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Linda Blessing 

Director 
Arizona Department of Economic Security 
1717 W. Jefferson 
P. O, Box 6123 
Phoeniz, AZ 85005 

Dear Ms. Blessing: 

This is in response to your requests to waive the merit system personnel 

requirements of the Food Stamp Act to transfer the Food Stamp Program certification 

process and eligibility determinations to a private entity or to implement alternative 

administrative structures in which the private entity would have direct control over the 

Food Stamp Program certification process. The State of Arizona is requesting these 

waivers as part of the Arizona Works demonstration/pilot project. For reasons explained 

in this letter, the waiver and alternative proposals are denied. 

This Administration is committed to ensuring that all eligible low-income 

households have access to vital Federal food assistance programs such as the Food Stamp 

Program. The Food Stamp Program, which provides food assistance benefits to more 

than 19 million eligible individuals nationwide, is the cornerstone of our efforts to 

guarantee a healthy and nutritious diet to all low-income families. 

The Federal government must be cautious in allowing changes to the Food Stamp 

Program's eligibility process which is designed to ensure fair and equitable program 

access. Provisions of the Food Stamp Act itself support this goal of program access. 

Section 11(e)(6) of the Food Stamp Act, which requires public employees to undertake 

the certification of applicant households, is one of these provisions. The requirement for 

merit employees reflects a general belief that fair and complete access to Federal Food 

Stamp Program benefits is best served by the use of public employees in the certification 

process that results in the final decision of eligibility 
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The Food Stamp Program's eligibility process includes accepting the application, 

conducting the food stamp interview, collecting and entering data into a State database, 

requesting and reviewing verification, making a final eligibility determination, and 

providing a fair hearing if the household wishes to contest the final eligibility determination 

or benefit level. Furthermore, it is through the certification process that program 

accountability (in which household eligibility is ensured through verification procedures); 

program integrity (in which State and Federal agencies work together in efforts to detect 

and deter program fraud and abuse); and accountability to taxpayers (in which all 

administrative decisions and procedures are open to public opinion and oversight) are 

ensured. An example of one way in which the Arizona proposals are inconsistent with 

these objectives of the merit system requirement is the State's option to provide incentive 

payments to the vendor for caseload reduction. 

We do not find that the Arizona proposals sufficiently support the objectives of the 

Food Stamp Act and do not adequately ensure program access for food stamp applicants 

and recipients. 

I appreciate the State of Arizona's cooperation and patience during our review of 

these requests and I regret that we were not able to respond to you earlier on this matter. 

Should you have further concerns, please contact me. I can be reached at 

703) 305-2026. 

Sincerely, 

Susan Carr Gossman 
Deputy Administrator 
Food Stamp Program 

cc. Allen Ng, Regional Administrator, WRO 



REDRAFT - November 24, 1998 

Linda Blessing 
Director 
Arizona Department of Economic Security 
1717 W Jefferson 
P. O. Box 6123 
Phoeniz, AZ 85005 

Dear Linda: 

This i.s in response to your request to waive the merit system personnel 

requirements under section 11(e)(6) of the Food Stamp Act of 1977, as amended, to allow 

a private entity to determine Food Stamp Program (FSP) eligibility under the Arizona 

Works demonstration project. 

This letter will also respond to your July 2, 1998 letter to Bonny O'Neil, FSP 

Associate Deputy Administrator, and to Michael Koppleman's November 3, 1998 letter to 

Allen Ng, Regional Administrator of the Food and Nutrition Service's (FNS) Western 

Regional Office in San Francisco. These two letters request assistance with the 

development of an eligibility determination process and client flow model that can be 

implemented in the absence of the Federal waiver. 

Because these proposals do not ensure adherence to principles integral to 

successful administration of the FSP, we must deny the requests. 

Linder one proposed structure, all applicants for food stamp benefits would initially 

be directed to a private vendor. The private vendor would collect all information needed 

for making the eligibility determination and enter all information into the statewide 

computer system (AZTECS). Food Stamp eligibility determinations would then be made 

by public employees of the Department of Economic Security (DES). For the purposes of 

making food stamp eligibility determinations, the private vendor would be under the 

supervision of the DES. Under an alternative administrative structure, public employees 

would be contracted to the vendor, and thus, under the supervision of the private entity. 
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REDRAFT- November 24, 1998 

As specified under section 1 l(e)(6) of the Act, public employees must undertake 

the certification of applicant households. For FSP purposes, the ce1tification process 

includes accepting the application, conductins the food stamp interview, collecting and

entering data into a State database, requesting and reviewing verification, and making ft 

final eligibility detennination. The certification process ensures public access to the Food 

Stamp Program, a principle upon which this vital nutrition assistance program is based 

The FSA also specifically establishes principles of program integrity, client conficlentiality 

and accountability to taxpayers. 

Neither the State of Arizona•s privatization waiver request nor the alternative 

administrative structures identified in your July 2, 1998 letter ensure adherence to these 

principles, which the FSA holds as inherently governmental. For instance, the proposed 

contract limitations on administrative funding and incentive payments to the winning 

vendor for caseload reduction are inconsistent with the principles established by the FSA 

and could weaken program access or discourage program participation by eligible 

households. Therefore, we must deny both your initial waiver request and proposed 

alternative administrative structures. 

l appreciate the State of Arizona's cooperation and patience during our review of

these requests and I regret that we were not able to respond to you earlier on this matter. 

Should you have further concerns, please contact me. I can be reached at (703) 305-

· 2026.

Sincerely, 

Susan Carr Gossman 
Deputy Administrator 
Food Stamp Program 

cc: Allen Ng, Regional Administrator, WRO 
David Cade, DHHS, HCF A 
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GUIDING PRINCIPLES FOR STATE W AIVERS 

Currently most federal programs of assistance to needy individuals require that public 
civil servants play key roles. Statutory and regulatory provisions prohibit federal agencies fiom 
allowing states to use private contractors to serve in these roles. Tlie policy ooncems that 
motivated these Congressional administrative mandates also niquire that, when a federal 
agency is asked to exercise the limited authority that it might have to waive certain, of these 
mandates on an experimental, sub-state basis, it must carefully scr ttinize proposals to ensure that 
these concerns are adequately addressed, avoiding harm to intended beneficiaries of the program 
and inefficiencies resulting in reduced services to those beneficiaries. Programs that are fully 
federally funded and/or are designed to serve the most vulnerable ];>opulatio;[is, in particular, 
require the utmost oversight by the federal govermnent and accountability ibr program goals. 
Therefore, federal agencies will review any requests to waive the design elements of such 
programs with the highest standards. To that end: 

* States must prove that proposals to waive important statutory reciuiremenis will not result in 
barm to claimants or customers. 

* States must justify the need for an experiment. 

Experiments should be justified by insufficient public perfiiTinance, .fraud, cost savings, 
or vendor expertise that cannot be efficiently replicated. States should explfiin why they have 
been unable to rectify problems through public sector intervention :; within current legal 
boundaries. Experiments should not be based solely on an interest: in exploring private 
provision. 

* States must show evidence of labor-management cooperation in iesign. 

In both the public and private sector, the definition of "high perforce ance" includes 
extensive coordination between front line workers and managers, rhe insights of all parties, 
particularly those who will implement change, must be brought to bear in decision-making from 
ihe beginning of the re-design process. 

* The experiment should be designed through extensive public input-
States should be held to a high standard for public input I : vidence of stakeholder support 

should be required. Vendors should have proven capacity and exf 'erience, with documentation 
available fbr public evaluation. 

• Evaluation should be on-going, with state monitoring, benchmarks, and rspoiting. 
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Experiments should not be evaluated only at completion. This will requires "sunshine" 
provisions and non-proprietaiy information sources. Employees of vendor organizations must be 
guaranteed "whistle blower* protections in the interest of full disclosure. As a means to ensure 
accountability and due process* clients should be guaranteed face-ti>-face options where new 
technology is being implemented. 

* Plans must provide structures which avoid conflict of interest. 

Experiments should never be designed to create new inceniIves that discourage vendors 
from providing setvices or encourage vendots to determine that di snts are ineligible. 

* Plans must ensure privacy and confidentiality. 

* Public employees should retain discretionaiy decision-making around eligibility and policy 
determination. 

* Public "failsafe" provisions. 

Related to the on-going monitoring, states should be lequii ai to show th&t they can return 
programs to state provision without intenuplion of benefits or sen ices to cLiemts. Vendors 
should be made aware, from the beginning, that they will be required to faciilitate the return to 
public provision should the experiment fail. 

prin2doc.wpd 



Comparison of Whether Demonstration Requests Meet Guiding Principles 
for Privatization of Food Stamp and Medicaid Certification Process 

DRAFT - DRAFT - DRAFT -- DRAFT (10/4/98) 

Affected Programs 

Deadline 

Arizona 

Food Stamps, Medicaid, Child 
Care, State General Assistance 

State law requires program to 
be fully operational on 1/1/99; 
state plans to go forward with 
RFP on 11/1/99 

Florida 

Food Stamps, Medicaid 

Wisconsin 

Food Stamps 

Must provide response by 
10/5 (seeking information or 
giving yes/no answer) 

Public employees should retain discretionary decision­
making around eligibility.*, ** 

(Activities involving the use of discretion that could result 
in potential applicants being screened out must be 
performed by State merit system employees. Discretionary 
functions include initial contact, application, data entry, 
interview process, request for and evaluation of appropnate 
documentation as well as the resulting eligibility decision 
and benefit calculation. Most if not all activities involving 
personal contact with an applicant or recipient, including 
data entry during an interactive discussion with the 
applicant, have the potential to involve the use of discretion 
or judgment, and to directly influence or affect eligibility 
determination process.*) 

(There are narrow instances in which non-public employees 
may be involved. In the outstationing provisions of the 
Medicaid program, non-public employees are permitted to 
perform a number of initial processing activities, but are not 
peimitted to evaluate the information presented by the 
applicant, or make the actual eligibility determination. 
Under the Food Stamp program, volunteers may simply 
assist potential clients in filing applications with the State.*) 

Probably no. 

State would like to have 
private employee interview 
and gather infonnation and 
enter it into the computer, and 
then have the public employee 
use the data to make the 
determination. 

State would like to either 
"detail" public employees to 
the private entity or allow 
private entity to have 
management control over 
private employees. 

No. Certification of 
Medicaid and Food Stamp 
applicants who are subject 
to work requirements would 
be transferred to a private or 
non-profit organization; 
those exempt from work 
requirement would continue 
to be certified by public 
employees. 

Note:(j5n-site inspections 
of TANF demonstration 
projects show that intake 
and referral activities for 
food stamp certification 
have been transferred to the 
private vendor, which may 
not meet principles outlined 
in HHS letter.l 

No. Food Stamp households 
that are subject to work 
requirements could be 
certified by private employees 
if private bidder wins county 
contract. Individuals that are 
exempt from work 
requirements would continue 
to be certified by public 
employees (25% of caseload). 

Note: On-site inspections of 
TANF demonstration projects 
show that intake and referral 
activities for food stamp 
certification have been 
transferred to the private 
vendor, which may not meet 
principles outlined in HHS 
letter. 

Principle articulated in the 5/13/97 letter from HHS to Texas. 
Principle articulated by labor community. 
FNS recommendation. 
IRS has told other federal agencies that they will not share their data with private entities. 

1 



Arizona Florida Wisconsin 

Public employees should retain discretionary decision­
making in setting program policy.*, ** 

Yes. State retains 
responsibility for policy, 
quality control, and fair 
hearings. 

Yes. State retains 
responsibility for policy, 
quality control, and fair 
hearings. 

Yes. State retains 
responsibility for policy, 
quality control, and fair 
hearings. 

Demonstration projects, if allowed, should be 
time-limited and sub-state.* 

No — state could expand 
initial pilot statewide. Initial 
pilot would operate in one 
urban and one rural site for 4 
years, but state would be able 
to expand statewide at end of 
pilot without federal approval. 

Yes (operates in one urban, 
one suburban and one rural 
site across 5 counties for 3 
years). 

No. Every county in which a 
private bidder won the 
contract would become 
private. Currently private 
entities in 8 counties, 
including Milwaukee, have 
won contracts (now applies 
only to TANF). 

Demonstrations projects should include a strong 
research component to test the effects of program 
privatization on client accessibility, confidentiality, 
program integrity, administration and costs, and effective 
monitoring and oversight.*** 
Evaluation should be on-going, with state monitoring, 
benchmarks and reporting, including protections for 
whistle-blowers.** 

Evaluation would be done by 
an independent evaluator, but 
state has not provided other 
details. 

State law requires an 
evaluation, but the state has 
not provided other details. 

State proposal doesn't include 
an evaluation, but 
performance would be 
reviewed during the bidding 
process every 3 years. 

States must prove that proposals to waive important 
statutory requirements will not result in harm to 
claimants or customers.** 

Unknown Unknown Unknown 

States must justify the need for an experiment, and 
explain why they have been unable to rectify the 
problems through public sector interventions. 
Experiments should not be justified by insufficient public 
performance, fraud, cost savings or vendor expertise that 
cannot be efficiently replicated; experiments should not be 
based solely on an interest in exploring private 
provisions.** 

Unknown Unknown Unknown 

Principle articulated in the 5/13/97 letter from HHS to Texas. 
Principle articulated by labor community. 
FNS recommendation. 
IRS has told other federal agencies that they will not share their data with private entities. 

2 



Arizona Florida Wisconsin 

States must show evidence of labor-management 
cooperation in design, seeking input from all workers in 
the program redesign process.** 

Unknown Unknown Unknown 

The program should be designed through extensive 
public input; vendors should have documentation of 
experience available for public evaluation.** 

Unknown Unknown Unknown 

Plans must provide structures which avoid conflict of 
interest — i.e., creating incentives that discourage vendors 
from providing services to individuals or encourage them 
from deeming clients ineligible for services.** 

Unknown Unknown Unknown 

Plans must ensure privacy and confidentiality.** Unknown**** Unknown**** Unknown**** 

Plans must contain public "failsafe" provisions, making 
vendors aware that they will be required to facilitate the 
return to public provision should the experiment fail, and 
requiring them to demonstrate that they can return programs 
to state provision without interruption of benefits or 
services.** 

Unknown Unknown Unknown 

Principle articulated in the 5/13/97 letter from HHS to Texas. 
Principle articulated by labor community. 
FNS recommendation. 
IRS has told other federal agencies that they will not share their data with private entities. 

3 
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Department of Health and Human Serv ices 
Office of the Secretary, 

Office of the Assistant Secretary for Management and Budget 
Health Benefits and Income Support Fax 

202-690-6896 

TO: 

FROM: 

DATE: 

Genie Chough, HHS 
690-7194 

Number of pages (not induding cover sheet): 

Comments: 

If you have (rouble receiving this fax, please call 202-690-6553. Thanks. 
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Xiohttl D. HaRiimny, M.D. 

1«MB Baalth ftna Raun 6mrvieaB Camlnlon 
P.O. Kax 13347 
Aurtixi, T*xas 767H 

filter coBmisBlonAr XelClxiniyi 

X a» vrltlA? to rellav up cn our mo«t r«nMt Mrting onfl to 
respond to your U t u t dflt*3 Ksreh 5, 1997 to sa concarolna th* 
TUCM intesnt^d &ir^U««nt 8«rvio« (TIM) project, you asked 
ttet I provida, on behalf of tba Adaiaimtratian, goidaDoa under 
Khlrt Tcxfta could ralaaaa tha Visa requaat for offara (Mo). if 
i t PO eh0£}•*». / r 

In txie i^ttaar, Z daacriba tha anxrant atatua of our dleouBalm, 
th. riaxlbiiity available to tha State under oSrent lavTthe 
limitatione regarding funotiana which nuat ^ parfez^ed by state 
aerit ayatU aqployaaa, and naact atap* In tha Precaaa of BDviiw 
forward vith the TIES project. Deeauas TCKBJ ia eonaideri&n an 
intsgraved eligibility ayatem, I tddreea both Kedioaid aadTood 
Stup policy in thia iattar, tha eontect and lanouaga ot which 
ĥ v» ba«n approved by tha Department at Agricultura. • orrioial 
notifioction by tha rood and conraer 6ervloe (PCfl) ot tho 
Departaant e£ Aorioxltura v i l l be provided to ycu by the Fes 
regional orrice. 

gwrrant Statue of Our Pt«gu**<g>ie 

Our etafif a have bean vorJcing tegetber to raaolve nany ieauaia 
related to tha devalopoeat of tha lOS prolaet, a highly camalmx 
undartajeing by tha State that invalvei the integration ot^toea 
laroo Ftdml prograaa (lenporary Aaoiitanea for JTeady raaUiat, 
Hedicaid and Pood Stupa), aa wall aa a mabar of otbar p^UrU 
and state progrB»a. The Stata haa auhaittad for raviev a flraft 
RPO Whicsh aaalu innovative epproaobaa to the delivery at public 
eervioca. Tho drmft SFO oalla for propoaala which vould raplaoa 
the Etata^a eoxput«r ayitaa and vhloh vould ra-anginw tha 
sothod* by which eligibility ia det«rained» jatonq tha Isportent 
tachniaal and policy ieauee petsntUlly raiawfl by the draft m 
ia tha fundasontal quaatien ef the extent to vblcfe funotiena 
hiatorieally performed by 9tata kerlt eyataa aaployoaa ooald be 
parforead by prmta corttraotora. 

The fitftta haa not au£ait£ad an aetual propoaal to priv&tisa State 
funotiona, nor requeetod a waiver of any redaral atatmtea or 
ragulatione. Bather, ve hava angagad in diaduaaiona 00 that tha 
State vould be ir a pee i t i on te oemunloate to the vendor 
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ngs 3 - emaluloticr Hoxtnnoy 
eenualty «ny r*»trioti«m* regarding tneflc aotlvitiaa vhich oould 
be perf oraed by non-writ »yeta*r non-Stato eaployeaa 
(bareinaftar *nofi-public abployeee"). Baoognieing tbat yea did 
hot expreee Incereet In dleaueejjig a tiae-liaited, aub-fitate 
denonauatiAn during laet vaeic'a seating, tbi« latter addroaaee 
the li&itationa eet forth in rood Sfcaap end Medicaid lav end 
regulationaa 

P l e i e l b l l l t v AVAllBbla 1ft current Statntee end ftemil»tione 

currant rood Stattp and Medicaid eta tu tee, regulation* end 
precedent provide tba State vith tbe opportunity to abtoaata and 
ra-engisear botfinece proeesee*, aa veil aa to uao oontrect staff 
to porfozs a nunbar of fanotiona. eucb function! inoloda design, 
davalopaant and oparatioh ef tha lai^fa ahd coaplex inforMtion 
t fa tad vhich the state ar^acta to iAplaaaat in tXEfi. da state 
enauld alaa avploy contract eteff to develop end reao«»and an 
integrated and re-engineered eligibility preoeea for tha progra** 
included in TzSS. Contract ateff aouXi provide training end 
eaelet tanaQeBant in the trajieitlon to TZSB. Ia addition, aa you 
toaov, Texas baa very broad authority to adainlatar tha Taoporary 
Aaaiatance zoz Meedy rakiliee fTMTP) program and, vith respect to 
(the adminlatratibn of TJ&t, oon uea non-public aoployeee vithoot 
limitation. 

Therefore, aignifidant epportunitiea axiat for tha fitata to take 
advantage of tha affieianeiee end exp*rtiee availabla-through th* 
vendor oossunity in developing end adnlniataring TZBS. There 
are, hovevor, ll^itatlena iBpofad by lav on ooRtraotor 
involveaent related ta client aexxlfleatlon end eligibility 
detanlnation, aa deeoribed below. 

i 

acttnt ot wort Pz/won-̂ ubUc BWftXflysfli 
i 

Section Ifias of the Banjul Security Act and eestion U.(e) (6) of 
tbe yood Stanp Aot and iaplioantlng regulationa refloat tba 
principle- that aoet activitlea infiluded in tha eligibility 
deteraination preoaai (reCarred to aa tha eertif ication proease 
in tha Pood fitaanp Art) auat ba parforaad by^ubUojuiDCioo. It 
non-public aaployaa oay not take aetiona invoiVihg^ditoaratinn er 
value judgaents, inoludlng all alananta of tha allgibilitv 
determinaticojErgfiMe that rerlatarto^tbe evaluation or 
£nfb»itlon provided by an applloant or bearing oo tha 
eligibility daciaiofi. 

-Radeeignirvg tbe eligibility detarvinatlon proceaa oould hava tha 
effaot of Barging diaoratloaary and naa-4ioccatlanary aetivitiaa. 
Khareaa praviouaiy a aerlaa of eeparabla adsinlstrativa stepa 
oc curr ad aa part of the eligibility determination praoaaa, 
currant technology',wiy enable the Stata to embine miltiple etape 
_Iiito % eingle# emaalees proceea. Tfie initial contact, 
application, data dntsy, intarviav prooaaa, raguaat for and 
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•v«au«ticn ef appropriate docuaentatlen, os Irell ee tte roculting 
eligibility tSeoleios and benefit oeloalfttlon, bay no lemger 
neoaaaarily ba peparabla and aeguential etapa. bo attaspt ta 
eeparata oarttin portiona of tba eligibility detanlnaticsa 
pseoeep tar the purpoee ef ieolating individual activitiai 
involving diaoratioh vauid ^ean to defeat tha Stata*a purpoea in 
integrating and etraaaainlng progr aa enrollment. 

^ I t ie aore appropriate to restate tha intent of thaaa provieieaa 
— i.e., in an Integrated and atretolined prooaaa, more i f not 
a l l aotivitiet involving peraonal conte et vith an applloant or 
recipient, including data entry during an intaraotive dieouaaion 
vith tha applloant, have tha petaatlal to involve tba U H of 
dieoretion or judgaent, and to directly influanfie or atfact tha 
eligibility determination proeaas- [Therefore, thaaa aotivitiaa, 
end any other aotivltiaa in vhiob specif io eligibility coritarla 
era dlatfuaaed vith an roiieant or eligibility-related 
infomation ie (bolleated) and aveluatad, aoat ba parforved by a 
state aerit oyotas aonployee A 

^AB va dleoieeed in our naeting, 'there ere naxrov inatanoaa in 
which Kadicaid and Pood staap lav and regulationa permit 
involvebant of non-public eoployaea for the porpoee of ei^anding 
and enhanoing state outreach ef forte. In tfee outerte tioning 
ptoviaions of tha Xadiotid prograa, non«pubUe employ eaa are 
.peraittad to perfora a nunbar of initial proeasaing aetlvltias, 
but are not pervitted to evaluate tha inforoation prosontad by 
the applicant, or naba tha aotual eligibility dtftarfcination. 
Under the rood Staap Prograa, VOluntaera «ay Sibply aaalat 
potential eiianta In filing applloitlons vith tha State. Xn both 
caeaa, thaaa non-publle eaployaaa are preoluded froa oasagiaog in 
aetivltiea that could have th* effect of eeraening out potential 

r-3pplieBnta. Activitiea involving the uae of dUoration that 
could reault in potential applleantf being searaanad cat auat ba 
perroraed by £tata varlt ayataa eaployeoa. X aignif loaat non-

Ufitate prea*nee in tbe Integrated enrol laent proopea could result 
in a one acreening cut of potential applicant* by non^publlo 
eftployeea. 

faaoibli Wirt fittpn 

The stata may ralaaaa tha draft 8F0, under tha condition that tha 
State include tha eppliotble language rron thia letter in tba 
draft pro. BK6 will approve Padaral aatehi&g fu&da for prujaot 
planning activitiea fcr tha coata incurred through tbe planning 
phaae. 

Z«i order fer ESQ te ooneidar approving and funding A contract 
vblch aay reault fron ralaaaa of tha ItPo, tha state aoist sabsit 
an iaplaaentatioa advanoed planning flocuaent (XMPb) far BHd' 
prior approval foiiovlng tha a olio itation pro o eaa, in aoaovdanoe 
vith tha rulea et 45 CTR part 95/subpart P. The IAPD oast aaet 
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JOHN McCAIN 
AFBZQNA 

CHAIRMAN, COMMITTIE ON COMMERCE. 
SCIENCE. AND THANSPOffTATION 

COMMfTTtE ON ARMED SERVICES 

COMMITTEE ON INDIAN APFAlRS mnittd t̂attB Senate 

September 14,1998 

Ms. Donna Shalala 
Secretary 
U.S. Department of Health and Human Services 
200 Independence Avenue, S.W. 
Washington, D.C. 20201-004 

241 RuSse^t. SENATE OFRCC BUILOINQ 

W A S H I U Q T O N . DC 30510-0303 

(2021 22*-233S 

183» S O U T H A I M A SCHOOL HOAO 

S u n t 375 
M E S A . AZ 85210 

1602)481-4300 

2400 EAST AAIJONA. 

BILTWORE CIRCLE 

SUITS 1150 

PHOCNIX. AZ 8S016 

(602)942-2*10 

4$0 W E S T PASEO REDONDO 

S U T E 200 

T U C » O N . AZ 85701 

(520) C70-«334 

TELEPHOUE FOR MCAI I .NG IMPAIRED 

(202)224-7132 
(802) 9S2-O170 

Dear Secretary Shalala; 

I am writing to you regarding the Arizona Works pilot welfare program. It has 
been more than a year since the state of Arizona submitted an official waiver request to the 
appropriate federal agencies, including tbe Health Care Financing Administration 
(HCFA). Arizona still has not received an answer regarding this waiver. 

I am confident you would agree that a crucial component of the 1996 Personal 
Responsibility and Work Opportunity Reconciliation Act (PRWORA) is the flexibility it 
allows the individual states in running their welfare programs. With this flexibility, the 
states are able to construct programs tailored to the specific needs of their communities. It 
is my belief that this is exactly what my state is attempting to do through the Arizona 
Works pilot program. 

The Arizona Works program allows the state to contract with a private entity that 
will be responsible for determining eligibility for certain welfare services including: 
Temporary Assistance for Needy Families (TANF), Child Care, Food Stamps, Medicaid 
and the state-funded General Assistance program. Under the 1996 welfare law, states are 
permitted to contract with the private sector to operate TA^Fand Child Care programs. 
However, states are required to use state employees when detennining eligibility for the 
Food Stamp and Medicaid programs. Thus, Arizona is seeking a federal waiver for their 
Arizona Works program which allows non-state employees to determine eligibility for the 
Medicaid and Food Stamp programs. 

It is important to note that Arizona Works meets the federal requirements for a 
welfare privatization demonstration as outlined by the Administration on May 13,1997. 
This includes limiting the length of the demonstration, implementation in only one county, 
rather than statewide, and a strong methodology for measuring and assessing outcomes. 

Developing an effective and efficient welfare reform program which creates 
opportunities for Arizonans to become self sufficient is a laudable goal and one that should 
be encouraged. I am hopeful that this Administration will conclude that the Arizona 

pmWTTO ON Of;CYCLED PAPED 
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Works pilot program is an important step in this process and will determine that it meets 
the federal requirements for a demonstration project. 

It is imperative that Arizona receive a prompt response regarding this waiver since 
tbey are obligated by state law to have this program fully operational by January 1, 1999. 
If, for some reason, the waiver is not approved, Arizona will need sufficient time to 
establish a dual system whereby private entities determine eligibility for TANF while state 
employees make determinations for Medicaid and Food Stamps. 

Since submitting the waiver, the state of Arizona and Governor Hull have been 
woridng closely with officials from your agency to address and eliminate any concerns the 
Department may have about the innovative Arizona Works program. In addition, the state 
amended the original proposal in a concerted effort to address federal concerns about the 
length of the pilot program and time frames for state implementation. Now the state is 
simply awaiting a decision by you. 

Providing a waiver for the Arizona Works program would give our nation an 
opportunity to learn if privatization can lead to a more efficient and effective service 
delivery. Therefore, I am requesting that the Department, in accordance with all 
applicable rules, regulations and ethical guidelines, review Arizona's formal waiver request 
in an efficient and expeditious manner. 

I look forward to your prompt response regarding this important matter. 

Sincerely, 

United States Senator 

JM/sds 

Governor Hull 

* * TOTAL PAGE.03 * * 
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Talking Points 

Meeting with New York State Department of Health 
& New York City Human Resources Administration 

November 13, 1998 

Background: The HCFA Regional Office met with the New York State 
Department of Health (NYSDOH) and New York City Human Resources 
Administration (NYCHRA) to discuss the procedures for Medicaid application 
and referral for eligibility determinations. The November 13th meeting 
discussion is the result of five months of media coverage alleging that strict 
interpretation of welfare reform appeared to create barriers to individuals 
seeking Medicaid coverage. 

Attendees: New York State Department of Health 
Ann Kohler - NYS Medicaid Director 
Sarah Van Leer - NYSDOH Counsel's Office 
Betty Rice - NYSDOH Director, Bureau of Medicaid Eligibility 
Thomas Fanning-NYSDOH Medicaid Program 
Alvin Conyers-NYSDOH Medicaid Eligibility Program 
Gail Gordon -NYSDOH Medicaid-NYC Office 

New York City Human Resources Administration 
Mark Hoover-First Deputy Commissioner 
Iris Hernandez-Executive Deputy Commissioner 
Judy Nathan- NYCHRA legal counsel 

DHHS Office of General Counsel 
Annette Blum - Regional Director-OGC 

HCFA New York Regional Office 
Sue Kelly - Associate Regional Administrator 
Dan Walsky- NY Branch Chief 
Lynne Testa-Special Assistant-ORA 
Jane Salchli-Health Insurance Specialist 
Nicole McKnight-Health Insurance Specialist 

What was NYSDOH and NYCHRA's response to HCFA's inquiry about the Medicaid 
application and referral procedures in New York City? 

NYSDOH and NYCHRA representatives stated that New York State and City 



government agencies are committed to assuring that all individuals wishing to apply 
for Medicaid have the opportunity to do so, consistent with law and regulation. In 
support of this they provided NYC policies and procedures on the Medicaid 
eligibility process which are under review by the HCFA Regional Office. 

As part of welfare reform, the State and City reported on the following actions they 
are taking to "de-couple" Medicaid from the former Public Assistance system: 

• Instituted Medicaid Liaisons at Job Centers so that if an individual asks for 
Medicaid, the Liaison will arrange for a Medicaid application interview [at 
another office location]. Furthermore, if an individual asks for assistance (eg. 
TANF and/or Medicaid) the Job Center staff completes a screening profile to 
initiate the application process; 

• Currently, applications for Medical Assistance only are not available directly 
from the Job Centers. The Job Centers distribute a combined application for 
TANF, Medicaid and Food Stamps reportedly on the applicant's scheduled 
second visit to the Job Center. Recognizing the need to improve the 
distribution of information for individuals on how to apply for Medicaid, HRA 
is preparing to "stat ion" Medicaid Eligibility Workers at the Job Centers who 
will begin the application process for Medicaid eligibility; 

• HRA is developing a brochure to inform individuals and families about their 
rights and the procedures to apply for Medicaid; 

• HRA has committed to expand its outreach and education efforts to promote 
coverage for children through the Medicaid or Child Health Insurance Program 
(CHIP) programs. 

When asked for target implementation dates for these actions, neither New York 
State nor New York City representatives could be specific at the meeting. In 
response to the NYRO's request for implementation dates, Ann Kohler and Sarah 
VanLeer of NYSDOH stated on November 1 6, 1 998 that they will request this 
information, and will provide an update on November 17. 

Is the State currently providing applications for Medical Assistance at Job Center 
upon request? 

New York State and New York City representatives did not provide evidence or 
confirm that Medicaid applications were being given to prospective beneficiaries 
upon request at the Job Centers. In fact, it appears from their responses that the 
combined application for TANF and Medicaid is being made available typically after 
an individual returns for a second scheduled visit. NYRO called NYSDOH to confirm 
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this information, and specifically asked again on November 16, 1998 whether 
individuals requesting Medical Assistance were given Medicaid applications upon 
request at the Job Centers. NYSDOH representatives said that they have to revisit 
this question again with New York City; and would respond on November 17. 

Is the information provided by New York City and New York State consistent with 
the guidance provided in HCFA's June 5, 1998 State Medicaid Director's letter on 
Outreach and Enrollment of low income families in Medicaid or other health 
insurance programs? 

Representatives from the City and State government agencies reported that they 
are implementing procedures and training staff to place Medicaid program staff in 
the Job Centers who could respond to low income people and families inquiring 
about or applying for Temporary Assistance to Needy Families (TANF) and also 
requesting information about Medicaid and CHIP. These reports are subject to 
verification by New York State and the HCFA Regional Office. At this time, it does 
not appear that NYCHRA is in full compliance with the June 5, 1998 State 
Medicaid Director letter on Outreach and Enrollment in Medicaid; this letter was 
redistributed at the November 13, 1998 meeting since it appeared that the State 
and New York City attendees were unfamiliar with its contents. Specifically, it does 
not appear that NYC is in full compliance with the following components of the 
State Medicaid Director letter: 

" Families who inquire about or apply for TANF should also receive information 
about Medicaid and CHIP, how to apply for these programs, and how to receive 
assistance with the applications." (P.2) 

"It is critical that States with diversion programs conduct aggressive outreach to 
provide Medicaid information to families and to take all possible steps to assure 
that eligible children are enrolled in Medicaid and CHIP. Families receiving 
diversionary assistance may never encounter or fill out an application for TANF. 
States should assure, however, that sites where diversionary assistance is provided 
have Medicaid and CHIP applications available, and we encourage you to locate 
State workers (in the case of Medicaid) and/or CHIP elgibility workers in these sites 
to take the applications and assist in their preparation." (P. 3) 

Unless otherwise notified by NYSDOH, it does not appear that NYCHRA is 
providing Medicaid applications upon request at Job Center sites in New York City. 
Families who inquire or apply for TANF do not appear to be receiving specfic 
information about Medicaid and CHIP; again. Medicaid and CHIP applications do not 
appear to be available at this sites. However, NYS and NYC representatives do 
report that they are planning to locate Medicaid (NYCHRA) workers at these sites 
to work wi th individuals seeking to apply for Medicaid. 
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How will the city and state address concerns raised about the Eligibility Verification 
Review (EVR) -home visit program? 

Representatives from the New York City and New York State government agencies 
are sensitive to concerns raised that the EVR (home visit program) may 
inappropriately discourage pregnant women and children from applying for Medicaid 
and/or the Children's Health Insurance Program. The New York State Medicaid 
Director had indicated prior to the meeting that a NYC EVR pilot program is being 
reviewed by the State and will not be expanded city-wide without the State's 
approval. On November 16, 1998, the NYRO requested DOH legal counsel to 
advise HCFA under what legal authority and program conditions would a NYC-wide 
home visiting program be approved for Medicaid. 

What are the next steps? 

NYRO expects to receive additional information from NYSDOH on November 17, 
1998 as reported above. Representatives from NYSDOH and NYCHRA agreed at 
the November 13th meeting to continue to meet and report to the HCFA Regional 
Office on HRA's plans to "station" Medicaid Eligibility Workers in the Job Centers; 
develop an informational brochure on Medicaid applicants' rights; and expand 
outreach and education efforts on Medicaid and CHIP enrollment. 

Furthermore, it was indicated that there are information system changes that have 
to be made in the New York Welfare Management System to effectively 
"de-couple" Medicaid from TANF. The HCFA Regional Office will follow up wi th 
the Administration for Children and Families to assess any pending system 
requests. 

Still to be addressed is the need for on-site visits and verification by NYSDOH with 
possible participation by the NYRO to determine whether NYCHRA is in compliance 
with Section 1902(a)(8) of the Social Security Act as well as with 42 CFR Subpart 
J , which sets forth requirements for the processing of applications, determining 
elgibility, and furnishing Medicaid. 42 CFR 435.903 states, "The agency, must (a) 
Have methods to keep itself currently informed of the adherence of local agencies 
to the State Plan provisions and the agency's procedures for determining elgibility 
and (b) Take corrective action to ensure their adherence." NYSDOH reports that it 
relies upon its ongoing meetings and telephone communications with the local 
districts to determine compliance; and appears to be reluctant to conduct on-site 
verification and review of local district operations. We will need to determine 
whether existing methods used by the State to determine compliance are 
acceptable given the concerns reported by legal advocates for needy families and 
press articles regarding NYCHRA's compliance with Medicaid requirements. 
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WHEREAS, in February 1995, the State of Florida filed suit against the tobacco industry to 

recover expenses incurred by the State in treating smoking-related illnesses of itq citizens. 

WHEREAS, in August 1997, the State of Florida settled all pending civil claims with tl1e 

tobaooo industry, inoluding, but not limited to, those all\imed under the Florida Med;oaid ·n1ird Party 

Liability Act, punitive damages, Racketeering under the Florida RICO Act, and various other State 

statutory theories. The monetary value of the State of Florida's recovery from the tobacco industry 

over the next 25 years under the Augm,11997 Settlement Agreement is estimated to be approximately 

$11.3 billion. 

WHRREAS, in October 1998, the Sta.te of Florida amended its settlement with the tobacco 

industry under the "Most Favored Nation" Clause or its August 1997 Settlement Agreement. The 

monetary value of the State of Florida ·s additional rcoovery from the tobacco industry over the next 5

years is estimated to be approximately $1. 75 billion. 

WHEREAS, due to certain pre-trial orders entered by the trial court in Florida's litigation 

against tl1e tobacco industry the State of Florida was limited in the amount of Medicaid damages it 

could recover to only those damages incurred from July 1, 1994 (the effective date of amendments 

enacted to Seotion 409.910, Florida Statutes) through August 25, 1997 (the date of Settlement). 

Florida was prohibited by Court order from seeking Medicaid damages for the period prior to the 

enn.otment of the amendments to Section 409.910; prohibited from seeking future Medicaid damages; 

and prohibited from claiming federal Mediuaid damages under the Florida RICO Act. Tims oflhe 

approximately $ 13 billion in damages recovered by Florida less than $1 billion was attributable to 

Medicaid damages, 

WHEREAS, a dispute has arisen between the State of Florida and the Health Cure Finance 

Administration (HCF A) of the United States D<.-partmcn1 of Health and Human Services regarding 

reimbursement of monies recovered by the State of Florida under its Settlement Agreements with the 
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tobAoco industry. 

WHEREAS, the State of Florida asserts that none of the monies recovered from the tobacco 

industry to reimburse State-borne expenses attributable to treating smoking-related illnesses are 

properly roooverable by HCFA as a recoupment ofMedioaid expenses and HCFA a.�crts a right to a 

substantial share of the entire $13 bi Ilion recovered by the State of Florida. 

WHEREAS, a.c; a means of settling the ourrent dispute, the State of Florida and HCFA have 

agreed to enter the following settlement agreement. 

THEREFORE, the undersigned parties, on hehalf of the State of Florida and the United Slates

agree asfollow.s: 

In any year in which the State of Florida, through its Legislature and Governor, appropriate 

50% of the funds recovered from the tobacco industry for any or all ofthc enumerated programs listed 

on Exhibit A to this agreement, HCF A shall dctcnninc that the amount of Medicaid rccoupment owed 

is "zero'' and shall make no olaim lo any funds recovered by the State of Florida from the tobacco 

industry in that y"ar nor shall they attempt to offset any other federal fonds available to the State of 

Florida including through the Mcdica;d program. 
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EXHIBIT A 

1. The State program under the maternal and child health services 
block grant under title V of the Social Security Act (42 U.S.C. 701 et 
seq.); 

2. Funding for child care under section 418 of the Social Security Act, 
notwithstanding subsection (b) (2) of that section; 

3. Federally funded child welfare and abuse programs under title IV-B 
of the Social Security Act; 

4. Programs administered within the State under the authority of the 
Substance Abuse and Mental Health Services Administration under 
title XIX, part B of the Public Health Service Act; 

5. Safe and Drug-Free Schools Program under title IV, part A, of the 
Elementary and Secondary Education Act of 1965 ( 20 U.S.C. 7111 et 
seq.); 

6. The Department of Education's Dwight D. Eisenhower Professional 
Development program under title II of the Elementary and 
Secondary Education Act of 1965 (20 U.S.C. 6601 et seq.); and 

7. The State Children's Health Insurance Program authorized under 
title XXI of the Social Security Act (42 U.S.C. 1397aa et seq.). 

^Funding for these programs shall be used to supplement and not 
supplant other Federal, State or local funds provided to any of the 
programs described above. 



MEMORANDUM 

DATE: 11/24/98 
TO: Chris Jennings 

Jeanne Lambrew 
devorah Alder \ if 

KarenTramantano 
Barbara Chow 
Dan Mendelson 
Edwin Lau 
JeffFarkas 
Sally Richardson 
Julie Paradis 
Bonny O'Neil 

FROM: Cynthia Rice 
RE: Conference call re: Arizona privatization waiver proprosal 

Enclosed is a revised draft letter concerning the Arizona privatization waiver proposal. 
Please fax any changes to me at 456-7431 by noon on Wednesday, November 25, 1998, and please 
join me on a conference call starting at 1:15 pm and ending at 2:15 pm. 

If you plan to participate, please utilize the following numbers to gain access. Please use the 
number you have been assigned. The code is the same for each caller (0004). 

DPC and WH-COS participants dial 456-6777 + 0004. 

OM, HHS and USDA participants dial 456-6799 + 0004. 

If you have any questions you may reach me at 456-2846. 
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REDRAFT - November 24, 1998 

Linda Blessing 
Director 
Arizona Department of Economic Security 
1717 W Jefferson 
P. O. Box 6123 
Phoeniz, AZ 85005 

Dear Linda: 

This i.s in response to your request to waive the merit system personnel 

requirements under section 11(e)(6) of the Food Stamp Act of 1977, as amended, to allow 

a private entity to determine Food Stamp Program (FSP) eligibility under the Arizona 

Works demonstration project. 

This letter will also respond to your July 2, 1998 letter to Bonny O'Neil, FSP 

Associate Deputy Administrator, and to Michael Koppleman's November 3, 1998 letter to 

Allen Ng, Regional Administrator of the Food and Nutrition Service's (FNS) Western 

Regional Office in San Francisco. These two letters request assistance with the 

development of an eligibility determination process and client flow model that can be 

implemented in the absence of the Federal waiver. 

Because these proposals do not ensure adherence to principles integral to 

successful administration of the FSP, we must deny the requests. 

Under one proposed structure, all applicants for food stamp benefits would initially 

be directed to a private vendor. The private vendor would collect all information needed 

for making the eligibility determination and enter all information into the statewide 

computer system (AZTECS). Food Stamp eligibility determinations would then be made 

by public employees of the Department of Economic Security (DES). For the purposes of 

making food stamp eligibility determinations, the private vendor would be under the 

supervision of the DES, Under an alternative administrative structure, public employees 

would be contracted to the vendor, and thus, under the supervision of the private entity. 




