULES REGARDING ENFORCEMENT FEES.-

"(A) IN GENERAL.-At the option of the State, the fees
described in paragraph (1) maybge-

"(I) paid b~y Individuals applying for the services
described in section 454(4);

"(If) recovered from absent parents; or I
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"(III) Paid by the State out of Its own funds, the
payment of which froin State funds shall not be con-
sidered as an administrative cost of the State for the
operation of the plan, and shall be considered Income
Ito the program..
"M B)LIm"ATioN OF COLLECTION FEES APPLIED TO CER-

TAIN CUSTODIAL PAREmT.-With respect to any individual
to whom such services are made available-.

"(I whose faniily income is below 185 percent of
the poverty line anrIcable to the size of the family in-
volved (as define int section 673(2) of the Community
Services Block Graint, Act (42 U.S.C. 9902(2)), includ-
Ing any revision required by such section), no fee
under paragraph (1XB) may be collected from such in-
dividual;,

"00i whose faniily income is not less than 185 per-
cent nor more thani 300 percent of such poverty line
such fee collected frorn such individual may not exceed
2 percent of the amount of child support collected; and

"OHi) whose family Income is more than 300 per-
cent of such poverty line, such fee collected from such
individual may riot exceed the amount of such fee col-
lected from the absent paent.
"(C) MEANs-TEsTED.---The State at its option may var

the amount of the fees under paragraph (1) among individ-
uals on the basis of ability to pay.

"(D) APPLICABLE P2mcENTAGE.-For purposes of para-
graph (M(B), the applicable percentage for any State shall
equal such percentage as is required, after taing into ac-
count subparagraphe (13) and (C), to provide an amount of
total fees under paragraph (1) which equals the amount
which would be provided by imposing the fee under para-
graph M(XA) and a 6.6 percent fee under paragraph (1)(B)
without regard to such sabparagraphs.

"ME DISPOSITION OF COLLECTION1 FEES.-Notwithstand-
ing any other provisicbm of this part, 100 percent of any
amount representing collection fees under paragraph M1(B)
shall be remitted to the Federal Government.

"(b) PERmissIV FEES.--With respect to any individual de-
scribed in section 454(6XB), the State Tmay impose-

"(1 a fee of not more than $25 in any case where the State
requests the Secretary of the Treasury to withhold past-due
support owed to or on behalf of such Individual from a tax re-
fund pursuant to section 484(aX2), and

"(2) a fee (in accordance with regulations of the Secretary)
for performing genetic tests.
"(c) COLECTION F Exam Cosi's OF ENFORcEMENT.-With

respect to any individual described in section 454(6XB), any costs
of enforcement under this part In excess of the fees imposed under
this section may be collectid.-

"(1) from the parent w~ho owes the child or spousal support
obligation Involvdor

'(2) at the option of the State, from the individual to whom
such services are made available, but only if such State has in
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effect a procedure whereby all persons in such State having au-
thority to order child or spousal support are informed that
such costs are to be collected from the individual to whom such
services were made available.".
(b) SENSE OF THE SENATE.-It is the sense of the Senate that

although States have the overall choice as to how to collect enforce-
ment costs under part D of title IV of the Social Security Act, such
States should pursue such collection from-

(1) any noncustodial parent who denies paternity and is
later determined to be the father; and

(2) any noncustodial parent who does not voluntarily com-
ply with judicial or administrative enforcement orders under
such part.

SEC. 737& ENFORCEMENT OF ORDERS AGAINST PATERNAL GRAND-
PARENTS IN CASES OF MINOR PARENTS.

Section 466(a) (42 U.S.C. 666(a)), as amended by sections 7315,
73 17(a), 7323, 7365, 7369, and 7374, is amended by adding at the
end the following new paragraph:

"(18) Procedures under which any child support order en-
forced under this part with respect to a child of minor parents,
if the mother of such child is receiving assistance under the
State grant under part A, shall be enforceable, jointly and sev-
erally, against the paternal grandparents of such child.".

SEC. 7377. SENSE OF THE SENATE REGARDING THE INABILITY OF THE
NON-CUSTODIAL PARENT TO PAY CHILD SUPPORT.

It is the sense of the Senate that-
(a) States should diligently continue their efforts to enforce

child support payments by the non-custodial parent to the custodial
parent, regardless of the employment status or location of the non-
custodial parent; and

(b) States are encouraged to pursue pilot pro ams in which
the parents of a non-adult, non-custodial parent who1 refuses to or
is unable to pay child support must-

(1) pay or contribute to the child support owed by the non-
custodial parent; or

(2) otherwise fulfill all financial obligations and meet all
conditions imposed on the non-custodial parent, such as par-
ticipation in a work program or other related activity.

CHAPTER 8-MEDICAL SUPPORT
SEC. 7378. TECHNICAL CORRECTION TO ERISA DEFINITION OF MEDI-

CAL CHILD SUPPORT ORDER.
(a) IN GENERAL.--Section 609(a)(2)(B) of the Employee Retire-

ment Income Security Act of 1974 (29 U.S.C. 1169(a)(2)(B)) is
amended-

(1) by striking "issued by a court of competent jurisdic-
tion"l;

(2) by striking the period at the end of clause (ii) and in-
serting a comma; and

(3) by adding, after and below clause 00i, the following:
"if such judgment, decree, or order (I) is issued by a court
of competent jurisdiction or (II) is issued through an ad-
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ministrative process established under State law and has
the force and effect of law under applicable State law.".

Wb)EFFECTmVEDATE.-
(1) IN GENERAL.-The amendments made by this section

shall take effect on the date of the enactment of this Act.,(2) PLAN AMENDMENTS NOT REQUIRED UNTIL JANUARY It
ieee.-Any amendment to a plan required to be made by an
amendment made by this section shall not be required to be
made before the 1st plan year beginning on or after January
1, 1996, if-

(A) during the period after the date before the date of
the enactment of this Act and before such 1st plan year,
the plan is operated in accordance with the requirements
of the amendments made by this section; and

(B) such p lan amendment applies retroactively to the
period aftr the date before the date of the enactment of
this Act and before such 1st plan year.

A plan shall not be treated as falling to be operated In accord-
ance with the provisions of the pan merely because it operates
in accordance with this paragraph.

SEC. 7379. ENFORCEMENT OF ORDERS FOR HAT CARE COVERAGE.
Section 466(a) (42 U.S.C. 666(a)), as amended by sections 7315,

73 17(a), 7323, 7365, 7369, 7374, and 7376, Is amended by adding
at the end the following new paragraph:

"(19) Procedures under which all child support orders en-
forced under this part shall include a provision for jýhe health
care coverage of the child, and in the case in which an absent
parent provides such coverage and changes employment, and
the new employer provides health care coverage, the State
agency shall transfer notice of the provision to the employer,
which notice shall operate to enroll the child in the absent par-
ent's health plan, unless the absent parent contests the no-
tice/."

CHAPTrER 9-ENHANCING RESPONSIBILITY AND
OPPORTUNITY FOR NONRESIDENTIAL PARENTS

SEC. 7881. GRANTS TO STATES FOR ACCESS AND VISITATION PRO-
GRAMS.

Part D of title IV (42 U.S.C. 651-669) is amended by adding
at the end the following new section:
"SEC. 469A. GRANTS TO STATES FOR ACCESS AND VISITATION PRO-

GRAMS.
"(a) IN GENERAL.-The Administration for Children and Fami-

lies shall make grants under this section to enable States to estab-
lish and administer programs to support and facilitate absent par-
ents' access to and visitation of their children, by means of activi-
ties including mediation (both voluntary and mandatory), counsel-
ing, education, development of parenting plans, visitation enforce-
ment (including monitoring, supervision and neutral drop-off and
pickup), and development of guidelines for visitation and alter-
native custody arrangements.
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"(b) AMouNT OiF GRANT.-The amount of the grant to be made
to a Stat. under this section for a fiscal year shall be an amount
equal to the lesser of-

"(1) 90 percent of State expenditures during the fiscal year
for activities described in subsection (a); or

"U(2) the allotment of the State under subsection (c) for the
fiscal year.
"(c) ALLOTMENTs To STATES.-

"(1 IN GENERAL.-The allotment of a State for a fiscal year
is the amount that bears the same ratio to the amount appro-
priated for grants under this section for the fiscal year as the
number of children in the State living with only 1 biological
parent bears to the total number of such children In all States.

"(2) MINIMUM ALLOTMENT.-The Administration for Chil-
dren and Families shall adjust allotments to States under
F aragraph (1) as necessary to ensure that no State is allotted

"(A) $50,000 for fiscal year 1996 or 1997; or
"(B) $100,000 for, any succeeding fiscal year.

"(d) No SuPPLANTATION OF STATE ExPENDITuRES FOR SIMILAR
ACTPvrIES.-A State to which a grant Is made under this section
may not use the grant to supplant expenditures by the State for
activities specified in subsection (a), but shall use the grant to sup-
plement such expenditures at a level at least equal to the level of
such expenditures for fiscal year 1995.

"(e) STATE ADmMInISRToN-Each State to which a grant is8
made under this section-

"(1) may administer State programs funded with the grant
directly or through grants to or contracts with courts, local
public agencies, or nonprofit private entities;

"(2) shall not be required to operate such programs on a
statewide basis; and

"(3) shall monitor, evaluate, and report on such programs
in accordance with regulations prescribed by the Secretary..

CHAPTER 10-EFFECT OF ENACTMENT
SEC. 7391. EFFECTIVE DATES.

(a) IN GENERAL.-Except as otherwise specifically provided
(but subject to subsections (b) and (c)-

(1) the provisions of this subtitle requiring the enactment
or amendment of State laws under section 466 of the Social Se-
curity Act,' or revision of State plans under section 454 of such
Act, shall be effective with respect to periods beginning on and
after October 1, 1996; and

(2) all other provisions of this subtitle shall become effec-
tive upon the date of the enactment of this Act.
(b) GRACE PERIOD FOR STATE LAW CHANGES.-The provisions

of this subtitle shall become effective with respect to a State on the
later of-

(1) the date specified in this subtitle, or
(2) the effective date of laws enacted by the legislature of

such State implementing such provisions,
%ut In no event later than the 1st day of the 1st calendar quarter
weglnning after the close of the 1st regular session of the State leg-

- - v-*ovvFmmwA - --- - Wtmtp
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Islature that begins after the date of the enactment of this Act. For
purposes of the previous sentence, in the case of a State that has
a 2-year legislative session, each year of such session shall be
deemed to be a separate regular session of the State legislature.

(c) GRACE PERIOD FOR STATE CoNsTiTuTioNAL AMENDMENT.-
A State shall not be found out of compliance with any requirement
enacted by this subtitle if the State is unable to so comply without
amendingt the State constitution until the earlier of-

(1) 1 year after the effective date of the necessary State
constitutional amendment; or

(2) 5 years after the date of the enactment of this subtitle.
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Subtitle F-Noncitizens
SEC. 7401. STATE OPTION TO PROHIBIT ASSISTANCE FOR CERTAIN

ALIENS.
(a) IN GENERAL.-A State may, at its.option, prohibit the use

of any Federal funds received for the provision of assistance under
any means-tested public assistance program for any individual who
is a noncitizen of the United States.

(b) ExcEpTIoNs.--Subsection (a) shall not apply to-
(1) any individual who is described in subclause (11), (111),

or (IW of section 1614(aX1XBXi) of the Social Security Act (42
U.S.C. 1382c(a)(1XBXi)); and

(2) any program described in section 7402(f)(2).
SEC. 7402. DEEMED INCOME REQUIREMENT FOR FEDERAL AND FED-

ERALLY FUNDED PROGRAMS.
(a) DEEMING REQUIREMENT FOR FEDERAL AND FEDERALLY

FUNDED PROGRAMS.-Subject to subsection (d), for purposes of de-
termining the eligibility of an individual (whether a citizen or na-
tional of the United States or an alien) for assistance and the
amount of assistance, under any Federal program of assistance pro-
vided or funded in whole or In part, by the Federal Government
for which eligiility is based on need, the Income and resources de-
scribed In sub~section (b) shall, notwithstanding any other provision
of law, be deemed to be the income and resources of such Individ-
ual.

(b DEEMED INCOME AND RESOURCES.-The income and re-
sources described In this subsection Include the following:

(1) The Income and resources of any person who, as a
sponsor of such individual's entry into the United States, or in
order to enable such individual lawfully to remain in the Unit-
ed States, executed an affidavit of support or similar agree-
ment With respect to such individual.

(2) The, income and resources of the sponsor's spouse.
(c) LENGTH OF DEEMING PERIOD.-The requirement of sub-

section (a) shall a apply for the period for which the sponsor has
agreed, in such afidavit or agreement, to provide support for such
individual, or for a period of 5 years beginning on the date such
individual was first lawfully in the United States after the execu-
tion of such affidavit or agreement, whichever period is longer.

(d) LIMITATION ON MEASUREMENT OF DEEMED INCOME AND RE-
SOURCES.-

(1) IN GENERAL.-If a determination described 'in para-
graph (2) is made, the amount of income and resources of the
sponsor or the sponsor's spouse which shall be attributed to
the sponsored individual shall not exceed the amount actually
provie, o n prodbgnning on the date of such determina-
tion and lasting 12 months or, if the address of the sponsor is
unknown to the sponsored individual on the date of such deter-
mination, for 12 months after the address becomes known to

sponsored Individual or to the agency (which shall informn
scIndividual within 7 days).

(2) DETERMINATION.-The determination described in this
paragraph is a determination by an agency that a sponsored
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individual would, In the absence of the assistance provided by
the agency, be unable to obtain food and shelter, taking into
account the Individual's own income, plus any cash, food, hous-
ing, or other assistance provided by other individuals, Includ-
ing the sponsor.
(e) DEEMING AUTHORITY TO STATE AND LOCAL AGENCIES.-

(1) IN GENERAL.-Notwithstanding any othertprovision of
law, but subject to an exception equivalent to tat in sub-
section (d), the State or local government may, for purposes of
determining the eligibility of an individual (whether a citizen
or national of the United States or an alien) for assistance, and
the amount of assistance, under any State or local program of
assistance for which eligibility is based on need, or any need-
based program of assistance administered by a State or local
government other than a program described in subsection (a),
require that the Income and resources described in paragraph
(2) be deemed to be the income and resources of such in divid-
ual.

(2) DEEMED INCOME AND RESOURCES.-The income and re-
sources described In this paragraph include the following:

(A) The income and resources of any person who, as a
sponsor of such individual's entry into the United States,
or In order to enable such individual lawfully to remain In
the United States, executed an affidavit of support or simi-
lar agreement with respect to such individual.

(B3)The Income and resources of the sponsor's spouse.
(3) LENGTH OF DEEMED INCOM PERioD.-S-ubject to an ex-

ception equivalent to subsection (d), a State or local govern-
ment may impose a requirement described In paragraph (1) for
the period for which the sponsor has agreed, In such affidavit
or agreement, to provide support for such individual, or for a
period of 5 years besnnning on the date such individual was
frst lawfully in the United States after the execution of such

affidavit or agreement, whichever period is longer.
MI APPLICABILITY OF SECTION.-

(1) INDIVDUALS.-The provisions of this section shall not
apply to the eligibility of any individual who is described in
subclause (11), (111), or (MV of section 1614(a)(1XBXi) of the So-
cial Security Act (42 U.S.C. 13820010M(~i).

(2) PROGRAMS.-The provisions of this section shall not
apply to eligibility for-

(A) emergency medical services under title =X of the
Social Security Act;

(B) short-term emergency disaster relief;
(C) assistance or benefits under the National School

Lunch Act;
(D) assistance or benefits under the Child Nutrition

Act of 1966;
(E) public health assistance for immunizations with

respect to immunizable diseases and for testing and treat-
ment for communicable diseases if the Secretary of Health
and Human Services determines that such testing and
treatment is necessary;

(F) the Head Start program (42 U.S.C. 9801); and
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(G) programs specified by the Attorney General, in the
Attorney General's sole and unreviewable discretion after
consultation with appropriate Federal agencies and depart-
ments, which (i) deliver services at the community level,
Including through public or private nonprofit agencies; 00i
do not condition the provision of assistance, the amount of
assistance provided, or the cost of assistance provided on
the individual recipient's income or resources; and (III) are
necessary for the protection of life, safety, or public health.

(g) CoNFORmmNAMENDMENTs.-
(1) Section 1621 (42 U.S.C. 1382J) is repealed.
(2) Section 1614(f)(3) (42 U.S.C. 1382c(fX(3)) Is amended by

striking "section 1621" and Inserting "section 7402 of the BYal
anced Budget Reconciliation Act of 1995".

SEC. 74M3. REQUIREMENTS FOR SPONSOR'S AFFIDAVIT OF SUPPORT.
(a) ENFORCEBiLITY-No affidavit of support may be relied

upon by the Attorney General or by any consular officer to estab-
lish that an alien Is not excludable as a public charge under section
212(aX4) of the Immigration and Nationality Act unless such affi-
davit is executed as a contract--

(1) which is legally enforceable against the sponsor by the
sponsored Individual, by the Federal Government, and by any
State, district, terio or possession of the United States (or
any subdivision of SUCh, State, district, territory, or possession
of the United States) which provides any benefit under a pro-
gram described In subsection (d)(2), but not later than 10 years
after the sponsored Individual last receives any such benefit;

(2) in which the sponsor agrees to financially support the
sponsored individual, so that he or she will not become a public
charge, until the sponsored individual has worked In the Unit-
ed States for 40 qualifying quarters; and

(3) in which the sponsor agrees to submit to the jurisdic-
tion of any Federal or State court for the purpose of actions
brought under subsection (d04).
(b)FORms.-Not later than 90 days after the date of the enact-

ment of this Act, the Secretary of State, the Attorney General, and
the Secretary of Health and Human Services shall jointly formulate
the affidavit of support described in this section.

(c)NOIIA TIONm OF CHANGE: OF ADDRESS.-
(1) IN GieNERAL.-The sponsor shall notify the Attorney

General and the State, district, territory, or possession in
which the sponsored individual is currently resident within 30
days of any change of address of the sponsor during the period
specified in subsection (a)(1).

(2) PENA1kTY.-Any person subject to the requirement of
paragraph (1) who fails to satisfy such requirement shall be
subject to a civil penalty of-

(A) not less than $250 or more than $2,000, or
(B) if such failure occurs with knowledge that the

sponsored individual has received any benefit described in
section 241(aX5XC) of the Immigration and Nationality
Act, not less than $2,000 or more than $5,000.

(d REIMBuRSEMENT OF GOVERMENT EXPENSES.-
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(1) IN GmENEL.-Upon notification that a sponsored indi-
vidual has received any benefit under a program described in

prgraph (2), the appropriate Federal, State, or local offcial
shall request reimbursement by the sponsor In the amount of
such assistance.

(2) PROGRAMS DESCRIBED.-The programs described in this
paragraph include the following:

(A) Assistance under a State prga funded under
part A of title WV of the Social Security Act.

(B) The medicaid program under titleXX of the Social
Security Act.

(C) The food stamp program under the Food Stamp
Act of 1977.

(D) The supplemental security Income program under
title XVI of the Social Security Act.

(E) Any State general assih . nce program.
(F) Any other program of assistance funded, in whole

or in part, by the Federal Government or any State or
local government entity, for which eligibility for benefits is
based on need, except the programs specified In section
7402(f)(2).
(3) REGuLATioNs.-ThO Commissioner of Social Security

shall prescribe such regulations as may be necessary to carry
out paragraph (1). Such regulations shall provide for notifica-
tion to the sponsor by certified mall to the sponsor's last known
address.

(4) ]REIMBURSEMENT.-If within 45 days after requesting
reimbursement, the appropriate Federal, State, or local agency
has not received a response from the sponsor indicating a will-
ingness to commence payments, an action may be brought
against the sponsor pursuant to the affidavit of support.

(5) ACTrION IN CASE OF FAILURE.-If the sponsor fails to
abide by the repayment terms established by such agency, the
agency may, within 60 days of such failure, bring an action
against the sponsor pursuant to the affidavit of support.

(6) STATUTE OF LIMITATIONS.-No cause of action may be
brought under this subsection later than 10 years after the
sponsored individual last received any benefit under a program
described in paragraph (2).
(e) JURSDICTION.-For purposes of this section, no State court

shall decline for lack of jurisdiction to hear any action brought
against a sponsor for reimbursement of the cost of any benefit
under a program described in subsection (dX2) if the sponsored in-
dividual received public assistance while residing in the State.

(f) DEiNrroNs.-For the purposes of this section-
(1) the term "sponsor'" means an individual who-

(A) is a United States citizen or national or an alien
who is lawfully admitted to the United States for perma-
nent residence;

(B) Is 18 years of age or over;
(C) is domiciled in any of the several States of the

United States, the District of Columbia, or any territory or
possession of the United States; and
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(D) demonstrates the means to maintain an annual in-
come equal to at least 200 percent of the poverty line for
the individual and the individual's family (including the
sponsored Individual), through evidence that shall include
a copy of the individual's Federal income tax returns for
his or her most recent two taxable years and a written
statement, executed under oath or as permitted under pen-

alt ofgeruryunder section 1746 of title 28, United States
Cod' tat hecopies are true copies of such returns;

(2) the term "poverty line" has the same meaning given
such term, in section 673(2) of the Community Services Block
Grant Act (42 U.S.C. 9902(2)); and

(3) the term "qualifying quarter" means a three-month pe-
riod in which the sponsored individual has-

(A) earned at least the minimum necessary for the pe-
riod to count as one of the 40 calendar quarters required
to qualify for social security retirement benefits;

(B) not received need-based public assistance; and
(C) had income tax liability for the tax year of which

the period was part.
SEC. 7404. LIMITED ELIGIBILITY OF NONCITIZENS FOR S81 BENEFITS.

(a) IN GENERAL.-Paragraph (1) of section 1614(a) (42 U.S.C.
1382c(a)) is amended-

(1) in subparagraph (BXi), by strikln either" and all that
followI3 through ', or" and Inserting (Ia) a citizen; (II) a
noncitizen who is granted asylum under section 208 of the Im-
migration and Nationality Act or whose deporta-tio has been
withheld under section 243(h) of such Act. for a period of not
more than 5 years after the date of arrival into the United
States; (111) a noncitizen who Is admitted to the United States
as a refugee under section 207 of such Act for not more than
such 5-year period; (IV) a noncitizen, lawfully present in any
State (or any territory or possession of the United States), who
is a veteran (as defined in section 101 of title 38, United States
Code) with a discharge characterized as an honorable dis-
charge and not on account of alienage or who is the spouse or
unmarried dependent child of such veteran; or (V) a noncitizen
who has worked sufficient calendar quarters of coverage to be
a fully insured individual for benefits under title HI, or"; and

(2) by adding at the end the following new flush sentence:
"For purposes of subparagraph h (B)Xi)IV), the determination of
whether a noncitizen is lawfullypresent in the United States shall
be made in accordance with regulations of the Attorney General. A
noncitizen shall not be conside-red to be lawfully present in the
United States for purposes of this title merely because the
nonciitizen may be considered to be permanently residing in the
United States under color of law for purposes of any particular pro-

WEFFECTIVE DATE.-
(1) IN GENERAL.-Except as provided in paragraph (2), the

amendments made by subsection (a) shall apply to applicants
for benefits for months be~jrnning on or after the date of the
enactment of this Act, without regard to whether regulations
have been issued to implement such amendments.
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(2) APPLICATION TO CURRENT RECIPIENTS.-
(A) APPLICATION AND NOTiCE.-Notwlthstanding any

other provision of law, in the case of an individual who is
receiving supplemental security Income benefits under title
XV.T of the Social Security Act as of the date of the enact-
ment of this Act and whose eligibility for such benefits
would terminate by reason of the amendments made by
subsection (a), such amendments shall apply with respect
to the benefits of such individual for months beginning on
or after January 1, 1997, and the Commissioner of Social
Sec urity shall so notify the individual not later than 90
days aMtr the date of the enactment of this Act.

(B) REPPLCATION.-
(I) IN oENERAL.-Not later than 120 days after the

date of the enactment of this Act, each Individual noti-
fied pursuant to subparagraph (A) who desires to re-
apply for benefits under title XVI of the Social Secu-
rity Act shall reapply. to the Commissioner of Social
Security.

(i1) DETERmiNATION OF ELIGiBiLiTY.-Not later
tan 1 year after the date of the enactment of this Act,

the Commissioner of Social Security shall determine
the eligibility of each individual who reapplies for ben-
efits under clause (1) pursuant to the procedures of
such title XVI.

SEC. 7405.7TRATMENT OF NONCITIZENS
(a) IN GENERAL-Notwithstanding any other provision of law,

a noncitizen who has entered Into the United States on or after the
date of the enactment of this Act shall not, during the 5-year pe-
riod beginning on the date of such noncitizen's entry into the Unit-
ed States, be eligible to receive any benefits under any program of
assistance provided, or funded, in whole or 'in part, by the Federal
Government, for which eligibility for benefits, is based on need.

(b)EXCEPrIONS.--Subsection (a) shall not apply to-
(1) any individual who is described In subclause (II), (III),

(IV), or (V) of section 1614(aX1XBXi) of the Social Security Act
(42 U.S.C. 1382c(aX1XBXi));

(2) any program described in section 7402(0)(2); and
(3) payments for foster care and adoption assistance under

part E of title IV of the Social Security Act for a child who
would, in the absence of this section, be eligible to have such
payments made on the child's behalf under such part but only
if the foster or adoptive parent or parents of such chifd are not

noctizens described In subsection (a).
SEC. 7406& INFORMATION REPORTING.

(a) TITLE IV OF THE SOCIAL SECURITY AcT.--Section 405 of the
Social Security Act, as added by section 7201(b), is amended by
adding at the end the following new subsection:

"(g) STATE REQUIRED TO PROVIDE CERTAIN INFORMATION.-
Each Sate to which a grant is made under section 403 shall, at
least 4 times anftxually and upon request of the Immigration and
Naturalization Service,funs the immigration and Naturaliza-
tion Service with the name and address of, and other identifying
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Information on, any individual who the State knows is unlawfully
In the United States.".

(b) 55.--Section 1631(e) (42 U.S.C. 1383(e)) is amended-
(1) by redesignating the paragraphs (6) and (7) inserted by

sections 206(dX2) and 206(f)(1 of the Social Security Indepen d-
ence and Programs Improvement Act of 1994 (Public Law 103-
296; 108 Stat. 1514, 1515) as paragraphs (7) and (8), respec-
tively; a nd

(2by adding at the end the following new paragraph:
"1(9) Notwithstanding any other provision of law, the Com-

missioner shall, at least 4 times annually and upon request of
the Immigration and Naturalization Service (hereafter in this
paragraph referred to as the 'Service'), furnish the Service with
the name and address of, and other identifying information on,
any individual who the Commissioner knows is unlawfully in
the United States, and shall ensure that each agreement en-
tered into under section 16 16(a) with a State provides that the
State shall furnish such Information at such times with respect
to any individual who the State knows is unlawfully in the
United States."..-
(c)HOUSING PwqGRms.-Tile I of the United States Housing

Act of 1937 (42 U.S.C. 1437 et seq.) is amended by adding at the
end the following new section:
"SEC. 27. PROVISION OF INFORMATION TO LAW ENFORCEMENT AND

OTHER AGENCIES.
"(a) NoTICE To ImmiGRATION AND NATuURLZATIONSERVICE OF

ILLEGAL ALIENS.-Notwlthstanding any other provision of law, the
Secretary shall, at least 4 times annually and upon request of the
Immigration and Naturalization Service (hereafter in this sub-
section referred to as the 'Service'), furnish the Service with the
name and address of, and other identifying information on, any in-
dividual who the Secretary knows is unlawfully in the United
States, and shall ensure that each contract for assistance entered
into under section 6 or 8 of this Act with a public housing agency
provides that the public housing agency shall furnish such i nforma-
tion at such times with respect to any individual who the public
housing agency knows is unlawfully in the United States."
SEC. 7407. PROHIBITION ON PAYMENT OF FEDERAL BENEFITS TO

CERTAIN PERSONS.
(a) IN GENERAL.-Notwithstandin gn other provision of law

and except as provided in subsection (b, Federal benefits shall not
be paid or provided to any person who is not a person lawfully
present within the United States.

(b)EXCEPTIONs.-Subsection (a) shall not apply with respect to
the following benefits:

(1) Emergency medical services under title XXI of the So-
cial Security Act.

(2) Short-term emergency disaster relief.
(3) Assistance or benefits under the National School Lunch

Act.
(4) Assistance or benefits under the Child Nutrition Act of

1966.
(5) Public health assistance for immunizations and, if the

Secretary of Health and Human Services determines that it is

I
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necessary to prevent the spread of a serious communicable dis-
ease, for testing and treatment of such disease.
(c) DEFINITIONS.-For purposes of this section:

(1) FEDERAL BENEFIT.-The term "Federal benefit"
means--

(A) the issuance of any grant, contract loan, profes-
sional license, or commercial license provided by an agency
of the United States or by appropriated funds of the Unit-
ed States; and

(B) any retirement, welfare, Social Security, health,
disability, public housing, post-secondary education, food
stamps, unemployment benefit, or any other similar bene-
fit for which payments or assistance are provided by an
agency of the United States or by appropriated funds of
the United States.
(2) PERSON LAWFULLY PRESENT WITHIN THE UNITED

sTATEs.-The term "person lawfully present within the United
States" means a person who, at the timne the person applies for
receives, or attempts to receive a Federal benefit, is a United
States citizen, a permanent resident alien, an alien whose de-
portation has been withheld under section 243(h) of the Immi-
gration and Nationality Act (8 U.S.C. 1253(h)), an asylee, a ref-
ugee, a parolee who has been paroled for a period of at least
1 year, a national, or a national of the United States for pur-
po ses of the immigration laws of the United States (as defined
section 101(a)(17) of the Immigration and Nationality Act (8

U.S.C. 11O1(aXl7)).
(d) STATE OBLIGATIoN.-Notwithstanding any other provision

of law, a State that administers a program that provides a Federal
benefit (described in subsection (0X1)) or provides State benefits
pursuant to such a program shall not be required to provide such
benefit to a person who is not a person lawfully present within the
United States (as defined in subsection (c)(2)) through a State
agency or with appropriated funds of such State.

(e) VERIFICATION OF ELIGIBILITY.-
(1) IN GENERAL.-Not later than 18 months after the date

of the enactment of this Act, the Attorney General of the Unit-
ed States, After consultation with the Secretary of Health and
Human Services, shall promulgate regulations requiring er-ification that a person applying for a Federal benefit, including
a benefit described in Subsection (b), is a person lawfully
p resent within the United States and is eligible to receive such
benefit. Such regulations shall, to the extent feasible, require

that information requested and exchanged be similar in form
and manner to information requested and exchanged under
section 1137 of the Social Security Act.

(2) STATE COMPLIANCE.-Not later than 24 months after
the date the regulations described in paragraph (1) are adopt-
ed, a State that administers a program that provides a Federal
benefit described in such paragraph shall have in effect a ver-
ification system that complies with the regulations.

(3) AUTHORIZATION OF APPROPRIATIONS.-There are author-
ized to be appropriated such sums as may be necessary to
carry out the purpose of this section.
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(f) SEVRABJLVFy.-If any provision of this section or the appli-
cation of such provision to any person or circumstance is held to
be unconstitutional, the remainder of this section and the applica-
tion of the provisions of such to any person or circumstance shall
not be affected thereby.

Subtitle G-Additional Provisions Relating
to Welfare Refor

CHAPTER 1-REDUCTIONS IN FEDERAL
GOVERNMENT POSITIONS

SEC. 7411. REDUCTION&
(a) DEFINITJONS.-AB used in this section:

(1) APPROPRIATE EFFECTIVE DATE.-The term "appropriate
effective date", used with respect to a Department referred to
In this section, means the date on which all provisions of sub-
title D of title 1, this subtitle, or subtitles C, D,, E, and F of
this title that the Department Is required to carry out and
amendments and repeals made by such titles and subtitles to
provisions of Federal law that the Department is required to
carry out, are effective.

(2) COVERED ACTIVTY.-The term "covered activity", used
with respect to a Department referred to In this section, means
an activity that the Department is required to carry out
under-

(A) a provision of subtitle D of title 1, this subtitle, or
subtitle C, D, E, or F of this title; or

(B) a provision of Federal law that is amended or re-
pealed by any such title or subtitles.

(b) REPORT.-
(1) CoNTnws.-Not later than December 31, 1995, each

Secretary referred to In paragraph (2) shall prepare and sub-
mit to the relevant committees described in paragraph (3) a re-
port containing-

(A) the determinations described in subsection (c);
(B) appropriate documentation in support of such de-

terminations; and
(C) a description of the methodology used in making

such determinations.
(2) SEcRETARY.-The Secretaries referred to in this para-

'graph are--
(A) the Secretary of Agriculture;
(B) the Secretary of Education;
(C) the Secretary of Labor;

ad(D) the Secretary of Housing and Urban Development;

(E) the Secretary of Health and Human Services.
(3) RELuvANT commiTFEEs.-The relevant Committees de-

scribed in this paragraph are the following:
(A) With respect to each Secretary described in para-

graph (2), the Cbommitte on Government Reform and
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Oversight of the House of Representatives and the Com-
mittee on Governmental Affairs of the Senate.

(B) With respect to the Secretary of Agriculture, the
Committee on Agriculture and the Committee on Economic
and Educational Opportunities of the House of Representa-
tives and the Committee on Agriculture, Nutrition, and
Forestry of the Senate.

(C) With respect to the Secretary of Education, the
Committee on Economic and Educational Opportunities of
the House of Representatives and the Committee on Labor
and Human Resources of the Senate.

(D) With respect to the Secretary of Labor, the Com-
mittee on Economic and Educational Opportunities of the
House of Representatives and the Committee on Labor and
Human Resources of the Senate.

(E) With respect to the Secretary of Housing and
Urban Development, the Committee on Banking and Fi-
nancial Services of the House of Representatives and the
Committee on Banking, Housing and Urban Affairs of the
Senate.

(F) With respect to the Secretary of Health and
Human Services, the Committee on Economic and Edu-
cational Opportunities of the House of Representatives, the
Committee on Labor and Human Resources of the Senate,
the Committee on Ways and Means of the House of Rep-
resentatives, and the Commit tee on Finance of the Senate.
(4) REPORT ON CHANGES.-Not later than December 31,

1996, and each December 31 thereafter, each Secretary re-
ferred to in paragraph (2) shall prepare and submit to the rel-
evant Committees described in paragraph (3), a report concern-
ing any changes with respect to the determinations made
under subsection (c) for the year in which the report is being
submitted.
(c) DETERMINATIONS.-Not later than December 31, 1995, each

Secretary referred to in subsection (b)(2) shall determine-
(1) the number of full-time equivalent positions required

by the Department headed by such Secretary to carry out the
covered activities of the Department, as of the day before the
date of enactment of this Act;

(2) the number of such positions required by the Depart-
ment to carr out the activities, as of the appropriate effective
date for the Department; and

(3) the difference obtained by subtracting the number re-
ferred to in paragraph (2) from the number referred to in para-
graph (1).
(d) AcTiONS.-Not later than 30 days after the appropriate ef-

fective date for the Department involved, each Secretary referred
to in subsection (b)(2) shall take such actions as may be necessary,
including reduction in force actions, consistent with sections 3502
and 3595 of title 5, United States Code, to reduce the number of
positions of personnel of the Department by at least the difference
referred to in subsection (c)(3).

(e) CONSISTENCY.-
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(1) EDUCATION.-The Secretary of Education shall carry
out this section in a manner that enables the Secretary to meet
the requirements of this section.

(2) LABoR.-The Secretary of Labor shall carry out this
section In a manner that enables the Secretary to meet the re-
quirements of this section.

(3) HEALTH AND HUMAN SERVICES.-The Secretary of
Health and Human Services shall carry out this section in a
manner that enables the Secretary to meet the requirements
of this section and section 7412.
(1 CALcULATION-In determining, under subsection (c), the

number of full-time equivalent positions required by a Department
to carry out a covered activity, a Secretary referred to in subsection
(bX2), shall Include the number of such positions occupied by per-
sonnel carrying out program functions or other functions (Including
budgetm-, legislative, administrative, planning, evaluation, and
leg a funct ions) related to the activity.

(g) GENERAL AccouNwwoGOFFICE REPORTr.-Not later than
July 1, 1996, the Comptroller General of the United States shall
pre pare and submit to the committees described in subsection

3W), a report concerning the determinations made by each Sec-
retary under subsection (c). Such report shall contain an analysis
of the determinations made by each Secretary under subsection (c)
and a determination as to whether further reductions in full-time
equivalent positions are appropriate.
SEC. 7412. REDUCTIONS IN FEDERAL BUREAUCRACY.

(a) IN GENERAL.-The Secretar of Health and Human Serv-
ices shall reduce the Federal workforce within the Department of
Health and Human Services by an amount equal to the sum of-

(1) 75 percent of the full-time equivalent positions at such
Department that relate to any direct spending progr, or any
program funded through discretionary spending, thra~thas been
converted into a block grant program under subtitle D of title
1, this subtitle, or subtitle C, D, E, or F of this title and the
amendments made by such title or subtitles; and

(2) an amount eual to 75 percent of that portion of the
total full-time equivalent departmental management positions
at such Department that bears the same relationship to the
amount appropriated for the programs referred to in paragraph
(1) as such amount relates to the total amount appropriated for
use by such Department.
(b) REDUCTIONS IN THE DEPARTMENT OF HEALTH AND HUMAN

SERvicEs.-Notwithstandlng any other provision of this Act, the
Secretary of Health and Human Services shall take such actions as
may be necessary, Including reductions in force actions, consistent
with sections 3502 and 3595 of title 5, United States Code, to re-
duce the full-time equivalent positions within the Department of
Health and Human Services--

(1) by 245 full-time equivalent positions related to the pro-
ar am converted into a block grant under the amendment made

section 7201(b); and
(2) by 60 full-tIme equivalent managerial positions in the

Department.
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-SEC-. 7413. REDUCING PERSONNEL IN WASHINGTON, D.C. AREA.

In making reductions in full-time equivalent positions, the Sec-
retary of Health and Human Services is encouraged to reduce per-
sonnel In the Washington, DC, area office (agency headquarters)
before reducing field personnel.

CHAPTER 2-BLOCK GRANTS FOR SOCIAL
SERVICES

SEC. 7421. REDUCTION IN BLOCK GRANTS FOR SOCIAL SERVICES.
Section 2003(c) (42 U.S.C. 1397b) is amended-

(1) by striking "and" at the end of paragraph (4); and
(2) by striking paragraph (5) and inserting the following:
"(5) $2,800,000,000 for each of the fiscal -years 1990

through 1996; and
"(6) $2,240,000,000 for each fiscal year after fiscal year

1996..
SEC. 7422. ESTABLISHING NATIONAL GOALS TO PREVENT TEENAGE

PREGNANCIES.
(a) IN GENERAL.-Not later than January 1 1997, the Sec-.

retary of Health and Human Services shall estaiblish and imple-
ment a strategy for--

(1) preventing an additional 2 percent of out-of-wedlock
teenage pregnancies a year, and

(2) assuring that at least 25 percent of the communities in
the United States have teenage pregnancy prevention pro-
grams in place.

()REPoRT.-Not later than June 30, 1998, and annually
thereafter, the Secretary shall report to the. Cong'ress with respect
to the progress that has been made in meeting the goals described
in paragraphs (1) and (2) of subsection (a).

Wc OUT-OF-WEDLOCK AND TEENAGE PREGNANCY PREVENTION
PRoGRAmS.--Section 2002 (42 U.S.C. 1397a) is amended by adding
at the end the following new subsection:

"(fKl) The Secretary shall conduct a study with respect to
State programs that have been implemented to determine the rel-
ative effectiveness of the different approaches for reducing out-of-
wedlock pregnancies and preventing teenage pregnancy and the ap-
proaches that can be best replicated by other States.

"(2) Each State shall provide to the Secretary, in such form
and with such frequency as the Secretary requires, data from the
programs the State has implemented. The Secretary shall report to
the Congress annually on the progress of the programs an d shall,
not later than June 30, 1998, submit to the Congress a report on
the study required under paragraph (1.".

CHAPTER 3-FOSTER CARE MAINTENANCE
PAYMENTS PROGRAM

SEC. 7431. LIMITATION ON GROWTH OF ADMINISTRATMVE EXPENSES
FOR FOSTER CARE MAINTENANCE PAYMENTS PROGRAM.

Section 474(b) (42 U.S.C. 674) is amended by adding at the end
the following new paragraph:
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"(5) Notwithstanding the provisions of subparagraphs (D) and
(E) of subsection (aX3), the total amount of the payment under
such subparagraphs with respect to the foster care maintenance
Payments program for any fiscal year beginning with fisscal year
19 96 shall not exceed 110 percent of the total amount of such pay-
ment for the preceding fiscal year.".

CHAPTER 4-MISCELLANEOUS PROVISIONS

SEC. 7441. EXEMPTION OF BATTERED INDIVIDUALS FROM CERTAIN
REQURM TS

(a) IN GENERAL.-Notwithstandling any other provision of, or
amendment made by, subtitle D of titfe I of this Act, this subtitle,
or subtitle C, D, E, or F of this title, the applicable administering
authority of any specified provision may exempt from (or modify)
the application of such provision to any Individual who was bat-
tered or subjected to extreme cruelty if the physical, mental, or
emotional well-being of the individual ould be endangered by the
application of such provision to such individual. The applicable ad-
ministering authority may take into consideration the family cir-
cumstances and the counseling and other supportive service needs
of the Individual.

(b) SPECIFIED PRovisioNs.-For purposes of this section, the
term "specified provision" means any requirement, limitation, or
penalty under any of the following:

(1) Sections 404, 405 (a) and (b), 406 (b), (c), and (d),
414(d), 453(c), 469A, and 1614(aXl) of the Social Security Act.

(2) Sections 5(1) (other than paragraph (3) thereof) and 6
(d) and (j), and the provision relating to work requirements in
section 6 of the Food Stamp Act of 1977.

(3) Sections 7401(a) and 7402 of this Act.
(c) DEFINIT'IONS AND SPECIAL RULEs.-For purposes of this sec-

tion-
(1) BATTERED OR SUBJECTED TO EXTREME cRUELTY.-The

term "battered or subjected to extreme cruelty" includes, but is
not limited to--

(A) physical acts resulting in, or threatening to result
in, physical injury;0

(B) sexual abuse, sexual activity involving a dependent
child, forcing the caretaker relative of a dependent child to
engage In nonconsensual sexual acts or activities, or
threats of or attempts at physical or sexual abuse;

(C) mental abuse; and
(D) neglect or deprivation of medical care.

(2) CALcULATION OF PARTICIPATION RATES.-An individual
exempted from the work requirements under section 404 of the
Social Security Act by reason of subsection (a) shall not be in-
cluded for purposes of calculating the State's participation rate
under such section.

SEC. 7442 SENSE OFTE SENATE ON LEGISLATIVE ACCOUTNTABILIT7Y
FOR UNFUNDED MANDATES IN WELARE REFORM LEGIS-
LATION.

(a) FINDINs.-Thie Senate finds that the purposes of the Un-
funded Mandates Reform Act of 1995 are-
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(1) to strengthen the partnership between the Federal
Government and State, local and tribal governments;

(2) to end the imposition, in the absence of full consider-
ation by Congress, of Federal mandates on State, local and
tribal governments without adequate Federal funding, in a
manner that may displace other essential State, local and trib-
al governmental priorities;

(3) to assist Congress in Its consideration of proposed legis-
lation establishing or revising Federal programs containing
Federal mandates affecting State, local and tribal govern-
ments, and the private sector by-

(A) providing for the development of information about
the nature and size of mandates in proposed legislation;
and

(B) establishing a mechanism to bring such informa-
tion to the attention of the Senate and the House of Rep-
resentatives before the Senate and the House of Rep-
resentatives vote on proposed legislation;
(4) to promote informed and deliberate decisions by Con-

gress on the appropriateness of Federal mandates in any par-
ticular instance; and

(5) to require that Congress consider whether to provide
funding to assist State, local and tribal governments in comply-
ing wnith Federal mandates.
(b) SENSE OF THE SENATE.-It is the sense of the Senate that

prior to the Senate acting on the conference report on either H.R.
4 or any other legislation including welfare reform provisions, the
Congressional Budget Office shall prepare an analysis of the con-
ference report to include-

(1) estimates, over each of the next 7 fiscal years, by State
and in total, of-

(A) the costs to States of meeting all work require-
ments in the conference report, including those for single-
parent families, two-parent families, and those who have
received cash assistance for 2 years;

(B) the resources available to the States to meet these
work requirements, defined as Federal appropriations au-
thorized in the conference report for this purpose in addi-
tion to what States are projected to spend under current
welfare law; and

(C) the amount of any additional revenue needed by
the States to meet the work requirements in the con-
ference report, beyond resources available as defined under
subparagraph (B);
(2) an estimate, based on the analysis in paragraph (1), of

how many States would opt to pay any penalty provided for by
the conference report rather than raise the additional revenue
needed to meet the work requirements in the conference re-
port; and

(3) estimates, over each of the next 7 fiscal years, of the
costs to States of any other requirements imposed on them by
such legislation.
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SEC. 7448. SENSE OF THE SENATE REGARDING ENFORCEMENT OF
STATUTORY RAPE LAWS.

It Is the sense of the Senate that States and local jurisdictions
should aggressively enforce statutory rape laws.
SEC. 7"444 SANCTIONING FOR TESTING POSITIVE FOR CONTROLLED

SUBSTANCES.
Notwithstanding any other provision of law, States shall not be

prohibited by the Federal Government from sanctioning welfare re-
cipients who test positive for use of controlled substances.
SEC. 7445. ABSTINENCE EDUCATION.

(a) INCREASES IN FuNDING.--Section 501(a) (42 U.S.C. 701(a))
is amended in the matter precediin paragraph (1) by striking "fis-
cal year 1994 and each fiscal, year 1hereafter and inserting "fiscal
years 1994 and 1995 and $761,000,000 for fiscal year 1996 and
each fiscal year thereafter".

(b) ABSTINENCE EDUCATION.--Section 501(a)(1) (42 U.S.C.
701(aX 1)) Is amended-

(1) by striking "and" at the end of subparagraph (C)-
(2) by inserting "and" at the end of subparagraph (b); and
(3) by adding at the end the following new subparagraph:

"(E) to provide abstinence education, and at the option
of the State, where appropriate, mentoring, counseling
and adult supervision to promote abstinence from sexual
activity, with a focus on those groups which are most like-
ly to bear children out-of-wedlock;".

(C) ABSTINENCE EDUCATION DEFINED.-Section 50 1(b) (42
U.S.C. 701(b)) Is amended by adding at the end the following new
paragraph:

"(5) ABSTINENCE EDUCATION.-The term 'abstinence edu-
cation' means an educational or motivational program which-

"(A) has as its exclusive purpose, teaching the social,
psychological, and health gains to be realized by abstain-
ing from sexual activity;

"(B) teaches abstinence from sexual active outside
marriage as the expected standard for all school age chil-
dren;

"(C) teaches that abstinence from sexual activity 'is the
only certain way to avoid out-of-wedlock pregnancy, sexu-
ally transmitted diseases, and other associated health
problems;

"(D) teaches that a mutually faithful monogamous re-
lationship in context of marriage is the expected standard
of human sexual activity;

"(E) teaches that sexual activity outside of the context
of marriage is likely to have harmful psychological and
physical effcs

"(F) teaches that bearing children out-of-wedlock is
likely to have harmful consequences for the child, the
child's parents, and society;

"(G)teahes yo ng pole how to reject sexual ad-
vances and how alcohol adrug use increases vulner-
ability to sexual advances; and

"(H) teaches the importance of attaining self-suffi-
ciency before engaging in sexual activity.".
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(d) SET-ASIDE.-
(1) IN GENERAL.-Section 502(c) (42 U.s.c. 702(c)) is

amended in the matter preceding paragraph (1) by striking
"From"and Inserting "Except as prvded i uscin()

from'.poeisuscin()
(2) SET-AsIDE.-Section 502 (42 U.S.C. 702) is amended by

adding at- the end the following new subsection:
"(e) Of the amounts appropriated under section 50 1(a) for any

fiscal year, the Secretary shall set aside $75,000,000 for abstinence
education in accordance with section 501(a)(1)(E).".
SEC. 7440. FRAUD UNDER MEANS-TESTED WELFARE AND PUBLIC AS-

SISTANCE PROGRAMS.
(a) IN GENERAL.-If an individual's benefits under a Federal,

State, or local law relating to a means-tested welfare or a public
assistance program are reduced because of an act of fraud by the
individual under the law or program, the individual may not, for
the duration of the reduction, receive an increased benefit under
any other means-tested welfare or public assistance program for
which Federal funds are appropriated as a result of a decrease in
the income of the individual (determined under the applicable pro-
gram) attributable to such reduction.

(b) WELFARE OR PUBLIC ASSISTANCE PROGRAMS FOR WHICH
FEDERAL FuNDS ARE APPROPRIATED.-For purposes of subsection
(a), the term "means-tested welfare or public assistance program
for which Federal funds are appropriated" shall Include the food
stamp program under the Food Samp Act of 1977 (7 U.S.C. 2011
et seq.), any program of public or assisted housing under title I of
the United States Housing Act of 1937 (42 U.S.C. 1437 et seq.), and
State programs funded under part A of title IV of the Social Secu-
rity Act (42 U.S.C. 601 et seq.).
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Subtitle H-Refor of the Earned Income
Tax Credit

SEC. 7460. AMEZNDMENT OF 1966 CODE.
Except as otherwise expressly provided, whenever in this sub-

title an amendment or repeal Is expressed in terms of an amend-
ment to, or repeal of, a section or other provision, the reference
shall be considered to be made to a section or other provision of the
Internal Revenue Code of 1986.-
SEC. 7461. EARNED INCOME CREDIT DENIED TO INDIVIDUALS NOT AU-

THQR2ZED TO BE EMLOYED IN THE UNITED STATES.
(a) IN GENERAL.--Section 32(cXl) (relating to individuals eligi-

ble to claim the earned income tax credit) is amended by adding
at the end the following new subparagraph:

"(F) IDENTIFICATION NUMBER REQUIREMENT.-The
term 'eligible Individual' does not Include any Individual
who does not include on the return of tax for the taxable

year-"(I) such individual's taxpayer Identification num-
ber, and

"(11) If the Individual is married (within the mean-
ing of section 7703), the taxpa er Identification num-
ber of such Individual's spouse.

(b SPECIAL IDENTIFICATION NUMBER.--Section 32 is amended
by addling at the end the following new subsection:

"(1 IDENTIFICATION NumBEs.--Solely for purposes of sub-
sections (cXXF) and (cX3XD), a taxpayer Identification number
means a social security number issued' to an individual by the So-
cial Security Administration (other than a social security number
issued pursuant to clause (11) (or that portion of clause (III) that
relates to clause (11)) of section 205(cX2XBXI) of the Social Security
Act)."

Wc EXTENSION OF PROCEDURES APPLICABLE To MATHEMATIAL
OR CLERiCAL ERRoRs.-Section 6213(gX2) (relating to the definition
of mathematical or clerical errors) is amended by striking "and" at
the end of subparagraph (D), by striking the period at the end of
subparagraph (E) and Inserting a comma, and by inserting after
subparagraph (E) the following new subparagraphs:

"(F) an omission of a correct taxpayer identification
number required under section 32 (relating to the earned
income tax credit) to be included on a return, and

"(G) an entry on a return claiming the credit under
section 32 with respect to net earnings from self-employ-
ment described in section 32(c)(2)(A) to the extent the tax
imposed by section 1401 (relating to self-employment tax)
on such net earning has not been paid."

(d) EFFECTIV DATE.-%e amendments made by this section
shall apply to taxable years beginning after December 31, 1995.
SEC. 7462. REPEAL OF EARMED INCOME CREDIT FOR INDIVIDUALS

W1THOUT CHILDREN.
(a) IN GENERAL.-"Subparagraph (A) of section 32(cXl) (defin-

ing eligible Individual) is amended to read as follows:

ODAMMON-0
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"(A) IN GENERAL.-The term 'eligible individual' means
any individual who has a qualifying child for the taxable

(b) &ONFORMING AMENDMENTS.-Each of the tables contained
in paragraphs (1) and (2) of section 32(b) are amended by striking
the items relating to no qualifying children.

(c EFFECTIVE DATE.-The amendments made by this section
shall apply to taxable years beginning after December 31, 1995.
SEC. 7463. MODIFICATION OF EARNED INCOME CREDIT AMOUNT AND

PHLASEOUT.
(a) DECREASE IN CREDIT RATE.-

(1) IN GENERAL.-Subsection (b) of section 32, as amended
by section 7462(b), is amended to read as follows:
"b1 PERCENTAGES AND AMOUNTS.-

"(1 IN GENERAL.-The credit percentage shall be deter-
mined as follows:

"In the case of an eligible The credit per.
Individual with: centage Is:

1 qualifying child ........................................................... 34
2 or more qualifying children........................... 36

"(2) AMOUNTS.-The earned income amount and the phase-
out amount shall be determined as follows:

"In the case of an eligl- The earned income The phaseout
ble individual with: amount is: amount is:

1 qualifying child........ $6,000 .......... $119000
2 or more qualifying

children ................ $8,425 ................. $11,000.,,t

(2) CONFORMING AMENDMENT.-Paragraph (1) of section
32(j) is amended by striking "subsection (b)(2)(A)" and insert-
ing "subsection (b)(2)".
(b) PHASEOUTr.-Paragraph (2) of section 32(a) (relating to limi-

tation) is amended to read as follows:
"(2) LIMITATION.-The amount of the credit allowable to a

taxpayer under paragraph (1) for any taxable year shall be re-
duced by 0.66 percent (0.86 percent if only 1 qualifying child)
for each $100 or fraction thereof by which the taxpayer's ad-
justed gross income (or, if greater, earned income) f~or the tax-
able year exceeds the phaseout amount."
(c EFFECTIVE DATE.-The amendments made by this section

shall apply to taxable years beginning after December 31, 1995.
SEC. 7464. RULES RELATING TO DENIAL OF EARNED INCOME CREDIT

ON BASIS OF DISQUALIFIED INCOME.
(a) DEFINITION OF DISQUALIFIED INCOME.-Paragraph (2) of

section 32(i) (defining disqualified income) is amended by striking
"and" at the end of subparagraph (B), by striking the period at the
end of subparagraph (C) and inserting ", and" and by adding at
the end the following new subparagraphs:

"AD) capital gain net income, and
"AE) the excess (if any) of-
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"(I) the aggregate income from all passive activi-
ties for the taxable -year (determined without regard to
any amount described in a preceding subparagraph),
over

"(10) the aggregate losses from all passive activities
for the taxable year (as so determined).

For purposes of subparagraph (E), the term 'passive activity'
has the meaning given such term by section 469."
(b EFFECTIVE DATE.-The amendments made by this section

shall apply to taxable years beginning after December 31, 1995.
SEC. 7465. MODIFICATION OF ADJUSTED GROSS INCOME DEFINITION

FOR EARNED INCOME CREDIT
(a) IN GENiERAL.-Subsections (aX2), (c)(1X(C), and (O)(2)(B) of

section 32 are each amended by striking "acJVjsted gross income"
and Inserting "modified adjusted gross Income .

(W MODIFIED ADJUSTED GROSS INCOME DEFINED.-Section
32(c) (relating to definitions and special rules) is amended by add-
ing at the end the following new paragraph:

"(5) MODIFIED ADJUSTED GROSS INCOME.-
"(A) IN GENERAL.-The term 'modified adjusted gross

income' means adjusted gross income-
"(I) increased by the sum of the amounts described

in subparagraph (B), and
"(ii) determined without regard to-

"(I) the amounts described in subparagraph
(C), or

"(II) the deduction allowed under section 172.
"(B) NoNTAxABLE INCOME TAKEN INTO ACCOUNT.-

Amounts described in this subparagraph are-
"(I) social security benefits (as defined In section

86(d)) received by the taxpayer during the taxable
year to the extent not Included in gross income,

"00i amounts which-
"(I are received during the taxable year by

(or on behalf of) a spouse pursuant to a divorce or
separation Instrument (as defined in section
71(bX2)), and

"(1I) under the terms of the instrument are
fixed as payable for the support of the children of
the payor spouse (as determined under section
71 (c))

but only to the extent such amounts exceed $6,000,
"(fii) interest received or accrued during the tax-

able year which is exempt from tax imposed by this
chapter, and

"(iv) amounts received as a pension or annuity,
and any distributions or payments received from an
individual retirement plan, by the taxpayer during the
taxable year to the extent not included in gross in-
come.%

Clause (iv) shall not include any amount which is not in-
cludible in gross income by reason of section 402(c),
403(aX4), 403(bX8), 408(d) (3), (4), or (5), or 457(eX 10).
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"(C) CERTAIN AMOUNTS DISREGARDED.-An amount is
described in this subparagraph if it is-

"(I) the amount of losses from sales or exchanges
of capital assets in excess of gains from such sales or
exchanges to the extent such amount does not exceed
the amount under section 1211(bX 1),

"00i the net loss from the carrying on of trades or
businesses, computed separately with respect to-

"(I) tradesý or businesses (other than farming)
conducted as sole proprietorships,

"(11) trades or businesses of farming con-
ducted as sole proprietorships, and

"(III) other trades or business,
"(III) the net loss from estates and trusts, and
"(iv the excess (if any) of amounts described in

subsection (iX2XCXii) over the amounts described in
subsection (i2)(2CXi) (relating to nonbusiness rents
and royalties).

For purposes of clause 00i, there shall not be taken into ac-
count Items which are attributable to a trade or business
which consists of the performance of services by the tax-
~payer as an employee."

(c) FFECTIVE DATE.-The amendments made by this section
shall apply to taxable years beginning after December 31, 1995.
SEC. 7466. PROVISIONS TO IMPROVE TAX COMPLIANCE.

(a) INCREASE IN PENALTIES FOR ]RETURN PREPARERS.-
(1) UNDERSTATEMENT PENALTY.-Section 6694 (relating to

understatement of Income tax liability by income tax return
preparer) is amnended-

(A) by striking "$250" in subsection (a) and inserting
"$500", and

(B)I by striking "$1,000', in subsection (b and inserting
"s$2,000".
(2) OTHER ASSESSABLE PENALTIES.--Section 6695 (relating

to other assessable penalties) is amended-
(A) by striking "$50" and "$25 000" in subsections (a),

(b), (c), (d), and (e) and inserting "ilo00t and "$50,000", re-
spectively, and

(B) by striking "$500,, in subsection MI and inserting
"$1,000"o.

(b) AIDING AND ABETTING PENALTY.--Section 670 1(b) (relating
to amount of penalty) iis amended-

(1) by striking "$1,000" in paragraph (1) and inserting
"2,000", and

(2) by striking "10,000" in paragraph (2) and inserting
"20,000".
(c)REVIW OF ELECTRONIC FILING OF EARNED INCOME CREDIT

CLIUMS.-The Secretary of the Treasury shall use the maximum re-
view process that is administratively feasible to ensure that origi-
nators of electronic returns involving the earned income credit
under section 32 of the Internal Revenue Code of 1986 comply with
the law.

.1 44
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(d) EFnECTwvE DATE.-The amendments made by this sectionshall apply to penalties with respect to taxable years beginning

after December 31, 1995.

Subtitle I-Increase in Public Debt
SEC. 7471. INCREASE IN PUBLIC DEBT.

Subsection (b) of section 3101 of title 31, United States Code,is amended by striking the dollar amount contained therein and in-serting "$5,560,000,000,000".

Subtitle J-Correction of Cost of Living
Adjustments

SEC. 7481. SENSE OF THRE SENATE REGARDING CORRECTION OF COSTOF LIVING ADJUSTM[ENs.
(a) FINDINGs.-The Senate finds that-

(1) the Consumer Price Index overstates the cost of living
in the United States; and

(2) overstatement of the cost of living undermines the equi-table administration of Federal benefit and tax policies.(b) SENSE oF THE SENATE.-It is the sense of the Senate thatall cost of living adjustments required by Federal law should be_corrected as soon as possible to accurately reflect future changes in
the cost of living.
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