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AFL-CIO - 1997 Pre-Convention Conferences 

Friday. September 19 | 

Workers investing in America: A Conference for Union Pension Trustees 

9:00 AM to Noon Hilton Hotel 

A r•...^ .or^fercnce of mion leaders who serve as per^Ion fund trusted will discuss new pro-worker invescmenc 
A nacior.^ ^ ^ ' ^ ' T " ^ ' "^ence - conduaed by die feder:ition's Office of Investment - will focus on che AFL-

Srap^S3h.pX-̂ ^^^ . 
chac foster reurement security and long-term economic growth and development. 

Building a Political Voice for American Workers: A Conference for Political ActMsts 

1:00 PM 10 5:00 PM Doubletree Hotel 

The AFL-CIO-s Political Depamnenc presents a worWng session for leader and executive 

. c o m m X ^ ^ r l ^ d i L V 

approaches in the fight for the right to organize. 

Saturday. September 20 

Building a Movement of American Workers: A National Conference on Organizing 

1:00 PM to 5:00 PM Doubletree Hotel 

^ s conference wil. focus on the wa>, labor Is - " - f W ^ ^ ^ ^ ^ ^ ^ ^ 
bodies will share strategies for o r ^ i z i n g as thc corr^erstonc of labor's comeback effort. Participants 
and strategists as well as important allies - induding V.ce President Al Gore. 

Sunday, September 2/ 

Building a Voice for Workers in Our Communities: A Conference for State and Local Central 

Bodies 

10:00 AM to 4:00 PM Hilton Hotel 

Par^cipancs will discus, the growing partnership between inter^ation^ 

councils and local unions in community-based p r o g r ^ s The conference v.11 ^ " ^ ^ ^ ^ ^ ^ ^ join unions, 
communities In educating, motivating and mobilizir^g union members, defending the "^S^ ^ J j ; ' ' : ^ ^ ^ ^ ^ ^ J 
organizing new membe,; as well as creating a powerful polidal and legislative voice for ^ ^ ^ ' - J ^ ^ Z ^ ^ ^ 
3 o n way, ro leven^e labors innucnce with political and communis allies to increase union mcmb^r^h.p. 
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AFL-CIO— 1997 Pre-Convention Conferences 

Fridoy. September 19 

Workers Investing in America: A Conference for Union Pension Trustees 

9:00 AM to Noon Hilton Hotel 

. ™ . , „ . con feree , o , . n , o „ . . . . . s . ™ » ^ . o „ food . ^ ^ ^ ^ 
• . TK«--nnfftrence — conducted by the federation s Otfice oJ Invesnneni. • 

srSpriŜ h,;";̂ ^̂ ^̂ ^ . 
that foster retirement security and long-term economic growth and development. 

Building a Political Voice for American Worker. : A Conference for Political ActMsts 

! :00 PM to 5:00 PM Doubletree Hotel 

API r i o - s Political Departmenc presents a working session for leader, and executive staff from unions as well 

. c o m m I X t i o ? t 2 d i ^ ' ' ? ^ e c ^ ^ ^ ^ ^ ^ ^ 

approaches in the fight for the right to organize. 

Soturdoy, Sef>tember 20 

Building a Movement of American Workers: A National Conference on Organising 

1:00 PM to 5:00 PM Doubletree Hotel 

T^is conference will focus on the way, labor is W - S ^ ^ ^ ^ ^ ^ ^ 
bodies will share strategies for organizing as the" cornerstone of labor's comeback effort. Participants wil 
and strategists as well as Important allies - including Vice President Al Gore. 

Sundoy, September 2/ 

Building a Voice for Workers in Our Communitler. A Conference for Stat , and Local Central 

Bodies 

10:00 AM to 4:00 PM Hilton Hotel 

Par^cipancs will discuss the growing partnership between - ' - - ^ ^ - f 
councils and local un.or. in community-based p r o g r ^ s The " " ^ ^ ^ 7 ^ ! J ^ ^ ^ ^ p T n H - . 

i« ^,.«Mrt<j motivatin? and mob izing union members, defending the ngn to iwor^c i * , 
communidcs in educating, mocivauiijj * - for labor The conference will also 

«,»rT,Kor^ well as creating a powerfu po itica and legislative voice tor laoor. i ne tui.. 
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Communica t ions 501 Third Street, N.W. Morton Bahr 
Workers of America Washington, D.C. 20001-2797 President 
AFL-CIO, CLC 202/434-1110 Fax 202/434-1139 

J u l y 14, 1997 

Mr. Vice President A l b e r t Gore, J r . 
O f f i c e of the Vice President 
Old Executive O f f i c e B u i l d i n g 
Washington, D.C. 20501 

Dear Mr. Vice President: 

I don't know if you have had a chance to read the article on our 
"mutual relations" with Sprint in the June 30 The Nation. 

Today i s the t h i r d anniversary of the company s h u t t i n g down the 
f a c i l i t y i n San Francisco, and E l i z a Lopez and her colleagues 
s t i l l w ait f o r j u s t i c e . 

^___^ncerely, 

Morton Bahr 
President 

Attachment 

cc: A l e x i s Herman 
Gene Sperling 
John Podesta 
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John Walters, formerly head of the New Citizenship Project, 
where he was a harsh critic of President Clinton's AmeriCorps 
program. The group has also transformed its quarterly news­
letter into a sharp and glossy magazine packed with provocative 
articles calling for radical changes, such as a dramatic reduction 
in estate taxes. 

The Heritage Foundation has also taken a keen interest in 
philanthropy in recent years. In the 104th Congress, Heritage 
led the effort to defijnd the lefl, providing much ofthe intellec­
tual firepower in the debate over the Istook amendment to limit 
nonprofit advocacy activities. In addition, Policy Review, the 
organization's bimonthly magazine, has devoted considerable 
attention to charities, applauding conservative, religious groups 
that provide social services at no cost to the government and 
criticizing nonprofit groups that accept govermnent funding. 

With Arianna Huffmgton, the peripatetic socialite/comedienne 

at the helm—when she is not appearing on Polilically Incorrect— 
the Center for Effective Compassion also works to promote 
faith-based groups that do not accept government funds. As a 
project of the Progress & Freedom Foundation, lauded by Newt 
Gingrich, the center is another forceful voice in the chorus singing 
the praises of purely private charity. 

Those who defend public/private partnerships believe that 
charities are vulnerable to the conservative assault and that public 
opinion could b>e swayed against them. Despite the long history of 
govemment involvement in and financing of the nonprofit sector, 
charities have generally stressed the importance of private contri­
butions, perhaps as a way to encourage greater giving. But that 
may backfire. "Having failed to make clear to the American pub­
lic what its role should be in a mixed economy," says Salamon, 
"the sector has been thrown on the defensive by revelations that it 
is not operating the way its own mythology would suggest." • 

SPRINT, BLATANTLY ANTI-UNION, HAS DRAWN N.L.R.B. CENSURE BUT BILL CLINTON'S PRAISE. 

Hotline to the White House 
I BILL MESLER I 

t was the most exciting day of Eliza Lopez's 
life. This past February at the ritzy Biltmore 
Hotel in Los Angeles, the 29-year-old single 
mother from Guadalajara met with Vice 
President AI Gore to talk about the shutdown 

of San Francisco-based La Conexion Familiar. 
Three years ago, that Hispanic-oriented market­
ing subsidiary of Sprint was abruptly closed, 
leaving its 235 workers jobless just days before 
they were to vote on joining a,union—an elec­
tion the union was expected to win easily. The 
A.FL.-C.I.O. has called the case the most glaring violation of 
workers' right to unionize in decades. Gore was using the Bilt­
more Hotel meeting to cultivate his new post-NAFTA, "labor 
friendly" image well before the race for the Democratic presi­
dential nomination in 2000 heats up. 

Lopez told Gore about harsh working conditions at La 
Conexion Familiar ("The Family Connection"), where access 
to drinking water and toilets was strictly limited. She told him 
about commissions promised but never paid. And she told him 
how the loss of her job left her trapped in a violent relationship 
because she didn't have the resources to care for her two chil­
dren on her own. "He seemed very moved," said Lopez. "He 
said he was going to talk to Bill Clinton and figure out how the 
government can force employers to respect employees' legal 
rights. He also said he was going to try to not let any govern­
ment employee use Sprint." 

Gore wasn't the first Administration official to show concern 
over the La Conexion case. Almost immediately after the 1994 

Bill A/i'.v/cr ;.v a rcporlcr working; willi lln- lin csfigdnw Fund of Thf 

Wiliint Inslitiilc. 

firings. Labor Secretary Robert Reich said he 
would try to revoke Sprint's contract to handle 
the Lat)or Department's long-distance telephone 
service (the company is under contract to carr> 
40 percent of the federal govemment's long­
distance calls). But three years after the La 
Conexion workers were fired, and months after 
an order by the National Labor Relations Board 
to rehire the employees and pay them back 
wages, they still haven't seen a dime from 
Sprint, said to have the "worst labor record of 

any telecommunications company in the world" by a spokes­
person for the 4.6-milIion-member Postal, Telegraph and Tele­
phone Intemational union. And despite the Administration's 
promises to labor to take on Sprint, it has yet to lift a finger 
against the company. Sprint was even singled out for praise 
by President Clinton. In his 1997 State_of the Union Message. 
Clintoncalled Spnnt a company that isjeading the way to "create 
jobs so that people~cin move IroirTwelfare to work." 

A closer look at •SpHnT? relationship with the Democrats 
shows that at the least, Clinton's kid-gloves treatment looks like 
a political trade-off: Kansas-based Sprint (led by its conservative 
Republican chairman, Bill Esrey) gave Clinton a surprise en­
dorsement in the presidential campaign, and people associated 
with Sprint gave more than $25,000 to the Clinton campaign; 
the President then gave the telecommunications giant an endorse­
ment on national television better than any commercial. There 
may be even more to the relationship between the White House 
and Sprint, involving one well-known Democrat on the Sprint 
payroll. No, not Murphy Brown—Webster Hubbeil. 

It's still unclear why the company agreed to pay the former 
Associate Attorney General and Clinton chum from Arkansas 
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Nobody involved in the Global One proceedings can recall his 
name ever being mentioned. Sprint spokesman White would say 
only that Hubbcll worked "as a lawyer and not a lobbyist," and 
did not contact any of his old friends at Justice. The alliance 
was eventually approved by the Justice Department in July 1995 
and by the Federal Communications Commission that December. 
(While it was retaining Hubbeil, Sprint also retained Latham 
and Watkins, the former law firm of outgoing F.C.C. chairman 
Reed Hundt.) 

In the meantime, Sprint had become embroiled in contro­
versy over the fate of the 235 workers at La Conexion laid off 
without warning just before the vote to join the CWA. The 
shutdown wasn't surprising considering the company's fierce 
opposition to unions; two plants that had been targeted by the 
union for organizing drives had been shut down by Sprint over 
the previous two years, and the company still distributes a 
"Union-free Management Guide." Of the "myriad of challenges" 
Sprint faces in the nineties, reads the Dickensian instruction 
manual, paramount "is the threat of union intervention in our 
business." 

Sprint claimed the shutdown was for financial considerations 
and had nothing to do with union activity. But a Sprint news­
letter published just weeks before the La Conexion shutdown 
boasted that the subsidiary had "grown at an astounding rate in 
the last three years." The CWA. contends that the shutdown 
sent a message to the company's other workers nationwide that 
they could lose their jobs if they try to unionize (about 20,000 
would be eligible). 

During the course ofthe proceedings on the unfair labor prac­
tices complaint filed with the National Labor Relations Board, 
a Sprint^^orney was forced tojdmit that a company officer 
committea~peiju^ jy-grawing up_a fake letter that purported 
to prove the coinpan>r}iadjDianned to close La_C.onexion long 
before any union activity took place. 

While "HieN.L .R.B. case went forward. Labor Secretary Reich 
reportedly promised "to do something public" to put pressure 
on Sprint to resolve the situation—a tactic the Labor Department 
has increasingly himed to in lieu of any other effective enforce­
ment mechanisms. Though Reich said he would tear up long­
distance phone cards Sprint provides the department as part ofits 
government contract, a ranking source at the department who 
asked not to be identified said no action was ever taken despite 
widespread support for it in the department. "Many of us were 
certainly pissed off that nothing was done," said the source. 

It was last December when the N.L.R.B. ruled that Sprint 
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must rehire the workers and pay them three years' back wages 
($12 million by union estimates). Sprint has so far managed to 
bog down the ruling in a lengthy appeals process that may even­
tually go to the Supreme Court. The CWA. again turned to the 
Administration to apply some kind of pressure. 

But the N.L.R.B. decision came several months after Sprint 
had begun shoring up the President in the midst of his re-election 
campaign. On October 7, Clinton attended a campaign rally in 
Stamford, Connecticut, where he received the endorsement of 
2,500 mostly Republican C.E.O.s. Leading the pack was regis­
tered Republican and champion of conservative causes Bill 
Esrey, chairman ofthe board of Sprint, the largest employer in 
Bob Dole's home slate. There is, Esrey told reporters, a "growing 
realization in corporate America that Democrat Bill Clinton 
has been good for American business." 

The mood was captured best by fVired columnist John Heile-
mann, who described dazed White House spokesman Mike 
McCurry wandering around muttering; "Big, big, big—this is 
really big—I mean big, like, bigger than anything since the Fra­
ternal Order of Police endorsement—big." Three months later, 
Clinton, far from criticizing Sprint's labor record, was lauding 
the company in his State ofthe Union Message. Sprint spokes­
man White denied any quid pro quo between the company and 
the Administration, saying Esrey's decision was a "personal" 
and "very difficult" one. 

t the same time, the Labor Department, according to sources 
inside it, was quietly working to soften the impact of its re­
port on unfair labor practices in the United States, which was 

I drawn up after a complaint against Sprint filed by a Mexican 
I union under NAFTA's labor side agreement—the first and so 

far the only complaint filed in Mexico under the guidelines. 
In the complaint, lodged after the La Conexion shutdown, 

Mexico's Union of Telephone Workers accused Sprint of im­
plementing a "vicious anti-union policy" In February 1996 labor 
ministers from the United States, Canada and Mexico met to re­
view the case. They commissioned a report on the effect of plant 
closings on workers' rights to organize. The final report (which 
had been due last fall) was so soft on Sprint that one CWA. offi­
cial said, "It looked like it had been written by Bill Esrey." 

Both the Labor Department and the NAFTA officials who 
drew up the report officially denied the charge. But sources in 
both offices admitted off the record that the department forced 
those who worked on the document to rewrite the sections that 
were most critical of U.S. labor practices. "The report was de­
layed and changed because it would have made Gore [a sup­
porter of NAFTA] look bad to labor," said a source close to the 
report who asked nol to be identified. Kate Bronfenbrenner, 
Cornell's director of labor education research and one of the 
authors, agreed, but added that there was also "pressure from the 
business community that does not want the government to put 
out a report showing they are wantonly breaking the law. NAFTA 
has created a climate that has emboldened employers who want 
to violate labor rights. Sprint's La Conex ion case is the most 
obvious example'" 

Score another \ictory for Sprint and big business and Al 
Gore. Score another loss for workers like Eliza Lopez. "How 
could Sprint be tolling people to get off of welfare?" Lopez 
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ud when asked about Clinton's praise for the firm "They 
tried to send us on to welfare. Bill Clinton and all those high 
people should try working like we did for $7 an hour-and 
[management] telling you not to go to the bathroom saying 
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they arc going to count that as 'low production ' " 
' ; i came from Mexico thinking America is a country of jus­

tice, said Lopez. "But I find it is the same as it is in Mexico. Peo­
ple with money get away with anything," 

FOR MANY AFRICAN.AMERICAN WOMEN. ABUSE IS EVERYDAY: EXPECTED. EVEN ACCEPrED 

When Violence Strikes Home 
MARCIA SMITH 

I ne evening in the spring of 1995, at the 
height ofthe long national nightmare known 
as the murder trial of O.J. Simpson, my 
phone rang. On the line was a volunteer 
from the National Organization for Women 

(NOW), trolling for dollars. I do not belong to 
NOW, but I do support several feminist organi­
zations and was not surprised to find myself on 
their list. "We'd like your support," the caller 
said. "Two hundred dollars, $ 100, anything you 
can afford—so that NOW can continue to work , , i w wi 

on issues like domestic violence. We don't want another woman 
ace the atrocities that happened to Nicole Brown Simpson " 
.oa. Was this NOW's only frame of reference on the issue of 

domestic violence'' I wondered. NOW either didn't anticipate 
having a Harlem resident as a ftmdraising target or must have 
thought that the issue of domestic violence plays the same way for 
Afncan-American as for white women. "You've got to be kid­
ding, 1 said, and hung up. The only pledge I made that night 
was not to support NOW unless they figured out how to talk to me 

Summer 1995. Bo.xer Mike Tyson came home to New York 
after serving a jail sentence for raping Desiree Washington, a teen­
age black beauty queen. He was ready to resume his multimillion-
dollar career, and promoter Don King, AI Sharpton and others 
organized a rally to welcome him. The pro-Tyson crowd cloaked 
the event in nationalist rhetoric, shamelessly playing on African-
Americans alienation from the legal system to build support 
for Tyson. 

Activists, led by a group of African-American women agi­
sted against the Tyson rally TTie organization African Americans 
Against Violence rightly argued that Tyson, having been duly 
convicted of sexually assaulting a black woman, should be re­
habilitated, not honored; and that domestic violence in the 
African-American community is a pressing issue. I stood with 
the opposition on 125th Street that August, in a small demonstra­
tion against domestic violence and the Tyson rally Most leaders 
of the African-American community were nowhere in si"ht 

-iring 1997. A few weeks ago a New York City HealU, Dc-
:nt study revealed that a majonty of female murder victims 

a..- at the hands of their husbands or boyfriends. In a five-year 
period m this decade, 52 percent of all female homicide victims 
in New \ork were African-American, althout;!, black vvonicn 

Murcia Si mill, i.s a uritcr // w/Ji; /„ AVvr Yor/; Cilv. 

make up only 25 percent of the city's female 
population. Two-thirds ofthe women who died 
at the hands of their loved ones lived in Brook­
lyn or the Bronx; most, it can be assumed, were 
poor. They were stabbed, strangled, punched 
and sometimes—if they weren't dead after the 
first round—thrown out of windows. 

The horrifyingly high level of domestic 
I abuse IS not exactly news. The Surgeon General 
3 starkly announced five years ago that violence 
o was the number-one public health risk to adult 

women and the Department of Health and Human Services 
reported early this decade that 60 percent of female homicide 
victims were killed by someone they knew-most often by 
someone with whom they'd been intimate. 

And the death rate from domestic abuse may be just the tip 
of the iceberg. A groundbreaking study sponsored by the New 
York-based Institute on Violence found that in a three-year period 
in the eariy nineties, more than 60 percent of women discharged 
from city-owned hospitals with violent injuries were black- half 
of al female victims of reported violent crime were black-
and black women were more likely to be victims of felonious' 
rather than misdemeanor, assault. In the lives of many African-
Amencan women, violence is not only a life-or-death struggle 
but an everyday affair: expected, if not accepted 

Violence against African-American women exists against 
he backdrop of mainstream US. culuire, which tolerates, and at 

times embraces, violent resolutions to problems; it is also root­
ed in the patriarchal culture that prevails in African-American 
communities as elsewhere, which results in the relative power-
lessness of black women and public silence about what is seen 
as a private concem. But because African-American communities 
as a whole-women and men. young and old-are expenencing 
the multiple effects of economic and political disfranchisement 
ranging from joblessness to substance abuse, from crises in 
housing and education to the impact of welfare reform violence 
against women is not seen by many political leaders as a ton 
prioriiy. Nor is it seen as integral to other community concerns 

Yet the pervasiveness of violence agamst women presents a 
clear imperative for African-American leaders. We need to open 
the public space wiihin the communu> to hoar women's voices 
and validate tho.r experiences. Putting domestic violence on the 
front burner would allow ihe comnu.nitv to rallv all Hie troops 
for Ihe lough b:utles ahead. |-;nlure ,o do so no,;,,,].. :^„„|on^ 
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March 20,1997 

Mr. Bruce Reed 
Advisor to the President for 

Domestic Policy 
The White House 
1600 Pennsylvania Avenue, N.W. 
Washington, D.C. 20500 

Dear Mr. Reed: 

Thank you for arranging the opportunity for us to present our views on the 
privatization ofthe Medicaid and Food Stamp programs. It should be clear from our 
discussion that we think the federal govemment would be ill-advised to permit the 
deputation of private companies to administer these public welfere programs for at least 
the following reasons: 

The Food Stamp Act and Medicaid Place Broad 1?<^ctions on Deleyatfftn tif 
Administrative Fnnctions to Non-Pnblic Employees, and a Waiver of TIii>iw 
Protections Wonld be Vnlnerable in a Legal Challftngî  

Discretionary decisionmaking in these two programs is to be performed by public 
officials and employees. For example, the statutory language goveming certification of 
eligibility for food stamps is clear that eligibility determmations must be made by public 
employees. Specifically, the Food Stamp Act states that "the State agency personnel 
utilized in undertaking... certification shall be employed in accordance with the current 
standards for a Merit System of Personnel Administration..7 U.S.C. § 2020(eX6). 
The Department of Agriculture's regulations reinforce the fundamental principle that 
public employees must conduct certification interviews and certify households for food 
stamps: 
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State agency employees [employed in accordance with a merit system of 
personnel administration] shall perform the (eligibility] interviews required 
in § 473.2. Volunteers and other non-State agency employees shaU not 
conduct certification interviews or certify food stamp applicants. 

7 C.F.R, § 272.4(aX2) (emphasis added). 

Similarly, Medicaid requires that States establish or designate a single State 
agency for administering their Medicaid plans, and provides that "the detemiination of ; 
eligibility for medical assistance under the plan shall be made by the State or local agency 
administering the State plan** ~ that is, by public employees. 42 U.S.C. § 1396a(aX5). 
The accompanying regulations echo this point, directing that the State agency "must not 
delegate, to other than its own officials, authority to (i) [e]xercise administrative 
discretion in the administration or supervision ofthe plan, or (ii) [ijssue policies, rules, 
and regulations on program matters." 42 C J . R § 43 L10(e).' 

The foregoing statutory and regulatory provisions plainly demonstrate Congress* 
and the Executive Branch's clear expectation that adnunistrative fimctions in the Food 
Stamps and Medicaid programs are to be handled by public employees ~ an expectation 
which we believe is firmly grounded in compelling policy arguments, set forth below, in 
favor of public administration of public benefits programs. The Administration should 
not act in a manner contrary to legislative intent in evaluating proposals implicating these 
provisions. 

Waiver authority under these programs is limited, and privalization of 
discretionary administrative functions wiU in most instances exceed that authority. 
Both the Food Stamps and Medicaid programs authorize waiver of certain requirements 
under certain limited circumstances.̂  The scope of administrative waiver authority is 

' It is worth noting, as we discuss in greater detail below, that one area where HHS has 
permitted privatization - Le,, outstationing of intake functions at hospitals - remains 
overwhelmingly public. 

^ It is our understanding that no waiver request has been submitted in connection with the 
proposed privatization of numerous programs by the State of Texas. Given the clear statutory 
language mandating eligibility determinations by public employees in the Food Stamps and 
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constrained by important elements of these programs. Only limited changes in the 
provision of services are permitted, subject to individual assessment and approval of a 
particular state's waiver request 

The Secretary of USDA may waive requirements ofthe food stamp program only 
for pilot projects of a limited duration and only «to the extent necessaiy for the project to 
be conducted." 7 U.S.C. §2026(bXl)(A), as amended by R L . 104-193, §850 
"p]mprov[ing] program administration" and "allow[ing] greater conformity with the rules 
of other programs" arc among the permissible puiposes of a waiver arguably relevant to 
the issue at hand, i i , but any such initiative ̂ 'must be consistent with the food stamp 
program goal of providing food assistance to raise levels of nutrition among low-mcome' 
mdmduals." House Rep. 104-725, accompanying H.R 3734, at 479. Hius, m order to 
justify a waiver ofthe public eUgibility detemiination requirement, tiie Secretary would 
need to demonstrate (1) tiiat tiie waiver was neces.sarv for tiie project in question; (2) tiiat 
the project finthered a permissible pmpose, e^tiiat is, tiiat tiie project would actually 
tsapmYe program administration; (3) tiiat tiie project fimhers tiie goal of providing food 
assistance to low-income individuals; and (4) tiiat tiie project is of a limited duration For 
the reasons set fortii below, we beHeve a stiidied review of an actual request to privatize 
ehgibihty detenninations wiU reveal fliat contiary to improving program administration, 
pnvatization wdl m reality have a detrimental effect on program administration as well as 
on benefit recipients. Consequentiy, we beUeve approval of a waiver request seeking to 
pnvatize eligibility determinations will be vulnerable in any subsequent judicial review. 

Smiilarly, while flie Secretary of HHS is permitted to waive requirements of tiie 
Medicaid statute for an "experimental, pilot, or demonstration project" which is "likely to 
assist m promoting [stamtoiy objectivesH 42 U.S.C. § 1315(a), tiiat autiiority is not 
witiiout Its limits. Ratiier, "§ 1315(a) plainly obligates tiie Secretaiy to evaluate flie 
ments of a proposed state project, including its scope and its potential impact on [benefit! 
recipients. Beao v. gha)̂ l̂  30 F3d 1057,1068 (9tii Cir. 1994). In otiier words >]n 
Its face, tiie statute allows waivers oniy (1) for experimental, demonstration or pilot 

Medi^d programs, it is manifest that no privatization is peimissible m tiiose programs unless 
Ae federal govemment approves a State waiver request following notice, comment, and agency 
evaluation of any such request In any case, we do not believe a waiver permitting privaSation 
of ehgibihty detenninations would be permissible under the standards set forth in tiie statutes as 
descnbed m more detail above. 
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projects, which (2) in tiie judgment of tiie Secretary are likelv to a,ssî t in promotinp fh^ 
obiectivef? ofthe Social Security Act and only (3) for tiie extent and period she finds 
necessary." 14 at 1069 (emphasis added). As witii waivers under tiie Food Stamp 
program, we believe carefiti scmtiny of a proposal to privatize eligibility determmations 
in tiie Medicaid program will reveal tiiat such an approach contiavenes the purposes and 
objectives of tiie Social Security Act, compromises a stiong policy in favor of public 
administtation, and negatively impacts Medicaid recipients. Consequentiy, we believe 
such a waiver would be vuhierable under judicial review. 

TANF did not alter these fundamental principles. When the Congress passed, • 
and tiie President signed, tiie most sweeping repeal of an entitiement program since tiie * 
Social Security Act was passed. Congress stopped short of expanding private 
administration and eligibility determinations in tiie Food Stamp and Medicaid programs 
even as tiiey were allowing private actors to play a greater role in former AFDC 
functions. For all tiie changes in administrative procedures which the new law allowed, it 
made precious few changes in Food Stamp and Medicaid administî ion. In fact, while 
one version of tiie 1995 welfare bills shuck tiie merit-based requirement for food stamps, 
it was restored in tiie conference committee. Given tins legislative history, it would be 
particularly distiressing if tiie Admmistiation now chose to move in a pohcy direction 
which Congress rejected in favor of public provision of services. 

PnbltclY-Fuuded Benefit Proems IVserve Pnbli«> Acconntabili<y 

Federal benefit programs fimded by taxpayer dollars, and especially programs of 
tiie magnitude of Food Stamps and Medicaid, deserve fiill public accountability, which 
we beUeve is best provided tiirough public administration by public employees.' Private 
contractual arrangements caimot suffiicientiy assure the requisite level of public 
accountability. Moreover, privatization of pubUc benefit eligibiniy determinations raises 
numerous otiier problems, described in greater detail below. For tiiese reasons, as State 
waiver requests are received, we believe tiie Administiation would be well advised to 
disapprove requests for private administration and eligibiUty determinations. 

Erivatization of Public Benefit Programs Faces an Array of Pr<>l>̂ Am̂  

Discretionary control over access to pubUc programs. As we illustrated in our 
discussion, tiie intake processes around Medicaid and Food Stamps are replete witii 
mstances where personnel are making judgements about tiie validity of information and 
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tiie weight of various factors. Under private detemiinations, tiiis discretion is exercised 
imder tiie direct influence of financial incentives which may work counter to public goals. 

During our discussion, tiie issue of private control over distribution of public 
benefits in tiie PeU Grant and Guaranteed Stiident Loan programs was raised. However 
tiiese programs, and tiie types of private activities conducted under tiiem, are in no way' 
comparable to Food Stamps and Medicaid. First, it is important to point out tiiat 
Congress ê qiressly contemplated significant activity by private actors in tiiese programs 
contiraiy to tiic Food Stamp and Medicaid programs. Furfliemiore. flie PeU Grant and ' 
Guaranteed Stiident Loan programs are extremely smaU compared to flie bUlions of 
dollars spent under Food Stamps and Medicaid. Unlike student loans, food and medicme 
are fimdamentally more important to survival flian are oflier categories of benefits The 
types of chents and tiie natiire of tiie decision being made are more complex. What is 
more, tiae mcentives under PeU Grants and Guaranteed Stiident Loans would encourage 
gversupRly of loans, not restiictions on benefits as would be tiie case for food stamp or 
Medicaid eligibility under private determinations. It is worth noting tiiat just two days 
ago Pell Grants were tiie subject of a Wall Sti^t Joumal article highlighting fraud 
problems involving overpayment by colleges. 

Unlike stiident aid, flie private entities which would be asked to deterrame Food 
Stamp and Medicaid eligibility have no particular aq>ertise m tiiese programs and are 
bemg asked to enter a policy area undergoing dramatic change. Finally, flie food stamp 
program mcludes specific, detailed provisions goveming tiie behavior of eligibility 
woricas ( c ^ face-to-face mterviews, etc.) and even flie facilities in which interviews can 
occur (m order to preserve privacy). Uiis detail suggests tiiat flie fiamers of tiie 
legislation understood tiiat flie benefits and infomiation tiiey were dealing witii arc 
uniquely sensitive and must be protected tiirough merit-based personnel. Taken togetiier 
tiie combination of discretion, financial incentives, lack of expertise, and vitally importar̂ t 
benefits argues stirongly against private eligibility determination in tiiese programs. 

Eligibility determination related to appeals process. It is important to 
r^ember tiiat tiie lead staff person on eUgibility is also responsible for mforming clients 
of tiieir appeal rights. We beUeve tiiat allowing private contractors to stand between 
clients and tiie nght to appeal will raise serious issues around due process. We fear tiiat 
private contractors are botii more Ukely to deny cUents due to financial incentives and less 
likely to be forthcommg about appeal rights tiian are public servants. 
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Private intemal accounting process can disadvantage clients. Particularly in 
social service areas, measurement issues influence outcomes. For example. President 
Nixon used administirative autiiority instead of legislation to reduce welfare payments by 
changing "quaUty contirol" measures to look only at overpayments. Even i f states make 
no legislative changes, private firms have every reason to monitor tiiemselves only in 
ways tiiat reduce payments. Sometimes tiiis will match pubUc goals and sometimes it 
will not. These issues are extiemely difficult to specify in advance through contract 
arrangements, given tiie control over intemal accounting which private firms will always 
enjoy. 

Contractual boundaries are not as protective as direct pubUc accountability. 
Privatization advocates will argue, in tiie abstiact, tiiat private contracts can capture all 
contingencies. We don't beUeve tiiis. It is simply untenable tiiat a written agreement 
witii private firms can adequately safeguard against all contingencies. The essence of 
public, merit-based service provision is tiie emphasis on public accountabiUty, procedural 
guidelines, and extensive written records. Complete protection of public trust tiirough 
contiract language is unreabstic. Public provision of services acknowledges tiiat aU 
contingencies cannot be predicted, replacing tiie rigidity of contracts wifli direct 
democratic accountabiUty. Privatization places supervisors and auditors outside tiie 
process of determinations, forcmg tiiem to evaluate reports witiiout being able to assess 
tiie capabiUties ofthe individuals who compiled tiie information or tiie vaUdity of tiie 
documents upon which tiiey are based. Lme supervisors, on tiie otiier hand, are in direct 
contact witii tiie hidividuals responsible for eUgibiUty determination. The accountability 
IS direct, personal, and informed by practice. In private settings, ultimate accountabiUty 
is to shareholders, not elected leaders. Taxpayers don't elect tiie CEO of Lockheed. It is 
tiie combination of discretion over vital benefits and financial mcentives to Umit tiien 
distribution that troubles us. 

Accurate accounting requires vast monitoring expense. We do not believe it is 
possible to effectively monitor contacts in a manner tiiat is less costly tiian public 
provision. Cost estimates for private contracts never fiiUy account for tiie cost of pubUc 
monitoring. Moreover, private contracts run tiie risk of generating botii public and 
private layers of management, auditing, and processmg fimctions. I f tiie federal action 
allows states to hand off contracts, tiie federal govemment will end up spending more on 
administative oversight or risk poUtical and financial problems. 
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The potential for fraud and cost over-runs appears high. Current practice 
proves that contract monitoring must be taken very seriously. As mentioned in our 
meeting, Canadian experience witii the same contractors that are pursuing contracts in 
Texas raises serious questions about cost over-runs and performance. The Department of 
PubUc Works and Govemment Services canceled their $44.5 million contact with 
Andersen when the company failed to meet its obligations and demanded a doubling of 
the contract cost 

Experience in the U.S. also encourages caution. Lockheed and Martin Marietta, 
for example, have paid milUons of dollars in fines related to bribery lawsuits. In 
December, Lockheed Martin paid over $5 miUion to settie a lawsuit involving 
overcharging. In Texas, former state officials have left public service specifically to 
pursue more lucrative private contracts. Andersen Consultiung's contract for tiie Child 
Support Enforcement Tracking System is currently four years betdnd schedule and tiie 
contract cost has grown 600 percent The Texas auditor's report noted that Andersen 
underestimated the complexity of the tasks and made insubstantial provisions for a 
changing environment 

From the individual level all the way to corporate policy, public monitoring of 
private contractors would have to be extremely vigilant - and even then there will be 
problems which mvolve misuse of federal doUars. Moreover, the cost-sharing 
relationships which exist in these programs open the federal govemment to greater 
financial and legal ejqjosure when contracts go awry. 

Confidentiality issues. We are concemed tiiat the fuU extent of confidentiality 
problems have not been addressed. EUgibUity determiners enter social security data, 
unemployment insurance databases, and other pubUc program benefit files. Allowing 
private individuals connected to private firms to access these databases raises a wide 
range of confidentiaUty issues, some of which will be unforeseeable. 

Private encroachments into Medicaid already go too far. We acknowledge 
tiiat private firms are entering new areas related to Medicaid right now. But these 
incursions only illustrate tiie negative consequences. We believe tiie Administation has 
gone too far in allowing private actors to encroach upon the Medicaid program. For 
example, new positions called Healtii Benefits Manager should be public, not private. 
The honest broker role may not be "honest" if private, self-interested parties are involved. 
Matiiematica's evaluation of Medicaid managed care in Califomia (May 1996) illustiates 
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tiiis problem. They describe the privatized enrolhnent process as "chaotic and 
problematic". The solution proved even worse: 

Recognizing flie confiision, DHS allowed providers to assist individuals to 
enroll but tiiis actually led to even greater problems. Doctors (and clinics) 
worked witii patients to complete enrolhnent forms designatmg tiiemselves 
as primary care provider (in whatever plan fliey belonged to). 
Unfortunately, however, since many clients visit more than one provider, 
many clients enrolled in several plans, selected several doctors as tiieir 
primary care physicians, or both. 

Ultimately, DHS had to step hi to untangle the problems and tiie stiidy notes tiiat "DHS 
admits it had too few staff to ftiUy monitor tiie conversion." Witii cmcial healtii and 
nuttition benefits on tiie line, we beUeve it is inappropriate to risk sunilar problems on a 
national scale. 

The Outstationing Experience. HCFA has acknowledged flie constraints placed 
by tiie Medicaid statiite on eligibiUty determinations. It did so in tiie context of 
promulgating regulations to enforce tiie reqmrements of OBRA 1990 tiiat states provide 
for tiie receipt and initial processing of appUcations of certain persons at locations otiier 
tiian welfare offices. Such "outstation" locations include certain hospitals and healtii 
clmics. In interpreting what "initial processmg" means for purposes of tins requirement 
HCFA explained fliat "[i]f we were to define initial processmg to include makmg a 
determination of eligibility, the definition would conflict witii tiie requirement of [42 
U.S.C, § 1396a(aX5)]. Under [tiiat] section, tiie plan must be administered by a single 
State agency and determination of eligibility is restiicted by tiiis section to tiie Medicaid 
agency, flie title IV-A agency, or SSA when administering tiie SSI program." Medicaid 
and Medicare Gnid^ para, 42,662 at 41,820. 

We question whetiier HCFA exceeded its autiiority by bifiircating initial 
processing and eUgibility determinations La tiiis way, and by pemiitting initial processing 
to be performed by private actors. These eUgibility fimctions are closely related, and do 
not lend tiiemselves to such an artificial division oflabor, as indicated by tiie apparent 
reluctance of states to utilize private actors at outstations. In any case, outstationing 
remams overwhehningly public. Only a handfiil of states have healtii care provider staff 
trained to be outstationed eUgibility workers. (Medicaid Source Book, CRS 1993) Two 
of tiie largest programs, Los Angeles County and New York City, use public' work ŝ for 
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these fimctions. The State of Ohio outstationed these fimctions to county public health 
providers who were public employees. Similarly, in New Mexico, even though private 
workers are involved in application intake, a pubUc welfere worker is on-site and 
involved in the process. In other words, even when ĝ vcn the opportunity to privatize, 
states are quite reticent for good reasons, to permit private providers to engage in 
eligibiUty functions. 

As the foregoing discussion demonstrates, we beUeve any decision to expand 
private functions within tiie Medicaid and Food Stamps programs will put federal dollars, 
federal agencies, important federal programs, and recipients of federal benefits at risk. 

While our discussion last Friday did not focus on the severe impacts on the almost 
500,000 public employees whose jobs potentiaUy are in danger, I would like to close tiiis 
letter by noting that these are enormous issues in their own rigjit The public employees 
who currentiy administer the Food Stamps and Medicaid programs are commited public 
servants who have devoted their energies and talents to important social programs. They 
deserve our appreciation and respect Privatization of the administration oftiiese 
programs could well result in dedicated employees losing their jobs and job-related 
benefits, to the advantage of private corporations with an incentive to maximize profits by 
keeping wages and benefits as low as possible. However, because we beUeve proposals 
to privatize the administration of Food Stamps and Medicaid fail for the reasons detailed 
in this letter, we have not focused here on the extensive worker protections, standards, 
and programs that would be required m any privatization initiative. 

I would 2̂ >preciate your prompt consideration of these points. 

Sincerely, 

Gerald M. Shea 
Assistant to the President 

cc: Gene Sperling 
Ken Apfel 
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March 20,1997 

Mr. Bruce Reed 
Advisor to the President for 

Domestic Policy 
The White House 
1600 Pennsylvania Avenue, N.W. 
Washington, D.C. 20500 

Dear Mr. Reed: 

Thank you for arranging the opportunity for us to present our views on the 
privatization ofthe Medicaid and Food Stamp programs. It should be clear firom our 
discussion fliat we tiiink tiie federal government would be iU-advised to permit flie 
deputation of private compames to administer tiiese pubUc welfare programs for at least 
the following reasons: 

The Food Stamp Act and Medicaid Place Broad Re.<ttrictions on Delftgatinn nf 
Administrative Functions to Non-Pnblic Employees, and a Waiver of These 
Protections Wonid be Vnlnerable in a Le^al Challenge 

Discretionary decisionmaking in tiiese two programs is to be performed by pubUc 
officials and employees. For example, tiie statutory language goveming certification of 
eligibiUty for food stamps is clear tiiat eligibility determinations must be made by public 
employees. Specifically, tiie Food Stamp Act states tiiat "tiie State agency personnel 
utilized in undertaldng . . . certification shaU be employed m accordance with flie current 
standards for a Merit System of Personnel Administration . . ." 7 U.S.C. § 2020(eX6). 
The Department of Agriculture's regulations remforce tiie fimdamental principle that 
public employees must conduct certification interviews and certify households for food 
stamps: 
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State agency employees [employed in accordance with a merit system of 
personnel administration] shall perform the [eUgibility] interviews required 
in § 473.2. Volunteers and other non-State agency employees shall not 
conduct certification interviews or certify food stamp appUcants. 

7 C.F.R, § 272.4(aX2) (emphasis added). 

Similarly, Medicaid requnes that States estabUsh or designate a single State 
agency for administering tiieh* Medicaid plans, and provides fliat "flie determmation of 
eligibility for medical assistance under tiie plan shall be made by tiie State or local agency 
administering tiie State plan" - that is, by public employees. 42 U.S.C. § 1396a(aX5). 
The accompanying regulations echo this point directing that tiie State agency "must not 
delegate, to other flian its own officials, aufliority to (i) [ejxercise administrative 
discretion in tiie administration or supervision of tiie plan, or (u) [i]ssue policies, rules, 
and regulations on program matters.*' 42 C J.R, § 431.10(e).' 

The foregoing statutory and regulatoiy provisions plainly demonsttate Congress* 
and tiie Executive Branch's clear expectation tiiat administrative fimctions in the Food 
Stamps and Medicaid programs are to be handled by pubUc employees ~ an expectation 
which we beUeve is firmly grounded m compelUng policy arguments, set forth below, in 
favor of pubUc administtation of public benefits programs. The Administtation should 
not act in a manner contiaiy to legislative intent in evaluating proposals implicating tiiese 
provisions. 

Waiver authority under these programs is Umited, and privatizatiou of 
discretionary administrative functions will in most instances exceed that authority. 
Botii tiie Food Stamps and Medicaid programs autiiorize waiver of certain requirements 
under certain limited circumstances.̂  The scope of administiative waiver autiiority is 

' It is wortix noting, as we discuss in greater detail below, fliat one area where HHS has 
pennitted privatization - Ls,, outstationing of intake functions at hospitals - remains 
overwhelmingly public. 

^ It is our understanding tiiat no waiver request has been submitted in connection witii tiie 
proposed privatization of numerous programs by the State of Texas. Given tiie clear statutory 
language mandating eligibility determinations by public employees in tiie Food Stamps and 
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constiained by important elements of tiiese programs. Only limited changes in tiie 
provision of services are permitted, subject to individual assessment and approval of a 
particular state's waiver request 

The Secretary of USDA may waive requirements of tiie food stamp program only 
for pilot projects of a limited duration and only "to tiie extent necessary for tiie project to 
be conducted." 7 U.S.C. § 2026(bXl)(A), as amended by P. L. 104-193, § 850. 
"[I)mprov[ing] program administration" and "allow[ing] greater confonnity witii flie rules 
of otiier programs" are among flie permissible puiposes of a waiver arguably relevant to 
flie issue at hand, id, but any such initiative "must be consistent witii tiie fixxl stamp 
program goal of providing food assistance to raise levels of nutiition among low-income 
individuals." House Rep. 104-725, accompanying H.R. 3734, at 479. Thus, in order to 
justify a waiver of ttie public eUgibility determination requirement the Secretary would 
need to demonstrate (1) tiiat tiie waiver was neces.sary for tiie project in question; (2) tiiat 
the project fiuthered a permissible pmpose, e^tiiat is, tiiat tiie project would acttially 
impmYc program administration; (3) tiiat the project fimhers tiie goal of providing food 
assistance to low-income individuals; and (4) tiiat tiie project is of a limited duration. For 
tiie reasons set forth below, we beUeve a stiidied review of an actiial request to privatize 
eUgibility detemunations wiU reveal ttiat contirary to improving program administration, 
privatization wUl in reaUty have a defrimental effect on program administtation as weU as 
on benefit recipients. Consequentiy, we beUeve approval of a waiver request seeking to 
pnvatize eUgibility detenninations wiU be vulnerable in any subsequent judicial review. 

Similarly, while tiie Secretary of HHS is pennitted to waive requkements of flie 
Medicaid stattite for an "experimental, pilot or demonstiration project" which is "Ukely to 
assist m promoting [stamtory objectivesf* 42 U.S.C. § 1315(a), tiiat autiiority is not 
witiiout its limits. Ratiier, "§ 1315(a) plainly obligates tiie Secretaiy to evaluate tiie 
ments of a proposed state project, including its scope and its potential impact on [benefit] 
recipients." Beno v. Sha|^l^ 30 F3d 1057,1068 (9tii Cir. 1994). In otiier words, "[o]n 
Its face, tiie statiite allows waivers onli: (1) for experimental, demonstration or pilot 

Medi^d programs, it is manifest tiiat no privatization is pennissible in tiiose programs unless 
the federal government approves a State waiver request following notice, comment and agency 
evaluation of any such request In any case, we do not believe a waiver permitting privatization 
of eligibility determinations would be pennissible under tiie standards set fortii in tiie statutes as 
descnbed in more detail above. 
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projects, which (2) m tiie judgment of tiie Secretary are likelv to a.̂ si.̂ t in promoting the 
objectives of the Social Securitv Act and only (3) for tiie extent and period she fmds 
necessary." I d at 1069 (emphasis added). As with waivers under tiic Food Stamp 
program, we believe carefiti scrutiny of a proposal to privatize eligibility determmations 
in tiie Medicaid program will reveal tiiat such an approach contravenes the purposes and 
objectives of tiie Social Security Act, compromises a strong policy in favor of public 
administtation, and negatively impacts Medicaid recipients. Consequentiy, we believe 
such a waiver would be vulnerable under judicial review. 

TANF did not alter these fundamental principles. When tiie Congress passed, 
and tiie President signed, the most sweeping repeal of an entitiement program since tiie 
Social Security Act was passed. Congress stopped short of expanding private 
admmistiation and eligibiUty determinations in the Food Stamp and Medicaid programs 
even as they were aUowing private actors to play a greater role in former AFDC 
functions. For all tiie changes in administiative procedures which the new law allowed, it 
made precious few changes in Food Stamp and Medicaid administration. In fact while 
one veision of flie 1995 welfare bills stiiick tiie merit-based requirement for food stamps, 
it was restored in the conference committee. Given this legislative history, it would be 
particularly distressing if the Admmisttation now chose to move in a poUcy direction 
which Congress rejected m favor of public provision of services. 

Publicly-Funded Benefit Proems Deserve Public Accountability 

Federal benefit programs fimded by taxpayer dollars, and especially programs of 
tiie magnitude of Food Stamps and Medicaid, deserve fiill public accountabiUty, which 
we beUeve is best provided tiirough public administtation by public employees.' Private 
contractual arrangements cannot sufficiently assure the reqmsite level of pubUc 
accountability. Moreover, privatization of pubUc benefit eUgibUily detenninations raises 
numerous otiier problems, described in greater detail below. For these reasons, as State 
waiver requests are received, we beUeve tiic Administtation would be well advised to 
disapprove requests for private administiration and eUgibiUty determinations. 

Erivatization of FnbKc Benefit Programs Faces an Array of Pr̂ b̂ Am^ 

Discretionary control over access to public programs. As we iUustrated in our 
discussion, the intake processes around Medicaid and Food Stamps are replete witii 
instances where personnel are making judgements about tiie validity of information and 
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tiie weight of various factors. Under private determinations, tiiis discretion is exercised 
under tiie direct influence of financial incentives which may work counter to public goals. 

During our discussion, tiic issue of private conttol over disttibution of public 
benefits in tiie PeU Grant and Guaranteed Sttident Loan programs was raised. However, 
tiiese programs, and tiie types of private activities conducted under tiiem, are in no way' 
comparable to Food Stamps and Medicaid. First it is important to point out fliat 
Congress ê qiressly contemplated significant activity by private actors in fliese programs 
contirary to flie Food Stamp and Medicaid programs. Furthennore, flie PeU Grant and 
Guaranteed Stiident Loan programs arc extiemely smaU compared to flie bUlions of 
dollars spent under Food Stamps and Medicaid. Unlike sttident loans, food and medicine 
arc fimdamentally more important to survival flian are oflier categories of benefits The 
types of clients and tiie nattire of tiie decision being made are more complex. What is 
more, tiie mcentives under Pell Grants and Guaranteed Sttident Loans would encourage 
QversupBly of loans, not resttictions on benefits as would be flie case for food stamp or 
Medicaid eligibiUty under private detenninations. It is worth noting tiiat just two days 
ago Pell Grants were tiie subject of a Wall Stireet Joumal article highlighting fiaud 
problems involving overpayment by colleges. 

Unlike sttident aid, tiie private entities which would be asked to detemiine Food 
Stamp and Medicaid eligibUity have no particular expertise in tiiese programs and arc 
bemg asked to enter a poUcy area undergoing dramatic change. Finally, tiie food stamp 
program includes specific, detailed provisions governing tiie behavior of eligibiUty 
woricers (e^ face-tt>.face mterviews, etc.) and even flie facilities in which interviews can 
oco\xr (m order to preserve privacy). This detail suggests tiiat tiie framers of tiie 
legislation understood tiiat tiie benefits and infonnation tiiey were dealing witii are 
uniquely sensitive and must be protected tiirough merit-based personnel. Taken togetiier 
tiie combination of discretion, financial incentives, lack of expertise, and vitally importaiJt 
benefits argues strongly against private eligibiUty detemiination in tiiese programs. 

Eligibility determination related to appeals process. It is important to 
rOTiember tiiat tiie lead staff person on eUgibiUty is also responsible for mfomiing clients 
of tiieir appeal nghts. We believe tiiat allowing private conttactt)rs to stand between 
clients and tiie nght to appeal will raise serious issues around due process. We fear tiiat 
private contiactors are botii more Ukely to deny clients due to financial incentives and less 
likely to be forthcommg about appeal rights tiian are public servants. 
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Private intemal accounting process can disadvantage clients. Particularly in 
social service areas, measurement issues influence outcomes. For example. President 
Nixon used administirative autiiority instead of legislation to reduce welfare payments by 
changing "quality control" measures to look only at overpayments. Even if states make 
no legislative changes, private firms have every reason to monitor themselves only in 
ways that reduce payments. Sometimes this vrill match pubUc goals and sometunes it 
will not. These issues are extiemely difficult to specify m advance throu^ contract 
arrangements, given the conttol over intemal accounting which private firms will always 
enjoy. 

Contractual boundaries arc not as protective as direct pubUc accountability. 
Privatization advocates will argue, in the abstract that private conttacts can capttn̂  all 
contingencies. We don't bcUeve tiiis. It is simply untenable tiiat a written agreement 
•with private firms can adequately safeguard against all contiragencies. The essence of 
public, merit-based service provision is the emphasis on public accountabiUty, procedural 
guideUnes, and extensive written records. Complete protection of public ttiist tiirough 
conttact language is unreaUstic. Public provision of services acknowledges fliat aU 
contingencies caimot be predicted, replacing tiie rigidity of contacts wifli direct 
democratic accountabiUty. Privatization places supervisors and auditors outside the 
process of determinations, forcmg them to evaluate rqxirts without being able to assess 
the capabUities ofthe individuals who compiled tiie mfomiation or tiie vaUdity ofthe 
documents upon which tiiey are based. Lme supervisors, on the otiier hand, are in direct 
contact with tiie individuals responsible for eligibiUty determination. The accountability 
is direct personal, and informed by practice. In private settings, ultimate accountabiUty 
is to shareholders, not elected leaders. Taxpayers don't elect the CEO of Lockheed. It is 
the combination of discretion over vital benefits and financial mcentives to Umit then-
distribution that ttoubles us. 

Accurate accounting requires vast monitoring expense. We do not believe it is 
possible to effectively monitor conti-acts m a manner that is less costly tiian public 
provision. Cost estimates for private conttacts never fiiUy account for the cost of pubUc 
monitoring. Moreover, private contiacts run tiie risk of generating botii public and 
private layers of management auditing, and processing fimctions. If tiie federal action 
allows states to hand off contracts, tiie federal govemment will end up spending more on 
administrative oversight or risk political and financial problems. 
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The potential for fraud and cost over-runs appears high. Current practice 
proves that conttact monitoring must be taken very seriously. As mentioned in our 
meeting, Canadian ê qjerience with the same contractors that arc pursuing contracts in 
Texas raises serious questions about cost over-nms and performance. The Department of 
Public Works and Government Services canceled tiieu- $44.5 million conttact wifli 
Andersen when the company failed to meet its obligations and demanded a doubling of 
the contract cost 

Experience in the U.S. also encourages caution. Lockheed and Martin Marietta, 
for example, have paid milUons of dollars in fines related to bribery lawsuits. In 
December, Lockheed Martin paid over $5 million to settie a lawsuit involving 
overcharging. In Texas, former state officials have left public service q>ecifically to 
pursue more lucrative private conttacts. Andersen Consulting's contract for the Child 
Support Enforcement Tracking System is currently four years behind schedule and the 
contract cost has grown 600 percent The Texas auditor's report noted that Andersen 
underestimated the complexity of the tasks and made insubstantial provisions for a 
changing environment 

From the individual level all the way to corporate policy, public monitoring of 
private contiactors would have to be extremely vigilant - and even then there will be 
problems which mvolve misuse of federal doUars. Moreover, the cost-sharing 
relationships which exist in these programs open the federal government to greater 
financial and legal ejqiosure when contracts go awry. 

Confidentiality issues. We are concemed tiiat the fiiU extent of confidentiality 
problems have not been addressed. EUgibility determiners enter social security data, 
unemployment insurance databases, and other pubUc program benefit files. Allowing 
private individuals connected to private firms to access these databases raises a wide 
range of confidentiality issues, some of which will be unforeseeable. 

Private encroachments into Medicaid already go too far. We acknowledge 
that private fums are entering new areas related to Medicaid right now. But these 
incursions only illustirate the negative consequences. We beUeve the Admimstiation has 
gone too far in allowing private actors to encroach upon the Medicaid program. For 
example, new positions caUed Health Benefits Manager should be public, not private. 
The honest broker role may not be "honest" if private, self-interested parties are involved. 
Mathematica's evaluation of Medicaid managed care in Califomia (May 1996) illusttates 
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tiiis problem. They describe tiie privatized enrollment process as "chaotic and 
problematic". The solution proved even worse: 

Recognizing flie confiision, DHS allowed providers to assist mdividuals to 
enroll but tiiis acttially led to even greater problems. Doctors (and clmics) 
worked with patients to complete enrolhnent forms designating themselves 
as primary care provider (in whatever plan they belonged to). 
Unfortunately, however, since many clients visit more than one provider, 
many clients enroUed in several plans, selected several doctors as tiieir 
primary care physicians, or both. 

Ultimately, DHS had to step in to untangle the problems and the sttidy notes fliat "DHS 
admits it had too few staff to fiiUy monitor flie conversion." With cmcial healtii and 
nuttition benefits on flie line, we beUeve it is inappropriate to risk similar problems on a 
national scale. 

The Outstationing Experience. HCFA has acknowledged flie constraints placed 
by tiie Medicaid statute on eUgibility detenninations. It did so in the context of 
promulgating regulations to enforce tiie reqmrements of OBRA 1990 that states provide 
for tiie receipt and initial processing of appUcations of certain persons at locations oflier 
tiian welfare offices. Such "outstation" locations include certain hospitals and healtii 
clinics. In interpreting what "initial processing" means for purposes of tins reqmrement 
HCFA explained fliat "[i]f we were to define initial processing to mclude making a 
determination of eligibility, the definition would conflict wifli the requirement of [42 
U.S.C. § 1396a(aX5)]. Under [tiiat] section, flie plan must be admmistered by a single 
State agency and determination of eUgibility is restticted by tiiis section to flie Medicaid 
agency, tiie title IV-A agency, or SSA when administering tiie SSI program." Medicaid 
and Medicare Qŷ t̂ f̂ , para. 42,662 at 41,820. 

We question whetiier HCFA exceeded its authority by bifiircatmg initial 
processing and eligibility determinations in tiiis way, and by permitting initial processing 
to be performed by private actors. These eUgibility fimctions are closely related, and do 
not lend tiiemselves to such an artificial division oflabor, as indicated by tiie apparent 
reluctance of states to utilize private actors at outstations. In any case, outstationing 
remains overwhehningly pubUc. Only a handfiil of states have healtii care provider staff 
ti-ained to be outstationed eUgibility workers. (Medicaid Source Book, CRS, 1993). Two 
of tiie largest programs, Los Angeles County and New York City, use public workers for 
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these fimctions. The State of Ohio outstationed these fimctions to county public health 
providers who were public employees. Similarly, in New Mexico, even though private 
workers are involved m application intake, a pubUc welfare worker is on-site and 
involved in the process. In other words, even when given the opportunity to privatize, 
states are quite reticent for good reasons, to permit private providers to engage in 
eligibiUty fimctions. 

As the foregoing discussion demonstrates, we beUeve any decision to expand 
private fimctions within flie Medicaid and Food Stamps programs will put federal dollars, 
federal agencies, important federal programs, and recipients of federal benefits at risk. 

While our discussion last Friday did not focus on the severe impacts on the almost 
500,000 pubUc employees whose jobs potentiaUy are in danger, I would like to close this 
letter by notuig that these are enormous issues in their own right The public employees 
who currentiy administer the Food Stamps and Medicaid programs are commited public 
servants who have devoted then" energies and talents to important social programs. They 
deserve our appreciation and respect Privatization of the administration of these 
programs could well result in dedicated employees losing their jobs and job-related 
benefits, to the advantage of private corporations with an incentive to maximize profits by 
keeping wages and benefits as low as possible. However, because we beUeve proposals 
to privatize the administration of Food Stamps and Medicaid fail for the reasons detailed 
in. this letter, we have not focused here on the extensive worker protections, standards, 
and programs that would be required in any privatization initiative. 

I would appreciate your prompt consideration of these points. 

Sincerely, 

J I. 

Gerald M. Shea 
Assistant to the President 

cc: Gene Sperling 
Ken Apfel 


