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THE WHITE HOUSE

Office of the Press Secretary

BACKGROUND AND STATUS REPORT
ON FEDERALISM INITIATIVE

July 13, 1982

FACT SHEET

In the President's State of the Union address on January 26, 1982,
he set forth an outline of his federalism initiative, not as a
detailed proposal, but as a conceptual framework so that the
details could be worked out in extensive consultations with state
and local officials.

Since January, there have been dozens of meetings, both formal
and informal, with development teams representing Governors,
city and township officials, county officials, and state
legislators. Many computer runs have been done by OMB and

HHS in response to requests of state and local officials to
make sure that all interested parties are operating from the
same data base. 1Information and expertise have been freely
given and received by all sides, As a result of the input

from state and local officials, the President believes that the
federalism package has been substantially improved.

Although there have been changes, the fedel lism package remains
true to the same principles that guided the President's thinking
in January:

1. The federalism initiative is not a vehicle for
budgetary savings.

2. It includes a dollar-for-dollar exchange of
programs along with the revenue sources to
pay for them.

. 1

4, State and local officials should t able to
count on stability and certainty in federal

funds.



5. The federal government is overloaded, having
assumed far more responsibility than it can
efficiently or effectively manage.

6. State and local officials are every bit as com-
passionate and competent and caring as officials
in Washington, D.C.

7. We should reduce the regulatory strings which
bind the hands of state and local officials,

8. We need to sort out government responsibilities.

The federalism proposal includes an almost $40 billion transfer

of federal programs to the states over an 8-year phased-in
transition -- with equivalent revenue sources to finance them,

It consists of two main components, The first component

involves a sorting out of responsibilities in the income maintenance
area. The Fec¢ ral Government would assume financial responsiblity
for the basic Medicaid program and States would assur total resp 1~
sibility for the Aid to Families with Dependent Children program,
The food stamp program has been dropped from the swap.

The second major component of the federalism initiative involves
the transfer of responsibility for dozens of programs currently
run by the Federal Government to State and local governments,
These programs (and the additional state costs of AFDC) would

be funded by state medicaid savings plus a trust fund. As pro-
posed, the trust fund would consist of revenues from Federal
excise taxes on alcohol, tobacco, and telephone services and
general revenues,

Among the dozens of programs now under consideration for transfer
to the States are programs in the following functional areas:
1) social, health and nutrition services: 2) transportation;
3) community development and facilities; 4) revenue sharing
and technical assistance; 5) education and training; and

6) energy assistance.* States, in consultation with local
governments, would have two options. They could continue

to receive Federal grants to support these activities and
simply draw down funds from their trust fund allotment to
reimburse the granting Federal agency. Alternatively, a

State could withdraw or "opt out"™ of the Federal grant program
narticioation —-2 ~%i==1le Awvaw unan its trust fund allotment.

I 7
other set of activities it chooses. The trust Luna wouiu
then become a type of "super revenue sharing" fund for the
States,

*A list of programs that have been tentatively determined for
turnback are attached. Note these are still under final review,.




-3-

The total amount of inding in tI Trust Fund will be based on
tt budc : levels en: :ed by the Congress for FY '83 for the
programs turned back to the States. The FY '83 budget levels
will then remain constant through FY '87.

The President's revised federalism initiative, which will be
presented to the Congress in the next few weeks, includes
many provisions which reflect the concerns and input of state
and local officials:

1. I+t will not be effective until FY '84, and
includes an eight-year transition period,
thus giving enough time to avoid any major
dislocations for state and local governments.

2. For traditionally federal-local programs such
as revenue sharing, there is a mandatory
100% pass-through to local units of government,
For programs which are not entirely federal-
local, the states would be required to pass-
through to local units of government the
historical percentage which has been passed
through for that program.

3. The proposal will provide the stability and
certainty in funding that State and local
officials have been requesting by taking
the budget figures for FY '83 that are enacted
by the Congress and locking them in through
FY '84-87.

4. It protects the general revenue sharing program
(which would be included on the turnback list)
by funding it at $4.6 billion per year through
FY '87.

5. 1t provides additional flexibility to State and
local governments by essentially establishing
a giant revenue sharing program.

6. It deletes some of the originally proposed
turnback programs, principally because of
concerns expressed by state and local
officials.

T Lt

to a state decision TO OpT VUL VL a Losuscad
program,
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June 22, 1982

TENTATIVE ADMINISTRATION DECISIONS

ON FEDERALISM INITIATIVE

This paper outlines the present posture of the
Administration with respect to the President's

Federalism Initiative.
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L. The States should have discretion over the pace of
their assumption of responsibility for the performance
and financing of the services associated with the
terminated federal programs.

IT. BASIC FEATURES

. $38.7 billion transfer of federal programs to the States
over an 8~year phased transition -- with equivalent
revenue sources, Two major components:

. Swap component ~- Federal takeover of Medicaid
in swap for state takeover of AFDC.

. Turnback component -- Vore than 35 federal
education, transportation, community develop-
ments and social service programs turned back
to states -- with federalism trust fund to
finance them,

. Federalism Program - FY 'R4 Level*
(Billions of dollars,

State/Local Programs Revenue Sources
and Costs Absorbed To Finance Them
$ 8.1 AFDC $18.3 Medicaid Savings
$30.6 Turnback $11.6 Excise Taxes
Programs

$ 8.8 General Revenues

$38.7 TOTAL $38.7 TOTAL

* These numbers may be altered based on the decisions made
with respect to the FY '83 budget,
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Medicaid

The Administration considers it appropriate to dividg
the discussions of Medicaid into two parts: (1) routine
care and (2) long-term care,

1., Routine Care

a. Benefits
1) The following benefits would be covered:
. inpatient hospital;

. outpatient hospital (including non-
hospital and rural health clinic
services;

. physician services;

. laboratory, X-ray and related diag-
nostic services; comprehensive
services for children;

. out-of-hospital prescription drugs;

. SNF coverage limited to 100 days of
recuperative care following hospital-
ization,

This package includes all of the current
mandatory Medicaid services (except
family planning), with the addition of
prescription drugs, and is similar to
the basic Medicare benefits.

2) This new benefit package would be fully
implemented (i.e., not phased in) in the
first year of operation, except that all
those under a course of treatment in a
discipline selected for elimination would

1
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3) Limits on amount, duration and scope
of routine care benefits:

Limits would be established which t 1ld
equal the weighted ave:r 3je of the limits
imposed on covered hospital days and
physician visits as well as requirements
for prior authorization for some services.
Administrative mechanisms to allow waiver
of the limits when medically necessary
would also be established. Cost sharing
provisions would also be included.

Eligibility

Instead of resorting to a uniform national
standard to determine an individual's Medicaid
eligibility, it is proposed that current stan-
dards of categorical eligibility be used.

Under current law, an individual is eligible
for Medicaid in a State if he meets applicable
standards for, and is receiving, assistance
under the SSI or AFDC program. The Medicaid
statute and regulations provide, however, that
States -- known as "209(b) States" ~- have

the option to include in the program only
those aged, blind, and disabled individuals
who would have been categorically eligible

for Medicaid under rules that are not more
restrictive than the rules of those States in
effect under the programs superseded by SSI.

It is proposed, for purposes of a federalized
Medicaid program, that an individual be eli-
gible to participate in that program, if at
the time of his application, he would meet
any of the following requirements:

1) SSI

receiving oniy State supplementation).
Such an individual would be eligible
for Medicaid under the proposal even
if he had been previously excluded by
reason of his residence in a 209(b)
State.




. The individual is eligible for
Federal SSI benefits, and resides
in a State the rules of which as
of a given past date (for cample,
January 1, 1982) would cover that
individual under Medicaid.

. The individual is not eligible for
SSI solely bec ise he is a patient
in a medical institution; and r¢ ides
in a State the rules of which, as of
the given past ¢ e, would have co
ered him under Medicaid.

2) égnr‘

. The individual is eligible for AFDC
benefits as a member of a single
parent household, and resides in a
State the rules of which, as of the
given past date, would cov : that
individual, as a member of a si
parent household, in its AFDC pro¢ am,
(The use of a given date, which would
be established by law, to fix the re-
guirements for eligibility to parti-
cipate in a federalized Medicaid pro-
gram, would preclt 2 a State from
"gaming" the system, i.e., arbitrarily
expanding AFDC eligibility, with
minimal cash grant levels, to qualify
large numbers of new persons for
Medicaid.)

3) Ribicoff Children

. The new program would cover children
from intact families not otherwise
eligible for AFDC, but for whom, on
the basis of income and resource

eligible for Medicaid.
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. No Federal requirement for inter or intra
group equality in amount, duration or cope
of services or statewic 1ess;

. Federally-required "grandfathering" of
current services for current eligibles
until eligibility ends.

Reimbursement and Provider Participation

. States will have flexibility to set pro-
vider reimbursement levels;

. Federal grant funds may be used for room
and board charges only when th institu-
tion meets Federal standards ' :2e next

section),

Quality

. Medical Review/Independent Professional
Review and other utilization control re-
quirements are eliminated;

. Current statutory quality assurance stan-
dards and procedures will be retained;
States must provide assurances that at
a minimum these standards are being met,

Administration

. Reimbursement, provider evaluation and
certification, eligibility determination,
data collection and reports will be
defined and executed by the State;

. Federal government will be furnished with
copies of State plans and such periodic

will t entitled.

. States must file reports with DHHS
detailing expenditure of grant funds,
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The State should be required to set forth
a plan calling for the opt-out together
with the proposed use of funds and the
proposed local distribution. This plan
would be the basis for the consultation
process with local government officials,

Public hearings should be required on
the gState's plan,

The plan should not be operative until
it is adopted by the State and finally
filed with the U.S. Secretary of the
Treasury. Until the plan is adopted
and filed, the programs should continue
to operate as they do now up through

FY '87.

A decision by a state government to opt out of
a turnback program shall be final and may not
be rescinded for a subsequent year.

To insure fair treatment of local governments,
States w 11d be required through FY '87 to pass
through super revenue sharing funds to local
units of government based on the following
formula;

For programs that presently are totally
State-run, either by State employees

or by State managed non-governmental
contractors, no pass-through would be
required.

For programs that are wholly locally
run, such as the entitlement portion of
the Community Development Block Grant,
a 100% pass through would be required,

For programs such as CETA, where funding

is presently split, or passed throuah by
y

peroencage tnat was available to the

localities 1n Fiscal Year 1983 in tl
program,
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. For programs, such as the Maternal & Child
Health Block Grant, where pass-throughs are
not typical but where States have historially
contracted with units of local government to
deliver some or all services, States would be

r ko nags throngh the p -2 of the

£ Jaiiy Mauc avdllable Uuuce wue program
to local units in FY '83.

5. Distribution of Funds Within a State

a) For Fiscal year '84, states would not be
permitted to opt out of any of the turnback
programs, Distribution of funds within a
state would continue as in the past.

b) Starting in Fiscal Year '85, if a state
opted out of a progranm,

1) For revenue sharing and CDBG, the
distribution of pass-through dollars
within each State would be made based
on the historical formula or distribution
for each program involved.

2) For all other programs, States would have
the flexibility to distribute pass-through
funds without regard to past practices,
although consultation and public hearings
would continue to be requireed.

6. States would be required to pass-through the
funds within 30 days of the time they received
them,


















