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Introduction
By Akash Chougule

Too often, the debate over government efficiency begins and ends with how
much Washington spends, skipping the harder questions. Does the money
reach the people it was meant for? Does it accomplish what it was supposed
to do? Are we measuring results honestly? Failing to address these questions
erodes public trust in the integrity of government programs and our institu-
tions more broadly.

This system is screaming for reform.

The federal safety net now spans more than 90 means-tested programs and
well over a trillion dollars per year, administered by more than a dozen agen-
cies, each with its own rules, data, and systems that rarely communicate.
The result is a government that too often pays first and asks questions later.
The Government Accountability Office calls this “pay-and-chase,” amodel it
describes as costly and ineffective.

The consequences are substantial. Medicaid reported $37 billion in
improper payments in fiscal year 2025 alone. GAO estimates that pandem-
ic-eraunemployment insurance fraud totaled between $100 billion and $135
billion. In Massachusetts, a small convenience store redeemed nearly $7
million in SNAP benefits, six times what a nearby full-service supermarket
received, without detection until long after the money was gone.

These failures transcend political parties. Republican and Democratic
administrations alike have expanded government programs without con-
sistently prioritizing accountability, effectiveness, or measurable outcomes.
Too often, success is defined by dollars spent and people served rather than
whether programs achieve their intended purpose.

In some cases, the tools for greater accountability already exist. Since 1983,
federal law has directed HHS to withhold Medicaid funds from states with
errorrates above three percent. Yet that authority has routinely been waived
and never enforced.
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Waste and inefficiency are abipartisan inheritance. Addressing them should
be abipartisan undertaking. Every dollar lost to improper payments is a dol-
lar unavailable to advance other priorities, serve eligible families, or reduce
the burden on taxpayers.

At FREOPP, we believe meaningful reform requires more than identifying
what is broken. It requires bringing forward practical solutions, examining
competing approaches, and creating space for serious policy debate. Our role
is not simply to identify problems, but to connect ideas, expertise, and oppor-
tunities for action.

That is the purpose of this handbook.

We invited researchers and policy experts to identify opportunities to
improve the efficiency, integrity, and accountability of federal programs
through existing executive and administrative authorities. Rather than
waiting for Congress to act, we asked contributors to examine what could be
accomplished under current law, identify the responsible decision makers,
and outline concrete steps for implementation.

The resulting collection offers a range of proposals for policymakers to con-
sider. Each brief reflects the analysis and recommendations of its author,
rather than necessarily representing an institutional position of FREOPP.
Our goal is to put actionable ideas into the hands of decision makers, encour-
age rigorous examination of their merits, and advance a more informed con-
versation about government reform.

The briefs fall into three groups.

Pay the right people, at the right time. Five briefs examine opportuni-
ties to prevent improper payments before they occur. Proposals include
expanding the use of Treasury’s Do Not Pay system as a verification gate-
way, replacing after-the-fact audits with continuous data-driven screening,
enforcing existing Medicaid improper-payment penalties, withholding
federal Medicaid and CHIP matching funds for enrollees whose eligibil-
ity renewals are significantly overdue, and strengthening unemployment
insurance through federal-state performance agreements. Together, these
proposals explore how better information, stronger oversight, and existing
administrative tools could improve program integrity.
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Strengthen accountability. Two briefs examine how existing authorities
could keep programs aligned with their intended design. One considers
whether a 2023 rule lowering the Community Eligibility Provision thresh-
old has extended free school meals beyond the high-poverty schools the
provision was meant to serve, and whether it has shifted costs from states
to federal taxpayers. The other examines federal TANF reporting require-
ments and opportunities for HHS to improve data collection concerning
households in which an adult is ineligible for assistance because of immigra-
tion status. Both consider how administrative action could improve trans-
parency and align programs with their statutory purpose.

Measure honestly, and examine federal classification requirements.
Two briefs challenge foundational elements of federal data collection. One
examines whether official poverty and inequality statistics adequately
account for government transfer payments and their effects. The other ques-
tions federal racial and ethnic classification requirements on constitutional
and principled grounds. Both invite policymakers to reconsider how govern-
ment collects, interprets, and uses information to shape public policy.

These proposals differ in their approaches and implications, but they share
an important premise: Government should be accountable for how it spends
public resources, whether programs accomplish their intended purposes,
and whether the people they are designed to serve are actually benefiting.

Good stewardship is not hostile to the safety net. It is essential to maintain-
ing an effective safety net worthy of public trust.

We hope the recommendations that follow offer policymakers a starting
point that sparks thoughtful debate, further examination, and ultimately,
better government.

In freedom,

Akash Chougule

President, FREOPP
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CHAPTER 1

Federal Enforcement of
Medicaid/CHIP
Redetermination Standards

By Erlk Rand0|ph and Ray PaCkeri — _CENTER FOR——
Georgia Center for Opportunity OPPORTUNITY
Recommendation:

Starting in January 2027, the Centers for Medicare and Medicaid Services
(CMS) should implement a policy that federal matching dollars for Medicaid
and the related Children’s Health Insurance Program (CHIP) are dispensed
only for enrollees who are either current in their renewal status or no more
than 30 days overdue in their renewals or redeterminations. All federal
match payments for those more than 30 days overdue will be withheld until
such time that state administering agencies can properly verify enrollment
status consistent with federal standards. This recommendation is not about
cutting eligible people off medical assistance. It is about reinforcing the duty
of states to adhere to federal regulations meant to limit fraud, waste, and
abuse. The estimated savings to the federal government will be conserva-
tively between $151 million and $377 million, and states could collectively
and conservatively save between $61 million and $148 million.

The Problem:

In general, agencies administering programs dispersing funds must adopt
operational standards and attitudes necessary for program integrity con-
trols to be successful. Foremost among them is a culture of program integ-
rity that permeates all aspects of operations and extends across all programs
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whether administered by the federal government, state government, local
government or other contracted entities. Success hinges not only on coopera-
tion but also on collaboration with data exchanges and investigative actions,
including sharing unique identifiers for each recipient across programs and
jurisdictions to avoid duplicate payments for the same eligibility period. The
principle of continuous improvement comprises an important component
of the culture whereby failures and weak links are routinely identified and
repaired.

A key area where the federal government can enforce this culture is with
timely Medicaid redeterminations done according to high standards, which
is currently required by statute. Medicaid is by far the largest safety net pro-
gram in terms of funding and enrollment. The Congressional Budget Office
estimates that the FFY 2027 federal share of Medicaid and the Children’s
Health Insurance Program (CHIP) will be between $640 billion and $670
billion. States will be spending another $300 billion to $330 billion, making
the total spending approximately $1 trillion. In contrast, the second larg-
est safety-net program is the Supplemental Nutrition Assistance Program
(SNAP) with estimated funding between $100 billion and $115 billion,*
which is just over one tenth of the magnitude of Medicaid and CHIP.

While not as extreme in magnitude but still double in size, Medicaid and
CHIP also dwarf other safety-net programs in participation. According to
the same Congressional Budget Office baseline projections, the average
monthly enrollment for Medicaid and CHIP in fiscal year 2027 is estimated
to be between 71 million and 73 million participants. In contrast, the second
largest safety-net program is SNAP, which averages an estimated 36 million
to 40 million participants monthly.

Medicaid/CHIP participation is estimated to comprise 21 percent to 22 per-
cent of the U.S. population versus 11 percent to 12 percent for SNAP.?

State agencies have mixed records when it comes to preventing fraud, waste,
and abuse. Recent failures have received high visibility, such as Minnesota’s
funding of billed autism services that were never rendered,® Mississippi’s
misspent TANF funds scandal,* and California’s hospice scheme, funded
through Medi-Cal, its Medicaid program,® to name a few. Beyond those high-
profile cases, actions or the lack of actions by the states, including dubious
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schemes to maximize the flow of federal funds and lax enforcement, cost the
federal government and taxpayers significant money. Examples include hos-
pital tax schemesto extract more federal share Medicaid funds® or extending
unemployment zones to avoid enforcing work requirements for Able-Bodied
Adults Without Dependents (ABAWDs).”

Currently, states must redetermine Medicaid eligibility to renew enrollment
once every 12 months, and no more often, for the expansion population as
well as for children, parents, and pregnant women. Medicaid enrollees who
are aged, blind, or have disabilities are renewed at least every 12 months.
However, states have been chronically out of compliance with the timely
processing of these renewals.® On average among the states from March
2025 through February 2026, 10.5 percent of all redeterminations were
more than 30 days overdue, and 4.1 percent were more than 90 days overdue.’

Carrying ineligible people on Medicaid and CHIP rolls comes with a cost in
either capitation payments to managed care organizations or fee-for-service
payments. Because the federal government has been providing matching
funds to the states for all persons enrolled in Medicaid and CHIP, it is also
paying costs for states that carry ineligible people on their Medicaid and
CHIP rolls. States, too, incur costs for carrying ineligible people.

During the COVID-19 pandemic, Congress indirectly halted eligibility ter-
minations at Medicaid renewals by raising the federal matching rate by 6.2
percentage points for states that kept enrollees continuously enrolled, an
amount that states could hardly refuse during the intense revenue uncer-
tainty of the pandemic.l® All states unsurprisingly adopted the change,* and
the continuous enrollment condition ended by statute on March 31, 2023.12

In addition to requiring states to restart redeterminations, CMS worked
with the states and the District of Columbia to prepare them for the termi-
nation of continuous enrollment. During this process, CMS identified 34
states and the district that were out of compliance with federal redetermi-
nation standards. CMS required them to adopt up to 10 defined mitigation
strategies to address the noncompliance. Those states and D.C. had to adopt
on average 4.6 mitigation strategies with three states (Missouri, Oregon,
and Utah) having to adopt only 1 strategy and 1 state (Minnesota) having to
adopt nine strategies.'
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Under its general authority and starting on February 1, 2023, CMS gave
state agencies up to 12 months to initiate the “unwinding” of continuous
enrollment and 14 months to complete redeterminations for all enrollees in
Medicaid and CHIP by May 1, 2024. CMS further stipulated that

“redeterminations must be conducted in accordance with all applicable fed-
eral requirements.”**

On September 20,2024, CMS issued a bulletin requiring states to come into
full Medicaid renewal compliance by December 31, 2026.% This coincides
with a new deadline imposed by the One Big Beautiful Bill Act (OBBBA),
enacted July 4, 2025, requiring states to renew eligibility every six months
for the Affordable Care Act adult expansion group (adults with incomes up to
138 percent of the federal poverty level), beginning with renewals scheduled
on or after January 1, 2027.16

The Solution:

Requiring states to timely process Medicaid/CHIP renewals according to
program integrity standards will reduce fraud, waste, and abuse, saving
both federal and state governments money. Therefore, CMS must hold state
agencies accountable for timely redetermination of renewals according to
high program integrity standards. Having given state agencies nearly four
years to come into full redetermination compliance, CMS should take a hard
line that the federal government will not pay for renewals more than 30 days
overdue. The state would then bear the full cost of those overdue renewals
that always include some percentage of ineligible individuals. Once compli-
ance is reached, then CMS will provide matching funds only for those found
to be eligible and not those who are ineligible. During this process, CMS will
continue to respect the ninety-day redetermination period per federal regu-
lations' by providing matching funds for those individuals who became eli-
gible during the look-back period but not until the redetermination process
is completed according to standards.

This federal action is not about cutting off eligible people from Medicaid. It
is about the enforcement of states to come into compliance with their duty to
process renewals in a timely manner according to federal standards. In this
way, the federal government can help reinforce a program integrity culture.
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Moreover, CMS should continuously assist states in implementing program
integrity controls and continuous improvement.'®

CMS has the authority to withhold federal payments to a state, in whole or
in part, when the state fails to comply with federal standards in practice. In
this case, the withholding of funds is for those individuals who have not been
shown to be eligible to receive those payments.’® Once states catch up with
their redeterminations, then they will receive the matching funds for those
who are eligible.

Expected Benefits:

The tmportance of being timely with redeterminations cannot be
overstated. The greater benefit will be reinforcing a program integrity cul-
ture with continuous improvement.

There will also be cost savings associated with the solution, and the authors
used the following methodology to make a conservative estimate. Federal
data sources and statistical formulae provide the data and calculations
with assistance from Claude AI, under the supervision of the authors. The
general formula used is the number of renewal processes overdue multiplied
by per-member costs multiplied by the overall ineligibility rate of those
processed for renewal. An upper-end calculation and a low-end calculation
were performed using 30 days overdue and 90 days overdue, respectively.
The analysis focused at the state level, calculating costs for each state and
the District of Columbia over the months of March 2025 through February
2026, which were chosen for being the most recent data spanning 12 months.
The trendlines for overdue renewals have been increasing, but only this
twelve-month period was used.

Using a federal dataset,?® the number of monthly renewals, those processed
and determined to be ineligible, those overdue more than 30 days, and those
overdue more than 90 days were determined for each state and Washington,
DC. Using monthly averages, 5.7 million renewals were due, 601,132 were
more than 30 days overdue, and 235,584 were more than 90 days overdue.
Ofthose overdue monthly averages, 80,897 and 32,365 were found to be both
ineligible and overdue, respectively, which was calculated by multiplying the
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ineligibility rate for each state derived from those ineligibles of all renewals
processed within each respective state.

MACStats, the data book published by the Medicaid and CHIP Payment and
Access Commission (MACPAC),? is the most authoritative source on enroll-
ment, spending, and benefits in Medicaid and CHIP. MACStats showed per
member per month (PMPM) Medicaid/CHIP costs averaged $482 in FY
2023, with a high of $827 (Washington) and a low of $259 (Florida). Five
forecasting models were performed to provide a PMPM estimate for FFY
2027 for each state, consisting of three ARIMA models differing only in the
number of years used, health care inflation, andlog-linear trend. The median
model was chosen, which was the log-linear trend of annual increases of 3.67
percent, giving an average PMPM cost of $546.

The final annual savings estimate ranges from $212 million to $526 million.
Applying blended Federal Medical Assistance Percentages?®? for each of the
states yields estimated federal savings between $151 million and $377 mil-
lion and total states savings between $61 million and $148 million. These
numbers are conservative, meaning actual savings will likely be more,
because data was unavailable for the following states: Alabama, Minnesota,
South Dakota, Utah, and Wisconsin.
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CHAPTER 2

Enhancing Medicaid Program
Integrity

By Chris Jacobs

Juniper Research Group

Recommendation:

High rates of improper payments in the federal-state Medicaid program
reflect afailure by Republican and Democratic Administrations to use exist-
ing federal law to hold states accountable for poor program integrity. While
Congress strengthened accountability provisions in 2025’s budget reconcil-
iation bill, those provisions do not take effect until October 2029, and could
be repealed by a future Congress and President. The Trump Administration
should use existing authority to begin implementing thisimportant program
integrity measure sooner.

The Problem:

Large levels of Medicaid improper payments

In Fiscal Year 2025, Medicaid made $37 billion in improper payments,
according to a report by the Government Accountability Office.’ At 6.1 per-
cent, the improper payment level islarge in both absolute and relative terms.
Improper payments, which include payments made in the incorrect amount
or without proper documentation, do not necessarily represent fraud, but
they indicate an inattention to detail that could make fraud more likely.

However, that official improper payment rate will likely rise in future years.
COVID-era prohibitions on removing beneficiaries from the Medicaid rolls
temporarily eliminated one of the largest sources of improper payments—
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eligibility verification errors; as eligibility verification returns, audits will
likely show higher rates of improper payments. One study in 2025 concluded
that from 2015 through 2024 Medicaid’s true improper payments totaled
nearly $1.1 trillion, or more than twice the official estimate of $543 billion,
when considering eligibility errors throughout that time span.?

Medicaid Improper Payments May Be More Than Double Official Estimates
Cumulative federal improper payments, 2015-2024

Study Estimate m

Officially Reported $543B $557 B Additional estimated

improper payments.

Source: Blase and Greszler (2025); see endnote 2.

Solution:

Require states with high improper payment rates to reimburse the
federal government for these expenses

Section 1903 of the Social Security Act provides that, “for any full fiscal
year” after Fiscal Year 1983, if any state has an erroneous excess payment
rate of greater than three percent, “then the Secretary [of Health and Human
Services] shall make no payment for such period or fiscal year with respect
to so much of such erroneous excess payments as exceeds such allowable
error rate of” three percent.®? However, this measure, while existing in law,
has been waived as a matter of course, with HHS never withholding funds
under this statutory provision.*

The 2025 budget reconciliation measure included several provisions
intended to enhance program integrity by holding states accountable for
program error rates. For instance, Section 10105 required states with high
payment error rates for the SNAP program to pay a portion of their state’s
benefit costs, beginning in Fiscal Year 2028.

Section 71106 of the reconciliation measure amended Section 1903, limiting
the Secretary’s ability to waive repayments by states when their improper
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Medicaid payments exceed three percent. The Congressional Budget Office
in its analysis of the law as enacted estimated that this provision would
reduce federal Medicaid spending by $7.5 billion over the coming decade.®

But Section 71106’s amendments to the Social Security Act will not take
effect until Fiscal Year 2030, which begins on October 1, 2029. For this
reason, the Trump Administration should use its existing authority under
Section 1903 of the Social Security Act to begin implementation sooner, end
the perpetual waivers, and enforce penalties on states with high rates of
improper payments.

Expected Benefits:

The existing federal Medicaid match rate structure dissuades states from
closely scrutinizing improper payments and fraud. The Affordable Care
Act’s expansion of Medicaid to able-bodied adults provides states with a
90% federal match; in some cases, budget gimmicks used by states to exploit
federal matching dollars mean that Washington is effectively paying the full
share of expansion costs.®

Enforcing program integrity provisions that Congress first enacted more
than four decades ago would give state Medicaid programs a stronger incen-
tive to serve as wise stewards of taxpayer dollars. In addition, using existing
authority to begin implementation now via regulations would prevent the
next Administration and Congress from nullifying its effects by repealing
Section 71106 of the 2025 reconciliation measure before it takes effect in
October 2029.
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CHAPTER 3

Executive Actions to
Strengthen Unemployment
Insurance Before the Next
Downturn

By Thomas Savidge PYi55 AMERICAN INSTITUTE

American Institute for Economic Research FOR ECONOMIC RESEARCH

Recommendation:

The President should direct the Department of Labor (DOL), working with
Treasury and the Office of Management and Budget (OMB), to establish
federal-state Ul performance agreements that strengthen front-end veri-
fication, publish comparable solvency and performance measures, require
administrative corrective action plans, and test an emergency operating
playbook. Each agreement would identify federal and state responsibilities,
performance targets, and deadlines. The initiative would operate under
existing executive and administrative authority and within available appro-
priations. The agreements would aim to prevent improper payments before
disbursement while reducing unnecessary delays for eligible workers.

Implementation Timetable:

= 90 days: Publish the legal-and-data inventory, common metrics, and
draft agreement.

= 180 days: Launch the scorecard, issue SQSP and grant guidance, and
invite all 53 UT jurisdictions to participate.

= One year: Complete the first national readiness exercise and publish
state results, remediation milestones, and federal bottlenecks.
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The Problem:

The Pandemic Exposed a Fragile Ul system

Unemployment insurance depends on adequate reserves and accurate,
timely claims administration. The pandemic exposed weaknesses in both,
as states entered the crisis with different reserves and administrative capa-
bilities while also being asked to implement newly created federal programs.
The DOL reported that only 18 states met its minimum trust-fund solvency
benchmark entering 2026, compared with 31 states immediately before the
pandemic.! State-level analysis finds that stronger pre-2020 reserves were
the most consistent predictor of later solvency; borrowing exposure was
associated with weaker outcomes, while administrative-integrity measures
were relevant but less stable.? These are descriptive associations, not proof
that any single policy caused recovery.

Unemployment Insurance Reserves Are Falling Short

Number of states meeting the minimum trust fund solvency benchmark (out of 50), 2020 vs. 2026

2026 18 states

Source: U.S. Department of Labor (2026). See endnote 1.

Program integrity became a fiscal and service-delivery crisis. GAO esti-
mated pandemic UI fraud at $100 billion to $135 billion from April 2020
through May 2023.2 An NBER study estimates that $214 billion in 2020-21
payments (24 percent of benefits) appeared anomalous or likely ineligible.*
The estimated share was about 45 percent in Pandemic Unemployment
Assistance (PUA) and 15 percent in regular UT; roughly half of anomalous
payments could have been flagged before disbursement through better data
use.’ The $214 billion figure is broader than proven fraud.

Administrative funding is also reactive: federal support rises with claims
and emergency programs, then falls when states should maintain systems
and prepare. AEI scholar Matt Weidinger cautions that more money through

15| Trust by Design



the existing allocation machinery would not necessarily improve perfor-
mance, while transferring federal unemployment tax revenue to states
would require Congressional approval.®

Recent research illustrates the tradeoffs involved in financing and ben-
efit design. A California simulation finds that expanding the taxable wage
base can improve financing and experience rating—the link between an
employer’s layoffs and its Ul taxes—but can also impose larger percentage
tax increases on employers with few layoffs unless tax rates are adjusted.”
Canadian evidence finds that the budget effect of behavioral responses is
larger for a uniform extension of benefit duration than for one targeted at
claimants with short work histories.® Neither study establishes a universal
prescription for U.S. states. Comparable measures would help assess these
choices.

The Solution:

Federal-State UI Performance Agreements

The President should direct DOL to launch a UI Performance Agreement
Initiative within 180 days. Each agreement would pair state commitments
on verification, service, remediation, and emergency testing with federal
commitments to provide lawful data access, usable tools, and technical
assistance, specifying responsible officials and deadlines for both sides.
These compacts would be administrative performance agreements, not
interstate compacts. DOL would enforce baseline federal requirements
through existing conformity and substantial-compliance procedures, while
obtaining additional commitments throughvoluntary administrative agree-
ments, technical assistance, and lawful conditions on discretionary grants.

Existing law supplies the foundation. Section 302 of the Social Security Act
authorizes state administrative payments within appropriations.® Section
303 requires methods reasonably calculated to ensure full payment when
due, permits federal reporting and verification requirements, and provides
a process for substantial noncompliance.l® Regulations already set payment
and appeals-promptness standards.'’ DOL’s State Quality Service Plan
(SQSP) process already requires corrective-action plans for specified per-
formance deficiencies.*?
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Establish risk-based front-end controls

The DOL and Treasury should make participation in the UI Integrity Data
Hub and available Do Not Pay services a core agreement term.*® States
should submit claims at least daily, use all legally available identity and
eligibility matches, and document how flags are resolved before payment.
Federal agencies should publish data uptime and response times. The DOL
should distinguish hard identity failures from indicators requiring review:
A missing wage record or out-of-state connection should not automatically
deny a claim. For certain Treasury income and asset information, Section
1137(c) requires independent verification before adverse benefit action, noti-
fication of verified findings, and an opportunity to contest them.**

Publish a single state performance and solvency scorecard

The DOL should publish a quarterly state dashboard covering payment accu-
racy and timeliness, appeals, identity-theft complaints, improper-payment
causes, claimant service, data-hub use, reserve measures, Title XII debt,
taxable wage bases, and employer contribution rates. Emergency programs
should be reported separately from regular UI. Subject to OMB approval
when required, DOL should add uniform recession stress tests and measures
of employers persistently at minimum or maximum taxrates. The dashboard
would expose financing risks without prescribing state tax or benefit policy.

Tie remediation resources to measurable milestones

The DOL should build the agreements around its existing SQSP process and
model National UI Standards.!® States with specified performance deficien-
cies would submit time-bound corrective-action plans identifying responsi-
ble officials and milestones. Public reporting should cover aggregate results
and non-sensitive progress summaries, while SQSPs and Integrity Action
Plans remain nonpublic under current DOL guidance.'® The DOL should tar-
get technical assistance and legally available discretionary grants toward
verified remediation. Low-solvency states should publish nonbinding
responses to the common stress test. The DOL should also disclose admin-
istrative funding by state and by the outcomes purchased. Because federal
law sets no mandatory reserve level, DOL could not treat failure to reach a
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particular Average High Cost Multiple as statutory noncompliance or with-
hold formula funding on that basis.

Test an emergency operating framework

The DOL should conduct annual state load tests and a national tabletop
exercise covering claims surges, cross-state fraud, vendor failure, appeals
backlogs, and implementation of benefits authorized by existing law. A com-
mon playbook should supply pre-cleared data formats, model agreements,
procurement templates, surge staffing, and rules against self-certification
when authoritative data are legally available. Separate controls for emer-
gency programs would keep states from inventing procedures after a crisis
begins.

Expected Benefits:

Performance agreements could make UI more dependable for eligible work-
ers while reducing avoidable losses. Better identity and eligibility checks
would help prevent improper payments before disbursement. Timely review
and accessible appeals would help eligible claimants correct errors and
avoid unnecessary payment delays.

Public scorecards would help states identify reserve and debt pressures
before a downturn. Emergency exercises could reveal processing and
data-sharing weaknesses while agencies still have time to correct them.
The DOL should evaluate progress against pre-implementation baselines of
payment accuracy, timeliness, and claimant service. The DOL should also
publish estimated reductions in overpayments alongside implementation
and ongoing operating costs, distinguishing savings to state trust funds
from federal budget savings. States would retain authority over their taxes
and benefit policies.

Conclusion:
Expected Benefits and Federalism
The Administrationshoulddirect DOL, Treasury,and OMBtoestablishthese

agreements through existing oversight, reporting, and technical-assistance

18| Trust by Design



authorities, within available appropriations. Implementation should comply
with Internal Revenue Code Section 6103 and other privacy restrictions
while respecting state authority over tax and benefit laws.”” Establishing
clear responsibilities and testing emergency procedures now would give
agencies a practical framework for managing the next downturn.
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CHAPTER 4

Implement Artificial
Intelligence in Safety Net
Verification to Increase
Efficiency

By David B. McGarry and Vladlena Klymova TAXPAYERS
Taxpayers Protection Alliance ALLIANCE
Recommendation:

As fraudsters increasingly exploit advanced technology to defraud federal
benefits programs, administrators should adapt fraud-detection capabili-
ties to include data analytics and other sophisticated tools that will improve
detection and prevention of waste, fraud and abuse. Administrators should
expand the use of advanced analytics, machine learning, and automated
prepayment screening across the federal safety net, thus moving away
from the ineffective, costly practices of detecting improper payments only
after funds have reached bad actors. Building on existing federal tools and
approaches demonstrated by the Centers for Medicare & Medicaid Services
(CMYS), agencies should analyze eligibility and payment data continuously to
identify suspicious patterns and act swiftly to prevent fraud schemes from
siphoning public money or scaling. These reforms could significantly reduce
losses to fraud and improve administrative efficiency, as well as help curb
identity-related abuse.

The Problem:

Outdated verification systems, reliance on self-reported information, and
underused fraud-prevention tools are among the systemic weaknesses of
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welfare programs! that contribute to multibillion-dollar losses to fraud
alone, and tens of billions of dollars in improper payments more broadly,
each year across the federal safety net.?

Moreover, fraudsters continuously adopt new technology; their tactics are
ever-evolving. Therefore, the use of technology-enabled fraud detection to
counterthemisbecomingever more urgent. The Government Accountability
Office (GAO) reports that stolen and syntheticidentities and widely available
advanced tools have left officials “one step” behind organized fraud groups,
which can use bots and artificial intelligence (AI) to file large numbers of
applications within minutes and reuse the same information across pro-
grams and states.®

Moreover, fraudulent schemes, even unassisted by sophisticated tech-
nology, can look remarkably conspicuous when uncovered later, yet often
go undetected by the conventional checks and audits already in place.
In Massachusetts, for example, a small convenience store fraudulently
redeemed nearly $7 million in the Supplemental Nutrition Assistance
Program’s (SNAP) benefits, at times processing $500,000 in a single month—
more than six times the monthly redemptions of a nearby full-service super-
market. More than 70 percent of its transactions exceeded $95, despite the
store’slimited food inventory.* Such discrepancies illustrate the kind of sus-
picious activity to which advanced automated fraud-detection systems can
alert administrators before substantial public funds are lost.

Advanced analytics and machine learning are indispensable as agencies
work to catch up with entrepreneurial bad actors. The administration should
therefore expand the use of advanced analytics and artificial intelligence
(AI)-powered fraud detection across numerous federal benefit programs,
tapping into these technologies’ extraordinary capacity to process large vol-
umes of data and recognize patterns that escape human oversight.

The Solution:
Using Shared Data for Continuous Prepayment Fraud Detection

Historically, program administrators have relied too heavily on what GAO
calls a “pay-and-chase”® model to uphold program integrity. In this model,
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the attempt is made to recover money after it has already been paid, which
is inherently “costly and ineffective.”® For example, in Medicaid, suspicious
provider payments often escape weak state controls and reach CMS at a
later date, when states submit paid-claims data.” Subsequent high-profile
fraud allegations require lengthy investigations and prosecutions. Likewise,
SNAP’s principal measurement of payment accuracy remains retrospec-
tive.® SSA upholds the program integrity of Supplemental Security Income
(SSI) with striking inefficiency: SSA’s inspector general found that the
agency “has limited access to automated real-time information” needed to
determine eligibility and payment amounts, which often reaches the agency
only “after the fact,” leaving administrators to pursue billions of dollars in
overpayments.®

Prioritizing the most cost-effective preventive controls whenever possible
is crucial to effectively police fraud and improper payments. The admin-
istration should require benefit programs, where their governing statutes
permit, to conduct a prepayment screen of transactions and continuous
automated analysis of existing and newly added eligibility and payment data
to detect suspicious and possibly fraudulent patterns promptly. That can
be best implemented by taking greater advantage of existing federal pre-
payment-verification resources and harnessing the prodigious and rapidly
evolving capabilities of AI.

Program administrators should first conduct routine checks in the status
quo—through the Treasury’s Do Not Pay system and other authoritative
sources—to confirm whether a beneficiary is alive and otherwise eligible,
whether a provider is barred from the program, whether verified wage infor-
mation conflicts with reported income, and whether a bank account belongs
to the stated payee.

In addition, agencies should, where legally permissible, deploy existing—and
investin new—statistical and machine-learning models to find patterns that
simple matches, even automated ones, cannot catch. Modern technologies
would allow administrators to compare millions of claims, benefit records,
retailers, providers, and past cases at once and spot combinations of facts
that no caseworker could readily see. Their use, however, is not at present
Very common across programs.

23 | Trust by Design



CMS is perhaps a leader integrating such tools. Its Medicare Fraud
Prevention System!® applies advanced analytics and machine learning to
Medicare fee-for-service claims on a streaming basis and can flag suspi-
cious claims before CMS pays providers. CMS is taking the same approach
with respect to Medicaid. During its first 88 days, for example, the Medicaid
Fraud War Room! used advanced analytics to identify 50 high-risk provid-
ers associated with more than $203 million in Medicaid payments subject to
federal or state action.

OpenMedicaid® is, in some respects, an even more illustrative model for
agencies to emulate, showing how modern data analysis can greatly expand
their capacity to identify potential waste, fraud, and abuse. Using the pub-
licly available Medicaid Provider Spending dataset, released earlier this
year, OpenMedicaid’s analysis applies a series of statistical tests across
227 million aggregated Medicaid billing records and supplements them
with a machine-learning model trained on the billing patterns of 514 pro-
viders appearing on the federal health-program exclusion list. The tests
ask whether a provider departs sharply from relevant peers—for example,
through extreme prices for the same billing code, sudden spending growth,
unusually high claim volume, or several such signals at once.

Some of the anomalies are telling. Mains’l Florida, Inc. received $996.8
million in Medicaid payments from 2018 through 2024, with all of its bill-
ing concentrated in just two codes and virtually all spending through one
that averaged $3,271 per claim—more than four times the national median
of $798.* Rem Missouri LLC saw annual Medicaid payments jump 804 per-
cent, from $5.3 million to $48.3 million in a single year, while one transpor-
tation service was paid at 8.6 times the national median rate.'

These patterns alone do not meet the burden of proof for fraud, but they illus-
trate how conspicuous some patterns strongly suggestive of program abuse
can be even after the underlying payments have been made—and how useful
prospective screening could be. Each OpenMedicaid flag explains why a
provider was identified and provides the risk levels. If adopted by adminis-
trative agencies, a similar approach could help reviewers prioritize the cases
warranting the closest scrutiny. Federal and state benefit administering
agencies should build or procure the same kind of tool around the fraud and
abuse patterns found in their own programs.
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The United States Department of Agriculture (USDA) has also begun
exploring the potential of tools such as advanced analytics and machine
learning, particularly to help combat identity-related fraud. In 2025, USDA
awarded grants to Arkansas and New Jersey to develop machine-learning
systems capable of detecting unusual SNAP transactions based on location
and usage patterns and alerting households to suspicious activity.’®* Once
again, the results of these grants could serve as a basis for other agencies
to develop and adopt sophisticated tools that could help detect patterns of
unauthorized benefit use and mitigate related fraud within their respective
benefit programs, protecting beneficiaries from benefits theft.

Implementation:

With the broad authority it already holds to administer federal welfare bene-
fits and ensure that administrative agencies’ internal controls and risk man-
agement are adequate,'® the executive branch should focus on expanding the
use of modern technology. The Office of Management and Budget (OMB)
should coordinate the adoption of advanced fraud-detection tools across
federal benefit programs by requiring agencies to assess their existing ana-
lytical capabilities, identify what existing automated database matches
miss, and determine how current fraud risks can be mitigated.'” OMB should
alsodirectagenciesto assess and potentially adopt and adapt the approaches
used by CMS and demonstrated by OpenMedicaid to the unique fraud risks
within their programs.

To further facilitate adoption, the General Services Administration (GSA),
working with OMB and agencies already using advanced analytics or cur-
rently developing such tools, should coordinate the exchange of workable
and transferable models and analytical methods with other agencies. Where
applicable, federal agencies should work with state administrators to pilot
program-specific analytics and other models, measure their accuracy, and
improve them using confirmed fraud cases and historical data.

Expected Benefits:

Taxpayer money never sent to fraudsters represents savings that never need
to be recovered. More extensive use of advanced analytics and machine
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learning could thus substantially reduce losses to fraud and improper pay-
ments by identifying suspicious activity typical of the highest-risk cases
promptly and directing agencies’ investigative resources toward it effec-
tively. Medicare, where technology-reliant prepayment fraud prevention
is increasingly being adopted, illustrates the potential for savings from the
same approach across benefit programs. For example, CMS reported that
advanced analytics, including AI and machine learning, had helped produce
more than $1.6 billion in payments prevented and recovered as well as pro-
jected savings involving fraudulent laboratory billing.!® Applying similar
methods across the federal safety net would also likely help to reduce the
costs of investigating fraud and bringing formal charges.
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CHAPTER 5

Modernizing the Federal
Safety Net

By David B. McGarry and Vladlena Klymova TAXPAYERS
Taxpayers Protection Alliance ALLIANCE
Recommendation:

The agencies administering the federal safety net rely on myriad siloed,
often duplicative information systems to verify eligibility and prevent
improper payments. To mitigate these problems, the administration should
expand the integration of the use of the Treasury’s Do Not Pay system as a
common verification gateway through which federally funded benefit pro-
grams automatically query authoritative eligibility and fraud-risk data, ide-
ally before both approving benefits and issuing payments. To realize the Do
Not Pay system’s full potential, the Treasury should also lead efforts to stan-
dardize the underlying eligibility data, and federal agencies should work to
integrate automated verification into federally funded state systems. Better
use of shared data would reduce improper payments, improve administra-
tive efficiency, and make eligibility verification faster and less burdensome
for legitimate beneficiaries.

The Problem:

The federal safety net stretches across more than 90 means-tested pro-
grams, spanning roughly $1.2 trillion in federal spending. According
to Matt Weidinger at the American Enterprise Institute, it now captures
“12 health, five cash, 15 food, 17 housing, 28 education and training, 16
social services, and two energy programs.” Each with its own “rules, staff,
benefit and administrative budgets, oversight and reporting requirements,”
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these welfare programs are overseen by more than a dozen federal agencies.
Beneficiaries and would-be beneficiaries often find these programs unnec-
essarily burdensome and complicated to navigate, and administrators find it
impossible to run them without significant waste, fraud, and abuse.

Our patchwork welfare system has resulted in administrative agencies oper-
ating in largely siloed systems. The patchwork was “authorized by different
federal statutes enacted at different times in response to differing circum-

stances,”?

asthe Government Accountability Office (GAO) putit. Information
aboutrecipients and providers remains dispersed among separate programs.
This not only fragments oversight of the same benefit program across differ-
ent states but may also resultin alack of administrative coordination among
different federal programs within a single state. Consequently, information
that could otherwise alert one agency to suspected fraud--e.g., a provider’s
appearance on another program’s exclusion list--may remain inaccessible
to that agency, allowing fraudulent activity to persist undetected. Moreover,
because “obtaining critical data, such as tax records to verify an applicant’s
identity or program eligibility, is time and resource intensive while also
safeguarding the data,” as the GAO explains, obtaining such data repeatedly
for different programs and by different agencies duplicates what is already
an arduous process.®

The Solution:
Building a Common Verification Gateway

The administration should, to the extent permitted by existing law, expand
the use of a common verification gateway system through which federally
funded programs can query shared eligibility and fraud-risk data before
approving eligibility, issuing payment, or investigating suspicious activ-
ity. If, for example, one program records that a provider or owner has been
excluded or otherwise questioned, that information should—where legally
permissible—be made available to other programs screening the same per-
son or entity, allowing them to detect the match—ideally before disbursing
funds, as opposed to discovering the problem only after fraud occurs.

To this end, the Do Not Pay (DNP) system* is integral. DNP is Treasury’s
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government-wide verification service for federal agencies and states admin-
istering federally funded programs. Through this platform, agencies can
check whether a prospective payee, or program beneficiary, is dead, federally
incarcerated, excluded or sanctioned, or delinquent on certain federal debts,
and whether a payment is going to be sent to a bank account that does not
belong to the payee, and more.? DNP can also help to identify duplicate appli-
cations across states and programs.® Furthermore, the DNP service can be
built directly into an agency’s own system through DNP Connect, which
enables an agency’s existing computer system to communicate directly with
DNP, submit verification requests, and receive results automatically. This
can be done through a real-time system-to-system connection that returns
individual results, or by sending many records at once’ for bulk screening.
Thus, instead of staffers manually searching the DNP Web Portal, a benefit
system could automatically query DNP when screening an applicant, pro-
vider, or payment—and do so swiftly, making thorough prepayment checks
feasible with little delay. The Treasury should thus build on the DNP sys-
tem’s existing capabilities by expanding the number of databases DNP can
query and the extent to which agencies use its verification services.

Ultimately, DNP could become for all welfare programs what the Centers
for Medicare & Medicaid Services’ (CMS) Federal Data Services Hub®
already is for Medicaid, the Children’s Health Insurance Program (CHIP),
and Affordable Care Act-related programs: a single, secure, and integrated
gateway to government databases across multiple agencies that stream-
lines eligibility verification-—and potentially even more. Operational since
October 2013, the Hub gives health-program administrators one secure
connection through which they can verify information held by the Social
Security Administration (SSA), Internal Revenue Service, U.S. Department
of Homeland Security, and other sources. CM S requires states to use the Hub
for Medicaid and CHIP eligibility checks when the needed data are available
through it,® avoiding the need for each state agency to build a separate con-
nection to each federal data source.

DNP could adopt the Hub’s model by allowing federal and state agencies to
query amuch wider range of databases—ideally all databases useful for eligi-
bility and payment verification and can legally be shared across programs—
without requiring those agencies to transfer their underlying records to the
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Treasury or grant other program administrators access to them. Instead,
DNP could send verification requests initiated by participating agencies
through DNP Connect directly to the agencies holding the relevant data.
Those agencies’ computer systems would screen their own records and
return limited responses, such as whether a provider appears on an agency’s
exclusion list or whether an applicant’s reported information matches offi-
cial records. Yes-or-no responses or simple matches would allow agencies to
retain control over their databases and limit the disclosure of sensitive data,
for the sake of privacy and where the law requires.

The Treasury has recently overcome an important hurdle toward turning
DNP into a common and integrated verification system. In October 2026, it
announced that roughly 99 percent of federal programs can now access all
DNP data sources for which they are legally authorized, up from just 4 per-
cent ayear prior.©

However, access alone does not ensure that DNP will, in fact, be incorpo-
rated into existing benefit systems or that their administrators will rou-
tinely use DNP infrastructure. Nor will the federal safety net get the most
use out of this almost-universal access if only roughly a third of more than
100 potentially useful federal databases have been incorporated into or
designated for inclusion in DNP.!* As Romina Boccia and Tyler Turman at
the Cato Institute point out, “DNP lacks access to important databases. The
system screens well for deceased enrollees, but only $1.5 billion in [fiscal
year] 2024 overpayments were death-related. Far larger drivers of overpay-
ments—income and financial data ($80.2 billion), employment status ($68.9
billion), and identity ($31.6 billion)—are not fully accounted for in DNP’s
current databases.”*? Thus, bringing additional payment-integrity data into
DNP where existing law permits and, where legal restrictions prevent trans-
ferring certain data to DNP, allowing DNP to send verification requests
directly to the agencies that hold them should become a clear and immediate
objective for the administration.
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Overpayments Linked to Missing Data

Selected causes of federal overpayments, FY 2024 - § billions

Identity verification _ $31.6B

Death records I $1.5B

Source: Boccia and Turman (2026), citing Congressional Research Service. See endnote 12.

A Prerequisite:
Standardize the Underlying Data

Poorly standardized data remain a substantial hurdle to these reforms.
Of more than 100 federal data sources available to agencies for eligibility
verification, many were built for individual programs, not for use across
government. In the nine sources GAO examined, all contained missing,
invalid, or duplicate data, and seven contained inconsistencies with other
datasets. Even basic information such as names and addresses lacks a gov-
ernment-wide standard. These differences can be remarkably mundane: one
database may record a country label as “United States,” another as “USA,”
and another as “US.” Or one may truncate a middle name that another
records in full. To a system relying on exact matches, however, the same per-
son or entity might therefore appear facially to be two different individuals.®
Inconsistency of records and poor interoperability of data hinder efficient
eligibility checks and cross-program data matching.

Implementation:

In 2026, Executive Order 14395* required each benefit agency to identify
the “transactions and processes” most susceptible to fraud and submit a
“measurable implementation plan.” The previous year, Executive Order
14243 separately required agencies to report to the Office of Management
and Budget (OMB) regulations that impede data access or sharing. As these
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orders are implemented, the Task Force to Eliminate Fraud should compile
the agency submissions into one table showing, for each high-risk process,
the data needed to check it, whether those data are available through DNP,
and, if not, what must be changed.

The Treasury, in turn, should use that table to expand and standardize
DNP, reducing barriers to using data where possible. It should rank useful
federal data sources still outside DNP and, where law permits, work first
with the agencies holding those sources on adding them to DNP or making
them available through a direct electronic query. The Treasury should also
develop common standards for data used in DNP checks. It should decide
what each data field means, how it must be written, what information must
be present, and what values are invalid. Names, addresses, Social Security
and tax-identification numbers, provider identifiers, and other information
used for matching should follow the same definitions and formats when sent
to DNP. The Task Force should then require each benefit agency to update
its implementation plan to state which DNP checks it will automate, what
changes its systems need, and a feasible launch date.

OMB should require agencies seeking federal funds for major benefit-sys-
tem upgrades to demonstrate in the IT investment information they submit
with their budget requests that the project will automate verification and
support common data standards. Federal benefit agencies should carry
these changes into state-administered programs through their authority
over federally funded state systems. For example, Medicaid rules provide a
90-percent federal match for qualifying state system development subject
to CMS approval; where legally feasible, CMS should use that process to
require DNP-compatible connections in future federally funded upgrades.

Expected Benefits:

Expanding DNP in this manner could reduce improper payments and fraud.
DNP’s track record is impressive, and its potential to yield savings indisput-
able: it has already helped prevent or recover nearly $5 billion in improper
payments and fraud in fiscal year (FY) 2025, up from more than $2 billion
in FY2024. Moreover, in September 2026, the Treasury reported that test-
ing 19 additional datasets had identified $28 billion in potential improper
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payments across the federal government. By detecting eligibility problems
and suspicious activity before funds are disbursed, and by making agencies’
investigations more effective and efficient, including by connecting fraud-
ulent activities across programs, DNP could save the federal government
billions more dollars. In addition, integrating DNP into the safety net could
lower administrative costs by eliminating duplicative verification tasks and
accelerate eligibility determinations, sparing legitimate beneficiaries the
burden of repeatedly collecting and submitting information the government
already possesses.
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CHAPTER 6

Stop Collecting Data that
Enables Racial Discrimination

John Early
Cato Institute INSTITUTE

Recommendation:

The Office of Management and Budget (OMB) and the Census Bureau should
eliminate the regulations and procedures that require racial and ethnic
categories to be applied to data collected by the federal government. OMB
should also forbid any data collection by race and ethnicity that is not explic-
itly required by statute. Classifying people by race or ethnicity is contrary
to constitutional law and underlying American values of equality. The regu-
lation and procedures to produce racial data also violate the facts of reason
and history.

The Problem:

Americahas along and painful journey from slavery and relocation of native
populationsto abolition, to Jim Crow, to the 1964 Civil Rights Act. More than
50 years of experience since that act have clearly established the principles
of no racial discrimination in both law and culture. Like all moral and legal
standards, this principle also is sometimes violated. But today the principle
is so strongly and widely held that 20% of newly married couples cross racial
lines.!

Unfortunately, one of the enablers of continuing discrimination is the fed-
eral government. Chief Justice Roberts has clearly laid out the simple prin-
ciple to eliminate this threat: “The way to stop discrimination on the basis of
race is to stop discriminating on the basis of race.”” Government collecting
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and acting on individuals’ beliefs about their race or ethnicity is inherently
antithetical to this foundational American value.

We are the country of “created equal” and “e pluribus unum.” Contrary to
these values, the Office of Management and Budget (OMB) Statistical Policy
Directive 15 (SPD 15) in 2024 that directed and enabled the Census Bureau
to create a total of 6,676 racial and ethnic classes by which people are to be
divided, separated, discriminated against, or given special favors.® When
government collects and classifies individual data by personal racial and
ethnic characteristics, it is laying the foundation for discrimination and
oppression. These threats are not hypothetical. Racial data has been used
for decades to discriminate among and harm Americans.*

OMB’s justification for the new SPD 15 tried to evade the constitutional
demand for nondiscrimination by asserting that the racial data “are not to
be used for determining the eligibility of population groups for participa-
tion in any Federal programs.”® But it also said they will be used to “allocate

»E 27

program or initiative benefits,”® “used on ..benefit applications,”” “allocate
needed resources,”® and “program administration and assessment, and
enforcement.”® When government collects, processes, analyzes, and pub-
lishes classifications by race and ethnicity, it is discriminating by race and

facilitating still more discrimination.

Within our living memory, we have seen and continue to see multiple
examples of massive racial and ethnic genocide: Jews by Nazis; Greeks,
Armenians, and Kurds by Turkey; Tutsi by Rwanda; Uyghurs and Tibetans
by China. France learned a lesson when the Vichy government used racial
records to betray French Jews. French law now forbids most government
collection of data by race. America should do no less.

Some data collection by race is also illegal under explicit statutory provi-
sions, violating 13 US Code § 221(c): “Notwithstanding any other provision
of this title, no person shall be compelled to disclose information relative
to his religious beliefs or to membership in a religious body.” Serbs, Croats,
and Bosniaks are each identified and coded differently in the Census racial
classification. Yet, before the ninth century, the ancestors of all three were
undifferentiated. Even today they speak the same language, and native
speakers typically cannot distinguish the different “native” tongue of
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their interlocutor from the broader population. Their different religions
(Orthodox Christian, Roman Catholic, Muslim) are the only differentiators.
Arace question to aperson from one of these ethnicities is equivalent to ask-
ing them to declare their religious affiliation or heritage and a violation of
the law.

Evenifitdid not fail on constitutional, legal, or ethical grounds, SPD 15 is, by
its own admission, anti-scientific, illogical, and unhistorical: “The catego-
ries in these standards are understood to be socio-political constructs and
are not an attempt to define race and ethnicity biologically or genetically.”*°

The “standards” are only the respondents’ personal opinion as to which of
the 6,676 categories their ancestors belonged to, and they can change that
opinion at any time. There is no way to validate these opinions because, by
OMDB’S own words, that is all they are—opinions. Nevertheless, there are
cases where Census has stepped in to override the respondents’ opinions
with its own opinion. Although 67% of Brazilians claim “Hispanic or Latino”
heritage, the Census Bureau reclassifies them all as “Some Other Race and/
or Ethnicity.” So, citizens of the largest country in Latin America are not
“Latino.” In fact, they are just “some other” race.

The OMB definitions of races are inherently wrong. They are of the form:
“[A race]. Individuals with origins in any of the original peoples of [a geo-
graphic area], including, for example, [some races].” OMB defines: “White.
Individuals with origins in any of the original peoples of Europe, including,
for example, English..”! The example of “English” is absurd. The word
“English” comes from the “Angles,” who with the Saxons and Jutes conquered
the island of Britannia in the fifth century following the withdrawal of Rome
after its 500-year occupation of the Celtic Britons, who in turn were one of
the Celtic tribes which had migrated there from Iberia, which is now Spain.
So, are the “original” people of the island Britannia some conquerers from
Espana, and hence Hispanics? Or are the originals the Anatolian soldiers in
the Roman army who left their genetic imprints on inhabitants of “English”
villages even to this day? Certainly, they are not the English descendants
of the Angles who didn’t even arrive before 450. How about the Vikings or
Norsemen from the ninth century or the Norman French from 1066? Not to
mention the paleolithic hunter-gatherers who were driven from the island
by thelastice age.
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Census alsolabels Turks as White, which by the OMB definition, means they
are original people of Europe. But only 15% of Turkey’s population and 3% of
its land mass are on the western (European) shore of the Bosporus. The 97%
of Turkey thatliesin Asia has greaterland mass than any European country.
Reference books, the UN, and the Turkish government itselfidentify Turkey
as primarily lying in Anatolia, Asia Minor, or Western Asia. Furthermore,
Turks are not even close to being “original” people. They conquered and set-
tled in eastern Anatolia only in the late eleventh century, coming from a part
of Central Asia area now constituting Turkmenistan. For more than 300
years they systematically annihilated, exiled, enslaved, or absorbed Greeks,
Armenians, Kurds and dozens of other ethnicities as they slowly marched
westward through Anatolia until they finally completed their conquest of
what is now Turkey with the fall of Constantinople in 1453.

And what about Spaniards? This definition makes them European and
White. But OMB has snatched them from all other Europeans and made
them “Hispanic or Latino.” Spanish is a European language of the Romance
family. Creating a separate race of “Hispanic or Latino,” makes no more
sense than creating a separate race for “Anglophones” from Great Britain,
US, Canada, Australia, New Zealand, Singapore, the Falkland Islands, and
some others.

The Census Bureaurecentlyfiled aproposed rule in the Federal Register that
would eliminate questions on race and ethnicity from the 2030 decennial
census. But this timid initial step is inadequate and even explicitly states
that the proposed rule would not preclude collection of race and ethnicity
data in other surveys conducted by the Census Bureau.'® Census and other
agencies still collect and intend to collect more data on race and ethnicity.

The Supreme Court has been making it increasingly clear that any discrim-
ination by race or ethnicity is unconstitutional.’®* Under these recent deci-
sions, any of the OMB-listed purposes would likely be unconstitutional. The
current administration has also been clear in its intention to root out gov-
ernment administrative activity based on racial discrimination, including
the perverse use of racial profiling based on disparate outcomes as a means
to implement such discrimination.
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Animmediate end to racial and ethnic discrimination in data collection like
the solution described below would proactively and rapidly advance both
judicial and executive objectives.

Expected Benefits:

The proposed fix will reverse and eliminate policies and procedures used to
generate false racial data. It will, thereby, eliminate a resource that deceives
the country about its population and facilitates racial profiling and discrim-
ination. It will restore the rule of law and aid in protecting our liberty.

Administrative Fix For Excessive Racial Data:

The obvious, necessary, and easy fix is to revise and reissue SPD 15. Revised
wording would read something like:

No agency of the federal government shall collect, process, or publish any
data related to the race or ethnicity of any individual or group of individuals,
except for data explicitly required by law, and then only to the minimum extent
necessary to comply with the law.
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CHAPTER 7

Rescind the Biden
Administration’s Rule on the
Community Eligibility Provision
for School Meal Programs

By Romina Boccia and Tyler Turman
Cato Institute INSTITUTE

Recommendation:

The National School Breakfast and Lunch Programs are meant to provide
free and reduced-price meals to low-income students. The Community
Eligibility Provision, created in 2010, allows schools to serve free meals to
all students, regardless of income, when enough students qualify through
other welfare programs. A 2023 rule lowered the qualifying threshold from
40 percent of students to 25 percent. This rule led to approximately three
million students, of whom 1.5 million would not otherwise qualify, receiving
subsidized meals in the 2025-2026 school year, while allowing primarily
Democratic states with universal free-meal programs to shift more of the
costs of those policy choices onto federal taxpayers. The Food and Nutrition
Administration should rescind the 2023 rule and restore the 40 percent
threshold, saving approximately $1 billion over the next decade.

The federal government spent approximately $25 billion! on the National
School Breakfast and Lunch Programs in fiscal year 2025. These two pro-
grams,administered bythe US Department of Agriculture (USDA), subsidize
meals?® for nearly 30 million children in more than 90,000 schools each year.
Under both programs’ eligibility rules, a child qualifies for free or reduced-
price meals if their household’s income falls within federal eligibility limits®
or if they are directly certified for free meals through participation in public

43 | Trust by Design



assistance programs like the Supplemental Nutrition Assistance Program,
Temporary Assistance for Needy Families, or, in 44 states*, Medicaid.®

The share of school-lunch-eating children who received free or reduced-
price lunches rose from 52 percent in 2016 to 69 percent in 2025. This share
rose from 93 percent to 95 percent among children in households in the low-
estincome quintile. In the highest-income quintile, however, the share more
than tripled, from 13 percent in 2016 to 42 percent in 2025. This suggests
that federally subsidized meals are increasingly reaching beyond the low-in-
come families that these programs were originally meant to serve.®

Share of school-lunch participants receiving free or reduced-price meals

Percentage of school-lunch-eating children, by household income group

All students

2016

2025 17 pp
Lowest-income quintile

2016

2025 +2pp
Highest-income quintile

2016

2025 +29pp

Source: U.S. Census Bureau, CPS ASEC (2017 and 2026); author's calculations. See endnote 6

Part of this trend can be explained by the Community Eligibility Provision”
(CEP), created in 2010, which allows qualifying schools to serve breakfast
and lunch at no charge to every enrolled student, regardless of income. This
policy, ostensibly, was meant to help combat child hunger in high-poverty
areas® while reducing administrative burden on schools. Today, CEP is
increasingly used by states that offer subsidized school meals to all students
to shift part of the cost of those programs onto federal taxpayers, who now
pay for meals that state taxpayers would otherwise fund.

Eligibility for participating in CEP depends on a school’s identified student
percentage (ISP). ISP is the share of enrolled students directly certified for
free meals because their households participate in qualifying welfare pro-
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grams. A local educational agency (LEA), usually a school district, may elect
to implement CEP for all schools that the LEA oversees, a smaller group of
schools, or a single school, provided that the school(s) met the minimum ISP
as of April 1 of the previous school year. Participating schools then serve
meals to all students at no charge for a four-year period, which districts can
renew.

The Problem:

Federal law originally required® schools to have an ISP of 40 percent or
higher to qualify for CEP. In 2023, the Food and Nutrition Service (FNS,
since renamed the Food and Nutrition Administration, or FNA) reduced the
qualifying ISP threshold to 25 percent,'® which took full effect in the 2024 -
2025 school year. Consequently, a provision originally intended for “high
poverty areas” now covers schools where only one in four enrolled students
is directly certified for free meals through a qualifying welfare program.

The 2023 rule mainly benefits the nine states with universal free school meal
programs, eight of which voted Democratic in the 2024 election. In most
states, an LEA that elects CEP for a school forgoes the payments families
would otherwise make for some students’ meals. LEAs must instead cover
the shortfall in federal reimbursement with nonfederal funds, such as'? state
andlocaltaxrevenue, so that all students receive meals at no charge. In other
words, taxpayers pay for meals that families would otherwise have helped
pay for. In states with universal free meal programs, however, all school
meals are already subsidized by state taxpayers. By enrolling in CEP, schools
in those states can draw federal taxpayer subsidies for meals that state tax-
payers would otherwise fund.

Federal taxpayers subsidize each school lunch by a fixed amount that
depends on the student’s eligibility. For the 2026-2027 school year, schools
participating in the National School Breakfast Program receive federal
subsidies worth $2.54 for a free breakfast, $2.24 for a reduced-price break-
fast, and 42 cents for a student who does not qualify and pays full price for
meals. Schools where at least 40 percent of lunches served two years earlier
were free or reduced price are designated as “severe need,” and receive an
enhanced subsidy of $3.05 for free and $2.75 for reduced-price breakfasts,
and 42 cents for non-qualifying students.’* Schools participating in the
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National School Lunch Program have a similar reimbursement structure.
For the 2026-2027 school year, federal taxpayers pay* schools $4.76 for a
free lunch, $4.36 for a reduced-price lunch, and 45 cents for a student who
does not qualify for either.’®

LEASs not participating in CEP establish each student’s eligibility for sub-
sidized breakfast and lunch, either by directly certifying students based
on their household’s participation in other welfare programs, or by approv-
ing a household application that meets the program’s statutory income
requirements. CEP schools must participate in both the School Breakfast
and National School Lunch Programs and serve both meals at no charge to
all students. CEP schools skip applications and instead receive $3.05 per
breakfast and $4.76 per lunch, for a share of school meals equal to the ISP
multiplied by 1.6, a formula'® meant to estimate the share of students who
would qualify if families applied, and 42 cents per breakfast and 45 cents per
lunch, for the rest. Schools with ISPs between 25 and 39 percent that would
not otherwise qualify as “severe need” have an added incentive to adopt CEP.
Because federal taxpayers reimburse 40 percent or more of schools’ meals at
the free rate (25 times 1.6 equals 40, the minimum threshold), these schools
are classified as “severe need” and are eligible for the enhanced federal sub-
sidy of $3.05 per free breakfast instead of $2.54.

Consider a school with an ISP of 30 percent that serves 185 breakfasts and
350 lunches a day over a 180-day school year in a state that, like Vermont,
supplements federal funding with state funding so that all students eat free
meals.’ Under the original 40 percent threshold, the school could not adopt
CEP, so federal subsidies would follow each student’s eligibility, and the
state paid the rest.’® In addition to the 30 percent of students who are directly
certified, some students qualify for free meals through household applica-
tions.? Under the 2023 rule, the school can adopt CEP and receive $3.05 per
breakfast and $4.76 per lunch for 48 percent of its meals (30 percent multi-
plied by 1.6). Federal reimbursement rises from about $197,200 to $214,700
per year while state spending falls by $16,100, shifting about $64,400 from
state to federal taxpayers over a four-year CEP cycle.?°

Several states have built their school meal programs around the goal of
adopting CEP to maximize federal breakfast and lunch subsidies while
reducing state expenditures. For example, Maine? requires schools eligible
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for CEP to enroll or forgo state meal funding and directs schools to “maxi-
mize the amount of federal reimbursement funds that the school receives.”
California, similarly, requires® eligible schools to adopt CEP or a similar
federal option, which the state assembly’s budget subcommittee described??
as away “to increase federal reimbursements.”

Approximately 4,000 of the 5,600 schools with ISPs between 25 and 39
percent that adopted CEP in 2025-2026, or 72 percent, were in the nine pri-
marily Democratic states with universal free-meal programs. Within those
states, 76 percent of eligible schools in that range adopted CEP. In all other
states, only 15 percent did.?*

The number of CEP schoolsrose from 14,184 in 2014-2015, the firstyear CEP
was available nationwide, to 40,235 in 2022-2023, the last full school year
before the rule took effect. Since then, the number has increased to 55,362
schools serving 27.6 million students® in 2025-2026. The rule also led to an
additional three million students, of whom approximately 1.5 million would
not have qualified under the pre-2023 CEP threshold, to receive subsidized
breakfasts and lunches paid, in part, by federal taxpayers in the 2025-2026
school year.?¢

The Solution:

As Cato Institute scholar Chris Edwards has noted,?” “the CEP process has
opened the door to millions of children from middle- and higher-income
households receiving free meals at taxpayer expense.”

The 2023 CEP expansion further exacerbates this trend and undermines the
school food programs’ focus on targeting meal subsidies to low-income stu-
dents by having taxpayers pay for subsidized meals to students who would
not otherwise qualify. To address this and restrict states’ ability to offload
the cost of state-funded school meal programs onto federal taxpayers, FNA
should restore the CEP eligibility threshold to 40 percent, the maximum
ISP permitted by federal statute. FNA can do this by rescinding the agency’s
prior 2023 amendment to Title 7 of the Code of Federal Regulations (CFR) §
245.9(f), which reduced the threshold to 25 percent.?®

To improve transparency between the federal government and taxpayers,
FNA should also publish an estimate of the cost of the 2023 rule to federal
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taxpayers. When FNS issued the rule, the Office of Management and Budget
classified the change?®® as not significant, and USDA did not estimate the
change’s effect on federal reimbursements. As part of the reversal, FNA
should provide a comprehensive report on how many schools below the 40
percent threshold use CEP, how much federal reimbursement those schools
receive, and how much restoring the pre-2023 CEP eligibility threshold
would save federal taxpayers by reducing school meal program spending.

Expected Benefits:

Restoring the original 40 percent threshold for CEP would save federal
taxpayers approximately $1 billion in reduced breakfast and lunch subsi-
dies over the next decade.?® Ending the de facto enhanced federal subsidy
for universal-meal programs created by the 2023 rule would also weaken
incentives for other states to adopt costly universal school meal programs,
with the expectation that federal reimbursements will cover much of the
associated costs.

In schools that leave CEP, federal reimbursement would again follow each
student’s eligibility. Children from families who are directly certified
through enrollment in other welfare programs would still receive fully sub-
sidized meals. Other eligible families in those schools could still apply for
benefits individually, as is standard in most other federal welfare programs.

If federal taxpayers are going to subsidize students’ meals, those subsidies
should reach low-income families who would otherwise likely be unable to
pay for their children’s school meals. States that want to provide free meals
to all students, regardless of family income, could still do so, but state tax-
payers, not federal taxpayers, should bear the cost of that policy choice.

The 2023 rule compromised on this principle by letting schools with ISPs as
low as 25 percent receive federal reimbursement at the free-meal rate for a
formula-determined share of lunches, which allowed states that fund universal
meals to shift more of that cost onto federal taxpayers. By rescinding the
rule, FNA would help tie federal reimbursement in those schools back to
individual students’ eligibility, help ensure federal subsidies are targeted to
low-income students, and strengthen financial responsibility for states that
choose to run universal meal programs.
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CHAPTER 8

Replace the Incorrect Census
Bureau Measures of Income
Inequality and Poverty

By John Early
Cato Institute INSTITUTE

Recommendation:

The official measures of income inequality and poverty are seriously flawed,
overstating poverty by about a factor of ten and income inequality by a factor
of four. These flaws can be fixed by revising an OMB directive and related
Census Bureau procedures to account for income that Census ignores,
adjusting income for taxes, and using more accurate Consumer Price
Indexes.

The Problem:

The official poverty rate is not defined by statute. There is general guidance
on its calculation in OMB Statistical Policy Directive 14 (SPD 14),' but much
of the effective definition has been decided by Census Bureau staff. The
result has been an overstatement of poverty because it fails to count 88% of
the government welfare payments that poor families receive as income. It
also fails to reduce income by taxes taken by government. And it calculates
the poverty thresholds that identify the income levels below which pov-
erty exists using an outdated Consumer Price Index that overstates price
increases and, thereby, overstates the current income levels used to deter-
mine poverty.
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The Census Bureau’s official poverty incidence for 2025 is 10.2% of the pop-
ulation.? At least four rigorous studies using a variety of different methods
have shown that the official poverty measure should be in the neighborhood
of 1%, about one-tenth of the official number.®? The same data set is used to
support the claim that income inequality is high and rising, with the top
quintile of household income being 16.7 times higher than the bottom quin-
tile. But if transfer payments and taxes are treated correctly, the difference
isonly 4.0 times as large.*

Poverty and Income Inequality: Official vs. Adjusted Measures

Poverty Rate

Research estimate - ~1%

Income Inequality: Top vs. Bottom Income Quintiles

Source: U.S. Census Bureau; Gramm et al.; see endnotes 2-4.

The exaggerated poverty level and overstated income inequality have been
excuses for greatly increasing government spending that goes far beyond
what is needed to eliminate poverty. In 2024, $240 billion would have been
enough to lift every poor family out of poverty, even by the overstated offi-
cial measure. An additional $322 billion might be justified to phase-out
payments to poor and near-poor families to avoid benefit cliffs that create
disincentives for working.

The federal government alone spent $1.437 trillion in means-tested transfer
payments putatively to fight poverty. But only 12% of these payments that
went to poor families were counted by Census as income for the families.
The misleadingly high official poverty rate and measures of inequality have
been used as an excuse to justify giving the additional $909 billion to fami-
lies with incomes more than twice the official poverty rate and raising the
actual income of low-income families to middle-class levels without anyone
in the family working a single day.
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Expected Benefits:

More accurate measures of household income and poverty will clarify that
asanationwe are overspending substantially on giving money to households
that choose not to work. Better measures will clarify the need to spend far
less money to fund high-cost government transfer programs.

Today, federal government means-tested transfer payments per poor person
adjusted for inflation are more than 15 times larger than when the War on
Poverty began, creating an average offer of more than $65,000 per annum
in government funds to households where prime work-age adults chose not
to work. More than 64% of prime work-age adults in the bottom quintile of
household income accepted the government’s increased offer. As a result,
the percentage of prime work-age adults in the bottom income quintile who
worked even just a single day in the last year has fallen by three-quarters,
from 47% in 1967 to0 11.2% in 2025.

Today, the federal government spends nearly $1 trillion beyond what is nec-
essary for lifting families out of poverty with benefits that slowly phase out
at twice the official poverty level. This excess spending creates multiple del-
eterious effects, including (1) lost production from people who chose idleness
over productivity, (2) lost upward mobility for those who choose idleness, (3)
lost well-being for everyone from slower growth, and (4) higher inflation
from the flood of government bonds that expand the money supply to fund
the deficit, more than half of which is caused by these excessive transfer
payments.

Under the current regime, we are pumping a trillion dollars each year into
households that are classified as poor only because we measure them wrong
and, as a result, incentivize them to withdraw from the workforce. The 1%
who remain poor are poor not because they lack money but because they lack
the capability to care for themselves; the shortage of money is a symptom,
not the cause. The 1% need small, focused programs available from local
charitable groups, not large, ponderous, bureaucracies with incentives to
perpetuate and enrich themselves.
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Administrative Fix Outline for The Overstated
Measures of Poverty and Inequality:

A revised and strengthened SPD 14 accompanied by strong executive
direction at the Census Bureau can fix the misleading and overstated mea-
surement of poverty and income inequality. The spending on government
transfer payments to households is mostly created by statute. The measure-
ment problem, however, was created administratively, so an administrative
fix is appropriate, although legislation would make the fix more enduring.

To ensure complete and accurate replacement of the current erroneous mea-
sures of poverty and income inequality, the revised or replacement SPD 14
will require considerable technical detail, which is available in the appendix
of this handbook. The principal features of this directive are:

01. Replace the old CPI-U with the improved and less biased Chained
Consumer Price Index for All Urban Consumers to adjust poverty
thresholds for inflation.

02. Update earned income to include employer-paid benefits such as health

insurance.

03. Include all saving and investment income such as annuities and retire-
ment plans.

04. Include private transfers from charitable organizations, family, etc. as

income.
05. Add all federal, state, and local government transfer payments to
income, including food stamps, Medicaid, refundable tax credits, and

public housing that have been excluded previously.

06. Subtractall federal, state, and local taxes from income.
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CHAPTER 9

How HHS Could Deter
Welfare Payments to
Households Headed by
lllegal Aliens

By Matt Weidinger -l

American Enterprise Institute ,&

Recommendation:

As part of its efforts to improve program integrity and direct more federal
benefits to deserving Americans, the Trump administration has focused
on ending costly spending! and welfare benefit payments? to illegal aliens.
That focus is consistent with the longstanding intent of US immigration
law, including the immigration enforcement provisions of the 1996 welfare
reform law, which stated that “[i]t is a compelling government interest to
remove the incentive for illegal immigration provided by the availability of

»3

public benefits.

Despite that intent, the Temporary Assistance for Needy Families (TANF)
program for decades has provided welfare checks to households headed by
illegal alien adults. That pattern of benefit collection is not unique to the
TANF program*and is especially common in California.’

To rectify this problem, the Department of Health and Human Services
(HHS) should clarify that state TANF agencies must report to federal offi-
cials on illegal alien members of TANF households, and especially house-
hold heads receiving TANF checks. This clarifies current data reporting
requirements and is likely to better prevent illegal aliens from accessing
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major federal public benefits. States that fail to provide the required infor-
mation would experience a four percent reduction in their annual TANF
block grant, also consistent with current law.

The Problem:

TANF is a major means-tested benefit program that was created in the
1996 welfare reform law as a replacement for the former Aid to Families
with Dependent Children program.® TANF provides more than $16 billion
in annual federal block grants to states to support welfare checks and other
types of aid to low-income families with children. Since its creation, TANF’s
results include remarkable declines in welfare dependence and poverty
alongside significant increases in work and earnings among low-income
single parents most likely to depend on welfare.”

States have broad flexibility in using federal TANTF funds to provide assis-
tance to needy families, including determining who is eligible, what assis-
tance is provided, and what conditions apply to benefit recipients. Over
time, a growing share of TANF assistance has been in the form of monthly
“child-only” benefit checks, for which one or more children is eligible but
not an adult. In many cases, the households in question are headed by illegal
alien adults, who receive benefit checks on behalf of their typically US-born
citizen child or children.

Thatprovision of benefits toillegal alien adults violates the intent of national
immigration law. Title IV of the 1996 welfare reform law stated that “It con-
tinues to be the immigration policy of the United States that...aliens within
the Nation’s borders not depend on public resources to meet their needs” and
that “the availability of public benefits not constitute an incentive for immi-
gration to the United States.” Specifically regarding illegal aliens, the law
added that “It is a compelling government interest to remove the incentive
for illegal immigration provided by the availability of public benefits.”®

Despite that intent, HHS data indicate that in 2024 over 85,000 TANF
recipient families nationwide were headed by adults who were personally
ineligible for assistance due to their alien status (which includes, but is not
limited to, illegal alien parents). California leads the nation with almost
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60,000 households in this category, or about 70 percent of the national total.’
These cases constitute over 20 percent of California’s entire TANF caseload.
The next closest state was New York, with approximately 7,000 child-only
cases headed by an adult ineligible due to his or her alien status. Nationwide,
TANTF cash assistance paid to households headed by one or more adults inel-
igible due to alien status totaled $759 million in 2024, or an annual average
of $8,904 per such household. Households often receive additional benefits
from other programs, including the Supplemental Nutrition Assistance
Program (SNAP, formerly called food stamps) and Medicaid.*

California Accounts for 70% of TANF Households with Immigration-Ineligible Adults
Share of U.S. TANF households with adults personally ineligible for assistance due to their alien status, FY2024.

@® califorina
59,622 households (70%)

U.S. total
85,041

households

@ Allother states
25,419 households (30%)

Source: U.S. Department of Health and Human Services (2026). See endnote 9

Beyond the significant number of such cases and their large cost for taxpay-
ers, two important policy concerns proceed from the fact that TANF pays
welfare checks to households headed by illegal alien parents.

First, despite receiving the TANF payment for eligible children in the house-
hold, the ineligible parent is not considered “on” TANF. As a result, work
requirements that otherwise apply to citizen or qualified alien parents do
not apply to illegal alien adults in these cases. That contributes to the fact
that TANF includes a greater percentage of nonworking recipients (46 per-
centin 2023) than SNAP (41 percent), whose work requirements the One Big
Beautiful Bill Act strengthened."*

Second, the payment of child-only TANF benefits to households headed by
illegal alien adults undermines other policies meant to reduce dependence
on welfare checks. The five-year lifetime limit that otherwise applies to
adults collecting federal TANF assistance does not apply in child-only
cases.’* HHS data show that almost half of families on TANF in 2024 were
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exempt from the five-year limit—most often because the adult head was pro-
vided child-only benefits.*®

That reflects how, even as the TANF caseload has declined sharply, a sig-
nificant share of remaining cases is exempt from TANTF policies designed
to limit dependence, including work requirements and time limits.** That
dynamic has had predictable effects. While it did not break out benefit dura-
tion by type of household head, a 2024 report from the Chapin Hall Center at
the University of Chicago found that “TANF cases with only child recipients
have longer periods of TANF participation compared to TANF cases with
adult recipients.”*®

The Solution:

The Trump administration in a February 2025 presidential action titled
“Ending Taxpayer Subsidization of Open Borders” spelled out its goal to
“ensure, to the maximum extent permitted by law, that no taxpayer-funded
benefits go to unqualified aliens.”'® That action noted that the payment of
welfare benefits to illegal alien adults was “acting as a magnet and fueling
illegal immigration to the United States,”’” undermining the intent of the
1996 welfare reform law to “remove the incentive for illegal immigration
provided by the availability of public benefits.”*® Consistent with that inter-
est, the presidential action called on executive branch agencies to identify
federally funded programs that “permit illegal aliens to obtain any cash
or non-cash public benefit” and “take all appropriate actions to align such
programs with the purposes of this order,” which include ensuring that pro-
grams “do not, by design or effect, facilitate the subsidization or promotion
ofillegal immigration.”®

One action HHS might take is anticipated in their June 2026 issue brief on
“The Prevalence of TANF Child-Only Cases Involving Immigration-Status-
Ineligible Parents.” In that brief, HHS admitted that current reporting is
insufficient to identify whether parents receiving TANF child-only benefits
are ineligible due specifically to their status as illegal aliens:

The excluded-parent population therefore can include both non-qualified
aliens, including illegal aliens, and some qualified aliens who are still barred
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from federally funded assistance. ACF’s reporting can distinguish citizens,
qualified aliens, non-qualified aliens, and unknown status, but it does not
identify illegal aliens as a separate reportable category. It therefore cannot
show exactly how many excluded parents are illegal aliens specifically.?°

This uncertainty violates the intent of longstanding reporting requirements
for households receiving TANF assistance. As part of the new TANF pro-
gram created in 1996, section 411 of the Social Security Act provides that
states mustreportto the Secretary of HHS the citizenship status of all mem-
bers of households collecting TANTF assistance, including illegal alien par-
ents whoreceive TANF checks. Specifically, states must collect on amonthly
basis, and report to the Secretary on a quarterly basis, disaggregated case
record information on “families receiving assistance,” including specifically
on the “citizenship of the members of the family.”?* Section 409(a)(2) of the
Social Security Act, also created in the 1996 law, provides that if a state fails
to provide the required report, the Secretary “shall reduce” the state’s block
grant for the succeeding fiscal year by 4 percent.??

As the June 2026 HHS issue brief indicates, current state reporting is
insufficient to identify illegal alien parents, as distinct from other ineligible
adults, in households receiving TANF assistance—even when illegal alien
parents receive the TANF check for the household.?

At a minimum, and in keeping with current Section 411 reporting require-
ments, HHS should require states (1) to determine the reason why all adults
in child-only recipient households are ineligible for TANF assistance,
including specifically whether due to an adult being illegally present, and (2)
to share that information with HHS and other federal officials.

By failing to satisfy the statutory requirements, current policy permits
states to effectively look the other way on collecting and reporting this key
data, which in turn facilitates the “availability of public benefits” for illegal
aliens that the 1996 welfare reform law sought to prevent and the adminis-
tration rightly opposes.

States that fail to satisfy this reporting requirement would be subject to the
four percent reduction in their annual federal TANF block grant payments
that applies under current law. If California failed this reporting require-
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ment, the four percent penalty would mean an annual reduction in federal
funding of about $150 million.?* That penalty would be less than California’s
majority share of the $759 million currently paid nationwide to child-only
households receiving TANF assistance in which an adult is ineligible due to
alienage, but it would result in at least some savings for federal taxpayers.
Other measures should follow if states repeatedly fail to comply.

Expected Benefits:

If faithfully implemented by states, this change would at a minimum result
in greater transparency in the number of households headed specifically by
illegal aliens who receive TANF welfare checks. It is reasonable to expect
that it also would reduce the number of such households, as the new require-
ment to identify illegal alien adults would likely cause some families headed
by such adults to forgo applying for TANF benefits. Other families might
seek out different adults to claim benefits.

This change would likely focus more TANF assistance on households that
include only US citizens and eligible noncitizens—instead of “mixed sta-
tus” households with illegal alien adults, including those who today receive
TANF checks. As the Trump administration’s February 2025 presidential
action summarizes, that change would better “protect benefits for American
citizens in need, including individuals with disabilities and veterans.”?> And
itwould be consistent with thelongstanding intent of US immigration policy
to end the availability of public benefits for illegal aliens.

States that fail to comply would lose federal funds, resulting in savings for
federal taxpayers and prompting further attention and federal action in
those states.

Other benefits include more equity among TANF-receiving households
when it comes to the application of work requirements and time limits.
Under current law, tens of thousands of households headed by illegal aliens
are not subject to those restrictions, while households headed by citizen or
eligible non-citizen adults are.

If faithfully implemented by states, the changes could result in some citizen
children no longer receiving TANF benefits. That result would be down-
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stream of the fact that their parents are among millions of adults who have
illegally entered the United States and often stayed here for many years.
Complicated related legal issues, including whether to confer birthright citi-
zenship in such cases, extend well beyond the scope of welfare policy. But fed-
eral policymakers can and should effectively enforce the longstanding intent
of immigration law to prevent the payment of welfare benefits to illegal alien
adults, which TANF and other programs currently allow. Additional options
may be available in some cases, such as identifying citizen or legally-present
adults, known asrepresentative payees in other programs,?*¢to dispense ben-
efits for such citizen children.
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APPENDIXTO

Replace the Incorrect Census
Bureau Measures of Income
Inequality and Poverty

By John Early
Cato Institute INSTITUTE

Full Administrative Fix for The Misleading Measures
of Poverty and Inequality

A revised and strengthened SPD 14 accompanied by strong executive
direction at the Census Bureau can fix the misleading and overstated mea-
surement of poverty and income inequality. The spending on government
transfer payments to households is mostly created by statute. The measure-
ment problem, however, was created administratively, so an administrative
fix is appropriate, although legislation would make the fix more enduring.

An OMB SPD replacing or modifying SPD 14 should include the following
provisions.

01. The Census Bureau shall calculate the number of people, families, and
households in poverty each year by comparing the family or household
income with the poverty threshold that is appropriate for its size and
composition from among the existing 48 poverty thresholds.

a. The 1963 original poverty thresholds will be adjusted for price
change from the year 1963 to the reference year for the income.

i.  From the year 1963 to 2000, the adjustment shall be made
using the Personal Consumption Expenditures Price Index
(PCEPI) prepared by the Bureau of Economic Analysis, U.S.
Department of Commerce.!
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From the year 2000 to the reference year, the adjustment
shall be made using the Chained Consumer Price Index for All
Urban Consumers (C-CPI-U)? prepared by the Bureau of Labor
Statistics, U.S. Department of Labor.

02. The income used to determine whether a family is in poverty or not

shall consist of the following components.

a. Earnedincome,including:

Wages and salaries, including all bonuses, premium pay, incen-
tive pay or any other payment to workers by their employers.
Self-employment income, including farm income from
self-employment.

Employer-paid benefits, including the following:

Employer contributions to any payroll taxes from any govern-
ment entity including, but notlimited to, Old Age and Survivors
Insurance, Disability Insurance, Medicare, unemployment
insurance, worker compensation, paid leave taxes.

Employer contributions to health insurance, life insurance,
disability insurance, private unemployment insurance, private
worker compensation for injury, long-term care insurance, or
any other insurance.

Employer contributions to Health Savings Account, Health
Reimbursement Arrangement, or any other account from which
an employee may draw money or charge personal expenses.

Employer contributions to defined-contribution retirement
plans or disability plans.

Benefits paid during retirement including, but not limited to,
pensions, healthcare coverage, survivor benefits, or other bene-
fits, to be counted at the time the benefit is received.

Any veterans’ benefits paid either during workinglife or during
retirement.

In-kind compensation such as cost-free or reduced-cost lodg-
ing or meals, except for items required by the employer such as
uniforms, personal protective equipment. Also excluded are
employer payments or reimbursement for lodging, meals, and
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iv.

6.

AN

travel expenses away from home to perform work. In-kind com-
pensation is to be valued at employer cost.

Income from saving and investment
Interest

Dividends

Rents, royalties, estates, and trusts
Realized capital gains

Returns on annuities

Retirement plan distributions not captured in other categories

b. Private transfer payments are counted as income

3.
4.
5.

Private transfer payments are money, services, goods, account
credits, or any other financial item or item of value received
by the household. They include, but are not limited to, the
following:

Money and benefits from community, religious, or other chari-
table organizations.

Support or reduced fees from private educational institutions
from their own resources, not the government.

Child support.
Alimony.

Financial or physical support from family or friends.

c. Government Transfer Payments are counted as income

Government transfer payments are any money, goods, services,
ordiscounts provided toindividuals, families, or households by
or at the direction of federal, state, local, or other government
entities, including agencies and agents thereof, or by private
entities at the direction of any government entity.

They are not payments for services performed as an employee
or payments that are provided equally to all legal residents of
the United States without any conditions or restrictions.

Transfers include both “attributable” (i.e. a specific dollar
amount is associated to a named individual, family, or house-
hold) and “unattributable” (i.e. although beneficiaries are often
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listed as recipients of a government program, the varying dollar
amounts are not—for example, support from the Legal Services
Corporation.)

Federal government transfer payments that deliver more than
$100 million in annual benefits include, but are not limited to,
all the following:

No gk~ wDbd-=

10.

1.

12.

Unemployment insurance compensation

Workers’ compensation

Old Age and Survivors’ Insurance benefits
Disability Insurance benefits

Supplemental Security Insurance benefits

Benefits under the Railroad Retirement Act of 1974

Any other disability benefits paid by government, except
those provided to government employees as part of their
compensation

Medicare benefits under all parts of the Medicare program

a. Including any reductions in premiums or reductions in
cost sharing such as deductibles, copayments, coinsur-
ance, or any other reimbursements or credits.

All refundable tax credits from any governmental unit, which
are payments to an individual, family, or household, including:

Earned Income Tax Credit
b. Any Child Tax Credit

c. Therefundable portion of the American Opportunity Tax
Credit under section 25A of the Internal Revenue Code.

d. Any other payment to an individual, family, or household
as the result of such tax credit exceeding the tax other-

wise owed.

Benefit payments under the Temporary Assistance for Needy
Families program, including both the cash payments and the
free services delivered for training and employment.

Benefits for health care under the Medicaid program

Benefits from State Child Health Insurance Program
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13.
14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

Benefits from the Indian health program.

Premium tax credits for purchasing marketplace health plans
under section 36B of the Internal Revenue Code.

Any reductions in cost sharing payments under section 1402
of the Patient Protection and Affordable Care Act.

Any other payment or credit that an individual receives from a
government unit that reduces the medical insurance premium
or cost sharing.

Benefitsreceived under the Supplemental Nutrition Assistance
Program (SNAP) or any other similar program, including
employment and training services.

Free or reduced price meals at school, summer programs, or
other governmentally funded programs.

Benefits and services received under the Women, Infants and
Children (WIC) Nutrition Program.

Any meals or food provided to children or adults under the
National School Lunch Act or similar program.

Rental assistance under section 8 of the United States Housing
Act of 1937 (42 U.S.C. 1437f), including both housing choice
vouchers and project-based rental assistance.

Any public housing

Assistance provided by the Rural Housing Service of the
Department of Agriculture, including rental assistance.

Assistance (including services) under the Low-Income Home
Energy Assistance Program, established under the Low-

Income Home Energy Assistance Act.

Federal Pell Grants or similar grants from other government
units.

Student loans subsidies from Federal, state, or local govern-
ments, calculated as the difference in the annual payments
actually made and the payments under market interest rates

and market conditions at the time of the loan.

The forgiven amount of any student loan balance.
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28.
29.

30.
31.
32.
33.
34.
35.

36.
37.
38.
39.
40.
41.
42.

43.
44.

45.
46.
47.
48.
49.

50.
51.

Transitional Cash for Refugees

Voluntary Medicare Prescription Drug Benefit—Low-Income
Subsidy

Family Planning services, medications, and other goods.
Consolidated Health Centers

Transitional Medical Services for Refugees

Ryan White HIV/AIDS Program

Breast/Cervical Cancer Early Detection

Services and support from Maternal and Child Health Block
Grant

Commodity Supplemental Food Program

The Emergency Food Assistance Program (TEFAP)
Nutrition Program for the Elderly

Indian Education

Adult Basic Education Grants to States

Federal Supplemental Educational Opportunity Grant

Benefits from Education for the Disadvantaged—Grants to

Local Educational Agencies
Title I Migrant Education Program

Higher Education—Institutional Aid and Developing
Institutions

Federal Work-Study

Benefits from Federal TRIO Programs for advanced education
Education for Homeless Children and Youth

21st Century Community Learning Centers

Gaining Early Awareness and Readiness for Undergraduate

Programs
Reading First and Early Reading First

Rural Education Achievement Program
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52.
53.
54.
55.
56.

57.
58.
59.
60.
61.
62.
63.
64.
65.

66.
67.
68.

69.
70.
71.
72.
73.
74.
75.
76.
77.

Mathematics and Science Partnerships

Improving Teacher Quality State Grants

Academic Competitiveness and Smart Grant Program
Water and Waste Disposal for Rural Communities

Benefits funded by Public Works and Economic Development
grants

Supportive Housing for the Elderly

Supportive Housing for Persons with Disabilities
Community Development Block Grants

Homeless Assistance Grants

Home Investment Partnerships Program (HOME)
Housing Opportunities for Persons with AIDS (HOPWA)
Benefits funded by Indian Housing Block Grants

Benefits funded from Neighborhood Stabilization Program

Benefits funded by Grants to States for Low-Income Housing in

Lieu of Low-Income Housing Credit Allocations
Tax Credit Assistance Program
Indian Human Services

Older Americans Act Grants for Supportive Services and

Senior Centers

Older Americans Act Family Caregiver Program

Child Support Enforcement

Community Services Block Grant

Child Care and Development Fund

Head Start

Developmental Disabilities Support and Advocacy Grants
Foster Care

Adoption Assistance

Social Services Block Grant
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78.
79.
80.
81.
82.
83.
84.
85.

86.
87.
88.
89.

90.
91.
92.
93.
94.
95.
96.
97.
98.
99.

Chafee Foster Care Independence Program
Emergency Food and Shelter Program

Legal Services Corporation

Community Service Employment for Older Americans
Workforce Investment Act (WIA) Adult Activities
Workforce Investment Act (WIA) Youth Activities
Social Services and Targeted Assistance for Refugees

Temporary Assistance for Needy Families (TANF) (employ-

ment and training)

Foster Grandparents

Job Corps

Weatherization Assistance Program

Federal Communication Commission Lifeline (free telephones
and services)

Federal Fellowship Grants

Bureau of Indian Affairs Benefits

Federal Education Exchange Benefits

Compensation for Survivors of Public Safety Officers
Compensation of Victims of Crime

Pension Guarantee Benefits

Disaster Relief Benefits

Radiation Exposure Compensation

Paid leave benefits from states, for example Connecticut

Any other benefit in money, credit, good, or service paid by
federal, state, and local governments and not paid to all legal
residents.

In addition to the programs listed in ii above, also any federal
transfer payments from programs with less than $100 million,
any new programs funded, and all similar state and locally

funded transfer payments.
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iv.

The values for transfer payment shall reflect their full eco-
nomic value using the following guidelines:
Benefits paid in money amounts by currency, check, bank
direct deposit, debit card, or another financial instrument shall

be valued at their dollar amount.

Benefits such as some housing benefits and home energy bene-
fits that pay some or all of a beneficiary’s bill shall be valued at

the amount actually paid to the vendor.

Benefits that provide goods or services from a vendor such as
Lifeline phone service, some rent-subsidy programs, or food
commodity programs shall be valued at the price paid to the

vendor.

Benefits such as Medicare, Medicaid, and similar programs
that pay the beneficiary’s bills for uncertain events shall be
valued at the actuarial cost of the benefit across the beneficiary

population.

Benefits provided directly by the government such as public
housing shall be valued at the market price for similar items in
the relevant market. Where that may not be practical or rele-
vant, such as in public clinics, they shall be valued at the full

cost of delivery.

d. All taxes by federal, state, and local governments are subtracted
from income, including but not limited to:

iv.
V.

vi.

vii.

Personal income taxes

Payroll taxes such as Social Security, Medicare, paid leave
(some states like Connecticut)

Excise taxes

Customs and duties

Gift and estate taxes

Taxes on financial transactions

Sales taxes

viii. Real estate and personal property taxes

74| Trust by Design



03.

04.

05.

ix. Income-Related Monthly Adjustment Amount IRMAA) fees
for Medicare

The Current Population Survey Annual Social and Economic
Supplement shall continue to be the foundational source for the esti-
mates, but it will be expanded to collect the additional datato the extent
possible. Other data sources will also be used to obtain data as needed
from other Census Bureau data sets, the Internal Revenue Service,
Bureau of Labor Statistics, Bureau of Economic Analysis, agencies
administering federal, state, and local transfer payments, and such
other reliable sources as needed.

Where possible, the aggregate totals for the components of the income
measures shall be benchmarked and adjusted to reliable economic
sources. These adjustments shall be made at the micro response level
for both missing data and misreported data.

The improved income, income components, and poverty measures
shall replace the current income and poverty measures as official and
as contents for the primary Census Bureau publications.

a. The estimates using the current methods may continue so long as
they are clearly labeled as “old method” or some similar designation
and they do not hinder production of the improved measures.

b. The Supplementary Poverty Measure (SPM) and other unofficial
measures may continue to be calculated and released, but such work
must not prevent full compliance with the requirements stated
herein. If published, the SPM and other unofficial index must be
clearlylabeled as “experimental” and not released in the same docu-
ments or on the same day as the official measures.
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Endnotes

1 https://www.bea.gov/data/personal-consumption-expenditures-price-index.

2 https://www.bls.gov/cpi/additional-resources/chained-cpi.htm. Gramm et al., p. 85-98.
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