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A GUIDE TO THE FOOD STAMP.PROGRAM

- Food #tamps are provided to both public assistance recipilents {categorically,
because they are public assistance recipients) and non-public assistance

recipients, on the basis of their income.

Three factors are‘éfitical. coupon allotments, which are a montnly dollar amount
based upon the Economy Diet Plan, issued by USDA; purchase requirements, which

are varying amounts reciplents have to pay for food stamps, depending upon their

income; and, of course, the income of the applicant or recipient.
have no purchase requirement.

Some recipients

Current food stamp law says that no one may pay more than 307 of their income for‘
food stamps. This means every time the coupon allotments are adjusted upward, bot
eligibility and purchase requirements change, maklng more people eligible,

The difference ‘between the purchase requirement and the coupon allotment is the
"bonus value." The bonus value is funded 100% by the federal government, while
administrative costs (the program is administered by states and counties, through

thelr welfare departments) are shared 50-50.

Applicants complete an application form; if eligible, they are issued an authori-

zation-to~purchase (ATP). With this and any purchase requirement,
stamps either from welfare departments or contract issuing agents.

they secure foo

Food stamps may be used for any food or food product except alcoholic beverages,
tobacco, Imported packaged foods, and imported meats or meat products. Redeemable
in normal grocery outlets, the stamps are deposited like cash in banks, as are the

purchase requirement funds collected by issuing agents.



.. startling. Late in 1973, a report submitted to the Joint Economic Committe

FOOD STAMPS: A Program Virtually Out of Control

At the time the Congress first established the food stamp program™=<= in
1939, when it had a four—year 1life; again in 1961, when it was established
as a pilot project; and finally in 1964, when the Food Stamp Act was
adopted —-— there appeared little question that the intent was limited

to two basic purposes:. to assist the legitimately needy of America in
meeting their nutritional needs, and to assist in the problem of dis-
position of agricultural surpluses,

In March of 1985, the food stamp caseload stood at 442,359. In March
- of 1975, Jjust ten years later, it numbered 19,142,359.~-- an incredible
increase of 4,227%. Total expenditures mirror the caseload growth but
are evzn more staggering: 1m fiscal 1965, the total expenditures for
. the food stamp program were $36,353,797; in fiscal 1975, they are estimated
. to be almost $5.2 billion - an increase of 14,203%!

The growth in the food stamp program is demonstrated equally sharply by
- the following statistics, which show the numbers of Americans
who are recelving food stamps:

One 1in 439

1965 -

1967 ~ One in 157
1970 ~ One in 47

. 1973 - One in 17
1975 - One in 13

The number of Americans who can be eligible for food stamps is even more

of the Congress stated that, at the then-present growth rate, one out of

every four Americans would be eligible for food stamps at least one month
out of the year. .

By July 1974 that already occutrred. In that month, 13.9 million Americans
were receiving food stamps. Potential eligibles have been estimated to
be 52.8 million persons ~ cne fourth of the population of the country.
That pattern continues into the present year: in June of 1975, it has
been estimated there will be 21.8 million participants in the food stamp
program, with 57.3*million potentiall eligible —- again maintainiag the
-one in four ratio. [See Tables A & B at the end of this section.]

There are those who take the above statistics and argue that 62% of the
eligibles (21.8 million vs. 57.3 million) are not availing themselves of
food stamps because they are not aware of the program and that, in turn,
demonstrates the insufficiency of outraach efforts, suggesting that 62%
of the people are somehow underncurished. :

* 1 may be argued that the potentially eligible figure does not take

into account resource limits, and that assets owned may disqualify
the applicant. The food stamp program, however, unlike the welfare
program, contains no prohibition whatever against rearranging assets
with the deliberate intent to gqualify.




A more compelling reason for the disparity between the participants and
the eligibles is the defective nature of the food stamp formula itself -~
it is artificially making an increasing number of people eligible in the
higher income brackets, who are not in fact in need, by any standard,

of nutritional assistance.

The following paper will demonstrate how this occurs.

Other significant statistics illustrate the point:

.

In July, 1974, over half (57%) of the potential eligibles had incomes
above the poverty line

" The estimate of 19.1 million recipients in fiscal 1975 compares
with 12.8 million only a year ago

Between March and June of 1975, the caseload is expected to grow
from 19.1 million to 21.8 million in just three months

When the eligibility lévels and coupon allotments are again adjusted

on July 1, 1975, 1t is expected that a substantial number of addition
persons will qualify

Equally of concern {and partially responsible for the above statistics)
are the following facts:

There is no maximum income limit to qualify for food stamps
There is no minimum age for eligibility as a separate household
College students whose parents earn $100,000 a year may qualify

Major items of personal property (boats, airplanes, etc.) may be
exempt from the resource limits

Money from a student under 18, irregular income from part-time jobs
totalling less than $30 a month, and money from loans is not counted
as income

Ownership of an expensive hcome actually helps oné to qualify

Car payments, union dues, utilities, and a host of other deductions
enable persons with high incomes to qualify

Sending a child to private school helps to assist in eligibility

The reasons for the caseload increase, and the massive growth in expenditur
are not lost upon the taxpayer. He notes with increasing dissatisfaction
the types of foods purchased with food stamps in the grocery check-out
line. He reads full-page advertisements that tell him that persons earning
$16,000 a year are eligible. He learns that assets may be rearranged to
establish eligibility. He knows that welfare departments in college
compunities are jammed at the start of each semester with students who,




irrespective of their potential personal resources or the fact that they
have exercised a personal choice for additional education in lieu of
employment, have learned to take advantage of food stamps. He knows of
group living arrangements wherein individuals have learned to manipulate
the rules so that each may qualify separately for a full allotment of
food stamps. .

More than anything else, he knows that none of these things are free -~

that the middle-income taxpayer, himself faced with rising food costs,

must not only make ends meet, but must pay the increasing taxes for.a

$5.2 billion program that constitutes more than 60% of the entire Depsrtment
of Agriculture budget. He finds it increasingly difficult to resist the-
temptation to join those who have found their way to one of the nation's
largest walfare programs.

Meanwhile, on the other side of the coin, legitimately needy recipients -
persons living on meager incomes, who must rely upon food stamps to
augment their diets to secure adequate nutrition -- find the tax resources
that might be directed to a more sufficient program totally consumed by
the caseload growth. They must subsist upon the so-called Economy Diet
Plan. They must endure long waiting lines and processing delays.

Meaningful reform, in the most complete and analytical sense possible;
is long overdue. The following paper suggests4l specific prepesals, in
eight major problem areas, which will insure that resources are more
properly allocated to persons in genuine need, that savings are realized
for the taxpayer, and that significant progress is made in bringing

both control and equity to the food stamp program. ‘



FOOD STAMP? PROGRAM GROWTH

1965 1975 % _INCREASE
PERBONS 442,359 19,142,145 4,227%
(MARCH) ’
TOTAL
EXPENDITURES $36,353,797 $5,200,000,000 14,2037

* AVERAGE NUMBER OF AMERICANS RECEIVING FOOD STAMPS

1965 - ONE IN 439
1967 -~ ONE IN 157
1970 - ONE IN 47
1973 ~ ONE IN 17
-~ ONE IN 13 (ESTIMATE)

1975

* REPORT TO JOINT ECONOMIC COMMITTEE ESTIMATED THAT BY 1977, AT PRESENT GROWTH RATES, ONE TN FOUR

.

AMERICANS COULD BE ELIGIBLE TO RECEIVE FOOD STAMPS AT LEAST ONE MONTH DURING THE YEAR.
ONE IN FOUR ALREADY POTENTIALLY ELIGIBLE IN JULY 1974.
57% OF POTENTIAL ELTIGIBLES IN JULY 1974 WERE ABOVE POVERTY LINE

JANUARY 1975: ALL HOUSEHOLD SIZES EXCEPT ONF HAD MAXTMUM ELIGIBILITY LEVELS ABOVE POVERTY LINE —-
AND BASED ON NET INCOME, AFTER GENEROUS DEDUCTIONS

YO OTICrs Y



PARTICIPANTS VS, ELIGIBLES
FOOD STAMP PROGRAM#*

PERSONS ' ' JULY 1974 JUNE 1975
PARTTCIPANTS | | 13.9 million 21.8 million
ELIGIBLES ' 52.8 million 57.3 million
% OF PARTICIPANTS ' 26.3 % 38.0 %

TO ELIGIBLES

7% OF PARTICIPANTS one in fifteen one in ten
TO TOTAL POPULATION -

# OF ELIGIBLES one in four one in four
TO TOTAL POPULATION

'******************.***

AVERAGE MONTHLY BONUS VALUE PER HOUSEHOLD $66
- 1974-75

TOTAL BONUS VALUE COST $4.6 billion
1974~-75

TOTAL BONUS VALUE COST IF ALL ELIGIBLE $12.1 billion

- HOUSEHOLDS PARTICIPATED
1974-75

-k k k ok k ok ok k Kk ok ok Kk ok ok ok kK Kk ok Rk

* BASED UPON DATA PROVIDED BY THE UNITED STATES DEPARTMENT OF ACRICULTURE

g 3T9vL



SUXMARY GF RECOMMENDATIONS

FXPANDED ELIGIBILITY TO THE NON-NEEDY: PERSONS WITH HIGH INCOMES

* Bame eligibility upon gross, rather than net, income

* Prohibit eligibility on the part of anyone whose gross income
exceeds the official poverty indices, as established and defined

by the Office of Management and Budget

Base purchase requirements upon the perceatage of income _xnonded
for food by average household of same size and income range, with
regional variations, as established by the most recent Consumer
Expenditure Survey of Bureau of Labor Statistics, or 30%, whichever
is less -

-

Adjust coupon allotments sami-annually by overall change in CPI,
rather than food component alone

Adjust purchasc requirements in same fashion
Place limitations upon property

Evaluate proper£§ on market value, not equity
Prohibit deliberate transfer of property

Eliminate categorical eligibility of public assistance recipients

LEVEL OF BENEFITS TO THE GENUINELY NEEDY

* Substitute Low Cost Diet Plan for Econ oMy Dle* Plan, raising coupon
allotments by 297

- Reduce food stamp costs for the aged, with a $25 monthly income
deduction

ELIGIBILITY LOOPHOLES

Establish minimum age as age of majority in state (to qualify as
separate household)

* Require able-bodied rscipients with no children under six to
register for work, engage in proven job search, and participate in
cormunity work training programs, if established by the States, as
a condition of eligibility :

Apply work registration and job search requirements to drug addicts
and alcoholics who are involved in rehabilitation programs

Prohibit eligibility when there is voluntary termination of
employment without good cause



ka2l

Halt the current practice of not referring persons to employment
where union membership is required

- Preclude strikers from eligibility unless otherwise qualified

Eliminate eligibility of college students as voluntarily unemployed

» Direct Secretary to establish precise criteria to preclude
individuals living as one household from establishing eligibility

as separate households

. Require 100% assumption by federal government of allen costs,
with referral system to INS to determine legal status

* Require recognition, as income, of any other publicly funded

program which provides cash or in-kind assistance to food stamp -
fanily for food or housing

ADMINISTRATIVE QOMPLEXITIES

* Transfer program from USDA to HEW
* Provide demonstration project authority‘

* Redirect outreach to provide for nutritional education and assistanc
and for more immediate receipt of and processing of applicatioms,
to relieve logjam and delays in processing; redirect funding
to these purposes

* Make public assistance withholding optional at discretion of local
agency

INSUFFICIENT CASH AND COUPON ACCOUNTABILITY

. Raquiré irmediate certification of deposits made by issuing agents
to local entities

* Require fiscal sanctions against agents for failure to meet
depositing requirements in a timely fashion ’

+ Identify all receipts as federal funds, and prohibit any use for
individual or corporate profit :

. Revise coupon shipment procedures to insure local notification of
time and quantity of coupon shipments, centrally compute adjustments
to agents' orders and notify local entities of change in allotment
tables, notify local entities when agents' order is adjusted, and
assure that deliveries are made only to authorized persons

« Institute federal/local monthly reconciliation of records

* Require Postal Service to serve as issuing agents upon request of
state and to assume normal liability of issuing agents



CRIMINAL ACTIVITIES (FRAUD, THEFT, COUNTERFEITING, BLACK MARKETING
ACTIVITIZES) AND LAX RECIPIENT IDENTIFICATION

* Require photo identification card

Replace food stamp coupons with countersigned food stamp warrants

Provide 757 federal funding for the costs of investigations,
prosecutions, collection of federal funds, and related activities

Require development of central clearing house of information and
referral system to preclude recipients from receiving food stamps

in more than one jurisdiction

Limit continuation for 30 days when recipient moves and require
immediate reapplicacion and recertification

Require development of earnings clearance system to check actual
earned Income against income reported by households

Require monthly income reporting

PURPOSES OF PROGRAM

* Pernit choice of commodities or food stamps by local jurisdictions

* Require Secretary to file annual report with Congress reviewing
data collection status, quality control, and general character

of program to insure cost/beneficial use of public funds for
legitimately needy

FUNDING

*-Set State participation in bonus value at same rate as A¥DC, with
system of "block grants" to States to offset added State costs



OVERVIEW

The proposals which are embodied in the National Food Stamp Reform Act of
1975 are derived from a thorough analysis of all of the elements of the food
stamp program that make it both camplex and sc rapidly growing. These includ
the eligibility, bonus value, purchase requirement, and coupon allotment
criteria; the tests of income and resources which are applied; the numerous
loopholes that permit abuse of the program; the manner in which cash and
coupons are handled; current funding methods; and the basic purposss for whic
the program was enacted in the first place.

If enacted, the proposals which are contained in the National Food Stamp
Reform Act will: ’

« Place realistic limits so that
qualify and thereby draln resou
"needs of the legitimately needy

ergons with high incomes will not
ces from a progranm that is to meet the

e
s
L

. Institute a food stamp formula that is based upon what the average
" American family, by size and income range, spends for food, eliminating
the many complex deductions and exemptions

» Close numerous loopholes that permit the vo*unfa*il; unemployed to
receive food stamps and others to manipulate the system

. Tighten work requirements, so that the food stamp program does not
subsidize idleness or serve as a substitute for gainful employment

« Simplify administration, by basing eligibility on gross income, by
permitting demcmstration projects to test management improvements, and
by linking with welfare administration

+ Require reﬂognl*ion of multiple public benefits that go to the same
family

- Direct additional funding to swifter processing of applications and to
nutritional education

+ Improve cash and coupon handling methods to minimize opportunities for
- theft, loss, and misuse cf federal coupons and funds

+ Enhance fraud control efforts

- Increase amounts paid to the truly needy, by )
-— Substiruting the Low Cost Diet Plan for the Economy Diet Plan,
railsing coupon allotments by 29%

~= Reducing food stamp costs for the aged, with a §25 monthly
income deduction



It is possible through the enactment of these long over due reforms

(a) Substantially increase benefits which are paid to the persons
who genuinely need nutritioral assistance,

o
jos
.

(b) realize, at the same time, significant savings for the taxpayer.

By closing lcophcles, correcting defective elements of the eligibility
formula, tightening work requirements, and curtailing opportunities for
fraud and other criminal activities, the food stamp program can be restored
to the purpeses originally intended when it was first enmacted. This can
be done without detrimental effect upon the persons who are in legitimate
need -- and, as indicated, they will in fact realize increased aid as a
result of the reforms.



FOOD STAMPS: FEIGHT PROBLEM AREAS

PROBLEM ARFA:  FEXPANDED ELIGIBILITY TO THE NON-NEFDY: PERSONS WITH HIGH
© 7 INCOMES a

Specific Problem: A defective eligibdility formula permits high 1nbome
persons to qualify for food stamps.

Apart from other tests of assets and resources, the main criterion for
ellglblllty for the food stamp program is essentially a function of the
interaction of three things: the coupon allotment, which is based upon
the Economy Diet Plan; the purchase requirements, which are related to the
coupon allotment in that the existing law says that no household is to
expend more than 307 of its income to purchase the coupons; and, neces- -
sarily, the total family inccme.

The existing formhla, then, works something like this:

The Agricultural®Research Service of the U.S. Department cof
Agriculture determines the necessary amount {(coupon allotment)
for a family of four to be $154. $154 divided by 30% = $513,
which is the maximum income for eligibility. The purchase
requirement for a family with income is $130 -~ the maximum
purchase requirement for any family of four, and basad upon
net income after substantial deductions.

Other purchase requirements are lesser amounts, ranging from
$0 to $130, based upon the family's month y income between
$O and $513.

The 307 is a totally arbitrary criterion in the law, and presumably has
its origin in the poverty index computations of Mollie Orshansky in 1964,
wherein she determined the basic poverty guidelines on the basis of
roughly three times food consumption. However, its use in the food stamp
program is totally arbitrary in that it bears no relationship to what the
average American family, by size and income range, actually spends for
food, and income 1is not gross income but net income after a whole host of
deductions. This is explained in aetail below.

The problems with regard to high income qualification is as'folloWS:

Tacome iz measured as net, not gross, income, after numerous
" exemptions and deductions. Included among the many deductions
are the following: ‘ :

Federal, state, and local income taxes

Retlrement payvments

Social Security taxes

Union dues :

10%Z of earned income for working appllcants, not to exceed $3

Some tvpe of garnishments

Losses dusz to disaster (fire, theft, etc.) .

Medical costs in excess of 510 a month, including Medicare
and lnsurance



Eight Problem Areas Exp nd El)flt]lLt] to the Non~Ve°dy
Tikl :

Child or 1nva11d care paynents

Child support and alimouy

Tuition - :

Shelter costs which are rcze than 30% of ggl income
(after all of the above are deducted), which include
utilities, rent, mortgage payments-including interest,
property-taxes, water and sewer, garbage and trash
collection, and telephone.

Example: o

S0 : S
A family earns glgG“O per month They own a house with payments of $300
per month and have the fo7lowinq deductions:

o
:\)
RO

Federal and state income taxes $200

Retirement conktributicns 25
Social Security tasxes : 50
Union .dues - : o T \ 15
107 allowande for working applicants, 30
Vadlup to $30 '
Médical costs ) 60
Child care - 60
5440
{eTE :
Housing - N e
dortgage (principal, inter est $300
-taxes, and insurance)
Gas and electricity 50
Water and sewer S s 10
Garbage and trash collection o 5
Telephone BB
' ' 5305-

SToge v - . L. i

The . food- qgamp pro*ram requlres *hac cha individuai spend only 30%
of his net income for housing. This family's income has been reduced
from: ' ‘

$1 OOO grosq inceme R T
~ 440 deduc;lana and earnings ekemptions
$ 560 "net income"

254 = 5t

30% of $J68 :xSLSR “The Departrent of Agrlculture has arbltrari]y

sald that ngcowe need -spend ‘wore than 30% of his:net . income -— not
- his gross income:-- for housing. :That means that a1l of the housing

and utility costs above $168, therefcre, are also deductible.

$ 1385 bou31ng and uLilltv costs
=168 : ~
§ 217 furthcr deuctlble 'excess housing'
allowance

, -y . : : . ..
This family, therefore, has the following total deductions:
$1,000 gross income
~440 deductlonq and ealnineb exemptlona
 -217 "excess housing'*allowance
S 343 COUNTABLE mDJUbTBD NEW INCOME FOR FOOD
STAMP PURPOSES



Eight Problem Areas - - Expanded Eligibility to the Non-Nee

Assume this 1s a family of four. While their gross income is $1,000 a
‘month, they easily qualify for food stamps, because their "adjusted net
income” of $343 is below the $513 [see p. II-144] which is the present income
- 1imit for a family of four. They then qualify for $154 a month in food B
stamps at a cost of $95, which means that a family earning $12,000 a year - .
qualifies for a welfare subsidy of $708 per year. ’

il

THE -INCOME TO' WHICH THE LIMIT OF $513 APPLIES, WHICH IS DERIVED FROM THE

307 COMPUTATION, IS NOT DEFINED IN THE LAW AS ANYTHING OTHER THAN "TNCOME."

~ IT IS THROUGH ADMINISTRATIVE ACTION THAT THE UNITED STATES DEPARTMENT OF
AGRICULTURE HAS- MADE IT *"ADJUSTED NET INCOME," AND NOT GROSS INCOME.

R -
PRt o

- ALL OF THE MANY' DEDUCTIONS AND EXEMPTIONS HAVE BEEN ADOPTED BY REGULATION,

AS HAS THE "EXCESS HOUSING ALLOWANCE" AND THE FACT THAT IT IS DEDUCTED
LAST. ' R - '

The deductioné}hould be'even greater-'if the family sent their child to a
private school- or moved “Into” a more expensive home.

" Other actual ‘examples abound. Recently, the Executive City Editor of the
Atlanta Constitution went. to his local welfare office, informed them that
he has a gross income in exeess of $20,000, a $40,000 house, a three-acre
lot, two late-model automobiles, and a wife and three children. He
qualified for $180 worth of food stamps every month at a cost to him of
$140, for an annual subsidy of $480. '

A recent full-page advertisement in Parade magazine described how a family
“of four grossing $10,000 a year qualified for an annual bonus of $444,

The advertisement went ‘on to describe how families earning $15,000 per year
could be eligible. :

These, in the large part, are the people who make up the 627 of the populace
who are "eligible" but who are not now receiving food stamps (a figure often
- ‘cited to emphasize the failure of the outreach program, implying that they

" are all needy). They are, however, also becoming an increasing part of

the 38% who are taking advantage of the program, swelling the ranks of the
food stamp population with non-needy persons.

Recommendation #1: ;;

Income should be defined in the law as gross income.

% & x Kk & ’ -

Specific Problem: Because of the large number pf deductions and exemptions,
‘ and the current tie between 307 and the coupon allotment,
there is MO maximum ceiling upon income eligibility for
the food stamp program.

As discussed in the preceding section, the Economy Diet Plan coupon allot-
ment divided by 30% is supposed to establish a ceiling upon income: so
that, for example, the current ceiling for a family of four is ostensibly



Eight Problem Areas . Expanded Eligibility to the Non-Nee

$513 {(§154, the Economy Diet Plan coupon allotment for a family of four,
divided by 30%). However, because this is net, and not gross, income,
after the numerous deductions and exemptions outlined above, there is in

fact no maximum ceiling upon income for the purposes of qualifying for
the food stamp program.

One is clearly needed and the most su1tab1e would be the official poverty
- indices issued annually by the federal government, based upon the low-
income thresholds of the Bureau of the Census, and quantified and defined
by the Office of Management and Budget. The current poverty index for a
family of four is $5,050 -- in gross income -~ and in an era of increasingly
scarce resources, it does not appear that that is an unrealistic limit

- for the provision of nutritional assistance in the form of governmental
aid to those truly in need.

By substituting the poverty indices, by family size, for the current com-
Pplicated coupon allotment + 30% formula, a substantial measurs of admini-
strative simplification would be achieved as well. In combination with
the use of gross, rather than net, income, the maximum eligibility

criteria for a given individual would be easily determined. Such limits
would then be as follows:

For all States except Alaska and Bawaiil

Family size Nonfarm family Farm family
1 $2,590 $2,200
2 3,410 2,900
3 4,230 3,600
4 5,050 4,300
5 5,870 : 5,000
6 6,690 5,700

For family units with more than six members, $820 would
be added for each additional member in a nonfarm family
and $700 for each additional member in a farm family.

For Alaska

1 $3,250 | 2,750
2 4,270 3,620
3 5,290 4,490
4 6,310 5,360
5 7,330 6,230
6 8,350 7,100

For family units with more than six members, $1,020 would
be added for each additional member in a nonfarm family
and $870 for each additional member in a farm family.
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For Hawaii t _

Family size _ Nonfarm family ~ Farm faaily

1 $2,990 $2,540

2 3,939 93,340
3 4,870 o 4,140

5 5,810 4,940

: 5 16,7507 "5,740

: 6 7,690 176,540

PSRN : rde il ' I R, F ,41..;

For family units with more than six members, $94O would -
- be added” ‘for each additional ‘member in a ‘nonfarm family.
. aad $800 for each additional member in a farm family.
aAs indicated earlier, over half —="57% —- of the potentially eligible in
July, 1974, had incomes above the then-current poverty line. 31% of the
. participants had incomes above the poverty line. Placing such a maximum
" on eligibility would ‘have a marked effect upon. freeing Tresources for
' 'jredirecticn to the truly needy. o .

Ca

e s

 Recommendation #2:

" Prohibit eligibility:onlthe part of anyone whose grcss'incOme exceeds the
poverty index, as established and defined by the Office of Management and
Budget, ; . ’

% % % % %

"fT‘Specific ptoblem: A'defectivevfdrmnla pernite‘fcod etemp;tecipiente to
P : " " commit far less of their income to food than the average
American family.

"Stemming directly from the high rate of deductions ‘and’ the net vs. gross
'problem described earlier, food stamp purchase requirements bear no
relationship whatever to what the average American family, by size and
income range, spends for food. This is often revealed time after time
when the non-food stamp recipient in the check-out line at ‘the grocery
 store sees the food stamp recipient ahead of him being able to purchase
' steaks and gourmet foods, while the nonfood stamp recipient must budget
carefully for lesser expensive cuts of meat, casseroles, and simple but
nutritional meals for his family.
The most Fecent Consumer Expenditure Survey of the Bureau of Labor
" Statistics demonstrates this disparity dramatically. Tables I, II, III,
“and IV, which follow, array for various family types, sizes, and incomes,
the following.

a) The cost of the Fconomy Diet Plan, as a percentage of gross
income;

b) The food stamp coupon allotments, as a percentage of gross
income;

¢) The expenditure for food in 1972-73 by the average American
family of that size and income range, as a percentage of gross
income; '
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d) What the food stamp program requires the recipient to pay, as
a percentage of gross income. : ‘

The pattern is mistékably clear, as deséribed in the following examples: .

Examples:

A single individual with an income at the current poverty index of $2,590
-must spend $521 for the Economy Diet Plan, or 20.17 of his income. The
food stamp allotment mirrors that approximately (as it should), providing
him with a coupon allotment of $576, which equals 22.2% of his income.

The food stamp program requires him to contribute only $288 of his income,
or 11.1Z, meaning that the food stamp program, in effect, pays the differ-
ence between the 11.12 and the 22,2%Z. Yet the Consumer Expenditure Survey
‘of the Bureau of Labor Statistics says that, in 1972-73, the average
individual in this.income category spent $710 of his income for food, or

EEEFT N B

A family of two with an income at the éurrent'nonfarm poverty index of
$3,410 must spend $929 for the Economy Diet Plan, or 27.2% of their
-income.. The food stamp.allotment, approximately mirroring that, provides
them with a coupon allotment--of $1,080, which equals 31.7% of their income
The food stamp program requires them to contribute only $744 of their
income, oi 21.8%, meaning that the food stamp program, in effect, pays
the difference between the 21.8% and the 31.7%. Yet the Consumer Expen-
. diture Survey of the Bureau of Labor Statistics says that, in 1972-73, "

- the average family in this income category spent $1,184 of their income

for food, or 34.7%. o ' '

A family of four with an income at the current nonfarm poverty index of

$5,050 must spend $1,933 for the Economy Diet Plan, or 38.2% of their

income.  The food stamp allotment, approximately mirroring that, provides

them with a coupon allotment of $1,944, which equals 38.5% of their

income. The food stamp program requires them to contribute only $996 of

. their income, or 19.7%, meaning that the food stamp program, in effect,
pays the difference between the 19.7Z and the 38.5Z. Yet the Consumer

Expenditure Survey of the Bureau of Labor Statistics says that, in

- 1972-73, the average family in this income category spent $1,648 of

. their income for food, or 32.6%. , S o, S

A family of six with an income at the current nonfarm' poverty -index of
- $6,690 must spend $2,259 for the Economy Diet Plan, or 33.8% of their
income..  The food stamp allotment, approximately mirroring that, provides
them with a coupon allotment of $2,664, which equals 39.9% of their
- income. The food stamp program requires them to contribute only $1,488
of their inceome, or 22.2% meaning that the food stamp . program, in effect,
pays the difference between the 22.2% and the 39.9%. Yet the Consumer .
Expenditure Survey of the Bureau of Labor Statistics says that, in 1972-73
the average family in this incecme category spent $2,399 of their income
for food, or 35.9%. : » g
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"It should be noted, of course, that the figures used for the Economy Diet
Plan, the coupon allotment, and the food stamp purchase requirement are
© all 1975 figures. If the amount gpent for food according to the Consumer
- Expenditure Survey of the Bureau of Labor Statistics were updated for -the
change in the cost of food between 1972-73 and the current time, the

‘"Vpercentages actually spent would be- greater and the disparities with -what

the food stamp recipient is asked to pay would be even more significant.*

'Irresnective of which CES figure is used the actual 1972-73 peccentage

- or an update 1975 one, the pattern is clear: the average American family
- . spends far more, as a perceantage of gross income, than the current food
 _stamp formula’ requires the food stamp recipient to commit to food from -
"his own budget. What is needed, therefore, appears to be a correlation
.., between what the average American family, by size and income range, spends
... or must budget for food and what the food stamp reciplant is similarly
W'requlred to contribute" -

It would bé ‘pcssible to substitute this formula for the 30% in the law

- preseatly. However, it would benefit more recipients to retain the 302

r;as 3 maximum: i.e., to.say that the formula should be based upon what the

:faverage American family, by size and income range, spends for food, or
"30%Z, whicbevet is. 1335-w1,_v . :

At present, the CES is conducted only once every ten years, with the
most recent having been in 1972-73. The Bureau of Labor Statistics,
 however, has a recommendation currently before the Congress which would
eall for the CES to be done annually in any event. Even should this not
_occur, it should be noted that the use of percentages - as they exist in
. the 1972—73 survey, or updated by. the food component of the CPI or the
CPI alone. == would still be more reflective of reality than the 30%
"arbitrary figure now in the law or the varying percentages now present
in the basis of 1ssuance tables.

‘In addition, it should be noted. that the Consumer Exaevdlture Survey

.. demonstrates. reglonal variations: into Standard Metropolitan Statistical
.. Areas and non-SMSA's, with urban, central city, rural distinctions in
_varying combinations.within each. ' This should assist in bringing needed

- regiomnal variations to the food stamp program.

. kecommenda£i6h #3:

Base purchase requirements upon the percentage of income expended for
food by average household of seme size and income range, with regional
variations, as established by the most receut Consumer Expenditure
Survey of the Bureau of Labor Statistics, or 30%, whichever is less.

* % % % %

* On the one hand, one might conclude that persons living particularly
on fixed incomes would encounter the even higher percentage expenditures
as the food prices are updated to 1975. On the other hand, one may argue
that such perscns may alter their buying habits in order to keep the
percentage of income committed to food approximately as they actually
existed in 1972-73,
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Specific Problem: The defective eligibility formula permits persons who
' have received a full cost—of-living increase in their
wages to become eligible for food stamps, even though

that increase fullv covers the increasad cost of food.

Under current law, the coupon ‘allotments -- and therefore the maximum.
eligibility levels —- are adjusted upward every six months in accord with
the changing cost of food. While this appears to make empirical sense,
since the food stamp program is a food-related program, it is in fact the
wrong approach for the following reasons.

Adjustments upward are presumably made to compensate for the less in
purchasing power caused by inflation. When an ennlovee who has a
contract calling for am annual increase in his wages commensurate with
the increased cost of living, included in that wage increase is an amnount
which fully accounts for the increased cost of food. It is, of course,
balanced by other things in the "market basket" which is used to compute
the Consumer Price Index upon which such adjustments are based.

When the food stamp formula is tied onlv to the cost of food, and when .

it goes up more rapidly than the overall CPI, suddenly workers who have

received a full cost-of-living increase (covering food as well) in their
wages find themselves eligible for food stamps!

Example:

A wage-earner receives an annual cost-of-living increase in his wages
wvhich has within it 22% for food, but because it is balanced by other
factors, the overall increase is 11%. Yet because the food stamp
eligibility formula escalates every six months in accord with the cost
of food, he becomes eligible, even though his wages fully cover that
increased cost of food.

It therefore appears desirable to base the cost-of-living escalations
in the food stamp formula upon the overall CPI, and not the food
component alone. There are those who will argue that when the situ-
ation reverses itself, and the cost of food grows at a lesser rate than
the CPI, the food stamp formula would be going up at an inordinately
greater rate in that circumstance. This appears equally erroneous,
because the food stamp program is nothing but an income supplement
program delivered in kind (or in a form that is a substitute for cash),

and therefore it ought to be tied to the general purchasing power of
the recipient.

Finally, it should be noted that the poverty index itself, which is
recommended as the substitute eligibility formula, is adjusted upward

in accord with the overall change in the CPI. This would dovetail the
changes made in the coupon allotments with that approach.

Recommendation #4:

Adjust coupon allotments semiannually upon overall change in the
Consumer Price Index, rather than the food component alone.

Tk ok %k % %
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Specific Problem: The purchase requirement formula is not also édjusted
' upward when the coupon allotments are adjusted upward
to keep pace with inflation.

There appears.to be no reason why purchase requirements should not also
be indexed, i.e.,, raised as inflation.causes the coupon allotments to be
raised. Dr. Kenneth Clarkson, in his recent study entitled Food Stamus
and Nutritiom:-(pp. 37-40), states: ... . : S -

... the participant's bonus (the difference between the
market value of the food stamps and the amount of pur—
chaserrequirement) can be divided into three parts:. (1)
a transfer in general purchasing power,. {(2) a transfer in
specific or food: purchasing power, and (3): an amount which
to the:recipient: measures waste.... The transfer in
general purchasing power is the difference between the
recipient's expenditure on food in the absence of the
food-stamp program and the purchase price of the food
coupons.... Since:the monthly food stamp allotments and
purchase requirements as developed in 1965 were

supposed to correspond to the market price of a nutri-
tious:diet and to.previous focd expenditures, respec—

tively no transfer in general purchasing power was
intended. -

This transfer~in~"genera1" purchasing power, as opposed to "specific
or food purchasing power," has occurred largely because purchase
requirements have not been updated as have coupon allotments.

Recommendation-#5:

Adjust purchase requirements in the same:fashion as coupon allotments
-are-adjusted., =2 0 LrEs . :

Specific Problem: Realistic limitations upon resources are nonexistent.

Presently the food stamp program permits all of the following to be exempt
from consideration as resources: '

A home and lot "normal to the community"

One currently licensed vehicle used for household transportation and
any other vehicles necessary for the employment of household )
members . . ' C

All personal effects, including clothing and jewelry

A1l household goods, including furniture and appliances

The cash value of all life insurance policies and pension funds

Any property which "is producing income consistent with its fair
market value," or other property "essential to the employment
of a household member; machinery, livestock, or land of a
farmer; and goods, property, vehicles, etc., used by self-
employed persons-in their self-employment enterprise

Irrevocable trust funds, property in probate, and notes receivable
"which cannot be readily liquidated”
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Money which has been pro-rated as income for self-employed persons
or students :
Tndian lands held jointly with the Tribe or land that can be sold
only with the approval of the Bureau of Indian Affairs '
Relocation assistance payments ' :
Payments made to persons participating in programs sponsored by ACTION
Benefits received under the WIC Program (Special Supplemental Food
Program for Vomen, Infants, and Children).

Wnile some of these exemptions have significant merit, many are so loosely
defined and counstructed so as to permit retention of resources far bayond

what would be called for under a realistic implementation of rescurce limits.
As noted previously, ownership of an expensive home actually helps one to
qualify. In February of this vear, a Louisiana recipient's home was robbed

of $3700 in jewelry, $240 in cash, and $500 in food stamps. Presumably boats
and airplanes are exempt if they can qualify as a vehicle somehow related to
employment or as part of the recipient's personal effects. The only standards
or limits present in the food stamp program are an amount of 31,500 set as a
maximum on household nonexempt resources Or, in the event there is a household
with two or more members in which at least one is 60 years of age or older, $3,C°

The standards set in the Supplementary Security Income (SSI) program are far
more realistic and capable of careful determination and assessment. Exempt
from consideration in the SSI program are the following principal items:

% home and lot, to the extent their value does not exceed $25,000,
or $35,000 in Alaska and Hawaii »
One motor vehicle, to the extent its value does not exceed $1,200
Household goods and personal effects to the extent that their total
value does not exceed $1,500 :
Property of a trade or business which is essential to the means of self-
support of the household
Non-business property which is essential to the means of self-support
of the household

Recommendation #6:

The same property limitations should be adopted for the food stamp program as
for SSI. ' :

% % k% % %

Specific Problem: Property is valued at "its fair market value less encumbrance

Again, a sharp departure ig seen from the SS8T program, where property is
considered at its fair market value. Enabling the recipient to deduct
encumbrances permits--and, in fact, may encourage--him to purchase expensive car
color television sets, silver, china, etc., on time and not have them count
against his property allotment in any significant amoung. (Indeed, as mnoted
above, these specific items would not count at all under current food stamp
rules; other nonexempt items do enjoy the benefit of the 'less encumbrances"
interoretation and, if the limits are established as recommended by the previous
section, they should be based upon fair market value along, as is present in the
SSI program).
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Recommendation #7:

Property should be evaluated on its fair market value, not less encumbrances,

* kX X %
1

Specific praoblem: There is no prchibition against the transfer of praoperty,
S or the.rearranging of assets and resources, in order to
qualify. : ‘ )

Such a prohibition, to guard against someone placing property in a trust or
otherwise rearranging his.assets (e.g., converting cash to jewelry) has long
been present in‘the nation's welfare programs. While it may not be a loophole
that is exercised frequently, it is, nonetheless, one that deserves to be closed

Recommendation #8:
A prohibition against delibeféteﬂtransfer of proparty or rearranging of assets
ghould be built into the foud stamp program. '

* % Kk %

. S R .

Specific Problem: Currently. pubiic assistance recipients may have higher
incomes than non-public assistange cases, at such a level
that the former would etherwisa be ineligiblie, and they
continue to receive fbod stamps.

S N LT L = ,

Because, by regulation, pukliic’ assistance recipients have been granted blanket

eligibility for the food stamp program. ( except in five states in the 8SI progr

which have cashed out food stamps), the. ineguity has been created that a non-
public assistance recipient with an equal iriconé -nay be ineligible. With the
standards that are created -for a poverty index cut-off, it.seems manifestly

equitable to treat income as income-as income as income, irraspective of its

source (so long as it does not contain funds representing the cashout of food
stamps,) and. treat all applicants alike, irrespective of their public assistanc]
or non-public assistance status. g ~ o :

Doing this, moreover, will insure that county eligibility workers need not go
through two separate sets of computations of eligibility determinations {(with
respect to -exemptions, deductions, etc.), since the food stamp eligibility

formila-would be greatly simplified as described by establishing the relationsh
to the poverty index.

Lo
Ly

Recommendation #9:

The categdrical eligibility of public assistance recipients should be eliminate
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Specific Problem: The Economy Diet Plan provides a minimal subsistence level
of benefits.

There has been continuing criticism from some quarters-—some well-founded, some

ili~founded~-on the adequacy of the Economy Diet Plan upon which the food stamp
aliotments are based. ’

On the one haad, there are those who allege that the Economy Diet Plan cannot
provide a continuing level of nutrition adequate to sustain a family for any
length of time. On the other hand, we find such disparities as noted by Jodie
Allen of Macthematica, Inc., .in which she observed that (again, using the Ccnsumen
Expenditure Survey of the Bureau of Labor Statistics) that the "'average' middle
income [previously defined as $11,824) family of four now spends about $177 a
month on food, only $16 more than the minimum food guarantee established for
families of their size with- little or no iucome [referring to the $162 monthly

coupon allotment under the :Economy Diet ‘Plan for a family of four effective
July 1, 19751." . ~

There appears little disagreement, however, that it takes considerable skill in
order to provide, on a'continuing basis, a wholesome and flavorful diet on the
present amounts contained in the Economy Diet Plan. A publication of the United
States Department of Agriculture entitled "Ideas for Leaders Working with Eccnom
Minded Families" states as follows: ''Studies ghow that most famllies spending
as little as the cost for the Economy Plan do not select foods that make a

good diet for every family member. A homemaker needs considerable skill and
interest in buying and preparing food, if she is to provide her family with a
good diet for as little as the cost of the plan. Many homemakers with limfted
budgets do not have the skill or interest, or the equipment needed to do this."”

The so-called Low Cost Diet Plan has also been established by the Department
of Agriculture, and it stands at roughly 129% of the Economy Diet Plan ($208.20
per month vs $161.10 per month for a family of four).

With the savings generated by this bill, and the limit upon eligibility
described earlier in this section, it will be possible to adopt the Low Cost

Diet Plan for all remaining eligibles and still generate substantial savings for
the taxpayers.

Recommendation #10:

Replace the Economy Diet Plan with the Low Cost Diet Plan, which will mean an
increase of approximately 297 in food stamp coupons for all recipients,

* k %k % % -

Specific Problem: Senior citizens in the United States live on fixed incomes
and often have the most difficulty in either funding, cooking
or securing three adequate meals a day.

While the Meals on Wheels and free lunch programs for senior citizens have mitig
this problem, there is still the circumstance of the senior citizen 1living alone
or with an aged spouse, often in a small apartment or hotel with limited cooking
facilities, who does not have the skill, energy or transportation to do the kind
of meal planning and preparation that is possible with persons of younger ages.
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It is possible; through a special dedﬁctidn for peféons 65 and over, in
effect to lower the purchase requirement for such persons, thereby increasing .
the bonus value. of their coupons. :

Recoﬁmendation'#llz )

Provide a special deduction of $25 per month for all bouseholds in which -
the head of the household is aged 65 or .over. , ‘

_..~ : C . . * % % & *
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Specific Problem: There is no minimum age to qualify as the "head of a
household" to receive food stamp benefits. »

Today the existence of a program to augment one's income, with the only -
test insufficient funds below a certain standard, has established a

means for young people to subsist-—or gugment thelr subsistence-- at

public expense, The parents of many minors are fully capable of supporting
their children in many cases would be more than willing to do so if they

- were only asked. Frequently, however, we are dealing here with "runaway"
children or children who leave home to live with another household, who

then receive food stamps on their own. A 17-year-old Califormia boy, still -
in high school, recently decided he no longer wanted to live with his
parents; he moved in with friends and received free food stamps. '

His case, and others like them, are particularly illustrative of the
problem of the so-called "zero-purchase' cases, where the young persons
simply affirm they have no income and qualify. :

Recommendation #12:

Establish a minimum age for the food stamp program as the age of majority
in the state, in order to qualify as a separate household. '

* % % % %

Specific Problem: Work registration and job search requirements need
strengthening. '

Under the AFDC program, a positive duty is placed (under the Talmadge
amendments to the Social Security Act) upon every able-bodied caretaker on
welfare, as a condition of eligibility, to register for manpower services,
training, and employment, unless the individual is under age 16 or attending
school full time; is 111, incapacitated or of advanced age; is required

in the home because of illness or incapacity of another member of the house-
hold; 1s caring for a child under six; or has the father or an adult male
relative who has so registered.

A number of states have also established job search and community work
training programs, wherein they require the recipient to conduct a

specified number of job searches per month and to participate, as a conditio
of eligibility, in public service employment not more than half-time in
return for their welfare stipend, as long as it does not work out to be

less than the minimum wage.

Comparable work requirements are lacking in the food stamp law. Currently,
in this program, caretakers of children of any age are exempt, as are all
students, even though they may be registered for school only half~time and
are out of school in the summertime. The law speaks of registering for and
accepting employment if offered, but it says nothing about job search
requirements or participation in community work training programs.
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Recommendation- #13:

All able-bodied recipients with no children uader six should be required
to register for work, engage in proven job search, accept employment at

applicabie minimum wage rates or the equivalent when offered, and parti-
cipate in community work training programs if established by the States.

A k% %k & &

Specific Problem: Drug addicts and alcoholics are eligible for food
-~ 'stamps‘when they are enrolled in a rehabilitation
“" programj-yet there is no corollary requirement that
- they, too, engage in work registration, job search,’
and community work training programs. )

Under an amendment added to the law in August of 1973, drug addicts and
alcoholics became eligiblé for food!stamps if they were a regular participant,
as a resident or nonresident, in "any drug addiction or alcoholic treatment
and rehabilitation program.” At the same time, they were excepted from

the work requirements. e ‘

There appears to be no valid reason. for excluding such perscns from work
requirements, particularly 'if they are enrolled in bona fide rehabilitation
programs. In fact, participation in such work or tralning programs may

have a therapeutic effect. Of course, such an individual may be physically
or emctionally unable to proceed with full~time emplovment in a continuing
and capable fashion, but his ability to do so can be evaluated just like

any other physical disability that may exempt one under the work requirements
found in the AFDC program, on an individual basis. '

Recommendation #14:

Apply work registration, job search, and community work training requirements
to drug addicts and alcoholics who are involved in rehabilitation programs.

* % % % X

Specific Problem: -There is no prohibition against a person voluntarily ‘
~ leaving employment without good cause, thereby becoming
eligible for food stamps.

A number of income maintenance programs, such as Unemployment Insurance,
contain a specifie provision that precludes an individual from eligibility
if he has voluntarily left employment without good cause.

The food stamp program relies, instead, on work registration and referral
requirements, which are less effective because they still permit a person
to effect a voluntary "quit" and then to proceed through the work registration

and referral process while receiving food stamps.
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Recommendation #15:

Prohibit eligibility when there is a voluntary termination of employment
without good cause.

* % K & %

Specific Problem: ~Parsons are not refefred to work opportunities if
union membership is required.

Current regulations of the Department of Agriculture state that: '"No
employment shall be considered suitable...if the registrant, as a condition
of employment, is required to join, resign from, or refrain from joining
any legitimate labor organization."

Irrespective of one's views concerning compulsory union membership, it is

a manifest loophole in the program when an able-bodied food stamp recipient
is not referred to available employment simply because union membership may
be required. Humboldt County, California, first called attention to the
problem, where jobs in logging and other industries went begging while, at
the same time, able-bodied food stamp recipients were never referred.

Regulations have been proposed to rescind the current practice but have
not been adopted.

Recommendation #16:

Balt the current practice of not referring persons to employment where union
membership is required.

* k k% %

Specific Problem: Persons who leave work voluntarily as participants in a
strike or other labor dispute can -have strike benafilt
funds augmented with food stamps.

The problem of food stamps for strikers has been long debated, and the issues
are fairly well understood, although the incidence of receipt of food stamps
by strikers may be less so. A Wharton School of Finance study has documented
the massive use of food stamps by strikers in major steel, electrical,
automotive and other strikes in 1969-71 at a cost to the public at the time
of $240 million. A General Motors strike in 1970 resulted in about half of
the 170,000 strikers recelving food stamps with the cost to the federal
government and the State of Michigan reaching between $10.7 million and

$14.3 million. Over 97% of the striking work force at Westinghouse, in
Delaware County, Pennsylvania, in late 1970 received food stamps for the
duration of the strike, costing the taxpayers approximately $659,000. A
strike at the Johns Manville Company in New Jersey cost $230,000 in additional
food stamps when 38% of the work force applied. The provision of public
assistance, either in cash or food stamps, to one sector of the voluntarily
unemployed makes it extremely difficult to refuse such aid to other sectors
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of voluntarily unemployed. Moreover, of course, the provision of such aid
both unduly weights the bargaining process on one side and diverts public
funds away from those whose only means of support or nutritional assistance
may be cash or food stamps. In so doing, higher settlements may occur after
a labor dispute is extended by the provision of food stamps benefits, and
persons at the lowest end of the economic spectrum, such as those on fixed
retirement incomes, end up paying a high proportion of the costs of such
settlements and or course, a portion of the provision of the aid itself.

' Recammendation #17.

SR e,

'Preclude strikers from eligibility unless otherwise qualified.

; *w*r*"i
Specific Problem: College students receive food stamps in massive numbers

“while they may both have access to other resources and are,
at the same time, voluntarily unemploved.e

'Theiproblem of'college student receipt of food stamps has been~e subject of
debate equal to that involving strikers. Attempts have been made to deal
7 with various aspects of the problem, although the central lissue remains,

B A student's ability to- qualify for food stamps gimply because he chooses to

continue his education away from home provides him with an unfair advantage
‘‘over the young person who, for a myriad of reasons, may not be able or wish
to do so. - Attempts have been made by regulation to prohibit college students
whoge parents have claimed them as deductions from receiving food stamps,
although there does not appear to be an effective system in place for
cross—-checks. with IRS to determine if this has been done. Similar cross-
checks with college financial aids offices are lacking, to determine if a
student is also receiving a tax-supported scholarship which has an amount
‘within it for food. - -

'There is no—standard placed upon the type of schooling a student may be
receiving,’ even though the subject matter may in no way prepare the student
to become self-supporting. A girl was enrolled in a southern California
school studying, among other things, witchcraft.

Federal regulations allow students to save up to $1500 in a bank for the
- school year and still receive $46 per month in food stamps. -

Arranoements may be made to apportion income and tuition expenses in such
a way as to maximize eligibility for food stamps, and college newspapers
regularly counsel students on the best.way to make such arrangements.

Because of the method whereby allotments are computed, six college students .
living together can receive over $3,300 in free food stamps every year.

Food stamp recipients living with other persons, in order to increase their
food stamp benefits, also may claim to pay a disproportionately high share
of rent and utilities.
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All of this has resulted in the following statistics, among others:

~- In February 1973, Champaign County, Iilinois, home of the University
of Illinois, 85% of all food stamp recipients not on public welfare
were students.. : :

-- In Jackson County, Illinoié, home of Southern Illinois University,
the figure was 78%.

~- In DeKalb County, Illinois, home of Northern Illineis University,
the figure was 75%. : :

~— A DeKalb caseworker quit when she found herself processing student
food stamp applications only, rather than helping the needy. '

—— In Santa Clara County, California, home of Stanford University, there
were in October 1974, 15,000 student food stamp recipients.

-~ At the same time, October 1974, the University of Califormia at
Berkeley had 11,000 food stamp recipients; the University of
Minnesota, 4,700; the University of Florida, 3,000; the University
of Michigan, 2,100; and Western Michigan University, 600.

-~ A survey by Congressman Anderson (R~T11.) revealed that among the
36 major university counties contacted in Illinois an average of
1000+ students were receiving food stamps and that in over halif of
those counties student participation represented over 20% of the
caseload.

Students, as well, are eligible when they register for school only half-time,
yet there is no requirement that they register for work the other half-time
nor in the summer time when they are not in school.

The above details the manifold problems and abuses that occur in college
food stamp eligibility, but, as stated earlier, the central issue remains
that they have chosen higher education and become voluntarily unemployed
for a period and at a time when others may not be able to make that choice.
To require the working taxpayer (who may be often of the same age) to support
such voluntarily unemployed persons in manifestly inequitable aud a ’
misallocation of scarce resources. If the college student needs assistance
to complete higher education, there are sufficient scholarship, loam, and '
work/study programs to enable him to do so-—and if there are not, public’
policy should address that 1ssue in that arena, and not in that of food
stamps and public assistance. Voluntary unemployment for whatever reason
should not enable one to qualify for tax-supported living. '

Recommendation #18:

Eliminate eligibility of college students from the.food stamp program as
voluntarily unemployed persons. ‘

* % % % %



Eight Problem Areas Eligibility Loopholes

Specific Problem: Through manipulation of the "buying and preparing foad
e separately' criteriom, persons living as one household
- may each claim and receive separate food stamp allotmeunts
as separate individuals. o -

The "buying and preparing food separately" standard is a criterion that exists
within the food stamp program for determining who comprises a separate
household. In group living arrangements, this is easily circumvented by
placing labels with separate names on'shelves, and insisting that the food

is -prepared separately.-:It is essential that means be found to insure that
such practices do not continue, which only deplete resources that are needed

for persons who must rely on the basic food stamp allotment--and mnot upon a
false multiplication of:it: . . :

[ S
IR

Such a standard:is, of course, difficult to develop and enforce, since one
must ‘guard against depriving legitimate separate household groups from

receiving correct food stamp entitlements. Nonetheless, attention of the
Secretary must.be directed toward curbing this significant area of abuse.

Recommendation»#lQ:

The Secretary. should establish precise criteria to preclude individuals
1living as one household from establishing eligibility as separate households.

* & & % %

Specific Problem:. Enforcement of alien eligibility for food stamps continues
‘ to be a significant problem. '

'While regulations were recently adopted which preclude the illegal alien

from eligibility, there still are a number of problems in this area. The
problems of enforcement, and the eligibility of aliens who have legally
established permanent residency in the United States and who are on food
stamps, still exist. No effective system of cross—checking with the Immigrati
and Naturalization Service has been developed. States with proximity to
international borders, or who customarily receive a large number of immigrants
have no voice in determining federal immigratiom policy, in setting citizen- '
ship standards, or in establishing food stamp eligibility requirements.

The federal government can and should solve this dilemma by assuming complete
responsibility. for food stamps paid to aliens and for the accompanying
administrative costs. While bonus values are borne 100% by the federal .
government, administrative costs are not (currently at 50-50). In addition,
effective systems should be established for verifying the legal status of
alien applicants.

Recommendation #20:

Require 100%Z assumption by federal government of alien costs, with a
referral system to the Immigration and Naturalization Service to determine
legal status.

% % k & %
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Specific Problem: Food stamp recipients simultanecusly may receive
substantial sources of ofher income, provided in kind,
and not have it count as income, even when it is provided
for normal living expenses,

Many food stamp families also receive benefits for living expenses from one
or more other publicly funded programs, which often provide assistance which
is not taken into account in ‘determining the level of the resources of the
nmultiple-benefit family. Other families, not eligible or able to avail
themselves of these other resources, find themselves at a disadvantage, for
income therefore is not computed equally,

Many of these additional publicly funded programs provide outright asgistance
for food, yet they are never counted as an offset against the assistance
provided by the food stamp program. (The entire premise of the food program
is to bring the individual's diet up to a given level, within the limit of
the public resources that are availabe, not to supplement other programs
that in fact provide the Same assistance.) Examples include the School
Lunch program; the Special Supplemental Food Program for Women, Infants,

and Children; the Schcol Breakfast Program; special summer feeding programs;
free lunches provided the elderly under the Older Americans Act; Meals on
Wheels; reduced. prices at military commissaries, ete. Yet these are never
evaluated to recognize the offset which certainly must exist against food
stamp requirements. '

Similarly, other living expenses of the recipient may be met in whole or in
part by other publicly funded program. As described by the report issued

by the Joint Economic Committee of the Congress under former Representarive
Martha Griffiths (D-Mich.), these can have a substantial cumulative effect

on enabling the multiple-recipient to have resocurces above that which the
wage earner may secure. The food stamp program is actually simply an income
supplement, vet when two applicants' eligibility is evaluated, no recognitieén
is made of the fact that one may also be receiving benefits under rent
supplement programs under the United States Housing Act of 1937, sectioun 236
of the National Housing Act, and section 101 of the Housing Act of 1965..

Resources for normal living expenses of applicants should be treated and’
evaluated in an equal manner. None should approach eligibility with an
unfair or multiple-benefit advantage.

Recommendation #21:

Require recognition, as income, of any other publicly funded pxogram which
provides cash or in-kind assistance to the food stamp applicant for food or
housing.



PROBLEM AREA: ADMINISTRATIVE COMPLEXITIES

Specific Problem: Administration of the food stamp and cash assistance
: programs by two separate federal departments (dgriculture
and Health, Education aud Welfare) compounds administrative

comnplexities and confusion for the recipient and *arpayer
a.LlKeo

Due to the changes in the food stamp program, wherein it has evolved from a
program Initially conceived in part to.deal with agriculture surpluses which
now have measurably disappeared to an income supplement program, it appears’
eminently sensible to combine its administration with that department which

is responsible for other like programs: the Department of Health, Educationm,
and Welfare. This is recommended not only because of the logic and character
of the programs, but because separate administration causes substantial confusi

and administrative complexities in almost every sector that must deal with the
two respectivewareas. . e

The effect ofiﬁbhtiﬂﬁingn o view food stamps as a "food" program, rather
than a welfare program,:in terms of federal policy, legislation, administration
and option seleetion, is ‘at ‘the heart of many of the food stamp program's
present problems. As each additional item of special consideration,
exemption, or .deduction is:tacked onto the food stamp program, the confusion
and -headaches for the eligibility worker and recipient multiply many-fold.
Two completely separate evaluations must be made of resources, for example,
to compute food stamp vs .AFDC benefits, for the same recipient.
This often reveals itself in the error rate wﬁich accompanies food stamp
eligibility determinations. One recent study indicated 27.2% error rate
in food stamp cases handled by county workers who must handle AFDC cases for
the -same recipients.  The-error rate for non-AFDC food stamp cases was less
than half this-rate. It has been estimated that, quite apart from the
savings in more accurate determinations, conforming the two programs under
one administrative structure would save as much as $31 million annually in
California alone; using a-commonly accepted multiplier of ten, this could
mean savings of as high as- $310 miliion in administrative savings alone.

Recommendation #22'

Transfer the»food stamp program from the Department of Agriculture to the
Department of Health, Education and wWelfare. ' e

* %k % & %

Specific Problem:- No statutory authority exists in the food stamp program
" for demonstration, research, or pilot projects which may
test various possible program improvements in various
parts of the country.

As admlnistrative improvements have been suggested over the past years from
different sources, including from within the Department of Agriculture, there
has been no ability on the part of the department to conduct demonstration

or research projects in various parts of the country. Such a provision has
long existed in Section 1115 of the Social Security Act, with respect to
public assistance. .
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The ability to conduct such projects is a critical part of the ability to

effect program improvements, and such demonstration project authority should
be granted, ' '

Recommendation #23:

Provide demonstration préject authority to the food stamp program.

* % k % %

Specific Problem: The outreach program continues to seek new recivoients
’ based upon an unsubstaniiated premise of massive numbers
of needy eligible-nonparticipants (see pravious discussion
on the reasons for ronparticivation), while eligibility
processing and nutritional education of exiating applicants
and recipients continues to deserve additional resources.

The premise for continued outreach efforts and vigorously expanded funding
for such efforts has often been the observation that "62% of the potential
eligibles are not participating in the program.” The reasons for such
nonparticipation, as stated eariler, may have very much more to do with
the nonneedy character of the 62%, which have been artificially reached by
a defective eligibility formula, than any inability to hear of, or avail
one's self of, the food stamp program.

At the same time, eligibility offices find it difficult to respond as
swiftly as would be desirable to eéxisting applicants and their needs., More-
over, funds directed to nutritional education would play a very strong and
supportive role and have a beneficial effect upon current recipients in
assisting them to plan, purchase, and prepare nutritional meals. It often
seems to be forgotten that one of the goals of the food stamp program should
be not simply maintenance of the status quo--ise., providing public assistance
to persons with inadequate incomes for an undefined period into the future—
but enabling them to plan their expenditures, both public and private, in
such a fashion as to maximize the manner in which their nutritional needs
are met.

Recommendation #24:

Redirect outreach to prdvide for nutritional education and assistance and
for more immediate receipt of and processing of applications, to relieve
logjams and delays inm processing; redirect funding to these purposes.

% * k %

Specific:Problem: Public assistance withholding continues to be mandated
for every section of the country effective July 1, 1975.

Public assistance withholding is the system whereby a public assistaunce
recipient, who under the current programs is categorically eligible for
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food stamps, may elect to have his purchése requirement withheld from his
grant and his coupons mailed to him.

While this may be a desirable option in many if not most parts of the nation,
concern has been expressed by a number of local jurisdictions that public.
assistance withholding places undue burdens upon local postmen in certain urban
areas, since they will be carrying instruments as easily negotiated as cash.
The recipient.himself may be disadvantaged with increases in theft. The
federal government has been called upon to make public assistance withholding
optional at the.discretion of the local agency, and they appear to be in the
best.position to make the decision which areas in which public assistance
withholding suitably may- be ‘used. :

ORI

Recommendation #25‘

PR R

Make public assistance withholding optional at the discretion of the local
agency.

* k %k k %
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PROBLEM AREA: INSUFFICIENT CASH AND CCUPON ACCOUNTABILITY

Specific Problem: Local jurisdictions receive no timely notification whether
issuing agents with whom they have contracted to issue
foocd stamps have made deposits of receipts secured by
them through the purchase requirements.

Under curreat regulations, local jurisdictions are accountable to the
federal government to insure that correct amocunts are collected from
reciplents, for the purchase requirements, and that the funds are deposited
at a Federal Reserve Bank in a timely fashion. No notification is sent on

a current basié; however, to enable counties to know when these deposits
occur.. The timeliness of sales agents' deposits should not be determined by
audits alone; it is important to know if there are problems in agents’
meeting depositing requirements, for these may te indicative of bad
management or impending bankruptcy.

Recommendation #26:

Require_i?media;enceftifigation of deposips made ﬁyui§sgipg_qgepts_;q
"local’ eatities.,” 7 7 T T ° * T T ’

—e

% k% % %

Specific Problem: Just as counties are not notified when purchass
requirement deposits are made by'issuing agents,
such agents may fail to make such deposits in a complete
or timely fashion, thus operating on federal funds.

Some issuing agents, under current procedures, may fail to make complete ot
timely deposits of the federal funds that are represented by the purchase
requirements which they collect. Auditors in lLos Angeles County discovered
that one of theilr sales agent corporations failed to deposit all fuands
collected from food stamp recipients during the period between January and
June 1973; sales agent deposits fell short of eollections by $135,000.

In other cases, sales agents may drag their feet in making such deposits,
because they have a cash flow problem or are utilizing the federal funds

to capitalize their operation.

£

Recommendation #27:

Require fiscal sanctions against agents for failure to meat depositing require-
ments in a timely fashion.

Specific Problem: The magnitude of the food stamp program may mean that
delays in deposits by issuing agents cause the federal
government to lose substantial sums in interest.

Purchase requirements add up to roughly 2/3 of the bonus values of food .
stamp coupons (or 40% of the total value of the coupons). With bonus values
reaching $4.5 billion, this means that substantial sums in purchase require-
ments are present in the nation at any given time. Delays of even one day
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or one week, in depositing, may mean.losses in interest on federal funds
of considerable magnitude.

Recommendation’#ZB'

Identify all receipts as federal funds, and prohiblt any use for individual
or corporate profit... ... R

* k Kk k R

Specific Problem: Counties are not even informed of the amounts of coupons
which are ordered by, shipped to, and received by issuing
agents, nor when such coupons are shipped, yet counties
are held fiscally.liable for any losses. In'addition,
the deliveries of negotiable instruments could be made
in a more careful fashion.

Since many counties operate through issuing agents, the agents themselves
place orders for coupons from the appropriate printing facility in Washington
or New York... Although the counties are held liable for any losses, they

are not notified when or ‘in what amount the coupons are shipped. It would

be a very simple matter .to provide the "Advice of Shipment” form to the

" counties on a basis concurrent with the shipment of the coupons. It has been
estimated that an average of $10 million per month in food stamp coupons

“may be received by agents without such notification going to the countiles

.on a timely basis.;., PR . e
Additionally, the manner in which the coupons are handled at the receiving
end has occasionally left\something to be desired.-. Appropriate receiving

~ point signatories are sometimes 1acking.» For example, in one case $2,476,000
in food stamps were delivered to a county welfare department after hours.
They were signed for by the night watchman, In another case, $455,200 of
food stamps was delivered to a county welfare department, where there

was no one there but the janitor, who refused to sign the r:ecei.pt.r They

were finally dropped off, instead, at the sheriff 8 office.

e : PRI

| Recommendation #29' L e e

Revise coupon shipment procedures to insure 1ocal notification of time
~and quantity of coupon shipments, centrally compute adjustments to agents!
orders and notify local entities of change in allotment tables, notify -
local entities when agents' order is adjusted, and assure that deliveries
are made only to authorized personms.

% % % % %



Eight Problem Areas : _ : Coupon Accountability

Specific Problem: Tracking food Stampvtransactions is very diffichlt
becauvse of the lack of an adequate national system for

reconciliation of federal/local records of a mounthly
basis. :

A final monthly reconciliation by counties and the federal government is
essential in order to tie together the many records which are related, directl
or ladirectly, to the issuance of the food stamp coupous. Systems, as.
indicated above, are lacking to insure that states and/or countles may

. promptly verify that sales agents have appropriately deposited funds into
the Federal Reserve system, or that coupons have in fact been received by
agents in the same amount and in a timely fashion following shipment.

.'Recommendatioﬁ'#BO:, B

Instituté,federaillocal'monthly:recénciliation of records.

Specific Problem: The U.S. Postal Service (with some exceptions) has refused

: o to accept the same lisbility for losses tha® other issuing
agents accept, and thus continuation of use of Postal
Service outlets has bsen in jeopardy.

U.S. post offices are used in a number of sections of the country to serve
as 1ssuing outlets for food stamps. The Postal Service has, with some excep-
tions, refused to accept, however, the same liability that other issuing
. agents -accept for any losses that may occur. As a result, states and/or
counties are left with 1liability for losses over which only the U.S. Postal
Service has control and which involve one arm of the federal govarnment
refusing to accept liability for .a federal program that other local entities
accept when they participate in the administration of the program.

Recommendation #31:

Require Postal Service to serve as issuing agents upon request of a state and
to assume the normal 1iability of issuing agents, ; c

13
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PROBLEM AREA: -CRIMIMNAL ACTIVITIES (FRAUD, THEFT, COUNTERFEITING, BLACK
MARKETING ACTIVITIES) AND LAX RECIPIENT IDENTIFICATION

Specific Problem: Lax recipient identification is at the heart of many of
the criminal activities which continue to be found in the
food stamp program. R ‘

The food stamp program currently requires an identification card for food
stamp purposes, but there are no meaningful minimum standards for the content
of that card; its usage is not widespread because grocers may not be aware
of its existence; and it may be easily multi-lithed or counterfeited.

County workers have been known to set up "dummy" food stamp cases in order

to recelve the stamps themselves; in California, $35,000 worth of food stamps
were embezzled by a county employee for which the federal government was
forced to compensate. One California county worker forged food stamp
identification and authorization to purchase cards and then used the

cards to buy $12,000 worth of food stamps. In 1970, two men stole food stamp
identification and authorization cards and proceeded to purchase more than
$50,000 worth.of, food stamps with the help of twelve accomplices.

A Washington, DC food stamp certifier was indicted last October for

bribery, comspiracy, wrongful acquisition of food stamps, and mail fraud.

He allegedly obtained the names of real.and fictitious persons and proceeded
to certify them as eligible for food stamps. The autherization to purchase
cards would then be picked up by a fellow conspirators or, through

previous arrangements, turned over to him by actual reciplents. This plot
continued for two years, reportedly, costing the food stamp program
"thousands of dollars" according to fraud officials.

A photo-identification card would make much more difficult the unauthorized
use of food stamps and would, at the same time, provide an effective means

- for the grocer to make sure that he is cashing food stamp coupons for the

party for whom they were issued. A number of jurisdictions have already

successfully implemented a photo-identification card system for public
assistance,

Recommendation #32:

Require a photo identification card, with specified minimum requirements.

* k % % %

Specific Problem: The easy negotiabllity of food stamps facilitatevfraﬁa,
theft, counterfeiting and black marketing activity.

Food stamp coupons are as easily negotiable as cash and have no identifying
requirements upon them that insure that the user is the person for whom or

to whom they were issued. During an eighteen month stretch from 1973-74,

75 separate illegal food stamp trafficking incidents were investigated by
federal szuthorities in California. In May 1974, federal agents in California
confiscated $5 food stamp coupons of "very good quality” valued in excess of
$1,300,000. 1Iun San Antonio, elghteen persons were indicted for exchanging
food stamps for one-half of their face value. Also in San Antonio, a man
was alleged to have accepted $30C in food stamps for performing car repairs

and painting, $300 in food stamps for a used car, $250 in food stamps for a
mini-bike, and $300 worth of food stamps for $150 cash.
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There is no reason why food stamp coupons could not be converted to
something akin to a traveler's check, where a signature is required on
the coupon at the time of purchase and at the time of use. Used in i
conjunction with a photo-identification card, such a system affectively
would eliminate 99% of the cases in which the above kinds of criminal
activities, and those described in the prev1ous section, occur.

Recommendation #33.

Revise food stamp coupon to conform format approximately to that used in
a traveler s check (see example below)..
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Svecific Problem: The state and the counties must pay 50% (and,. in
some cases, 100%) of the costs of preventing fraud
and. retrieving food stamp losses, vet the federal
government receives, in entirety, any recoveries.

Recent federal action changed the sharing ratio in federal/local administrative
costs from 62 1/2% of only certain items to 50% of all administrative costs, )
and this has assisted somewhat in providing federal funds for fraud control

and recovery actions. However, depending upon where the unit is located,

local governments may still incur 100% of enforcement and recovery admini-
strative costs. ’ :

The anomaly of the situation is intensified when 100% of any recoveries must
be returned to the federal government. '

Federal funding in social worker. (social services) salaries is 75%. To
achieve equity and provide further incentive for improved fraud control,
investigative and prosecution activities, 75% federal funding is recommended.

Recommendation #34:

Provide 75% federal funding for the costs of investigations, prosecutions,
collection of federal funds, and related activities.

* % % % %

Specific Problem: There is no effective system now in place to prevent a
food stamp recipient from receiving food stamps in more
than one jurisdiction. '

Effective means do  not now exist to stop the "county-hopper’ or "state-

hopper": tune individual who files for and collects food stamps in more
than one jurisdiction. ' :

A number of food stamp recipients have crossed the California-Oregon border

at Del Norte County in order to receive multiple food stamp benefits in ,

both states. A man and woman were found guilty of receiving both AFDC and
food stamp benefits in Montana, Oregon, Utah, and 18 California counties.

In addition, it was reported that one migrant farm family in California finished
their fruit harvest circuit with $1300 in food stamps collected from several
counties. Uader investigation, as well, in 1974 imn California was the case

of a farm labor contractor who traveled within four western states including

California; in addition to his contractor's fees, welfare officials had reason
to believe he also was recelving unemployment insurance, AFDC and food stamp

benefits in each state. :

California has begun experiments with a system whereby there is a central
clearing house of information and a referral systenm when it 1is suspected

that a recipient is receiving public assistance in more than one jurisdiction.
At a minimum, such a system needs to be established on the federal level,
covering all 50 states and the local jurisdictions within them. In addition.
however, means should be established to cross-check elements of a recipient's
application (name, address, Secial Security number, etc.) to preclude as much
as possible any eventuality of multiple receipt of food stamp benefits.
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Recommendation #35:

Require development of a central clearing house of information and a referral
gsystem to preclude recipients from receiving food stamps in more than one
Jurisdiction.

% Kk ok ok %

Specific Problem: When a recipient moves, he is under no requiremeat for
immediate recertification and mav continue to receive
food stamps for 60 days or longer.

When a recipient moves to a new jurisdiction, he may continue his receipt

of food stamps for as long as 60 days or perhaps longer if his prior certifi-
cation period was longer and the 60-day requirement 1s not met. Moving may
well be an index of changed circumstances, as it affects both household

size and income. There should be a requirement of receipt of food stamps
under the old certification for no longer than 30 days, in addition to
immediate reapplication and certification in the new jurisdiction.

Recommendation #36:

Limit continuation for 30 days when recipient moves and require immediate
reapplicaticn and recertification.

* & K * %

Specific Przoblem: There is no system now in place tc check the actual
income of the recipient with theé income that he reports
for food stamp purposes.

ive and simple system for verifying the accuracy of income
aipt of public assistance, either cash or food stamps, is

filed by employers w1th the state for unemployment insurance
, or state income tax purposes. Such reports are filed
uscial Security number, and can be ¢ross—-checked either
marun’ pically with income reports by recipients at the local
lev-d, { cofit in fraud deterrence and accurate income reporting

1s elgvif ooy ii:h regard to AFDC, where such a system was instituted in .
Czliv ~vty, theve Jnitially were found discrepancies in 417 of the cases
amowng the -ov 10% of the earners.

Recommercation#d7:

Require <.~:2icopmant of an earnings clearznce system {a method to cross-~check
earnincy roepcre o ients with earnings reports filed by employers)
to check aciwval earned income against income reported by households.

ry

"
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Specific Problem: There is no requirement now that income be reported
S on a monthly basis. .. - '

Although 1t would appear to be a common-sense requirement, monthly income
reporting has been only a recent development in public assistance; where ‘
it has been instituted, however, it has been found substantially to reduce -
error -rates and the accuracy of payments. Testimony from Jodie Allen of
Mathematica, Inc., indicates that "experience with income maintenance
-experiments has shown that a-requirement -for monthly reporting of income and
family composition can substantially reduce welfare program costs and o
caseloads while“at the sameé time improving program responsiveness. to the -
neediest famflies. HEW is currently considering mandating monthly income
reporting for-the ‘AFDC program and even'greater savings might be-anticipated-
for the food stamp program in which a much higher proportion of partici-
pating families have reportable income”. o e

Currently, in the food stamp- program, ‘income reportiﬁg can be as little
a3 cne month or- as much.as one year, depending upon the period for which
the~fazlily is-certified. -4 - - ' S

e w

ey

A GAD study shows-that 18% of all public assistance, active food stamp
ci3ew retionally are considered ineligible and $23 million monthly in
Loous allotments is paid to ‘ineligible familes. There.is, in addition,

a 7% arror rate in the amount paid for food stamps. In a program of this
ragxitude, such errors results in sizeable misappropriation of taxpayer
funds. SR c ‘ 4

oyt
;

. Recommendation #38:

" Require monthly income reporting in the fbbd stamp program.

Lo kR k kK



PROBLEM ARFA: PURPOSES OF THE PROGRAM

Specific Problem: Neither of the food stamp program's initial purposes
” (outritional improvement and alleviation of agricultural
surpluses) are necessarily preseat in the current
~ operation of the program.

A basic concern with the food stamp program has been that while it places
additional buying power in the hands of recipients for food, there is no
specific guarantee that it will be used to purchase foods that are
particularly an improvement in nutritional value. Moreover, there is the
problem with "substitute’ expenditures: provision of food stamp coupons,
particularly to zero-purchase cases, may simply free income which cau be

used for other things. Finally, of course, there is no longer any relation- -

ship between the food stamp program and disposition o‘ agricu¢tural
surpluses. .

While the reduction in such surpluses also provides an argument against
operation of the commodity program, certain jurisdictions have exprassed

a preference for the commodity program (wherein given foods are distributed
directly) over the food stamp program, as being more effective in providing
specific foods to a target population to those most in need. Moreover,
there is some indication that the direct] distribution of commodities,

while it involves a separate system, may be substantially cheaper in

terms of the total assistance delivered to the recipient for a nutritionally
adequate diet at a given cost. The cost of the food stamp program,

neasured only in terms of the per person bonus, is $21.70 per month. The
current cost per person per month for the delivery of a nutritiorally
adequate diet in terms of a complete food package delivered to eligibles

by USDA through State and local distribution systems is $9.27.

The costs of two other delivery systems operated by USDA may also be compared.
The Special Supplemental Feeding Program for Women, Infants, and Children
(WIC) operates on the basis of vouchers, like the food stamp program,

which recipients may use to redeem in stores. The Supplemental Feeding
Program delivers USDA-donated foods. Again, simply in terms of the per
person cost without including administrative costs, the cost of WIC is

$17.62 vs $10.94 for the Supplemental Feeding Program.

One of the principal reasons for the differences, of course, is the fact
that food stamps and WIC vouchers are used to purchase foods at retail,
whereas USDA distributes foods it has purchased with full federal buying
leverage. While surpluses themselves have diminished, federal purchases
of commodities can and do continue.

Recommendation #39:

Permit the choice of commodities or food stamps by local jurisdictions.

S



Eight Problem Areas Purposes of the Program

Specific Problem: Problems of data sufficiency, quality control, and -
overall allocation of resources in the most cost/
beneficial manner continue to hamoer food stamp -
program effectiveness.

The problems outlined, of course, can be remedied only through joint
legislative and administrative attentiom to the needs, problem causes, and .
possible remedies. While substantial public attention has been directed

to the food stamp program in recent months, there needs to be a continuing
review of where the program stands with regard to some of its most basic
and critical elements. ' ; . '

L

Recommendation. #40:

Raquire the Secretary to file an annual report with the Congress reviewing
data collection status, quality control, and general character of the program
to insure cost/beneficial use of public funds for the legitimately needy.

* k k kX
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PROBLEM AREA: FUNDING

Snecific Problem: The food stamp program, since its inception, has been
a program in which 1007 of the benefits are federailv
funded, vet it is administered by the states and local
entities without a fiscal stake.

Wnile it has been said that the level of quality control in the food stamp
program is no worse than that found in AFDC, wherein the states and

counties have a fiscal stake, the fact remains that the food stamp program's
problems may very well have been recognized and dealt with earlier had

the states and counties had a fiscal interest in the many administrative

and policy decisions which have caused mushrooming caseload and benetit
growth., An awareness of some of the facrtors that were causing the program
to grow out of control may have been present at the local level, but it

may have also been accompanied by the general conclusion that "this is a’
federal program, and they are the ones who have to deal with it." Such a
conclusion was, of course, reinforced by the fact that the states and counties
were given very little latitude to make changes im the food stamp program.

Recognizing this problem, attempts have been made in the past to secure
state and local participation in the costs of the program. This, of
course, has not only been politically difficult, but also a recognition
of the very real fiscal difficulties facing state and local government
in the presence of increasing demands upon revenues in those entities.

In the light of this, and the recent experiments in revenue sharing, it
would appear desirable to establish a.system for state participation, but
where the state share in fact would be subvened to them by the federal govern-
ment under a "block grant" approach. Under this system, the states would
"incur" an obligation to share in the bonus value costs of the food stamp
program on the same ratio that is present in the AFDC program (generally
50-50, although this varies with states and claiming procedures), but
would be provided their share under federal 'block grant." Should the
states by able to operate the food stamp program more effectively and
efficiently--within, of course, the continuing and future federal law and
regulations governing food stamps—-they would be able to use the resultant
savings for other purposes.

Recommendation #41:

L4

Set State participation in the bonus value at the same rate as that in the
AFDC program, with a system of "block grants" to the States to offset added
State costs.
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THE WHITE HOUSE - ACTION

WASHINGTON W
April 29, 1975 <;
e

MEMORANDUM FOR THE PRESIDENT
FROM: JIM CANNON . //9

SUBJECT: Supplementad "Appropriations for FY 75
for the Department of Agriculture

OMB has prepared for your consideration the attached
letter to the President of the Senate transmitting
supplemental appropriations in the amount of $889,815,000
for FY 75 and an amendment to a pending supplemental for
FY 75 in the amount of $100,233,000 for the Department

of Agriculture.

This request would permit the Department of Agriculture
to finance mandatory reimbursements amounting to $1,015
million for the Food Stamp Program ($885 million),
Child Nutrition ($125 million) and Special Milk ($5
million) programs.

Additional information is provided in Jim Lynn's
memorandum at Tab A.

OMB, Max Friedersdorf, Phil Buchen (Lazarus) and I
recommend approval of the letter to the President of
the Senate which has been cleared by Paul Theis.

RECOMMENDATION

That you sign the letter to the President of the
Senate at Tab B.



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

SIGNATURE
April 23, 1975

MEMORANDUM FOR THE PRESIDENT

Subject: Supplemental Appropriation for the Department of
Agriculture

Attached for your signature are proposed FY 1975 supplemental
requests and an amendment to a pending supplemental for the
Department of Agriculture. This request would permit the
Department to finance mandatory reimbursements amounting to
$1,015 million for the Food Stamp ($885 million), Child
Nutrition ($125 million), and Special Milk ($5 million)
programs.

On March 31, the appropriation for the Food Stamp program was
apportioned on a deficiency basis indicating the necessity of
a supplemental due to action taken by the Congress subsequent
to submission of the 1976 budget. These actions prevented
any adjustment in the cost~sharing requirement for partici-
pants this year, and provided for an increase in the costs of
State program administration. 1In addition, Public Law 93-86
required semi-annual adjustments in coupon allotments. These
adjustments have significantly increased program benefits,
and unemployed workers have turned to food stamps in greater
numbers. The additional amounts for the Child Nutrition and
Special Milk programs also reflect mandated higher reimburse-
ment rates and increased participation.

Although the Department has provided estimates of costs which
exceed assumptions for unemployment and cost-of-living adjust-
ments now available, we believe that a supplemental of this
magnitude should go forward for the following reasons: (1)
this large an impact on the budget should be before the
congressional budget committees in order to graphically
illustrate the need for programmatic reform, (2) while the
Department's request may be high by several hundred million,



2
the excess funding will be available for financing
anticipated FY 1976 increased costs; and (3) requests
for additional funding for these activities later in
the year because of increased participation would
subject us to criticism.

Recommendation

We recommend transmittal of the attached supplemental
request to the Congress.
L

James T. Lynn
Director

Attachments
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THE WHITE HOUSE

WASHINGTON

May 7, 1975

MEMORANDUM FOR : DICK DUNHAM
JIM CAVANAUCH

FROM : JIM CANNON NV

SUBJECT : Food Stamps

At the 8:00 a.m.conference last Friday, I was
asked again, the status of the report the
President requested two months ago:

1. Examples of abuses of food stamps.

2. Suggestions about what could be done
administratively to tighten up on
the administration of the program.

I realize tha£ OMB has said that they cannot
be ready until June 30, but the President
doesn't want to wait that long.

SN






THE WHITE HOUSE

WASHINGTON

May 7, 1975

\

MEMORANDUM FOR: JIM CANN7{\1
FROM: JIM CAWQNAUGH&/
SUBJECT: Food Stamp Reform

Art Quern and Dick Dunham are working with Paul O'Neill's
staff on a memorandum for the President on this issue.

You should probably sit down with Dick, Art and Paul
tomorrow to review the final draft before it goes to
the President.

cc: Art Quern X |
Dick Dunham o g



THE WHITE HOUSE mew Z%Maz"\

WASHINGTON

May 8, 1975

MEMORANDUM FOR: DICK DUNHAM z/
- B
o - /
FROM: ART QUERN e
SUBJECT: Progress Esignment
. . . \
In regard to Jim Cannon's inquiry oR the stapds of the

Food Stamp proposals, we intend to md¢ = May 15 deadline
established at our last staff meeting. Options for Presi-
dential decision will be available at that time.

As OMB has pointed out, the information upon which these
options are based is extremely weak and therefore projections
of impact could be substantially inaccurate. It is my re-
commendation that this be made known to the President as
these options are presented and then he can determine if

we should take additional time to compile more useful and
accurate information.

Our present timetable requires Agriculture to have a final

draft back to us by close of business on Thursday, May 8th.

OMB and we will put together a final memo for Jim Cannon

on Friday so that he can review it over the weekend. I

would suggest that the meeting with Secretary Butz currently
scheduled for Friday morning, be rescheduled for Monday ?f//féQW@’
Tuesday of next week so that Jim Cannon and Jim Lynn can /
have the benefit of reviewing the draft prior to meeting

with the Secretary and in anticipation of having a final

document by Thursday the 15th.

It might be helpful to review the chronology leading to
our current status:

March 26 OMB and Domestic Council received
USDA's 170 page document detailing
various options and the background
to the issues.

April 1 - 30 OMB and Domestic Council held numerous
meetings with USDA and requested more
specific information on the options
to be considered.



April 30

May 1 - 7

May 8

-2

USDA unable to meet deadline for
provision of detailed information.

OMB and Domestic Council staff formu-
lated draft memo for President without

specific information on impact on case-
load and costs.

Deadline for final information and
narrative items for decision memo.



THE WHITE HOUSE

WASHINGTON |

May 12, 1975

MEMORANDUM FOR: JIM CANNON

FROM: ART QUERN

SUBJECT: Food Stamp Meeting

Attached materials are for

your use in the meeting at
9:30 a.m.

on May 13th to discuss Food Stamps. A much
longer draft decision memorandum has been circulated

but to simplify your preparation I have attached only

1. A proposed agenda for the meeting

2.

A working paper for your review outlining _
the decisions in question ‘

Should you have any questions, I am available at your
convenience. : o

Attachment .
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Set a single $100 natiocnal standard
but continue categorical eligibility
for public assistance recipients with
special deduction for the aged of $50

Set $100 national standard deduction,
deny categorical eligibility but add
$25 special deduction for aged

Create a progressive chart of income
eligibility and bonus values

Put dollar limits on amounts which
can be deducted under current law.




WORKING PAPER

Decisions Outline

A.

We (OMB, Agriculture, and Domestic Council) have
developed twelve specific proposals to simplify
administration, tighten accountability, and
penalize and retard abuses. These are relatively
clear and, in general, non-controversial and need
only be reviewed (see attached list).

Three specific items need decisions by the
President:

1. Strikers - all recipients of food stamps
can lose eligibility if they refuse to
accept employment. Under current law being
on strike is not grounds for denying eligibility

~- we have proposed that strikers must
wait 60 days before becoming eligible
for food stamps.

2. Addicts and Alcoholics - all eligible food
stamps recipients must use their stamps to
purchase food they or someone in their house-
hold cooks. This denies eligibility to residents
of institutions. Currentlaw exempts drug addicts
and alcoholics in institutional treatment programs
enabling them to be eligible for food stamps

-- we have proposed eliminating this'exemption.'

3. College Students - Two elements of the current
law affect eligibility of college students -
for food stamps

a. law denies elibility to students who are
claimed as a tax deduction by families
who are not eligible

—- this is somewhat confused and difficult
to enforce.

b. students eligible to participaté are
excluded from requlrement to accept
employment



-- we offer two approaches:

(1) clarify tax dependency exclusion
and extend work requirement to
students, or

(2) clarify tax dependency but continue
~exemption from work requirement.

Income Eligibility

This complex issue boils down to three elements
which relate to the plans we have developed to
change income eligibility approach:

1. Should we choose one specific plan for
reforming eligibility.

2. Should we recommend a type of income eligibility
plan and let Congress select the dollar levels.

3. Should we offer all six plans and let Congress
choose.

The plans developed. deal with:;

-~ deductions, currently a complex and arbitrary
System permits people to deduct a number of
items from their gross incomes to enable
their becoming eligible even though their
gross income may be well above poverty line.

-- automatic eligibility for welfaré'réCipiehts
no matter what their actual cash and in kind
_income is

-~ minimum bonus which guarantees a minimum bonus
to anyone eligible even though calculation
of their bonus by regular formula might re-
sult in a much lower bonus.

The plans developed:

1. Set a $100 national standard dedﬁctidn for

all families

2. Set a $100 national standard deduCtionlwpich
varies by family size with special addition
for aged ' ‘



AGENDA

FOOD STAMP MEETING
Tuesday, May 13, 1975
9:30 a.m.

PURPOSE OF MEETING

Review decisions and alternatives to be addressed in
presenting food stamp issues to the President.

DECISIONS

- I.

IT.

Should basic reform of food Stamp program

proceed now, or should it await comprehensive

welfare reform

If we proceed now,

A. We must make decisions dn
~- strikers

~-— addicts and alcohblics

ol
HGA

-— college students

B. We must decide if we should
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—-— choose one specific plan for income

eligibility

—= recommend one type of plan (i.e. standard
deduction) and let Congress determine

specific dollar level

-— simply offer all six plans that we have
developed and let Congress select a plan

C. If we decide to select and recommend one

specific plan, we must select from:

1. Set a $100 national standarad

for all families

2. Set a $100 national standard deduction
which varies by family size with special
addition for aged of $50.

deduction



Set a single $100 national standard but continue
categorical eligibility for public assistance
recipients with special deduction for the aged
of $50

Set $100 national standard deduction, deny
categorical eligibility but add $50 special
deduction for aged

Create a progressive chart of income eligibility
and bonus values

Put dollar limits on amounts which can be
deducted under current law.



10. -

11.

12.

v

TWELVE ADMINISTRATION RECOMMENDATIONS

Limit variable purchase to 50% or 100%

State option on withholding of Food Stamp Purchase
requirement from public assistance checks

Lower maximum fine to $1,000
Permit Secretary to levy money penalties
Clarify exclusion of illegal aliens

Eliminate $25 countable for employer supplied
housing

Permit demonstration projects
Greater accountability by states for coupons
"Reduce" definition of negligence

Allow lump sum payments where benefits are wrongfullyA
denied _ ‘ o

Authorize cash payments where mechanical failures
prevent issuance of stamps

Lower maximum work requirement age to 60




Some items in this folder were not digitized because it contains copyrighted
materials. Please contact the Gerald R. Ford Presidential Library for access to
these materials.



THE FOOD STAMP PROGRAM

Fraud and Administrative Weaknesses

May 15, 1975

Purvose:
e e e e et

The purpose of this report is to identify reports of fraud and abuse
of the Federal Food Stamp program, administered by the Food
Stamp Division of the U.S. Department of Agriculture.

Resources:

To acquire the information, a re\a'ew was made of the
Congressional Record and New York Times Index for the
period May 1, 1974 through April 30, 1975; copies of news
articles on file in the Research Office of the White House;
partial information from a stud‘y.' being conducted by the
House Republican Study Committee through the office of
Sen. ' James Buckley (R.,N.Y.); and, American
Enterprise Institute Evaluation Study 18, titled, ''Food
Stamps and Nutrition, " by Kenneth Clarkson, April 1975,

General Conclusions; '

(1) Although USDA issued’t'wo reports in March, 1975
on financial losses in the Food Stamp Program (N.Y. Times
of 3/2/75 and 3/31/75), there is no current collection of

STTEE AN
data to assess just how much fraud contributes those losses, e N/"‘O;\
now estimated to be $740 million (NYT, 3/31/75). % %)
| = &/
(2) In support of this, the Director of the Food Stamp \i\_,,/
Division at USDA (Mr. Royal Shipp) conceded to the New

York Times that his Division '"lacked valid data on the total
cost of fraud. " (Ibid, 3/31/75)

(3) This general conclusion was arrived at independently
by Kenneth Clarkson of the University of Viriginia when, in his
April 1975 study for the American Enterprise Institute, he said,
"There is little direct evidence on the ext(:gf trafficking [one of
the forms of fraud] in food stamps..."



(2) - Food Stamps Report

(4) Somewhat afield from this report, but parallel, was
an editorial comment in the N, Y. Daily News of May 13, 1975
which criticized HEW: "The Department concedes that it
doesn't know how extensive cheating is 'because it hasn't been
studied. ' "

Some Examples of the Forms of Fraud and Abuse:

(1) A mother of three recently walked into a food
stamp office in Mississippi to apply for food stamps.

A short time later, her . _" husband appeared in the
same office, Soon, the family was getting a double

allotment. . (N.Y., Times, 3/31/75)

Note: An administrative weakness

in the regulations facilitates this kind

of fraud. The lack of a '""common

case-numbering system, ' coupled

with the lack of a residency requiremaent,

makes it possible for an applicant to

qualify in several counties or states at

the same time. " (Congressional Record,
S8740, 5/21/74)

(2) Deliberate failure of a food stamp recipient to inform
the local administrator of the food stamp program tha.t a minor
child has reached majority and has left home.

(AE]l Evaluation Study 18,
April 1975, Pg. 32)

: (3) "Trafficking' in food stamps. This usually occurs
in the form of either selling one's stamps directly or trading
them for non-food items. (Ibid., Pg. 31)

It is so-called ""loopholes'' in the law, however, that give rise

to the greatest amount of public and press attention. These’
réports often concern students ., organized labor, or presumably
wealthy people availing themselves of their "'eligibility' for the
stamps. '



(3) - Food Stamps Report

For the purpose of this report, examples of how the "loopholes"
are used will be labeled abuses.

Abuses:

(1} The student: Although there is considerable reporting
in the press about student use of food stamps, it would appear
that the basic law was written without a view to excluding students
from eligibility. Students need meet only those requirements
that apply to all other persons (NYT, 1/2/75), although the law
was amended to exclude those whose parents claim them as
a tax deduction (House Republican Study Committee, 5/15 /75).

(2) Some examples of student abuse:

(2) A father earning $100, 000 per year had a
son in California receiving foodstamps.

(Congressional Record,
H486, 2/4/75)

(b) A girl studying "witchcraft’ in California
was exempted from the work requirement [that applies to
all others] because she attended classes at least half-time
at an accredited institution. (Congressional Record,
H486, 2/4/75)

(c) Although the amended law excludes students
whose parents claim them as a tax deduction, it would appear
that enforcement of this is lax, The N, Y. Times said (1/2/75)
that USDA "makes no effort to flnd out how many of them [food
stamp recipients] are students.” In this report, the paper said
that in the county which houses the University of Wisconsin,

65% of the food stamp recipients are students; and, in the county
in which Michigan State University is located, nearly 50% are
students.

(:d) A Brown University student, with parents able
and willing to provide for him above his actual needs, reported
(in a letter to the N, ¥, Times) that he is eligible for $46 per
month in food stamps. He“claimed that ""droves' of Brown's
students, whose parents are '""more than able to support them, '
are flocking to the local Food Stamp office each month.

(N.Y., Times/ 2/206/75)




(4) Food Stamps Report

(3) Organized Labor:

(2) Some unions have droppéd strike benefits [ which
would be counted as income, ordinarily], paying "medical benefits"
instead, thus enabling a striking laborer to draw money from the
union and food stamps simultaneously.

' (Congressional Record,
S8740, 5/21/74)

(b) Seasonal workers, such as those in the construction
trades, are eligible during months of unemployment since eligibility
is detérmined on a month-to-month basis.

(Congressional Record,
58740, 5/21/74)

(4) General Forms of Abuse:

(2) The exemption of the home as a . .factor
in determining eligibility makes it possible for a person with
a $100, 000 home to qualify. Further exemptions would allow
such a person to also own a priceless stamp collection, expen-
sive jewelry and similar personal property, and still qualify
for food stamp assistance, '

(Congressional Record, S8740
5/21/74 and HRSC, 5/15/75)

(b) There is no provision in the law that prohibits
a potential food stamp applicant from transferring such personal
assets as bank savings and checking account monies to a personal
friend or relative in order to qualify for food stamps.

( Congressional Record,
58740, 5/21/74)

Based upon the '"loopholes' cited in paragraph (3) and (4), above,
the following hypothetical could easily occur: '

A carpenter living in southern Minnesota, having earned
$18, 000 in the past 12 months, could live in his $40, 000
home. He could transfer his savings of $5, 000 to his
brother, reduce cash-on-hand in his checking account,
‘sell his second car, and live out the winter months when
there is little or no work for carpenters and qualify for

food stamps. (Hypothetical)




(5) - Food Stamps Report

Construction of such a hypothetical is not the sort of imaginary
work that would come only from an anti-food stamp source.
United Press International did a construction of its own last
month, which is attached as a further example of what some

. consider an abuse of the food stamp program.

(UPI, See Atch. #1)

While there is no reliable éiata on fraud, administrative
error has been tabulated by USDA and 4 appears to account
for the large bulk of monetary loss to the government.

USDA reported (N, Y. Times, 3/2/75) that from its sampling
of 25,585 households in 46 states, errors were found in
56.1% of the cases certified. The error rate ranged widely,
from a high of 80% in Rhode Island to a low of 21. 8% in the
state of Washington.

. From both the Congressional Record and the AEI study, the
implications of the -  present administration of the food
stamp program on the error rate was reflected.

(1) The fact that AFDC and Food Stamp programs are
supervised by different Federal agencies "is an administrative
nightmare' for county welfare departments which must administer
both program. (Remarks of Ronald Reagan,

Sept. 1974, in the Congressional
Record, H486, 2/4/75)

(2) Some believe that the Federal and State instruction
manuals have increased to the point where no single department
or agency can assess the food stamp operation.

(Congressional Record,
'58740, 5/21/74)

(3) The costs of enforcing the provisions goveraning the
Food Stamp Program are not easily quantifiable because the
activities of separate agencies are involved, including USDA,
the FBI, Department of Justice, and state and local law enforce-
ment agencies, (AEI Evaluation Study 18,
' - Pg. 31)




(6) - Food Stamps Repoi-t

(4) As a final example that illustrates how paper-work
at the local level is conducive to administrative error, the
Wall Street Journal reported this observation from Boston

on December 20, 1974:

"Applicants fill out seven-page questionnaires
detailing their income and expenses, and take
pay stubs and receipts to local welfare offices
to substantiate their claims. '
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Page 2 -- Honorable James M. Cannon

o Strikers. A recent court decision has forced HEW to
also consider this issue in the context of the AFDC-UF
program. At present our Federal regulations leave
both the definition of strikers and the question of
their inclusion or exclusion to each state that has
an AFDC-UF program. Under the court decision the
Federal govermment must define the category strikers,
but otherwise we continue to have the present options
of Federally mandating exclusion, Federally mandating
inclusion, or leaving the question to each state.

Since the Food Stamp Program is a fully Federal program
(although state-administered), the option of leaving the
issue to the states does not seem to be a viable alter-
native. If the President decides to exclude strikers
from the Food Stamp Program, the definition of strikers
will have to be comsistent across programs. Some may
claim that his decision will have consequences as to
whether to continue to leave the question in the AFDC-UF
program to the states, but I do not believe we need
change our present "leave it to the state's decision"
rule, because AFDC is much more of a state program than
food stamps.

o College Students. Full-time students are today exempt
from the food stamp work requirement. We believe a
requirement that college students seek full-time employ-
ment would be inconsistent with student status; however,
a requirement that students seek part-time (20 hours per
week or less) employment would be reasonable.

We also believe that college students should only be
eligible for food stamps if their family is eligible.
Failure to have this rule in effect has justly caused
great criticism of the program,




Tab A




TAB A

DECISION ON TIMING OF BASIC REFORM
OF FOOD STAMP PROGRAM RS

Issue Ki;\\ﬂﬁf;;/
. \\> )
Should the basic reform of the Food Stamp Program proceed now,

or should it await comprehensive welfare reform?

Discussion

The Food Stamp Program is a ma jor component of the‘income-tested

transfer system, Consequéntly, ahy changes proposed in that program
?

should be consistent with (1)'policy towarq that system and its

ultimate replacement or réform, and (2) fhe short and long-term

strategy for deQeloping and introducing legislation to effect that

policy.

The basic reforms in the Food Stamp frogram - relating to
cashing-out Food Stamps, eligibility, and structure of deductions --
wouid each be subsumed by a major restructuring of the welfare system,
such as that proposed in HEW's Income Supplement Program. In addition,
each of the major changes would raise many of the same very difficult’
_ substantive and political issues. Currently, the Domestic Council is
examining various options for domestic policy, particularly as regards
welfare reform and health insurance. At a minimum, your response to
S.R; 58 should not foreclose any welfare reform options that you might

wish to exercise, nor should it take on issues that are better dealt

with in the context of a major reform of the income security system.



The principal decision is not ﬁhetﬁer or not to propose major
alterations in the Food Stamp Program; rather, it is when and through
which vehicle to propose such changes. If you should decide to defer
action on major changes in Food Stamps now, it would be possible to
respond to S.R. 58 with a host of minor administrative changes in
the Food Stamp Program (at Tab ___ ), while acknowledging the need
for the major changes and expressing your interest to afhieve them
via major reform of the welfare>system, which you will be proposing

later this year, v '

Pros of Deferring Consideration of Basic
Reform in the Food Stamp Program

o Any proposal for major changes in the Food Stamp Program
is likely to embroil the Administration in.a lengthy
debate with the Congress. This could prejudice later
attempts to enact a compreﬁensive welfare reform
proposa} that in effect includes the Food Stamps changes.

o Changes in Food.Stampé should-be carefully integrated
with other means-tested transfer programs, particularly
AFDC and SSI.

Cons of Deferring Consideration of Basic
Reform in the Food Stamp Program ‘

o The Congress may be dissatisfied with a response that
does not include major reform,

o Comprehensive reform of the welfare system would take at
least three years to enact and implement, while certain of
the major changes in the Food Stamp Program could be imple-

mented much sooner if enacted quickly.



Decision

I wish to consider basic reforms in the
Food Stamp Program only as part of a
comprehensive welfare reform plan to be
submitted to the Congress next year.

I wish to proceed at this time with basic
reforms in the Food Stamp Program.
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TAB B

CASH OUT OF FOOD STAMP BONUS VALUES

An alternative for reforming the Food Stamp program is to convert
the benefits from vouchers to cash. In accordance with the recent
trends in making welfare programs more efficient, a cashed-out Food
Stamp program would also be streamlined in other ways. The current
itemized.deductions would be replaced with a standard deduction
of $100 per month; the current benefit schedule would be replaced REEYS
by a flat 30 percent benefit reduction rate for income' above the
standard deduction; and categorical eligibility of AFDC and SSI .\f 4
recipients would be eliminated. Thus, the cash-out aléernative for
Food Stamp reform would essentially replace the current Food Stamp
program with a relatively straightforward, low-benefit/low-benefit
reduction rate means tested cash assiétance prograh. This cashed-out
Food Stamp program would increase estimated FY 76 expenditures
of $5.5 billion by about $2 billioﬁ.
The cash—ogt alternative, as presehted above, does not
address some important.interrélationsﬁips between the existing
cash assistance programs and the potential cash-out of the
Food Stamp program. Although no administering agency has been
mentioned, there does not appear to be any reason for HEW to
run cash assistance programs for the AFDC and SSI populations
while USDA runs a separate cash assistance program that covers
the same populations. With some slight alterations, the same

results could be obtained more efficiently. The cashed-out



Food Stamp bonus could be added to the existing cash assistance
programs, fully financed by the Federal government and administered
through the existing structures. (This solution presumes a set
of accommodating changes in the AFDC law and program which have
not been fully examined. However, those changes could be quite
complex and controversial.) The remaindef of the cashed-out
Food Stamp program would be administered separately by USDA

or HEW. Thus, there would be three categorical cash asgistance'
programs: AFDC for single-parent families and SSI for the

aged, blind and disabled — both with higher benefits to replace
the Food Stamp bonus — and a new cash assistance program that
would replace the Food Stamp bonus for the rest of the low-
income population.

Since it would be administratively inefficient to provide cash
assistance to an identical population through two separate programs,
ahd since in any case there is no rationale for USDA to administer
an unconstrained cash assistance program,'the following discussion
of the pros and cons of the cash-out alternative is based on the
assumption that the three categorical cash issistance programs would

be integrated in an administratively efficient manner.

Pros

o Cash assistance is preferrable to vouchers for several
reasons. Cash requires less administrative expense:
there is no need to print, issue, collect and destroy
coupons. Moreover, cash allows the recipient the
freedom, and the responsibility, to determine the
best use of available resources.




Cons

Cash-out of the Food Stamp program would move toward
the basic goal of providing cash assistance to
the entire low-income population.

Many households that are eligible to participate in the
Food Stamp program but do not, would participate in a
cash assistance program. These households would clearly
be better off under the cash-out scheme. In addition,
many current participants will receive higher benefits
by using the standard deduction.

Although the cash-out alternative is more expensive now,
it would lower the net cost of a comprehensive
cash assistance program later.

The cash-out alternative does move in the direction of
welfare reform; however, it is not an adequate sub-
stitute for a comprehensive cash assistance program.
Even if well-integrated with existing cash assistance
programs, the cash-out alternative would still leave
three separate, categorical cash assistance programs.
The system would still provide widely different benefits
to similar families in different residences or with
different family structures. The welfare system

would still be out of phase with the tax system.
Nevertheless, the cash-out alternative to Food Stamp
reform could become de facto welfare reform without
addressing many of the major problems with the

current system.

Politically, it would be very difficult to persuade
the Congress to pass cash-out legislation. It may
be that Congress would be more willing to accept a
comprehensive welfare reform that subsumes the

Food Stamp program (as well as the other big

- welfare programs) with a single cash assistance

program than to accept a radical change in the
Food Stamp program alone.

vhile many eligible non-participants and many current:
participants would be better off under the cash-out
alternative, many other current participants would

be worse off. Congress is notably reluctant to
change a program in a way that makes any participants
worse off.



0 Since many eligible non-participants would accept
cash benefits, the budget of the cashed-out Food
Stamp- program would be significantly higher. A
preliminary estimate suggests the costs would be
some $2-$3 billion, or 40 percent, higher than
the current $5 billion budget.






TAB C

OPTIONS FOR MAJOR REFORM.OF -THE FOUD STAMP PROGRAM

In this section several modifications in the Food Stamp program are

discussed. One change, the elimination of categorical eligibility,
is recommended; other possible modifications are provided as options
for your decision. All modifications discussed, except the cash-out

option in Tab B, can be implemented within the current structure of

the Food Stamp program. , !
Background '

The Senate has réquested that the administration submit
recommendations for improveménts in the Food Stamp program. The
changes discussed are designed to improve the distributional equity
of the benefits and to simplify the administrati&e structure of
the program. Two major issues are addressed: categorical

eligibility for benefits and allowable deductions from income.

Issue: Categorical eligibility of certain public assistance
recipients.

_Current Situation: Categorical eligibility is extended to some

public assistance households in which all members are receiving
public assistance. Included in categorical eligibility are:

AFDC recipients in all states, SSI recipients in 46 states?*,

*In the four remaining states, SSI recipients are categorically
ineligible due to the cash-out of Food Stamps in the SSI state
supplemental payment.



and general assistance recipients in over 20 states. These
households are not required to meet the additional income and

resource standards of the Food Stamp program.

Problems: Categorical eligibility has been criticized for allowing
some families to receive Food Stamp benefits even though their
income or resources are above the standards required for non-

public assistance recipients.

Possible Change: Elimination of categorical eligibility.

Pros

'o Would require all households to meet a common
set of eligibility rules (an income standard, a
resource standard, and a work test).

0 Would eliminate some high income households from
eligibility.

o Would simplify the structure of the program by
- requiring one set of rules for all participants.

0 Would improve equity among Food Stamp participants.

Cons

0 Some households would be made worse off and pressure
might develop to grandfather these -households into
the program.

Recommendation: Eliminate categorical eligibility for public
assistance housenolds.

Approve

Disapprove




Issue: Itemized deductions.

Current Situation: Seven deductions from gross income are currently

permitted before eligibility and benefit determinations are made
in the Food Stamp program. The deductions include:

Medical Expenses - Medical payments made by members

of the household in excess of $10 per month.

Mandatory Deduction - Mandatory deductions from

earned income such as Federal income and Social

Security taxes.

Work Allowance ~ Ten percent of earned income up to $30
per month. ,
Child Care - Payments for the care of a child when
necessary to accept or continue e@ployment.

Tuition and Mandatory Education Fees - Tuition and

mandatory fees assessed by an educational institution.

Unusual Expenses — Disaster or casualty losses which

could not be reasonably anticipated by the household.

Shelter Deduction - Shelter costs including utilities

and mbrtgage payments in excess of-30 percent of
income after all other allowable deductions.
Problems: The itemized deductions allow households with gross incomes
considerably above the normal income standards of the program
to qualify for benefits. Further, the deductions are difficult
to administer and, according to quality control studies,

contribute to relatively high error rates.

4
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Four options are presented for your decision. Program cosfs
would remain approximately at the cﬁrrént level under the first
three options; the fourth, the cash-out option presented in Tab B,
would be more expensive. The four options are summarized in the
attached chart.

Option 1 -

Maintain a set of itemized deductions but modify the existing

structure in the following way.

Medical Expenses - No changé

Mandatory Deductions - No change '

Work Allowance - Eliminate

Child Care - Child care payments up to a maximum of 50%
of gross income or / $60_/ per week. / USDA analysts
use $60/week, this seems excessive to HEW staff._7

Tuition and Mandatory Education Fees - eliminate.

Unusual Expenses - No change

Shelter Deduction — Housing expenditures (up to the

BLS Low Budget allowance for housing) in excess of

30% of income may be deducted.

These changes will tend to reduce program transfers and make
some housenolds worse off. Total transfers would be held approximately
constant by reducing the benefit reduction rate to 25% and this is

recommended as part of this option.



o Would eliminate some high income families from the
program.

0 Would reduce the number of students receiving benefits.
0 Should be well received by Congress. Senator McGovern

has proposed moving to a 25 percent beneflt reduction
rate.

Cons

0 Would involve only minor simplification of administration.
1)

o Some recipients would be made worse off.

Option 2
Modify the current set of deductions by replacing all deductions,
except the mandatory deductions from earned income, with a standard

deduction of $125.

Benefit reduction rate would be changed to a flat 30%.

Pros

-

o Would simplify program administration and should reduce
error rates and administrative costs.

0 Would treat similar households more equally.

o Would target benefits to households with the
" lowest incomes.

0 Would make a substantial number of current rec1p1ents
better off.

Cons

0 Would make a substantial number of current recipients
worse off, especially small recipient households
with aged members. This will create pressure to
grandfather current recipients.



o0 Congress might accept Senator McGovern's proposal
to make the standard deduction optional, increasing
program costs without simplifying administration.

Option 3

Modify the current set of deductions in the same way as Option 2
(by replacing all deductions, except the mandatory deductions from
earned ihcome, with a $125 standard deduction); however, the standard
deduction for a household that contained an aged member would be
raised to $150. !

Benefit reduction rate would be at 30%.

Pros

o Same as for Option 2.

o In comparison to Option 2, would make fewer households
- with aged members worse off.

Cons

0 Same as for Option 2.

o The special standard deduction for aged households
cannot be defended on equity grounds.

Option 4

Cash-out option as presented in Tab B.



OPTIONS

Deductions:

Current Program

1. All mandatory
payroll with-
holding

2, Work expenses
($30 maximum)

3. Medical over
$10/month

4., Child care

Benefit
Reduction
Rate:

Impact

Number of house-
holds with:

higher benefits
same benefits
lower benefits
(millions)

e Budget Costs (FY

100% partici-
pation

expected parti-
cipation
(Billions)

5. Education fees

6. Disaster losses
7. Shelter exceeding
30%Z of income net

of 1 .- 6.
30%
77)
$6.9
5.4

USDA - To be developed by the Department of Agriculture

Option 1 Option 2
1. All manda- 1. All manda-
tory payroll tory payroll
‘withholding withholding
2. Medical over 2. Standard
$10/month deduction
of $125/
month
3. Child care
up to 50%
of gross
income or
$60/week
4. Disaster
losses
5. Shelter ex-
ceeding 307
of gross
income, (BLS
shelter maximum)
25% 25%
UShA USDA
USDA USDA
USDA USDA
USDA USDA
USDA USDA

Option 3

All manda-
tory payroll
withholding

Standard
deduction of
$125/month,
$150/month

if aged member

25%

o
O N

Option 4

CASH OUT
FOOD STAMP
BONUS VALUE

.1. Standard

deduction
of $100/
month

30% .

USDA
USDA

USDA

Py





