DOCUKBET RESOMNR
05326 - [B0685596]

HEW's Proposed Legislation To Settle Certain Disputed State
Claims for keisbursement of Social Services Costs. Haxch ¥,
1978. 7 pp. ¢ 2 enclosures (2 pp.).

festimony before the Hruse Committee cr the Judiciary:
Administrative Law and Governmental Relations Subcommittee; by
Gregory J. Abhart, Director, Human Bescurces Div.

Contact: Human Besources Div.

Oorganization Concerned: Departaent of Health, Bducation, and
Welfare.

Congressional relevance: House Cos—ittee on the Judiciary:
Administrative Lav and Governmental Relaticns Sutcoamittee.

Authority: H.BR. 10101 (95th Cong.). Sccial Security A«:t.

Before G.tober 1, 1975, social services costs uere
incurred under titles I, IV, VI, X, XIV, and IVI of the Social
Security Act, ard since then, these costs have been incurred
under title XX of the act which established a new social
services program. The effect of proposed legislaticr is to
settle a2ll claims for social services coste incurred by Scates
before October 1, 1975, whether or not the claiss axe in
dispute. These claims are comprised of 81 disputed claims by 28
States totaling about $3.4 billion and all undisputed claims
paid to States before Octcber 1, 1975. Although the legislation
would settle claims for costs incurred before Octoter 1, 1975,
there would remaiu outstanding 60 disputed claias by 24 States
totaling about $391 million for costs incurred after that date.
The Department of Health, Bducation, and Welfare (HEH)
negotiated settlements with 28 States shich had disputed claias.
The following vas noted about the proposed settlements: the
disputed claims covered will be settled withcut regard to their
validity; about $543 million could probably be obtained to
settle the unpaid disputed claims; it will result in States
receiving from 23% to 58% of their unpaid disputed claims; the
states would be paid or would keep from 50% to 100% of their
total paid and unpaid disputed claiss; the tctal benefit to each
State depends largely on whether its disputed claims are paid or
urpaid; and if HEW applied its formtla to both paid aand unpaid
cluims, the 28 States would repay 385.7 million instead of HEW
paying the States $532 million. (Author/HTN)
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Mr Chai-man and members of the Subcommittee, I am pleased
Lo appear here today to comment on HEW’'s proposed legislation
(H.R. 10101) to authorize an appropriation to reimburse certain
expenditures for social services provided by the States before
October 1, 1975.

At the time the legislation was introduced, we were
reviewing HEW's procedures for Settling State claims under
certain HEW programs, including the social services proaram.

After the legislation was introduced, we were asked to prov.de



information relating to the social services claims that
would be settied if the proposed legislation were enacted.
We did so in a report to the Chairman of the Committee on
the Judiciary, on March 6, 1978, I will now summarize the
information contained in our report.

Before October 1, 1975, social services costs were
incurred urder titles I, IV, VI, X, XIV and XVI of the Social
Security Act. Since then, these costs have been incurred
under title XX of the act, which established a new social
services program.

The effect of thr: proposed legislation is ro settle
all claims for socizl services costs incurred by States
before October 1, 1975, whether or not the claims are
currently in dispute. Thesc claims are comprised of 81
disputed claims by 28 States totaling about $3.4 billion
and all undisputed claims paid tc States befnre October 1,
1975. According to HEW, the undisputcd clairs wonuld no
longer be sutject to audit or review if the proposed legis-
lation is enacted and any on-going audits or reviews of
these claims would be terminated.

Although the legislation would settle all claixas for
social services costs incurred before October 1, 1975, there
would remain outstanding 60 disouted claims by 24 States
totaling about $391 million for social services costs

incurred after October l, 1975,



Most of the claims disputes being settled occurred when
HEW reviewed and disallowed the claims, either beforas cr after
they were paid, and the States requested HEW to reconsider
the disallowances under its formal reconsiacration process.

Faced with a large number and dollar amount of disputied
claims outstanding, =some of which have been in aispute since
the early 1970's, HEs in March 1977 decided to nejotiate a
settlement with 28 States which hag d.sputed claims outstand ' ng
Lor costs incurred before Nctober 1975. HEW's Office of the
Undersecretary negotiated the settlement with the 2¢ States.

We noted the following avout HEW's froposed settlement:

~-The disputad claims cover:d will be settled withor
regard to their validi*- .

-=The Office of Managemer t and RBudget advised HEW that
about $543 nillion could probably be .ptained to
settle the unpaid disputed clauims.

--The formula to be used for the sectlemant of unvaid
claims is a modification by the States of an HEW
Proposal and will result in States receiving from
23 to 58 percent of thei. unpaid disputed claims.

-=-The States would be paid or would keep from 50 to
100 percent of their total paid ang unpaid disputed

claims.



--The total bzrefit to each State devends largely on
whether its disputed claim: are paid or unpaid even
thcugh both paisd and unpaid claims were disailowed
by HEW for the same reasons. For exampnle, Illinois
had paid claims to%al’ '.g about $188 million and
Massachusetts had unpaid claims totaling about $142
millicn which were al: disallowed because re mbnrsement
wculd have resulted ir supvlanting ratlier than supple-
menting State expenditures. Under the settlement,
however, Illinois would keep ('1e $188 million and
Massachusetts would receive $75 million of the $142
million.

--If HEW applied the formitla to both the vaid and unpaid
claims, the 28 States in total would repay $85.7
million instead cf HEW vaying the States $532 million.

HEW's financial records shcwed that as of Snptember 13,

1977, the disputed claims for the 2& States totaled about S$2.6
billion for social services expenditures made from 1969 until
Cctober 1, 1975. HEW gave the Stutes a listina showing the
amounts on its records for each State's outstanding claims

and asked them if the amounts were conrrect.

Through negotiations with the States, HEW's listing was

revised to show what each State considered to be the correct

amount of its claims to be settled. The revised listing



showed a totai of about $2.4 billion ($1.56 billion unpaid
and $830 million Pail) compared to HEW's total of about $2.6
billion. HEW accevted the revised amount: as the basis for
negotiating the Settlement, with the difference cf about
$200 million on its records to be written off,

According to HEW, in negotiating the settlement, no
attempt was made to dete.mine the validity of the claims or
to assess the merits of either HEW's or any State's position
on any disputed claim. However, as part c¢f tre settlement.
HEW is requiring the States tc certify that “he amounts
claimed were actually spent,

Or. October 5, 1977, HEW announced that it had reached
an agreement with the 28 States to rasolve the $2.4 billion
in disputed claims. Under the terms c¢f the agreesent, 19
‘tates with unpaid claims of $1.56 biliion would receive $532
million distributed on a formula basis. Of the 19 States, 13
also had paid claims and would retain their portion of the
$830 milllon they ha. al:eady received. The remaining nine
States had only pail claims and likewise would retain their
portion of the $830 million.

According to HEW, it agreed to allow the States to keep
the $830 million because at the time of payment HEW believed

the claims were valid. we determined, however, that the



claims included in the $830 million were not reviewed in
detail by HEW to determine their validity before they were
paid.

Seven New York claims account for ahou’: $1.4 billion
of the $2.4 billion involvéd in the negotiated settlement.
All claims by States other than New York included in the
$§2.4 billion were in HEW's formal reconside.ation process.
However, of Nes York's $1.4 bhillion in claims, only about
$233 million was in this process. According to HEW, the
remairing $1.17 billion was not reviewed in detail because
it was claimed under State plan amendments submittes in
December 1971 and was not allowable because the amendments
were never approved. In July 1972, however, HEW paid New
York about $359 million of the $1.17 billion in anticipation
that the amendments would be approved.

The $359 million ig ircluded in the $830 million that

HEW is allowing the States to keep in the proposed settlement.

The remaining $812 million of the $1.17 billion was not paid
by HEW and is part of the $1.56 billion in unpaid claims to
be settled. New York would be paid about 23 percent of this
$812 million.

In addition to the $1.4 billion included in the
neqotiated settlement, seven other New York claims totaling

about $1.0 billion, for costs which exceeded the State's



social services allotment ceiling during 1973-75 would be
settled if the proposed lagislation were enacted. Most of
the $1.0 billion is also for costs claimed under the State's
unapproved plan amendments. According to HEW, however, these
ciaims would not have been payable evern if the amendments had
been approved. Therefore, these claims are to be written off
with no monetary effect to the Federal Government, whether or
not the proposed lagislation is enacted.

From ciober 1972 to March 1977, HEW and New York made
numerous attempts to resolve tne dispute overvthe unapproved
plan amendments. At one point, HEW had an aduinistrative law
judge review the amendments, but he never made a decision on
their approvabilitv. Since March 1977 activity related to
cresolving this dispute has been susvended pending the outcome
of the proposed settlemen*.

Enclosed with our statement are schadules showing (1)
the amcunt and percentage of its total disputed claims each
State would be paid or keep under the proposed settlement
and (2) the effe~t of applying the settlement formula to
both paid and unpaid claims versus just the unvaid claims.

Mr. Chairman, this concludes our statement. We will
be happy to answer any questions that you or other Members

of the Subcommittee might have.



ENCLOSURE | ENCLOSURE 1
AMOUNTS AND PERCENTAGES OF TOTAL DISPUTED IMS
EACH_STATE wWouLD RE PAID OR WOULD KEEP
() (2) (3) {8) (s) (6)
R R R s et L A b )
state Sate < e 5“:3_4'_‘:!'95 ”m‘iﬂ{*i Lo 3}:“":::-:) or(uould keep be paid or would keep
- ' —{millions} fornila {roted o DEREY

Alabana - s 1.0 S 1.0 - Y 1.0 100
Alaska - R .7 - .7 100
A>{zona - 5.2 5.2 - 5.2 100
Arkansas b/ 3.8 - 8 $ 2.2 2.2 58
California - 1.5 1.8 - 1.5 100
Connecticut b/ 38.0 .0 “y 2.0 28.0 64
Florida 28.7 9.1 57.8 n.n 40.1 69
Georgia 7 8.0 6.7 3 6.3 %
Idaho b/ 1.0 - 1. .6 .5 55
N1inols 87.3 188.4 218.2 2.1 220.5 80
Lentucky - 2.4 2.4 - 2.4 100
Louisfana - 16.7 16.7 - 18.7 100
Maine b/ 2.2 - 2.2 1.3 1.3 59
Maryland b/ 4.7 - 207 .3 14.3 58
hassachusetts b/ 142.9 - 142.0 15.6 75.0 83
Michigan b/ 7.1 8.4 65.5 1. “®.0 63
Minnesata b/ 49.4 4.0 53.4 8.6 e L]
Nissouri - 2 .2 - .2 100
New Jersey b/ 1.3 - 1.3 .7 g 5%
New York 914.0 480.0 1,404.0 4.8 704.4 S0
Ohi. 15.1 5.0 20.1 5.7 10.7 83
Oklahoia - 13.8 13.8 - 13.8 ‘00

Peansylvania 3.2 2.8 7.0 1.6 4.4 63 .
Rhode Island - 1.2 1.2 - 1.2 100
Tenns ssee {note ¢} .5 .5 - R 100
Texas 92.7 4.7 127.4 n.0 68.7 54
Washington b/ 32.8 5.6 38.4 19.0 24.6 64
Wisconsin b/ 65.0 __ 63 .3 3.5 42.8 _s0
Total $ 1,560.1 5 P95 32,389 6 $5319 $.1,361.4 K]

a/1f the ynpaid ciaims are 85 percent or more of the fqtal
amount in dispute [paic an¢ unpaid claims;, the formuls is:

58 percent nf the first $50 milllion
SC persent of the next $'00 million
21 pr.rcent of the remapinder

b/The States o which the higher form.1a in note a spplies.

¢/Tennessee has unpaid claims of only $4,000.

17 the unpaid claims are less than 85 percent of

the total amount in dispute, the formula fis:

38 percent nf the first 550 million
35 percent of the next 3100 million

21 percent of the remainder



ENCLOSURE Il ENCLOSURE II

HEW'S PROPOSAL VERSUS

APPLYING THE FORMULA TO ALL CLAIMS

HEW proposal e
Proposed payment State claims Effect of applying same

of uvnpaid claims paid by HEW- formula to all claims

to State under State keeps HEW ' State
State formula mone pays State pays HEW
------------------------ (millions)=—=—cc——=c=m--moemom——r_
Alabama - $ 1.0 - $ .6
Alaska - .7 - .4
Arizona - 5.2 - 3.2
Arkansas $ 2.2 - $ 2.2 -
California - 1.5 - .9
Connecticut 22.0 6.0 19.5 -
Florida 11.0 29,1 - 7.4
Georgia .3 6.0 - -5
Idaho 6 - .6 -
Illinois 32.1 188.4 - 108.0
Kentucky - 2.4 - 1.5
Louisiann - 16.7 - 10.
Maine 1.3 - 1.3 -
Maryland 14.3 - 14.3 -
Massachusetts 75.0 - 75.0 -
Michigan 32.6 8.4 28.4 -
Minnesota 28.6 4.0 26.7 -
Missouri - 2 - .1
New Jersey .7 - .7 -
New York 214.4 490.0 - 172.7
Ohic 5.7 5.0 2.6 -
Oklahoma - 13.8 - 8.6
Pennsylvania 1.6 2.8 - .1
Rhode Island - 1.2 - .7
Tennessee (note a) .5 - .3
Texas 34.0 34.7 11.4 -
Washington 19.0 5.6 16.7 -
Wisconsin 36.5 6.3 33.3 -~
Total $§ 531.9 $ 829.5

§ 232.7 § 318.4

|

a/Tennessee has unpaid claims of oniy $4,000 and would be paid only
$1,500.

Net amount States would pay HFW if formula were

applied to all claims ($318.4 - $232.7) $ 85.7
Under HEW's proposal States would receive $531.9
If formula were applied to all claime, States would pay 85.7

Total benefit to HEW if formula were applied to
all claims $617.6

———————





