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Analysis Of Four States’ Administration
Of The AFDC Program: Management
Improving But More Needs To Be Done

Ilinois, Massachusetts, and New York do not
have management systems to produce appro-
priate cost and performance data to establish
budgetary performance goals, maximize use
of resources, and measure the cost effective-
ness of day-to-day operations of the Aid to
Families with Dependent Children program.
The Department of Health and Human Serv-
ices has not required States to develop this
necessary information, and because of differ-
ences in State management practices, it has no
assurance that it is only sharing the cost of
efficient program management.

GAQ recommends the development and use
of administrative efficiency goals and the im-
plementation of better management controls
to improve the efficiency and cost effectiveness
of program operations.
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Request for copies of GAO reports should be
sent to:

U.S. General Accounting Office

Document Handling and Information
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P.O. Box 6015

Gaithersburg, Md. 20760

Telephone (202) 275-6241

The first five copies of individual reports are
free >f charge. Additional copies of bound
audit reports are $3.25 each. Additional
copies of unbound report (i.e., letter reports)
and most other publications are $1.00 each.
There will be a 25% discount on all orders for
100 or more copies mailed to a single address.
Sales orders must be prepaid on a cash, check,
| or money order basis. Check should be made
- out to the “Superintendent of Documents”.




COMPTRbLtER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548

B-197953

The Honorable Charles B. Rangel
Chairman, Subcommittee on Oversight
Committee on Ways and Means

House of Representatives

Dear Mr. Chairman:

This is the second of two reports issued as a result of our
analysis of the Aid to Families with Dependent Children (AFDC)
program management in California, Illinois, Massachusetts, and
New York, made in response to your Subcommittee's July 16, 1979,
request. The first report (HRD-81-51, May 18, 1981) dealt with
Federal actions needed to improve the accuracy of AFDC adminis-
trative cost allocation and to improve Federal oversight of State
cost~allocation plans. This report deals with the actions needed
to improve the cost effectiveness of State and local administration
of the AFDC program through (1) the use of administrative efficiency
standards and State administrative cost budgets, (2) regulations
identifying particular management concepts to be included in State
plans, and (3) technical assistance to Illinois, Massachusetts, and
New York to help them better manage their programs.

This report also points out that, because of the significant
organizational and procedural differences among these States, we
did not attempt to directly compare the results of their operations
in terms of administrative cost per case and error rates. Rather,
we reviewed each State's operation in terms of its own management
methods with the view toward ascertaining where in their adminis-
trative processes improvements were needed to achieve the goals
of efficiency and effectiveness.

We asked the Department of Health and Human Services and the
four States to comment officially on a draft of this report. Their
comments, except for Massachusetts which did not respond, are in-
cluded in the report.

As you directed, we will distribute this report after 7 days
from its issue date. At that time, we will send copies to in-
terested parties and make copies available to others upon request.

Sincerely yours,

Comptrcller General
of the United States







COMPTROLLER GENERAL'S REPORT ANALYSIS OF FOUR STATES'

TO THE CHAIRMAN, SUBC@MMITTEE ADMINISTRATION OF THE AFDC

ON OVERSIGHT, HOUSE COMMITTEE PROGRAM: MANAGEMENT IMPROVING

ON WAYS AND MEANS BUT MORE NEEDS TO BE DONE
DIGEST

—— — — —— —

In 1979. hearings before the Subcommittee on Over-
sight of the House Committee on Ways and Means,
testimony indicated that administrative costs on

a per case basis in the Aid to Families with De-
pendent Children (AFDC) program vary significantly
among States with no apparent correlation between
these costs and rates of erroneous payments. The
Subcommittee was interested in exploring this
issue further and.requested GAO to evaluate AFDC
program management in California, Illinois,
Massachusetts, and New York in terms of differ-
ences in management practices, agency organiza-
tion, and employee accountability as they relate
to administrative costs and the level of erroneous
payments. (See pp. 1 and 6.)

DEPARTMENT OF HEALTH AND HUMAN
SERVICES ROLE IN AFDC PROGRAM

Title IV-A of the Social Security Act requires
each State to have an operational plan which
contains methods of administration deemed by the
Secretary of Health and Human Services (HHS) to
be proper and efficient. Although the act neither
defines proper and efficient nor states how this
status is to be attained, it gives the Secretary
of HHS the authority to make these determinations.
HHS officials have defined their management role
with the States as that of an advisor and have
not asked State and local managers to develop

any cost or performance data by which they and

the States can measure the cost effectiveness of
program operations.

This approach has been ineffective: three of the
four States reviewed do not have systems to
produce adequate cost and performance data. As

a result, HHS cannot evaluate the cost effective-
ness of State operations, and State and local
managers have only limited data to establish
budgetary and performance goals, maximize their
use of resources, and measure the cost effec-
tiveness of day-to-day operations. 1In 1980, the
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administrative cost of the AFDC program exceeded
$1.3 billion of which about 50 percent was
funded by the Federal Government. HHS has no
assurance that it is only sharing the cost of
efficient State and local administrative opera-
tions., California implemented a comprehensive
management system that generated administrative
cost savings of 18.8 million in its first year
of operation,. (See pp. 4, 9, and 10.)

STATE AND LOCAL MANAGERS NEED
BETTER COST AND PERFORMANCE DATA

State and local managers have the responsibility
to achieve goals at the least practicable cost
and make the best possible use of resources while
remaining within spending and other limitations
in the AFDC program. To do this, they must be
able to identify total program cost through an
equitable cost-allocation system, and the cost

of carrying out specific work processes and
measuring employee efficiency through scient-
ifically based performance goals. They also
must ascertain where in the work processes errors
are made through quality assurance systems that
are usable at the work process level. 1In the
States reviewed, only California program man-
agers have sufficient data to make valid deci-
sions on establishing program budgets and assess-
ing operational efficiency.: Managers in the
other three States are establishing program
budgets with limited data and cannot determine
the cost effectiveness of their individual pro-
grams or whether the level of efficiency of their
employees is being maximized.

(See ch. 2.)

AFDC MANAGEMENT IMPROVING
BUT MORE NEEDS TO BE DONE

In response to concern by the House Committee on
Government Operations (see p. 6 and app. 1),

HHS began an intensive program of working with
the States to develop effective AFDC management
controls. Similarly, State legislatures and
executive branches began to examine the adminis-
tration of their programs more intently. The
results have been encouraging. All four States
have made substantial improvements in their man-
agement of the program, and two have reduced
their respective payment error rates from 17.6
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(Illinois) and 11.9 (New York) percent in 1977 to
9.4 and 6.96 pmrawnt during the October 1979 to
March 1980 period. Conversely, Massachusetts has
had some difficulty in reducing its error rate,
but the prospects for improved performance are
also evident.

California had incorporated progre551ve manage-
ment concepts into its program in the mid-1970s
and had a 6.3-percent error rate during the
October 1979 to March 1980 period. (See pp. 36
and 37.)

Despite significant managerial improvements
which are planned or have already been under-
taken in Illinois, Massachusetts, and New York,
the following program functions need further
attention in one or more of these States:

~--Accurately and timely verifying clients’
eligibility.

--Tracking all clients' status on a continuing
basis.

-~-Controlling client documentation.

--Holding workers accountable for the quality
of their work.

~-Placing qualified people in income maintenance
positions.

Problems in effectively addressing these func-
tions contribute to higher error rates and more
erroneous payments. (See ch. 3.)

In a draft of this report, GAO recommended in
chapter 2 that the Secretary of HHS require
that all State plans contain performance goals
of administrative efficiency based on advanced
management techniques. In its comments on
this proposed recommendation, HHS agreed there
was a need to work with the States to improve
the management systems in State and local AFDC
administration, but was not in favor of requir-
ing States to take the recommended actions be-
cause this would alter the cooperative nature
of the present Federal-State relationship.

Tear Sheet
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HHS and the States are currently working

to implement the changes made to the AFDC
program by title XXIII of the Omnibus Budget
Reconciliation Act. In addition, the President
has announced his intention to turn the AFDC
program over to the States. GAO is inclined
to agree that altering the Federal-State
relationship at this time would not be appro-
priate under these circumstances, as the pro-
posed recommendation would have done. A high
degree of HHS-State cooperation will be
essential to accomplish both the required
changes called for in the August 1981 legis-
lation and a smooth transition, if it is to
take place, of the transfer of the AFDC pro-
gram.

RECOMMENDATIONS TO
THE SECRETARY OF HHS

Because this report presents information that
would be useful to the States to help them
improve the efficiency and effectiveness of
their AFDC operations and reduce or stabilize
costs before the planned transfer date, the
Secretary should send copies of this report

to all States and work with them to develop
statewide income maintenance worker goals of
administrative efficiency. These goals should
be based on appropriate work measurement and
operational analysis techniques and quality
assurance systems which assess the quality of
specific work processes. HHS should also
work with the States to develop administra-
tive budgets based on these performance goals.
These actions would help AFDC managers increase
worker productivity and improve cost control.
(See p. 35.)

GAO also recommends that the Secretary take cer-
tain regulatory actions to improve the States'
general administration of AFDC in light of prob-
lems identified in Illinois, Massachusetts,

and New York. (See p. 57.)

AGENCY COMMENTS

Concerning GAQO's recommendation in chapter 3,
HHS commented that it lacked the legal
authority to disapprove State plan amendments
which did not include actions to deal with
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the specific problems GAO noted in three of the
four States reviewed.

Both GAO and HHS agree that sufficient legal
authority exists under the Social Security Act
to require States, through the regulatory pro-~
cess, to make needed improvements in their
administration of the AFDC program. GAO revised
its earlier recommendation to incorporate the
need for regulatory action.

HHS ' comments are more fully discussed in chap-~
ters 2 and 3 of this report :and are included in
full in appendix III. The comments of California,
Illinois, and New York are discussed in chapters 2
and 3 of the report, as appropriate, and are in-
cluded in full in appendixes IV, V, and VI, respec-
tively. Massachusetts did not respond.
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CHAPTER 1

INTRODUCTION

During June 15, 1979, hearings before the Subcommittee on
Oversight of the House Committee on Ways and Means, we and others
presented information on the comparative effectiveness and effici-
ency of various States in managing the Aid to Families with De-
pendent Children (AFDC) program. Testimony indicated that admin-
istrative costs on a per case basis vary significantly among States
with no apparent correlation between these costs and rates of
erronecus payments. The Subcommittee was interested in exploring
this issue further and requested us to evaluate AFDC program man-
agement in California, Illinois, Massachusetts, and New York.
Specific emphasis was requested on our observation of management
controls over the eligibility determination and case maintenance
processes and how they related to keeping administrative costs and
erroneous payments to a minimum.

This report discusses program management in the four above-
mentioned States with specific emphasis on Los Angeles County,
California; Cook County, Illincis; Boston, Massachusetts; and New
York City, New York. It identifies management weaknesses; cites
corrective actions taken by States, localities, and the Department
of Health and Human Services (HHS); evaluates the actions being
taken; evaluates HHS' role in fostering management improvements;
and discusses HHS', States', and localities' need for additional
cost and performance data to improve program management.

This is the second report which resulted from this assignment.
The first report 1/ dealt with the problems encountered by HHS in
assuring that State cost-allocation plans, upon which Federal fi-
nancial participation in welfare administrative costs is based,
accurately reflect the Federal reimbursable share of costs. In
the report, we concluded that HHS does not have an adequate basis
to make valid managerial judgments on the composition of costs or
the relative effectiveness of States in controlling administrative
costs. This situation exists because HHS has allowed States to
use a variety of administrative cost-allocation methods which do
not necessarily allocate costs to AFDC and other federally assisted
programs according to the benefits received. (See app. II for the
digest of the GAO report.)

1/"HHS Moves to Improve Accuracy of AFDC Administrative Cost

Allocation: Increased Oversight Needed" (HRD-81-51, May 18,
1981) .




THE AFDC PROGRAM

The AFDC program 1/ is a State-sponsored, federadlly supported
effort to provide for the basic needs of children whd are deprived
of the financial support of one of their parents due*to death, dis-
ability, absence from the home, or in some States, unemployment.

To qualify for such assistance, a family's income must not exceed
150 percent of a standard of need which varies from State to State
and its resources must not exceed $1,000. The actual amount of

an AFDC payment depends on the number of persons in the family and
the amount of income the family is receiving from other sources.
AFDC recipients are also eligible for medical and social services.

States have the option of extending eligibility to:
--Children age 18 but under 19, only if the child is a full-
time student in a secondary or technical school and may

reasonably be expected to complete the program before reach-
ing age 19.

-~-Pregnant women with no other children during the 6th and
later months of pregnancy.

~--Needy intact families where the principal wage earner is
unemployed.

--Families with children who are in need of emergency assist-
ance .

--O0ther needy persons in the household who are not eligible
for assistance in their own right.

PROGRAM ADMINISTRATION

Each State has the option of administering its AFDC program
directly or allowing its county or city governments to do so under
State supervision. 1In a State-administered program, such as in
Massachusetts and Illinois, a designated State agency administers
the AFDC program statewide. 1In Massachusetts, the designated
agency is the Department of Public Welfare, and in Illinois, it is
the Department of Public Aid. Conversely, in State-supervised
programs, such as California and New York, a designated State
agency supervises the local administration of the AFDC program by
county or city agencies. The cognizant agency in each of these
States is the Department of Social Services.

E/Program information has been updated to reflect changes made
by title XXIII of the Omnibus Budget Reconciliation Act of 1981
(PLIb- Lt 97_35' A.Ug. 13, 1981) .




Regardless of the method adopted by a State to administer its
program, an operational plan must be submitted to, and be approved
by. HHS in Q;der for the State to qualify for Federal financial
part1c1patlon in its assistance and administrative costs. Among
other things,, each plan must provide

—.,.P]f\at A ednalo Qémdbs acvancy widh antharivry +a adminiatar Ar
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supervise the administration of the plan be established

~-for such methods of administration as those found necessary
by the Secretary of HHS for the proper and efficient opera-
tion of the plan be established;

~-that the State agency will maintain records regarding ap-
plications, determination of eligibility, administrative
costs, and other records necessary for the reporting and

A(’*("nl1ﬂ+nh1 lity required bv HHS -
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~-that the single State agency has an approved cost-allocation
plan on file with HHS;

--that applicants will be informed about the eligibility
requirements and their rights and obligations under the
program;

~-that decisions will be made promptly on applications, pursu-
ant to reasonable State-established time standards not in
excess of 45 days from the date of application;

~-that decisions regarding eligibility or ineligibility will
be supported by facts in the applicants' or recipients' case
record: and

~~-that where an individual has been determined. to be eligible,
eligibility will be reconsidered or redetermined (1) when
required on the basis of information the agency has obtained
previously about anticipated changes in the individual's
situation, (2) promptly after a report is obtained which
indicates changes in the individual's circumstances that
may affect the amount of assistance to which he or she is
entitled or may make him or her ineligible, and (3) period-
ically within agency-established time standards, but not
less frequently than every 6 months.

The AFDC program centers on three administrative processes:
application for aid and eligibility determination or intake (de-
termining a client's initial eligibility for benefits), case main-
tenance or ongoing monitoring (evaluating and updating a client's
eligibility status based on information volunteered by the client
or obtained by the eligibility worker), and periodic eligibility
redetermination. Each State handles these processes somewhat
differently, but the basic elements are as follows.




AFDC eligibility is verified primarily through examination
of documentary evidence provided by the client, such as birth
covtifimatroac grmial aamiiridru carda rent re ainta ranart ~arda
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pay stubs, and either a statement from the client or a letter

from a reliable community representative confirming the lack of
support from the spouse. Localities can also make home visits
to verify that a child is in the client's residence, and com-
puter matches of a client's social security number with State
tax, unemployment, and/or welfare program records can determine

whether the person is working, is receiving AFDC or other welfare
benefits in other 1nr1qd1ﬂ+1nnq or has other income. Aﬁﬁnrﬂ1nn

N o Mt A e W e e S A& AR Nt Sl e e b b A

to Federal regulatlons, aid payments to eligible applicants must
hpn1n within 30 days of rnha1v1nn a q1nnaﬂ and completed ann11na~

tlon.

The case maintenance system is used to compile and maintain
adequate, current files on each eligible recipient and should
allow such things as changes in a client's circumstances to be
recorded promptly and correctly. 8Such changes can be detected
by voluntary client reporting, case monitoring, or through such
actions as mandatory client monthly reporting and computer matches
of case files with various data bases. Case maintenance also in-
cludes case assignment practices and physical handling of cases.
Depending on the State involved, cases can be assigned to one
worker, to a pool of workers, or to any avallable worker. Gen-
erally, however, cases are assigned to workers who are responsible
for maintaining specific numbers of cases, keeping them current,
and being the primary contact for clients with questions or prob-
lens.

Federal regulations require that clients' eligibility for
AFDC be redetermined at least every 6 months. Redetermination
generally involves a face-to-face meeting between the client and
caseworker to verify all eligibility factors relating to the case.
Like the eligibility determination process, some States opt to in-
clude a home visit in the redetermination process although it is
not a reguirement.

PROGRAM COST AND CASELOAD DATA

In fiscal year 1980, the total cost of the AFDC program ex-
ceeded $12 billion--$11.3 billion for assistance payments and about
$1.3 billion for administration. The Federal share of assistance
payments and administrative costs was about 54 and 50 percent,
respectively, with State and, in some cases, local governments
sharing the balance. HHS estimates that total program costs will
exceed $14 billion in fiscal year 1981 due to increases in State
assistance payments caused by inflation and an expected increase
in the unemployment rate from 6.7 percent in 1980 to 7.5 percent
in 1981, which should increase the number of recipients on the
rolls. This cost growth should be partially offset by HHS'




initiatives to remove ineligible AFDC recipients from the payment
rolls and reduce overpayments through intensified quality control.
Continued emphasis on reducing abuse and waste as a result of the
Michel Amendment 1/ should also have a significant impact on the

level of AFDC costs. The following is a schedule of cost, caseload,
and error rate data in the States reviewed.
Program costs Administrative costs
. (note a) (note a) Caseload
Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
year year year year year year
1979 1980 1979 1980 1979 1980
(000 anitted)
California $1,809, 755 $2,154, 767 $219, 468 _k_)_/ $259,633 480,405 476,146
Illinois 660, 024 700, 377 82, 841 c/79,242 207,849 213,781
Magsachusetts 464, 736 523, 850 38, 882 49,585 121,930 124, 3%
New York 1,612,849 1,616, 233 250, 613 254,698 370,232 362, 737
Aministrative Percentage of total
costs per case payments made to
Fiscal Fiscal ineligibles and overpaid
year year 4/79 10/79
1979 1980 to 9/79 to 3/80
California $457 $545 7.8 6. 31
Illinois 399 ¢/371 11.9 9.40
Massachusetts 319 399 22.1 16.71
New York 677 702 8.8 6.9

5/ Cost figures reflect total program and administrative expenditures cauputed by the
States for Federal participation before adjustments.

b/According to a Financial Management Specialist from the Office of Family Assistance
(OFA), the significant increase in California's administrative costs from fiscal
year 1979 to fiscal year 1980 was due to the State's inflation rate during that
period and a significant pay raise given to eligibility workers.

¢/ The decrease in 1980 resulted from a change in the method of allocating adminis-
trative costs to the AFDC program.

1l/states are required to reduce their AFDC payment error rate for
eligible but overpaid cases and ineligible cases to 4 percent
by September 30, 1982, in three annual increments beginning with
fiscal year 1980. Under the amendment, failure to meet the
target each year could result in the loss of Federal matching
funds associated with erroneous payment expenditures in excess
of the target.




CONGRESSIONAIL INTEREST IN
AFDC PROGRAM ADMINISTRATION

In 1977, the Subcommittee on Intergovernmental Relations and
Human Resources of the House Committee on Government Operations
held hearings to examine the operational effectiveness of the AFDC
program and identify possible ways to make it function more effici-~
ently and equitably. The hearings provided testimony from State
and county welfare administrators, economists, staff training
specialists, legal advocates for welfare recipients, and Federal
officials. In its report, the Committee expressed its opinion
that improvement in the management policies and practices of the
existing AFDC program is essential, and it recommended a series
of actions to HHS aimed at achieving needed improvements. The
Committee's findings and recommendations, in part, have been im-
plemented by HHS. (See app. I.)

In addition, in the June 1979 hearings, the Subcommittee on
Oversight of the House Committee on Ways and Means explored the
efforts of several California counties to improve administration
of the AFDC program. The hearings--in which GAO, the Social Se-
curity Administration (SSA), and State and local officials
participated--were meant to demonstrate that through the use of
improved administrative and management techniques, administrative
costs can be reduced without adversely affecting welfare recipi-
ents. The main subject of the hearings was a discussion of our
evaluation of the effectiveness of work measurement techniques
@sed in Contra Costa County, California, and their applicability
to other counties' and States' AFDC programs and to other human
gervice programs. This issue was the subject of a GAO report
{HRD-78-159, Sept. 5, 1978). .

OBJECTIVES, SCOPE, AND METHODOLOGY

The objectives of this review were to analyze and evaluate
management practices in California, Illinois, Massachusetts, and
New York concerning AFDC appllcatlons for aid and elLlelllty
determinations, ongoing case processing (case maintenance), and
ellglblllty redeterminations. These data, together with our anal-
ysis of agency organization and employee accountability, was to
be used to determine the degree to which ineffective practices
affected administrative costs and error rates in each State. We
were able to identify and analyze differences among States for
eligibility determination, case processing, management controls, -
agency organization, and employee accountability matters. We were
also able to identify areas where HHS should exercise its over-
sight responsibility and require administrative changes at the
State and local levels through the regulatory process.




While it is generally conceded that managerial deficiencies
contribute to higher overall administrative costs and error rates,
we could not quantify in administrative dollars and error rates
the effect of specific inefficient practices and problems with
agency organization, employee accountability, and work processing.
However, we could demonstrate that management improvements are
accompanied by stabilized administrative costs and declining error
rates.

In this review, we focused on one locality in each of the four
States which had the most significant percentage of each State's
total AFDC caselocad. In New York, we chose New York City with
about 70 percent of the caseload; in California, Los Angeles County
with about 45 percent of the caseload; in Illinois, Cook County
with about 70 percent of the caseload; and in Massachusetts, Boston
with about 22 percent of the caseload.

We made our review:

--At HHS' OFA headquarters in Washington, D.C., and its of-
fices in Federal regions I (Massachusetts), II (New York),
V (Illinois), and IX (California). .

--In California, at the Department of Social Services in
Sacramento and Los Angeles and at Los Angeles County's
Belvedere District Office.

--In Illinois, at the Department of Public Aid in Spring-
field and Chicago and at Cook County's Michigan District
Office.

-~In Massachusetts, at the Department of Public Welfare and
the Hancock Street Community Service Center in Boston.

-~In New York, at the State Department of Social Services in
Albany, the New York City Human Resources Administration,
and the Fort Greene and Bushwick income maintenance
centers.

Data on how individual State programs were managed were ob-
tained through interviews, document reviews, and observations of
the systems in operation. Interviews were held with State and
local income maintenance officials (49 in New York, 25 in Illinois,
20 in Massachusetts, and 30 in California}, local income mainten-
ance supervisors and workers (39 supervisors and 58 workers), and
OFA headquarters and regional program and financial management of-
ficials. Documentation reviewed included congressional testimony,
State plans, State and local procedures and policies, HHS and
consultant reports, GAO and other audit agency reports, and State




and local reports. Observations of the eligibility, case mainten-
ance, and redetermination processes were made at four local welfare
centers selected in conjunction with State welfare officials as
being representative (i.e., neither the best nor the worst) of
their total operation. We also visited and analyzed activity at

a model income maintenance center in New York City.

Data obtained through these methods were then compared and
differences were identified. Because California has the lowest
error rate of the four States and has adopted many innovative and
effective methods to facilitate the management of their program,
we used its management approach as the standard to evaluate the
other three States. HHS' efforts to assist States were evaluated
in terms of the assertiveness with which it encourages change and
its ability to identify inefficient operations at the State level.
We identified deficiencies; evaluated corrective actions; and dis-
cussed these matters with cognizant Federal, State, and local
officials.

We requested written comments from HHS and the four States
covered in the review on the matters dicussed in this report. We
received written comments from all parties (except Massachusetts
which did not respond), which are evaluated in pertinent part at
the end of chapters 2 and 3 and are included in full as appendixes
III through VI.
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action to improve their own programs, HHS has provided States with
funds for special projects, sponsored seminars, commissioned con-
sultants, and disseminated pertinent program data.

HHS as an advisor

In September 1977, the Secretary of HHS requested the Commis-
sioner of Social Security to, among other things, immediately
define what is meant by "proper and efficient administration” of
the AFDC program. The Commissioner did not define "proper and
efficient administration," but did recommend the following series
of program improvements for the Secretary's approval:

--Simplify Federal regulations and program guidelines.
--Increase uniformity in State AFDC programs.

~-Develop new performance standards that focus both on error
reduction and quality of service.

--Improve monitoring techniques to determine progress in
meeting performance standards.

--Expand management and technical assistance to solve prob-
lens.

~~Expand data processing and error reduction technology.

--Expand audit and compliance tools to focus State attention
and resources on needed service and administrative improve-

ments.

A series of major management initiatives were begun in 1978
to carry out these recommendations. Specifically, SSA:

--Developed a Six State Error Reduction Strategy to assist
Massachusetts, New York, Illinois, Pennsylvania, Michigan,
and Chio to identify and correct deficiencies relating to
their persistently high AFDC payment error rates. With
advice from SSA's OFA, and sometimes its money, each State
agreed to implement actions, such as computer matches with
State revenue records, tests of monthly client reporting,
and improvement of the eligibility redetermination process.

--Established the Welfare Management Institute, which iden-
tifies and facilitates the transfer of exemplary and innova-
tive management technology among State and local agencies.
The Institute sponsors Urban Welfare Exchanges nationwide
where State and local staff meet, share, and exchange ap-
proaches to mutual problems. Some of the conference topics
have included cost allocation, staff utilization, and staff
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requirements. The Institute also disseminates information
through publications, such as "A Work Megsurement System
for the Aid to Families with Dependent Children Program"
and "How They DO 1t" -~ Work Measurement studies for Public
Assistance Functions.

~-Commissioned numerous studies, such as the Comprehensive
Study of AFDC Administration and Management, to.identify
problems in the administration of the AFDC program and
recommend ways to improve administrative effectiveness;
a personnel study, entitled Income Maintenance Worker Study -
A Two~-Way Taxonomy and Analysis, to determine what AFDC
workers do, how they do 1t, and requirements needed to do
it; and an Administrative Cost Survey designed to identify
where and how States spend their administratiwve dollars.

--Provided funds to States to experiment with innovative
programs and management techniques, such as New York City's
Monthly Reporting System, which had the objective of de-
veloping a pilot program to have clients report their eligi-
bility and income status monthly, and California's automated
welfare eligibility determination system, which is designed
to integrate the eligibility functions and automate time-
consuming and error-prone clerical functions--the results
of which are expected to be reduced paperwork, decreased
administrative expenses, and improved client service.

--Established a national task force in October 1978, comprised
of Federal, State, and local welfare officials and concerned
representatives from professional organizations, to estab-
lish AFDC performance standards. They developed 11 prelimin-
ary performance measures designed to show accuracy, quality,
and cost efficiency. Although the results have been re-
leased, OFA is still determining their value, evaluating
States' reactions to the preliminary measures, and deciding
how to best present the data. 1/

Our first report (HRD-81-51, May 18, 1981) on the results
of this review discussed in detail a proposed guide that HHS is

1i/In hearings before the Subcommittee on Oversight of the House
Committee on Ways and Means, we commented on the performance
measures as follows. "Several of HEW's [HHS'] so~called 'per-
formance measures' are basically measures of outcomes of a
program system which do not consider either the costs to oper-
ate the particular processes within the system to which they
should relate or the efficiency with which these processes are
carried out., As such, they do not measure work performance or
serve as reasonable standards to be attained; they are simply
calculated statistics at a particular point in time."
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developing which sets forth principles and procedures for ac-
cumulating and allocating administrative costs incurred by State
public assistance agencies for programs authorized by the Social
Security Act. The guide requires the direct charging of costs

to specific programs to the maximum extent possible and the dis-
tribution of multiprogram personnel costs based on random moment
sampling of worker time to ascertain how much had been spent in
each of the various programs. Because workers in all work pro-
cesses can be included in the sample, administrative costs can be
identified at the work process level, such as intake, ongoing, and
redetermination. As of November 30, 1981, the guide had not been
issued.

Since at least 1973, HHS has also provided work measurement
information to State and local welfare agencies as a means to ob-
tain data that can be used for cost-allocation purposes, pro-
ductivity analysis, workload balancing, staff planning and
scheduling, and budgeting. This effort is especially important
since the majority of AFDC administrative costs--about $1.3 bil-
lion in fiscal year 1980--involve personnel costs, the cost ef-
fectiveness of which can be measured through productivity goals
based on work measurement. A survey done for HHS by Techassoci-~
ates, Incorporated, in late 1978 and early 1979, found that
14 States had work measurement systems designed to provide meas-
ures of worker productivity and justify cost allocations. Fur-
ther, in four of these States (California, Michigan, Minnesota,
and Virginia) the State legislatures approved resources based
upon work measurement data.

In June 1979, when GAO testified that HHS should require
States to develop and incorporate into their management structures
appropriate analytical tools to insure efficient and effective
administration of the program regarding client service and staff
productivity, HHS responded that rather than requiring States to
develop and incorporate specific analytical tools, it had been
directing its efforts toward developing and disseminating tools
for States to use on a voluntary basis. Our testimony was based
on work done in Contra Costa County where we demonstrated sig-
nificant savings if techniques were required to be used (see p.
16).

In addition, HHS does not use efficiency data in allocating
AFDC administrative funds to the States. 1In a June 1981 report 1/
to the Congress, we recommended that HHS develop and implement

1/"Millions Can Be Saved by Improving the Productivity of State
and Local Governments Administering Federal Income Maintenance
Assistance Programs" (AFMD-81-51, June 5, 1981).
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systematic approaches. to measure, analyze, and improve the produc-
tivity of State and local governments administering the AFDC pro-
gram and use the data generated by those systems to allocate
administrative funds to the States. HHS did not agree with the
recommendation and suggested that it represented a new approach

to sanctions.

BETTER PROGRAM INFORMATION NEEDED
BY STATE AND LOCAL MANAGERS

A manager's job is to achieve goals at the least practicable
cost and make the best possible use of resources, while remaining
within spending and other limitations. To ensure that administra-
tive costs are minimized and error reduction efforts do not cost
more than they save, State and local managers must be able to
identify their programs' total cost through an equitable cost-
allocation system; the cost of performing the eligibility, case
maintenance, and redetermination processes and the efficiency level
of employees through scientifically based performance goals; and
where in the work process errors are made through quality assurance
systems that are usable at the work process level,

In the four States reviewed, only California program managers
have sufficient data to assess operational efficiency and make
valid decisions regarding the establishment of program budgets.
Managers in the other three States have inadequate data upon which
to establish program budgets and determine the cost effectiveness
of their individual programs or even the total cost of each of
their programs, a matter discussed in our first report (HRD-81-51)
on this review. In this regard, the HHS Inspector General wrote
in 1978 that it is important to segregate costs by program and
function because if the costs of an inefficient program are pooled
with those of efficient programs, managers will lose the capability
to identify problem areas and accurately target corrective actions.
HHS has a vested interest in this situation because it is funding
50 percent of the administrative cost of the AFDC program, and
without adequate cost and performance data, it cannot determine
which States are cost effective and which are not.

Californias; cost and performance
data readily available

California assesses and controls the level of administrative
efficiency of its 58 county welfare departments through a State-
mandated cost control plan. The plan establishes goals of admin-
istrative efficiency based on historical data which are supported
by work measurement studies in some counties. The counties must
meet their established goals or incur State funding penalties.

In addition, California and the counties evaluate the effective-
ness of administrative processes through an extensive quality
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assurance program which, in some counties, can assess the effec-
tiveness of operations at the work process level. The benefit
of California's system of cost control is well demonstrated by
the fact that total administrative costs increased only 7.8 per-
cent from 1975 to 1979, while inflation for the same period was
about 36 percent. The system generated savings of $18.8 million
in administrative costs in its first year of operation; the sys-
tem produced savings ranging from 3.4 percent to 6.6 percent in
the following three years. HHS Region IX officials believe that
California's overall AFDC program is cost effective and that its
strongest asset is its effective management. Significant elements
of California's program follow.

Cost control

California's cost control plan groups the 58 counties by
caseload size (11 large, 14 medium, and 33 small) and applies con-
trols to the major cost elements (staff, support, and direct).
Staff costs include the salaries and benefits of eligibility work-
ers and their first-line supervisors, which represent about 47
percent of total administrative costs. These costs are controlled
by establishing worker productivity targets for the intake and
case maintenance (includes redeterminations) functions of each
county group against which the counties' actual performance levels
are measured. For example, Los Angeles County's productivity tar-
get for intake workers was 23.79 intake actions per month for
workers in 1978-79, and its actual performance was 23.77. Each
year new targets are set forth by the State after negotiation
between cost control and program officials to further refine and
improve the cost control system.

Support costs, which account for about 50 percent of the total
administrative costs, represent administrative and clerical support
staff and operating costs, such as space, equipment, and utilities.
Support cost targets are based on the ratio between staff and sup-
port costs, with a plus or minus 5-percent tolerance limit for each
county grouping. For example, Los Angeles County's support cost
target ratio was 1.26 in 1978-79, and its actual ratio was 1l.11.

Direct costs--those which are easily identifiable to specific
programs, such as fraud investigations and disability
examinations--represent about 3 percent of the total adminis-
trative costs and are controlled by limiting counties to their
prior fiscal year expenditure with appropriate annual cost-of-
living increases. In fiscal year 1979-80, county expenditures
were limited to fiscal year 1977-78 levels with appropriate cost-
of-living increases.

Before determining their final administrative cost allotment

for staff, support, and direct costs, the counties have the oppor-
tunity to justify any needed increases. Los Angeles County uses
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data from its work measurement program to negotiate final targets
with the State. However, once negotiated with the State, funding
levels will only be changed if circumstances occur beyond the
county's control, such as a change in the number of cases and in-
flation. Counties exceeding their overall allocation are faced
with the possibility of State-imposed fiscal sanctions that could
cause them to lose the State's portion of administrative cost
reimbursement (25 percent) on the amount exceeding the budget.
For example, in fiscal year 1977-78, San Francisco County lost
$139,000 in State reimbursements because of overstaffing and over-
spending.

California also monitors administrative spending by examining
the counties' quarterly administrative cost-reimbursement claims,
workload statistics, and a comparison of reported activity levels
for intake and ongoing functions to their targets. Each county is
provided individual reports on its status and, as problems and
questions surface, the State provides it with fiscal and program
assistance. In addition, the State provides each county a quar-
terly report that contains selected statewide activity trends by
county on the staff costs per intake action, continuing staff cost
per case, eligibility worker staff costs per hour, support costs
per hour, and the ratio of support costs to eligibility staff
costs. This information allows both State and local managers to
compare management efficiencies, plan and control operations,
evaluate accomplishments, and determine where counties are spend-
ing their money.

Work measurement and operational analysis

Work measurement methods, coupled with operational analysis,
provide data to managers which allow them to determine how many
work units can be completed in a workday, workweek, or workmonth;
set reasonable and equitable workload assignments; and assess staff
needs more accurately. The data can also be used to (1) evaluate
the performance of both individuals and groups, (2) identify such
potential problems as declining production, processing bottlenecks
and backlogs, and absenteeism, (3) determine county budgetary and
personnel requirements, (4) prepare models for new systems, (5)
run simulations of proposed changes in operations and programs,

(6) develop alternative systems and procedures, and (7) provide
data to identify the advantages/drawbacks and cost of alternatives.
With the support of work measurement methods, Los Angeles County
has limited AFDC administrative cost increases to 1.3 percent be-
tween fiscal years 1977-78 and 1978-79. Conversely, the county's
consumer price index increased about 12 percent during this same
period.

Al ameda County, California, established a workload measurement

program in 1977 to meet mandated production targets and budget
allocations. Before workload measurement, the county's work
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standards were based upon managers' estimates, hunches of what
workers should be able to do, managers' using their own experience
as former workers, and comparisons with other counties. After im-
plementing such work measurement techniques as random moment sam-
pling to determine what percent of available worker time should
be allocated as productive and nonproductive, stopwatch time stu-
dies to develop average times per task for all worker tasks, and
self-reporting for support activities, Alameda County had the data
to support the elimination of 17 positions resulting in approxi-
mate annual salary savings of $256,000. The cost of the work
measurement study was a one-time expenditure of about $65,750.
Work measurement was also used to justify resource allocations,
establish worker performance standards, and pinpoint and priorit-
ize areas needing work simplification, 1/ such as the reduction
of worker errors by using "easier-to-understand" procedures and
forms. N

Work measurement is not used in all counties, but the four
largest counties use some type of work measurement method. The
State's position is that although work measurement is an extremely
precise management tool, it should only be applied in circumstances
where simpler and easier-to-understand methods do not work.

We agree that simpler methods, such as using historical data,
could enable a county to develop worker performance standards, sup-
port resource allocations, and prepare administrative budgets. How-
ever, using work measurement coupled with work simplification can
help identify and eliminate inefficiencies. Although California's
cost control system, which is based primarily on historical data,
has been successful in controlling administrative spending, costs
may be further controlled and efficiency improved if work measure-
ment techniques were more widely used to support cost control
targets.

For example, in 1978 we reviewed AFDC administrative prac-
tices in Contra Costa County, California, and applied work measure-
ment and operational analysis techniques to its income maintenance
operations. Using these techniques, we demonstrated that by re-
vising the intake system each intake worker was capable of pro-
cessing 46 actions a month compared to the State's cost control
standard--which was based on historical data--of about 23 actions
per month. By realigning some functions, our computed standard
for ongoing eligibility workers was an average monthly caseload
of about 162 compared to the 108-case standard used by the county.

1l/Work simplification is a technique to review the work processes
and determine if they are unduly complex or take more time and
effort than expected. It can also show if there is work overlap
and duplication to indicate to an agency where it can take steps
to simplify the process.
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We estimated that Contra Costa County could achieve annual sav-
ings in AFDC administrative costs of about $1.14 million. The
cost of our study totaled $148,400.

The workload standards we developed for Contra Costa County
may not necessarily be applicable to other California counties
because they were developed in the particular context of Contra
Costa County's operations. We recognize that the techniques we
applied may not all be required in other circumstances. There
are a variety of work measurement methods available, each with a
degree of accuracy commensurate with its operating cost. In this
context, we ,use the term work measurement to include virtually
any scientific and objective method that can be applied under vary-
ing circumstances. A county can weigh each method and choose the
one that best fits its needs at the lowest price.

Quality assurance

To measure the effectiveness of county administrative func-
tions, California has an extensive quality assurance program that
provides payment and case error rate data which are representative
at the welfare district office level. 1In conjunction with cost
data from the work measurement and work simplification systems,
this information can be used by management to evaluate the cost
effectiveness of program operations. Los Angeles County also has
a quality assurance program that provides management information
on errors occurring at the county, individual district office, and
work activity level. For example, an analysis of quality assurance
reviews between March 1978 and March 1979 indicated that there was
an increasing rate of client-caused errors attributable to re-
cipients' failing to report changes which affected their eligi-
bility or grant amount. On the basis of its work, county quality
assurance review staff concluded that the major portion of client
errors are willful rather than inadvertent. Therefore, because
of the significant effect these errors had on program costs, the
county expanded procedures for verifying birth documentation and
confirming the identity of AFDC family members. A cost analysis
of the new procedures showed that the county could reduce or dis-
continue aid to over 700 cases in the first year, resulting in
savings of over $2 million. The cost of installing and maintain-
ing these procedures was estimated to be less than $1 million.

Illinois: workload standards lacking

and quality assurance insufficient

Illinois' current workload standards and operational perform-
ance data limit the State's ability to make meaningful analyses of
the cost effectiveness of AFDC program operations. Presently, the
State's workload standards are not reflective of what workers can
efficiently achieve, and its quality assurance program is incom-~
plete in that it only provides an indication of income maintenance
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worker performance after the recertification process. As a result,
neither HHS, State, nor local managers can totally evaluate the
cost effectiveness of program operations and all may be sharing

the cost of inefficient and ineffective work processes. These
problems are discussed below.

Cost control

In 1977, the Governor of Illinois commissioned a task force
to study ways of cutting the cost of State government. The task
force found that the Department of Public Aid did not have a sys-
tem to evaluate or improve the cost effectiveness of AFDC program
operations, and it recommended the establishment of an office
which would collect necessary cost accounting data, set cost-
reduction targets, and perform continuous reviews of all agency
programs and systems. The office designated to carry out these
functions was the Cost Center Accounting Unit of the State's Gen-
eral Services Administration. 1Initially the office only collected
data and prepared monthly reports which detailed current period
and year-to-date expenditures by cost control center. However,
in July 1981, the Office began establishing operating budgets for
divisions and bureaus to which administrators will be held ac-
countable. The Deputy Administrator of the State's General Serv-
ices Adminstration told us that it is too soon to determine the
effect of the new system and whether any administrators will be
sanctioned; however, it seems that by and large bureaus and divi-
sions are working within their budgets.

Work measurement

In Illinois, individual worker performance standards do not
represent the level of productivity a worker could or should be
achieving. In 1972, a time and motion study established that a
worker could handle a caseload of 180 cases. Based upon this
caseload, each worker had to do 30 redeterminations per month to
keep cases current. A 1976 time study indicated that most workers
should be able to do 45 redeterminations per month. Currently,
workers have a maximum caseload of 235 cases, which is determined
by dividing the legislative personnel budget into the total case-
load. On this basis, each worker would need to do 40 redetermina-
tions per month to keep current a caseload of 235 cases. However,
the Department uses 30 redeterminations as a benchmark for
disciplinary action against a worker.

The July 1981 collective-bargaining agreement with the worker
union allows the Department to require reasonable standards of
work. The Department recently completed a comprehensive work
measurement study from which new caseloads per worker will be de-
veloped and implemented by the summer of 1982. 1In January 1982,
Illinois officials could not provide us with the new caseload
figures because the study data were still being consolidated.
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Whether worker productivity will increase will depend on the new
caseload level developed.

Quality assurance

To determine how effective local offices are in administering
the program, the Department of Public Aid instituted a quality
assurance review program in 1979 aimed at identifying errors at
the local office level. The program is designed to review at least
200 recently recertified cases quarterly in each office, stress
the importance of the guality of work, allow for comparison of
local offices, and identify problem areas. These data can be used
by local managers to evaluate the effectiveness of their programs
and measure their accomplishments in terms of reduced error rates.
The Illinois system, although a step in the right direction, is
lacking in ‘that it concentrates on income maintenance worker per-
formance after the redetermination process and does not cover the
intake process. The latter is extremely significant in keeping
erroneous payments to a minimum. Hence, this review program can-
not provide the State with the degree of assurance that the program
is operating as effectively as it might otherwise be able to.

Massachusetts: work standards
inaccurate and performance data lacking

Massachusetts' worker performance standards are not representa-
tive of what a worker can do under current operations. They were
established through negotiations with the employee union and are
not based on work measurement. Massachusetts tried to develop an
objective worker standard by conducting a work measurement study
in 1979. However, the standards developed were based on a new
method of administration that was not implemented so the new stand-
ards were never applied. As a result, Massachusetts cannot assure
the efficiency of its local operation or that HHS is only sharing
in necessary costs. Massachusetts' quality assurance program 1is
sufficient to identify errors in the ongoing andé redetermination
processes, but cannot identify errors in eligibility determinations.
Therefore, Massachusetts (like Illinois) cannot insure that its
intake process is operating effectively.

Inappropriate work standards
impede efficiency

The Massachusetts Department of Public Welfare does not have
a system for controlling administrative costs through increasing
productivity. The level of spending is governed by the annual
appropriation by the State legislature with little consideration
given to achieving optimal efficiency. 1In fact, efficiency will
be very difficult to attain because of inadequate performance
standards.
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The workload standard per income maintenance worker in
Massachusetts is not based on work measurement, but was estab-
lished by negotiation with the employee union. For example, each
intake worker is required to process 30 cases per month regardless
of whether the cases are deemed eligible or ineligible. Once
workers achieve this standard, they are not required to process
additional cases until the following month. Our review at Boston's
Hancock Street income maintenance center showed that workers often
complete their guota early in the month and sometimes refuse to
see more applicants. As a result, applicants either have to be
processed by a supervisor or wait until the next month to apply.

The Department of Public Welfare made an attempt in 1979 to
evaluate and update worker productivity standards for Massachusetts'
public assistance workers using work measurement techniques. How-
ever, the worker performance standards developed were based on a
new method of administration. The Assistant Commissioner for
Eligibility Operations stated that, after being tested in four of-
fices, the new method was found to be impractical and was never
implemented. However, he could not give us specific details on
why the new method was impractical. Thus, AFDC managers still can-
not use their resources with maximum effectiveness.

To keep obviously ineligible applicants from being interviewed
by intake workers, speed processing of applications, and reduce
the probability of error in the eligibility determination process,
the State piloted the use of a prescreener in five local offices,
including the Hancock Street center in 1980. The prescreener per-
forms a preliminary eligibility determination and prevents many
obviously ineligible applicants from seeing a worker (although the
person can still apply). This enables the caseworker to spend more
time with people who are actually in need and to perform a more
thorough eligibility determination. The prescreener has also con-
tributed to reduction in the error rate by insuring that the client
has his or her documentation in order before he or she can see the
caseworker. Despite the obvious benefits of the prescreener, the
State legislature has not approved funds for the position and the
State has not expanded the concept to all local offices.

Quality assurance

Massachusetts began a special quality assurance program in
March 1979 to identify the specific causes of errors in the AFDC
ongoing and redetermination processes in its 20 largest offices.
A second round of reviews was performed in January 1980, and in
April 1980 quality assurance was made a permanent program to pro-
vide information on the quality of redeterminations. This review
is based upon a statistically valid sample of 1 month's AFDC
redeterminations each quarter in each office. While this system
provides valuable information on the effectiveness of operations
in the redetermination and ongoing processes, the State does not
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have a system for reviewing the effectiveness of th
process. Hence, it cannot determine whether this function is
operating in a cost-effective manner.

New York: State lacks cost
and performance data--city has
informal system

New York State does not have an adequate system to produce
cost, performance, or quality assurance data for its AFDC program
which can be used by managers to evaluate the cost effectiveness
of State and local operations. Further, the State Department of
Social Services has done little to encourage local districts to
limit, control, or accurately identify local income maintenance
administrative costs although it pays 25 percent of the counties'
AFDC administrative costs. 1In fact, officials contend that State
" law inhibits their control over local operations and that they must
reimburse local administrative costs regardless of inefficiencies.
As a result, New York State cannot assure itself or HHS that local
programs are operating efficiently and that both the State and HHS
are only sharing in reasonable and necessary costs.

New York City's workload standards are not based on work meas-
urement, and thus, they do not assure worker efficiency or provide
a basis for improving the operation's cost effectiveness. City
officials contend that they have their own systems which enable
managers to determine the cost effectiveness of the intake and re-
certification processes. However, these systems do not cover case
maintenance and parts of them are undocumented. Thus, New York
City cannot determine the effectiveness of its case maintenance
system, and New York State's and HHS' oversight of the city's
management decisions is impeded. New York State performs indepth
guality assurance reviews only in New York City, but city of-
ficials contend the data are useless for designing corrective ac-
tions.

Cost control

The New York State legislature is interested in cost contain-
ment. It has a Legislative Commission on Expenditure Review, and
as part of the New York State Social Service Laws of 1977, it
required the Department of Social Services to establish a cost
control plan and present local administrative cost data to the
legislature. In January 1978, the Department presented the leg-
islature with an interim report stating that existing adminis-
trative cost data were misleading and inadequate for reliable
calculations, comparison, and ultimate control of local admin-
istrative costs. However, according to a State official, two
major management information systems--the Welfare Management
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System and the Financial Management System l/--were being imple-
mented and, when operable, could provide detailed administrative
cost and performance data. According to a Department Associate
Commissioner, no followup report on cost containment has been
issued to the State legislature, nor has the legislature requested
one. In addition, he stated that the original report clearly

did not respond to the initial mandate of the legislature--which
was to assess local income maintenance productivity and develop

a cost control plan.

The State argues that initiatives in the cost control area
have been limited by a State law which precludes it from mandating
local staffing levels. However, Department of Social Service
officials told us they have not attempted to change the law, nor
have they suggested local staffing levels, an action which is
not precluded by State law.

New York City has data on how many staff work in each major
process at the various income maintenance centers, total staff
costs at the centers, and the staffs' activity level (such as ap-
plications processed, telephone calls received, etc.). As part of
an overall effort to reduce the number of the city's government
employees and cut costs, the New York City Human Resources Admin-
istration is following a general policy of not replacing employees
when they leave.

The Human Resources Administration's Deputy Administrator for
Income Maintenance Programs uses the staff, cost, and activity data
in administering the attrition policy. As the number of employees
in a process declines, he monitors the activity level in that

1/The Welfare Management System is intended to be a statewide com-
puter system which collects, processes, and stores eligibility
data for all public assistance recipients, without regard to
differences in local organizational structures, thereby making
comparisons of performance impossible. The original 1976 cost
estimate of $41.8 million to develop the system has been substan-
tially exceeded and is now expected to exceed $250 million.
Although the system is now operating in several counties, it is
not expected to be operational in New York City before 1983.

The Financial Management System reports only claim data sub-
mitted by local offices for administrative cost reimbursement,
which State officials contend cannot be used to judge efficiency
or effectiveness. If it were redesigned to collect cost data

by process or activity, the system could report sufficient
fiscal data at the county level to compare administrative

costs. In conjunction with a revised Welfare Management System
that contained common organizational definitions, the State
could then obtain local productivity data.
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process and if a problem (such as not determining eligibility
within the allotted time) arises, he determines whether the prob-
lem is attrition related. 1If it is, the Deputy Administrator
first tries to improve the productivity of the workers in the
income maintenance center to cover the staff loss. If that is
not effective, he uses the cost and other data to prepare a
justification to the city administration for filling the position.

The Deputy Administrator also believes that by attriting staff
until operations problems arise, he is assuring cost efficiency.
We agree that New York City's policy will foster lower administra-
tive costs, but we are not convinced it produces the best use of
resources or the highest worker efficiency. We performed an anal-
ysis of 5 of the city's 42 income maintenance centers which showed
a wide range in the number of cases per case maintenance worker
(excludes redetermination process)--over 200-~percent difference
between the highest and the lowest ratios. The number of applica-~
tions per application worker also varied widely. While city of-
ficials say they are trying to reduce this variance, and their new
system (see p. 55) will result in approximately equal case mainten-
ance caseloads among workers (at 162 cases per worker, including
redetermination process), this equality will simply be the average
of the current caseloads, not an objectively determined standard.
Furthermore, the fact that some income maintenance centers can
operate with much higher workloads than others indicates that the
average workload may not be the best standard.

An Assistant Deputy Administrator of the Human Resources
Administration told us that income maintenance center activity data
are used to hold managers accountable., Office managers who are un-
able to achieve the citywide average activity level (applications,
continuing case actions, etc.) per worker face the possibility of
demotion or reassignment. However, no documentation was available
to substantiate that any manager has ever been demoted or reas-
signed for not achieving the average, and the workload variances
discussed earlier cause us to question how strictly the policy is
followed. Further, the Deputy Administrator said he would not
want to call the averages workload standards and hold workers
accountable to the averages because the standards would tend to
become a maximum workload, not a minimum, and workers who had
exceeded the average in the past might tend to lower their per-
formance to the average.

We agree with the above-expressed concerns about using aver-
ages as performance measures. Worker performance should be meas-
ured against what is achievable, which can be determined by using
work measurement techniques.
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Work measurement

New York State does not require its localities to employ work
measurement techniques in establishing workload standards. In
addition, the State has not initiated any projects or studies to
determine the feasibility of using work measurement techniques to
establish local district staffing standards or to develop a work
measurement system. The State had applied for a demonstration
grant from HHS to develop a work measurement/simplification project
but, due to limited funds and other priorities, HHS rejected the
State's application. In the absence of extra Federal funding, the
State has chosen not to pursue the project.

New York City officials said that several years ago a city
task force attempted to design a public assistance administration
work measurement system. The city's Deputy Administrator of the
Human Resources Administration told us the task force plan was
unworkable, and he rejected it. The city has made no further at-
tempts at objectively setting workload standards.

Quality assurance

New York City has a comprehensive program for assuring the
quality of its eligibility and redetermination processes. How-
ever, its quality assurance program is deficient in that it does
not cover a major portion of the case maintenance process. This
allows errors in the case maintenance process to go undetected
(and hence uncorrected) and limits New York State's and HHS'
ability to evaluate New York City's cost effectiveness.

New York State performs local level error identification re-
views in New York City, which show errors by category (i.e., absent
parent, resources, earned income, etc.) and collateral verification
(i.e., tax clearance, postal clearance, telephone contact with SSA,
etc.) used to conclude that a case was in error. These examina-
tions consist of a sample of 100 AFDC cases and 100 non-Federal
public assistance cases that are reviewed in detail and could in-
clude obtaining verification of case information from such sources
as the State Department of Taxation or by a visit to the recipi-
ent's home. However, these examinations are not performed in any
other county in the State, and the city does not plan to use the
data from these reviews for any management purpose other than cor-
recting the specific errors found in the sample itself. Further,
the data produced by these reviews, even if used by the city,
would not provide information necessary to identify

--the activity in which the staff is making errors,

--weaknesses in operations due to local office procedures
not being followed, and
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--the need for new procedures which could prevent incorrect
payments.

Because of this lack of management information and in an
effort to provide an extra layer of management control, New York
City established the Error Accountability Unit in the income main-
tenance centers to perform quality assurance reviews of newly
accepted cases. With the implementation of the city's caseload
concept (see p. 55), this review is being expanded to the recer-
tification process, but will not identify errors resulting from
other case maintenance activities. According to city officials,
the review is designed to identify procedures workers need train-
ing in and ineffective workers. However, because the Error Ac-
countability Unit reviews only application and recertification
decisions, it cannot identify ineffectiveness in all processes
where errors may originate.

Also, New York City has an audit group which is responsible
for evaluating income maintenance center operations to determine
the effectiveness of procedures and policies and the extent to
which centers are complying with them. Two types of reviews are
conducted: standard audits and special studies. Standard audits
are designed to determine whether existing policies and procedures
are being followed in the processes of eligibility determination,
recertification, and a minor portion of case maintenance. They
are performed about every 3 to 4 months at each income maintenance
center and include evaluations of the application section, applica-
tion control and statistics section, central processing unit, fraud
control unit, employment unit, reception unit, quick service unit,
telephone unit, and face-to-face recertification centers. These
audits are used to develop corrective action plans for each office,
and field managers later follow up on the findings to insure that
corrective action was taken. However, these audits do not evaluate
a significant portion of the case maintenance process, and thus,
they cannot identify all problem areas. The city has not yet de-
veloped a program for conducting such audits of the new caseload
concept (see p. 55).

Special studies are performed on an as-needed basis to evalu-
ate the implementation of new procedures and policies. According
to a city official, these audits are an effective management tool
because they enable management to determine whether new procedures
are being properly implemented and whether the procedures improve
program operations and are cost effective.

Another less formal method used to ensure the cost effective-
ness of error reduction efforts is the New York City Deputy Admin-
istrator's own analysis. Although he has no written documentation,
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he claims that he performs a rough analysis of the program cost
reduction and administrative cost increases resulting from admin-
istrative procedures. His decisions to implement an additional
face-to~-face recertification (see p. 53) and not to have home
visits performed were based on this type of analysis. 1/

The Deputy Administrator told us that his analysis is rough
and prone to error. Therefore, to ensure that he does not imple-
ment a procedure which is not cost effective, he requires that the
benefit from the procedure be several times its cost. He agrees
that as AFDC efficiency and effectiveness improves, the differ-
ence between costs and benefits will be smaller and he will need
more accurate analysis, such as the accuracy given by work meas-
urement, to make decisions. He told us he will obtain that in-
formation when he needs it. It is possible the city is approach-
ing that level of efficiency and effectiveness now. In February
1981, the then Commissioner of New York City's Human Resources
Administration said that the city may be very close to a point of
diminishing returns; it will cost more to bring the number of
errors down further than the amount that can be saved.

CONCLUSIONS

Except for California-~which has systems in place to evaluate
worker performance and measure the cost effectiveness of specific
work processes within the program--cost and performance data avail-
able to State and local managers in Illinois, Massachusetts, and
New York are insufficient. Presently, Illinois, Massachusetts,
and New York do not have accurate goals to assess worker perform-
ance. They also lack adequate quality assurance systems which
hinder their ability to assess the cost effectiveness of specific
processes and activities.

From the Federal perspective, the deficiencies cited need to
be corrected. HHS-~as the agency responsible for the "proper and
efficient" operation of the AFDC program--must be able to assure
that the Federal Government is not subsidizing inefficient and
ineffective State and local administrative operations. Now, it
cannot. To have such assurance, HHS should work with each State
to establish accurate and reasonable goals for efficient program
operations. To encourage each State to meet its goal, HHS could «

1/It is noteworthy that our analysis of home visits in another

~ New York State social service district indicated that home visits
for eligibility determination are cost effective. We do not be-
lieve this necessarily casts doubt on the city Deputy Adminis-
trator's analysis because worker salaries, security requirements,
etc., can differ between districts, which will influence the
cost effectiveness analyses.
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develop a cost control mechanism that, for example, ties admin-
istrative funding levels to productivity rates (e.g., 40 intake
actions per month per worker). Currently, however, efficiency
goals cannot be established nor cost control developed because
the necessary cost or performance data are not available.

Massachusetts took action to institute work measurement tech-
niques which would allow managers to determine the efficiency of
their work force and institute productivity improvements but has
not implemented these techniques because they were predicated on
a proposed change in administrative procedures which never took
place. Neither New York State nor New York City have made an
attempt to develop such techniques.

Work measurement can be used in establishing performance
standards which, together with data on errors, can be used to
determine the cost effectiveness of individual workers and admin-
istrative processes. Such standards, when based on simplified
and improved work processes, would help managers maximize the
productivity of workers and facilitate the establishment of
program budgets and the achievement of goals at minimal cost.

While we recognize that work measurement combined with opera-
tional analysis can, depending on the techniques used, be expen-
sive, there are a variety of techniques States can choose from.
States should weigh each system and determine which is the most
cost effective in meeting their needs. Each method has a degree
of accuracy which is commensurate with its cost.

We believe, therefore, that HHS should actively assist the
States to adopt performance measurement and operational analysis
techniques and develop work goals and make staffing decisions
based on those techniques. In addition, the States should work
with employee groups to gain their acceptance. This is especially
important in today's budget-tightening environment when every
dollar must be effectively and efficiently spent.

AFDC managers have been successful at reducing their formerly
high payment error rates without the benefit of detailed cost in-
formation. However, further progress in reducing errors and im-
proving worker efficiency will necessitate that errors be iden-
tifiable not only statewide but also by locality, office, and
work process (intake, ongoing, and redetermination) within each
office. In this way, managers can evaluate the effectiveness of
operations at these various levels, determine where and how errors
were made, and make improvements where necessary.
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PROPOSED RECOMMENDATION TO THE
SECRETARY OF HHS

In a draft of this report, we recommended that the Secretary
require that all State plans contain statewide income maintenance
worker goals of administrative efficiency. These goals should be
based on appropriate work measurement and operational analysis
techniques and quality assurance systems which assess the quality
of specific work processes, HHS should begin working with the
States to develop these performance goals and administrative
budgets based on them to assist AFDC managers to increase worker
productivity and improve cost control.

AGENCY COMMENTS AND OUR EVALUATION

Department of Health
and Human Services

In its comments on our proposed recommendation, HHS agreed
that a need exists to work with the States on the problems dis-
cussed, but is not in favor of requiring States to take the recom-
mended actions. HHS also noted that we made no cost estimates
of the system and procedures advocated and that we used as a
standard for comparison the cost control system of one State
that has an administrative cost per case among the highest in
the country. HHS commented that there are other approaches to
administrative cost control which can be equally effective at a
lower cost, as indicated by many other States with similar or lower
error rates and lower administrative cost per case.

First, our report highlights the benefits California has
achieved in restraining administrative cost increases to much less
than inflation through its comprehensive system approach to program
management. We also provided examples of individual California
counties saving money by using scientific and objective means to
improve operational efficiency. The cost to implement such a sys-
tem and procedures and the resultant savings in a particular State
would depend on system and procedure elements adopted and any
resultant changes made in the administrative structure and practice.

Second, we used California's cost control system as a stand-
ard for comparison because it was the only comprehensive system
in use in any of the four States visited. California's adminis-
trative cost per case is a matter of concern; as pointed out on
pages 16 and 17, the limited use of work measurement to support
historical data as a basis for worker performance standards could
result in setting inappropriate standards with resultant exces-
sive costs., Comparisons of administrative costs among States can
be useful, but such comparisons must consider differences in
States' goals, administrative structure, salary levels, cost-
allocation methods, etc., which affect costs. What may be a high
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administrative cost in one State may be a reasonable level in an-
other. Each State can also be evaluated using its own appropri-
ately developed administrative goals. Our review showed that
where adequate cost control is used, costs can be restrained.

We recognize, however, HHS' concern that requiring States
to develop standards of administrative efficiency would in essence
change the nature of the Federal-State relationship~-which up
to now has been one where HHS suggests voluntary change at the
State level,

Because of the President's recent announcement that he intends
to turn the AFDC program over to the States, we are inclined to
agree with HHS that now would not be an appropriate time to alter
the Federal-~State relationship as our proposed recommendation would
have done. Our views on this matter are further discussed in a
section of this chapter which follows our presentation and evalua-
tion of State comments and provides a revised recommendation to
the Secretary of HHS.

California

California commented that the report implies in discussing
work measurement that, because historical data are the basis for
its cost control effort, it is not totally efficient when compared
to individual work measurement standards. First, while acknowledg-
ing that caseload targets are based on prior year data, California
noted that the targets are reviewed and updated to reflect current
- operating levels. Our report points this out and is supported by
the results of earlier work we did in Contra Costa County. How-
ever, California's comment supports our view of the need for wider
use of work measurement and operational analysis techniques. Up-
dating targets to reflect current operating levels merely shows
what workers are doing, not what they could achieve. 1In our view,
performance goals should be developed from objective and scientific
methods of measurement, not primarily historical results.

Secondly, California commented that our view that the State
could increase activity levels is incorrect because the county
basis for determining these levels typically is different from the
basis used by the State. The State's cost control target may be
lower because it includes both case carrying and specialized workers
who may not have caseloads, but work on cases while county work
measurement workload standards typically would be computed based
on only the number of workers with assigned caseloads, hence the
standards would be higher.

Where work measurement results are available, we believe the
State should encourage a county to strive to meet that goal when

it exceeds the cost control target. Wider use of objectively de-
termined workload standards would indicate whether cost control
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targets represent goals promoting greater efficiency or are largely
the results of past operations that may include inefficiencies.

In response to our proposed recommendation that the Secretary
of HHS require all State plans to include administrative efficiency
standards based on work measurement techniques and quality assur-
ance systems, California believed that workload measurement is not
necessarily a viable solution for administrative cost control in
a county-administered structure., It noted that its cost control
system works toward statewide uniformity, but also acknowledges
counties' organizational differences which would not likely be
considered in a workload measurement system.

Workload standards should represent, with as little bias
as possible, the workload workers are capable of achieving so that
any past inefficiencies are not continued. Such standards would
then represent goals the agencies and their workers should strive
to achieve while keeping associated administrative costs under
control. We believe that workload measurement would consider
organizational differences between counties because work meas-
urement would determine how long an administrative procedure
should take under a particular method of administration. County
specific workload standards could be developed without the prob-
lem of incorporating past inefficiencies.

California also made some suggestions of a technical nature
which we incorporated in the report where appropriate.

Illinois
Illincis made the following comments on our draft report.

l. The report proposed workload standards and performance cri-
teria as the primary evidence of the quality of responsible
management and that, if they are not scientifically de-
veloped, the Federal Government is open to exploitation.

The report demonstrates that, in at least three of the four
States visited, objective workload standards and perform-
ance criteria are not part of AFDC program management. Be-
cause AFDC administrative costs are shared between the
States and the Federal Government, the States also suffer
when "higher than necessary" costs are incurred. To help
overcome these problems and avoid bias, we believe workload
standards and performance criteria should be objected de-
veloped.

2. While promoting workload standards as an absolute prerequi-

site of the AFDC program, the report indicated that worker
optimum efficiency is a given goal on which GAO, HHS, and
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the State are in agreement. While dlsclalmlng the payment
error rate as the single criterion of efficiency, the re-
port holds it to be the most important management ef-
ficiency criterion.

Each State's policies and procedures set forth program
goals to be achieved, such as timeliness of actions for
determining eligibility and for making payments to those
found eligible, which relate to worker efficiency. Ob-
jectively determined workload/performance standards are
needed to establish what this optimum efficiency level is
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do relate to elements of worker efficiency, payment error
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how accurately they do their work. Payment error rates

are probably the most visible evidence of management
effectiveness/efficiency because they are developed from

a nationwide quality control program aimed at identifying
the causes and reducing the incidence of erroneous benefit
payments. Error rates, like administrative costs per case,
are not the single criterion of efficiency, but they are
important indicators.

3. While disclaiming a direct relationship between adminis-
trative costs and error rates, the report provides cost
data that would permit a "total cost" evaluation, but does
not conclude from the fact sheet that at Illinois' cost
per case and error rate, California could have saved money.
Also, Illinois believed the report was in error by citing
it as inefficient when it had the lowest total administra-
tive cost (including payment error) of the four States dis-
cussed and by not concluding that, based on this cost, it
was efficiently using some management practices.

The fact sheet was developed and presented for information
purposes only and was not intended to be used for compara-
tive analysis. State to State comparisons would be inap-
propriate because total and per-case administrative costs
and error rates are influenced by such factors as program
management methods, salary and staffing levels, program
complexity, and caseload size and composition (urban-rural,
income~nonincome, etc.). The facts presented in the report
about Illinois, taken together, demonstrate that its pro-
gram management, although having made significant progress
to improve program operations since 1978, needs to make
further improvements,

4. The report should have included reference to agency pro-

gram goals, such as timeliness of various administrative
actions, adequacy of response to client appeals, and
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adapting the assistance level to need level, as objectives
to be achieved rather than concentrating on aﬂmlnlstratlve
cost and error rates as criteria of manageme“t efficiency.

These are important goals that the agency should strive to
achieve. Ascertaining the extent to which a State was
achieving such goals was beyond the scope of the review
and would have necessitated examining a large sample of
active and inactive cases.

5. Also, Illinois indicated that 30 redeterminations per
month is the benchmark for discipline, but not the stand-
ard of performance. Currency of redeterminations is the
standard. This is exemplified by the report's figure of
38 redeterminations per month made in covered caseloads
in the Michigan District Office.

While we agree that currency of redeterminations is the
performance standard, the State cannot discipline a worker
unless the worker falls below 30 redeterminations per
month. As stated in the report, the Michigan District
Office averaged 38 redeterminations per month per covered
caseload which is above the disciplinary benchmark, but
below the number needed (40) to keep a standard caseload
current and below the 45 cases per month, indicated in a
1976 time study, that would represent optimum efficiency.

Illinois also made some suggestions of a technical nature
which we incorporated in the report where appropriate.

New York

New York questions our use of California as a role model and
also the comparability of the four States chosen for review be-
cause of the difference in methods of administration--State
supervised and State administered. New York indicated that each
State has a substantially different income maintenance program,
employing different administrative criteria and methodology.

California was used as the role model because it had the only
comprehensive cost control and management system of the four States
reviewed. The selection of the States was made at the direction
of the Subcommittee in order to get a picture of the efficiency and
effectiveness of different types of administration,

New York commented that the size and scope of a State's
entire income maintenance program is the key factor in the final
determination of administrative quality and efficiency. To illus-
trate this point, New York's administrative cost per AFDC case 1is
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higher than California's, although New York's income maintenance
program includes AFDC, Home Relief, Emergency Assistance to Famil-
ies, and Adults; thus, the complex program structure requires more
involved eligibility determinations which increases, not only the
chance of error, but the overall administrative cost.

We believe New York's position points out the need for (1) an
equitable cost-allocation system as stated in our previous report
(HRD-81-51, May 18, 1981) and (2) cost and performance standards
at the work process level to determine whether those processes are
operating at optimal efficiency and effectiveness. This in turn
will enable the State and HHS to determine whether New York's cost
per case is in fact reasonable.

New York indicated that the congressional intent in establish-
ing the AFDC program was to allow the State considerable flexi-
bility of operation under HHS guidelines. 1In light of this, the
State does not agree with the recommendation that a Federal man-
date be established to require States to apply uniform standards
of administration, '

We are not proposing uniform standards of administration in
this report. The standards which are discussed should be tailored
by each State to their particular circumstances with HHS oversight.
By encouraging the use of work measurement and operational anal-
ysis techniques and quality assurance, we seek maximum improve-
ments in efficiency and effectiveness, not uniform methods of
administration.

The State commented that the recommendations contained in the
report are potentially harmful to effective State management of
the AFDC program. It believes that flexibility in program admin-
istration can reasonably be expected to generate greater savings
than those GAO insists will result from its cost-allocation pro-
posal. The enforcement of such strict cost-allocation schedules
could hamper the initiative of some States and pose a financial
burden to others.

We do not believe this flexibility should ignore elements
aimed at achieving optimum efficiency. We believe that allowing
the States to work with HHS in establishing a budget to promote
efficient operations should not be a financial burden on States
operating efficient programs.

our repocrt on cost allocation primarily supports HHS efforts
to promote a more equitable method of cost allocation. Where it
can be justified, HHS will allow the use of methods other than
random moment sampling of worker time. This again should not
hamper initiatives or be a financial burden.
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New York commented that, through the use of its various sys-
ms (Welfare Management System, Medicaid Management System, and
inancial Management System), it is now capable of producing in-
formation on many aspects of the puxu.u, assistance program. In
addition, studies conducted by the State, such as Model Center
Analyses and the Abt Associates Report on Monthly Reporting, have
focused on the comparative analysis of cost per case as well as

the effects of program changes on the numbers of cases.
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We cite the Welfare Management System and the Financial Man-
agement System in the report and point out the partial cost data
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study so we do not know the extent to which they provide useful
information on this matter.

New York commented that our statement to the effect that New
York City's workload standards are not based on work measurement
should be clarified. Work measurement has been attempted based
on actual work observation, and an analysis of work performance was
conducted at the Williamsburg and Concourse income maintenance cen-
ters, necessitating lengthy discussion with local unions. These
studies were found to be successful management tools and the State
plans to continue them. Furthermore, the State indicated that work
standards in effect for the city's face-to-face recertification
program are based on actual performance observations, while other
work standards have evolved based on past experience. The measure-
ments used include a worker's ability to meet certain regulations
pertaining to timely action on appointments, applications, and
recertifications. Work backlogs are also closely monitored by New
York City to determine appropriateness of the workload.

In October 1981, we attempted to obtain details of these
studies and observations so that they could be appropriately re-
flected in the report; however, no information was made available
so we have no basis for making changes to the report.

We are sympathetic to HHS' concern about altering the Federal-
State relationship concerning the AFDC program, as highlighted on
page 29. HHS and the States are currently working to implement
the changes made to the program by title XXIII of the Omnibus
Budget Reconciliation Act (Pub. L. 97-35, Aug. 13, 1981).
Considerable effort will be needed in many States to make the
administrative, policy, and procedure changes necessary to, for
example, (1) recover any AFDC overpayment from current and former
recipients and (2) apply retrospective accounting to applicants
and recipients as well as obtain and use monthly reports from
recipients on income and changes in resources and circumstances
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which may affect their eligibility or grant amount. Also, the
President announced, in his State of the Union address on Jan-
uary 26, 1982, his intention to seek legislation to turn the
AFDC program over to the States in fiscal year 1984.

In our view, a high degree of cooperation between the States
and HHS will be essential during this period to accomplish both
the required changes called for by the August 1981 legislation
and a smooth transition, if it is to take place, of the transfer
of the AFDC program.

RECOMMENDATION TO THE
SECRETARY OF HHS

Because this report presents information that would be useful
to the States to help them improve the efficiency and effectiveness
of their AFDC operations and reduce or stabilize costs before the
planned transfer date, we recommend that the Secretary of HHS send
copies of this report to all States and work with them to develop
statewide income maintenance worker goals of administrative effici-
ency. These goals should be based on appropriate work measurement
and operational analysis techniques and quality assurance systems
which assess the quality of specific work processes. HHS should
also work with the States to develop administrative budgets based
on these performance goals. These actions would help AFDC man-
agers increase worker productivity and improve cost control.
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CHAPTER 3

CHANGES IN STATE ADMINISTRATIVE

PROCEDURES HAVE IMPROVED AFDC

MANAGEMENT: FURTHER EFFORTS ARE STILL NEEDED

Federal regulations require States to keep erroneous payments
to a minimum. To achieve this goal, managers of State AFDC opera-
tions should have management controls to

--assure the accurate and timely verification of clients'
eligibility,

--track clients' status on a continuing basis,

--facilitate eligibility worker control and supervisory
review of client documentation,

--maintain employee/system accountability for errors, and

-—-assure that workers have the educational background and
training to effectively perform income maintenance functions.

California uses these concepts in its program and, as a result,
has been successful in continuously sustaining a low error rate.

In response to congressional concerns expressed in 1977, HHS
began an intensive program of working with the States to develop
effective management controls. Similarly, State legislatures and
executive branches began to examine the administration of their
programs more intently. The results in Illinois, Massachusetts,
and New York have been encouraging. Although there are signifi-
cant differences in the program management of these States, all
have made substantial improvements. Illinois and New York have
reduced their respective error rates from 17.6 and 11.9 percent
in 1977 to 9.4 and 6.96 percent during the October 1979 to March
1980 period. Conversely, while Massachusetts has had some diffi-
culty in reducing its error rates, the prospects for improved per-
formance are also evident. In the June to December 1977 period,
the State's payment error rate was 1ll.7 percent, and in the October
1979 to March 1980 period, it had increased to 16.7 percent, but
was tentatively estimated at 9.1 percent for the April to September
1980 period.

Despite significant managerial improvements, which are planned
or have already been undertaken in Illinois, Massachusetts, and
New York, the following program functions need further attention
in one or more of these States:
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--Accurately and timely verifying clients' eligibility.
--Tracking all clients' status on a continuing basis.
-=-Contrcolling client documentation.

-=-Holding workers accountable for the quality of their work.
--Placing gqualified people in income maintenance positions.

Problems in effectively addressing these functions contribute to
erroneous payments,

CALIFORNIA AFDC PROGRAM: EMPHASIS ON
EFFECTIVE MANAGEMENT

California has made significant progress in reducing payment
errors in the AFDC program. In 1973, California had a 12.3-percent
payment error rate, reduced it to 5 percent in 1976, and for the
October 1979 to March 1980 period, the payment error rate was
6.3 percent. This situation is the result of the continuing in-
terest of all responsible parties in maintaining an effective pro-
gram. The interest starts with the State's executive and legisla-
tive branches and continues down the chain of command to the local
managers. Programs have been developed at all levels to assure
the operation of an efficient, effective, and equitable system.
Qur review has shown that the program goals of efficiency and
effectiveness are being aggressively pursued and State and local
managers are effectively managing the program.

Historical perspective

In an effort to control a "runaway" welfare system in which
the welfare rolls were increasing at a rate of 40,000 per month
and the truly needy were getting too little because others were
abusing the system by claiming and receiving benefits they were
not entitled to, California passed the Welfare Reform Act of 1971.
The act contained significant cost saving features tied to absent
parent support, relative responsibility, elimination of abuses and
loopholes, and other matters.

California also began to improve AFDC administration when it
undertook a concerted campaign in 1973 to improve the equity,
efficiency, and effectiveness of the program. The State realized
that, for this campaign to be successful, management commitment at
all administrative levels was needed and a framework to measure
success or failure would have to be developed. To accomplish
this, California developed a program management performance model
in 1976 which established the basic program goal as equity, effi-
ciency, and effectiveness. It also established performance
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measures to (1) determine the extent to which program goals were
being met, (2) provide for manager performance feedback, and
(3) establish managerial accountability.

Under the performance measures, equity is gauged based on
such things as the timeliness of eligibility determinations, the
provision of special need grants to those who are truly in need
of such assistance, and the disposition of fair hearings equitably.
Efficiency is achieved when the caseload standards set for workers
are met. Although the standards vary by county, certain minimums
have been established for the number of (1) applications to be
processed in a given period, (2) cases to be maintained on a daily
basis, and (3) redetermination actions to be handled over a speci-
fied period. The goal of effectiveness is attained when the aid
dollars misspent, through either overpayments or payments to in-
eligibles, and the number of incorrect denials of eligibility are
minimized in accordance with established goals.

Based on their evaluation of how well these goals are met,
State and local managers can determine actual performance, revise
standards or target levels of performance, and develop corrective
action plans. Further, the performance feedback obtained through
this system provides AFDC managers with needed information to de-
sign and evaluate comprehensive management controls. State and
county AFDC program managers use the data to compare actual worker
performance to the standard or target performance levels and can
immediately identify potentially weak performers or procedures.
Management can then design and evaluate corrective action.

The first piece of major legislation geared to reducing error
rates was the passage of State Senate Bill 154 in 1978. This bill
required the State to obtain statistically valid error rates for
the 35 largest counties and allowed it to sanction individual
counties for erroneous payments made in excess of 4 percent. The
counties have to pay the total non-Federal share of aid payments
for error rates in excess of 4 percent.

Current managerial efforts
to control error rates

We concentrated our review of California's administration of
the AFDC program in Los Angeles County and found that the county
has systems to insure effective program operations. Error rates
in the county have declined from 5.4 percent in the July to Decem-
ber 1977 period to 2.9 percent in the October 19879 to March 1980
period. The following discussion provides specifics on how
the county has accomplished this.

California closely monitors the timeliness of eligibility
determinations to insure that counties comply with the 45-day
federally mandated eligibility time frame. Los Angeles County
requires that eligibility be determined within 30 days of
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application and its caseworkers average 7 days. Further, Los
Angeles County holds workers accountable for maintaining a standard
of 27 intake cases per month.

The State assures the accuracy of eligibility determinations
through a stringent quality control process wherein expanded case
samples are taken to produce valid county error rates. The State
imposes sanctions on its counties for payment error rates in excess
of 4 percent. To facilitate accurate and timely determination of
client eligibility, Los Angeles County eligibility workers special-
ize in only one program. This allows workers to concentrate on
learning and understanding one set of eligibility criteria which,
in turn, allows them to perform their functions more effectively.

The county also uses two types of review to assure the ac-
curacy of eligibility determinations~-100-percent supervisory
review of all eligibility determination cases and a second review
by district monitors. The latter can either review 100 percent of
approved cases or a smaller sample, depending on the requirements
of the district director. Extensive documentation requirements
are imposed on the applicant, and a home visit to verify residence
and the childrens' presence in the home is required. To assure
the applicant's income and resocurces do not exceed established
limits, various third-party verifications are also made.

Both the State and the counties-~including Los Angeles--have
instituted a number of systems to track clients' status on a con-
tinuous basis. The State has assisted the counties in developing
systems, such as:

Retrospective accounting. 1/ The amount of the AFDC grant is
based on income received in the second month before the month
for which the checks are issued (e.g., June checks are based

on April's income). This method of budgeting eliminates the

problem of unreported income changes occurring in the budget

month, associated with a current month accounting system.

Client monthly reporting. 1/ All AFDC recipients are re-
quired to submit a monthly update of eligibility factors on

l/Section 2315 of the Omnibus Budget Reconciliation Act of 1981

" requires that States (1) determine recipient monthly benefits
based on a previous month's actual income except for the first
month of eligibility and (2) require all recipients to provide
monthly reports on income, family composition, resources, etc.,
unless a State can demonstrate to the Secretary of HHS that
specified classes of recipients should report less frequently
because the administrative cost of monthly reporting for them
is not worthwhile. Both provisions became effective October 1,
1981.
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a form mailed to them by their county welfare department.
This form allows recipients to report on a timely basis
changes affecting eligibility and grant amount. The timeli-
ness of information has had a strong impact on overpayment
and underpayment errors.

Earnings clearance. This is a quarterly computerized system
that matches State employment department records of earnings
with the State's file of AFDC recipients. County welfare
departments use the reports to verify recipient reported
earnings and to detect possible fraud.

Unemployment and disability insurance benefits verification.
County welfare departments submit forms to the State employ-
ment department to verify the existence of and amount of un-
employment and disability insurance benefits being received
by AFDC applicants and recipients.

Alien status verification. Forms are sent to the U.S. Immi-
gration and Naturalization Service to determine the legal
status of aliens.

Veterans' benefits verification. County welfare departments
obtain verification from county veterans' services offices of
the existence of and amount of veterans' benefits being re-
ceived by AFDC applicants and recipients. The system is also
used to request certain AFDC applicants and recipients to
apply for veterans' benefits.

Individual counties have developed additional tracking tech-
nigques, such as:

Tickler files. These are sets of reminders to eligibility
workers of changes in factors affecting the eligibility of
specific recipients. Common ticklers are the sixth birthday
of the youngest child, sixteenth birthday of any child, and
due dates for reinvestigations. Many counties use data
processing to provide ticklers automatically.

School verification. County welfare departments obtain the
cooperation of local school districts to verify school attend-
ance for children over 16 years of age. This is usually done
twice during the school year.

The State does not impose a standard case maintenance proce-
dure on counties but, according to a State official, the counties
have instituted procedures to facilitate both the control and re-
view of case documentation. Los Angeles County uses two procedures
which facilitate its operations: assignment of case files to in-
dividual workers and standardized filing procedures for case rec-
ords. Assigning case files to individual workers reduces time in
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locating a case record and facilitates worker familiarity with the
records. The county's computerized case control lists each worker
by file number and cites all cases assigned to a file number.
Further, workers spend little time locating cases because they keep
the current case file at their desk, readily available for review.
Standardized case format also facilitates worker familiarity with
cases and makes supervisory review of the cases easier.

Los Angeles County holds caseworkers accountable for accurate
and timely case actions. An eligibility supervisor reviews the
case files on a sample basis and determines the accuracy and time-
liness of workers' case actions. This information is considered
when the workers' annual performance evaluations (which are used
for retention and promotion purposes) are prepared. To assure that
caseworkers are properly trained, Los Angeles County provides eli-
gibility workers with indoctrination training for 3 weeks, post-
indoctrination training for 12 sessions, and reinforcement training
tailored to meet designated needs.

The State pinpoints errors and holds managers accountable for
them by conducting an expanded version of the federally required
statewide quality control sample. This sample yields valid error
rates for the 35 largest counties, which at the time of our review
comprised 85 percent of the States' AFDC caseload. 1In addition,
large county welfare departments conduct their own quality control
efforts, allowing them &o pinpoint the need for corrective action
at the district office level within the county. Also, many coun-
ties conduct desk reviews of AFDC cases which allow for a greatly
expanded case sample and identification of performance problems at
the unit and sometimes individual worker levels.

In almost all counties, local managers routinely include AFDC
corrective action in their planning and decisionmaking process.
In large counties, staff are assigned evaluative functions similar
to those performed by State staff. 1In many counties, line staff
have modified duties to include supervisory review of cases to
prevent and correct errors. In some cases, specialized clerical
staff have been assigned to check selected aspects of casework for
accuracy.

ILLINOIS: SIGNIFICANT PROGRESS,
BUT MORE NEEDS TO BE DONE

Illinois is making considerable progress in improving its
management of AFDC program operations. Since 1977, it has in-
stituted a series of administrative changes which have reduced its
payment error rate from 18.6 to 9.4 percent for the October 1979
to March 1980 period. The State accomplished this by improving
its ability to accurately and timely verify client eligibility,
track clients' status on a continuing basis, and maintain employee
~accountability for errors. Most of these improvements were in-
corporated into the corrective action plans of the HHS-sponsored
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“Six State Strategy for Error Reduction," which began in 1978. 1In
addition, the State is attempting to further improve its ability

to determine client eligibility through a separate initiative which
began in 1978--the Intake Project Task Force. However, despite
these improvements, our review at the Michigan District Office in
Cook County and the Department of Public Aid headquarters showed
that problems still exist in the following areas which contribute
to errors and erroneous payments:

--Monitoring all clients' status on a timely basis.
--Controlling client documentation.
--Placing qualified people in income maintenance positions.

Illinois recognizes problems and
has taken corrective action

In December 1977, the Illinois' payment error rate was
18.6 percent. This high error rate was due partly to an eligi-
bility determination system that hindered workers' ability to
effectively implement policies and procedures and contributed to
client and worker confusion. 1Illinois' Department of Public Aid
officials recognized this and--prompted by congressional and HHS
concern over the program in general--instituted a series of cor-
rective actions in 1978 which were speciflcally designed to im-
prove program management.

The Intake Project Task Force studied the existing system of
handling eligibility determinations and found that (1) there was
a significant lack of supervisory feedback in the local offices,
(2) workers were continuously making mistakes without ever being
aware of their errors, and (3) the errors found were usually
corrected by the individual finding them rather than by the
person who made them.

The Illinois Department of Public Aid operates two intake
systems. The first system, which is used in most downstate
offices, involved three caseworkers in the eligibility decision--
an interviewer/eligibility worker, a verifier, and a supervisor.
The eligibility worker conducts the applicant interview and subse-
quently instructs a verifier to check certain eligibility factors
during a home visit. Upon completion of the home visit, the veri-
fier returns the case to the eligibility worker who makes the eli-
gibility decision. A supervisor then reviews the case for accuracy.
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The second system, known as forward flow, is the same as the
first except that the verifier forwards the case to a different
eligibility worker called a reviewer who makes the final eligibil-
ity decision. The task force also found that using a verifier adds
to client confusion. They concluded that, by doing away with the

position and having one worker perform the entire process, the
client would receive bhetter gervice and greater accuracy would
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result. This problem has been greatly mltlgated Sane Illln01s
no longer requires a home visit in all instances.

The principal recommendations of the task force were to:
~--Standardize the intake process statewide.

--Computerize the intake process through the installation
of nine computers in local offices.

--Develop a combined application form for all categories
of assistance as a backup to the computer system.

The State has developed and implemented the combined applica-
tion form in three offices and is computerizing the intake process
in one local office. The State is also preparing to test the com-
puterized system in another office.

In addition to the Intake Project, Illinois participated in
the HHS-sponsored "Six State Error Reduction Strategy," which was
initiated in 1978. Under this program, HHS provided the State
with a list of the principal types of errors causing erroneous
AFDC payments in Illinois and received a commitment from the State
to take corrective action. For example, in 1977, 21 percent of
the dollars misspent related to the State's failure to register
its clients in the Work Incentive Program and another 21 percent
related to the clients' failure to report changes in income.

To overcome these problems, Illinois implemented a data ex-
change program with the Illinois Department of Labor to identify
Work Incentive Program registrants and is planning to develop a
computer-generated list of children approaching the ages of 6
and 16 to alert caseworkers to the impending status change. To
control the earned income error element which resulted from un-
reported employment or changes in income, Illinois initiated a
requirement that clients with earnings report their eligibility
status on a monthly basis. 1In addition, the State instituted a
system wherein selected workers would specialize in handling cases
known to have earned income. This allowed workers to develop a
strong knowledge of earned income cases and facilitated accurate
and timely case processing.
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Various other actions either have been or are being taken to
overcome error tendencies. Included are data exchanges, computer
cross-matches between the AFDC rolls and the rolls of private
sector employers, and the aforementioned recommendations from the
Intake Project Task Force. As a result of these efforts, Illinois
experienced a 34-percent decline in the number of cases in error.
An HHS official in OFA told us that the success of the "Six State
Error Reduction Strategy" in Illinois can be attributed to the
fact that the Department of Public Aid has (1) been highly recep-
tive to its suggestions for improvements, (2) solicited ideas, and
(3) requested information about effective management practices in
other States.

To further improve operations, Illinois implemented a Local
Office Performance Indicator system in 1980 to measure the perform-
ance of local offices in all Department of Public Aid-administered
programs. Performance expectations are determined based upon es-
tablished goals, objectives, standards, and desired levels of per-
formance. Performance indicators were developed for local offices
using six performance indicator categories-~-intake processing,
case management, office management, program integrity, social
services, and client/community relations. Points are awarded to
each office based on its performance, and each local office in the
State is measured, ranked quarterly, and tracked over time.

Although we completed our fieldwork in Illinois before the
system was implemented and did not have ‘an opportunity to evaluate
it, the system further demonstrates the State's willingness to im-
prove its AFDC program operations. A State official recently told
us, however, that this initiative has had an important effect in
improving performance in all aspects of the program, including
improving the accuracy of AFDC cases.

Management improvements still
needed to strengthen program

Although Illinois has made significant progress since 1978
in improving its management of AFDC operations, it still has
problems in its ability to track clients' status on a continuing
basis, control client documentation, and insure the competence of
its eligibility determination personnel. Problems in each area
can contribute to increasing the level of erroneous payments., Our
review at the Michigan District Office in Cook County indicated
that some of these areas are recognized by Department of Public
Aid officials, and corrective action is underway. Others are
either unrecognized or considered by the county to be impossible
to remedy because of such external pressures as budgetary con-
straints and union contracts.
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Tracking client status

Illinois has no regular monitoring system at the local office
level to identify changes in a case which could affect the level
of benefit payments a client receives before redetermination.

Only known earned income cases, through monthly reporting, receive
extra attention between redeterminations. Cases which had no in-
come at the time of eligibility determination or redetermination
but which subsequently receive income cannot be identified at the
local office level unless the information is volunteered by the
client. 1Illinois recognizes this shortcoming in its case mainte-
nance system and is currently pilot-testing monthly reporting on
the entire caseload of one local office. However, until monthly
reporting is required in all offices, Illinois counties will not
be capable of tracking all clients' status on a continuing basis.

Client documentation control

The filing systems used to control client documentation vary
according to local need. Some smaller offices allow workers to
maintain their own files while larger offices have central filing
systems. In March 1980, the Michigan District Office, which
handles about 12,000 cases, instituted a central filing and check-
out system for most caseworkers. Caseworkers who handle earned
income clients continue to maintain possession of individual files.
However, all other files are maintained centrally by four file
clerks and a supervisor. If a caseworker wants a file, it must be
checked out, and the caseworker is not allowed in the file area.
Despite this elaborate routine, we noted the following problems
with the central filing system:

--Files are frequently lost or misfiled which require case-
workers to create duplicate files.

--File clerks are not sufficiently trained, and the staff size
is understrength,

--Caseworkers continue to obtain their own files although not
officially allowed in the file area.

--File retrieval is very slow.

We tested the filing system by randomly selecting 25 cases to
trace back to the case files. Of the 25 files selected, 22 were
in the file cabinets and 3 had been checked out. Of the three,
we were able to locate only one. The other two files were either
misfiled or lost. '
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Staffing problems

Tracking client status and case maintenance are both hampered
by local staffing problems. Michigan District Office officials
said that the office had nine caseloads in the income maintenance
sections-~consisting of 2,115 cases--which were not being worked
on. This represented 18 percent of their workload. In Cook County,
13.2 percent of all caseloads were similarly uncovered in October
1979. In this instance, the caseloads were redistributed among
available caseworkers in each district office (including Michigan),
but these cases received inferior coverage since the primary re-
sponsibility of each caseworker is to service his or her own regular
caseload. 1In fact, the office administrator and regional director
both stated that the uncovered caseloads were either delinquent in
redeterminations or received less than the best treatment.

This is an understatement. Our analysis in the Michigan
office showed that uncovered caseloads were barely serviced at all.
The average number of redeterminations per covered caseload in
Cook County was 38, while the average for uncovered caseloads was
only 7. Further, as a result of the workload benchmark of 30 re-
determinations per month--which inhibits the amount of work that
can be performed--and the uncovered caseload, the State is not per-
forming the required number of redeterminations each month. 1In
1978, 595,299 redeterminations were scheduled, but only 77 percent
(or 456,360) were completed. In 1979, 435,926 redeterminations
were scheduled and 74 percent (or 321,431) were completed. Cases
which are not redetermined on a timely basis are more prone to
error because circumstances could occur which affect the grant,
but go undetected unless volunteered by the client.

The staffing problems are compounded by what Illinois offi-
cials believe to be an overall decline in the quality and profes-
sionalism of the State's eligibility workers because of the equi-
valency formulas for hiring and the seniority system for promoting
staff. Specifically, position descriptions allow for the equi-
valent of specified education requirements and various combinations
of equivalent training and experience to qualify for a caseworker
job. The Chief of the Department of Public Aid's Office of Per-
sonnel Management told us that the original eligibility worker job
descriptions were acceptable for the requirements of the jobs, but
they have been undermined by the equivalency formulas which were
established in 1974. As a result, some workers have not finished
grammar school and, in his opinion, cannot write complete sentences.
Further, union contracts have resulted in an eligibility worker
career ladder and a promotion system that assures that all vacant
positions will be filled primarily on the basis of seniority,
rather than merit.

In 1979, the accounting firm of Coopers and Lybrand performed

a compliance audit of the Department of Public Aid and reported
that:
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"* * * the agency does not have sufficient competent
supervisory staff necessary to administer its daily
operations with a high degree of accuracy or efficiency.
Some supervisory personnel lack the educational quallfl—
cations specified by the Department of Personnel posi-
tion descriptions for their position. The absence of an
adequate and competent supervisory staff has resulted in
inaccurate recordkeeping, failure to follow policies,
failure to recover funds that the Department is entitled
to and violations of Department Rules and Requlations
and State Statutes and Regulations.”

MASSACHUSETTS' INITIATIVES IN AFDC MANAGEMENT
HAVE LOWERED THE LEVEL OF ERRONEOUS PAYMENTS:
THE TREND SHOULD CONTINUE

Massachusetts is experiencing a rapid decline in its AFDC
payment error rates. From a high of 24.8 percent during the Octo-
ber 1978 to March 1979 period, Massachusetts expects no more than
a 9.l-percent error rate during the April to September 1980 period.
This is the culmination of numerous initiatives designed to isolate
causes of error, strengthen quality control, and improve supervi-
sory review. However, more needs to be done. Massachusetts still
has difficulty tracking clients' status on a continuing basis, ac-
curately and timely verifying clients' eligibility, and holding
workers accountable for the quality of their work.

Historical perspective

During the July to December 1977 period, Massachusetts' AFDC
payment error rate was 1l.7 percent. During the October 1978 to
March 1979 period, this rate had increased to 24.8 percent and
was the cause of extreme consternation at both State and Federal
levels. The increase was due primarily to a low priority given to
obtaining client social security numbers and staff shortages re-
sulting in uncovered caseloads. In 1979, major initiatives were
made by the State to reorganize its welfare operations and to im-
prove program management; however, Massachusetts Department of
Public welfare officials indicated that their efforts in 1979 were
inhibited by circumstances beyond their control. They contend
that the high error rate (22.l1 percent) during the April to Septem-
ber 1979 period is directly attributable to (1) a U.S. district
court order which resulted in a 5-month reevaluation of the entire
program, (2) significant legislative changes affecting the admin-
istration of the Food Stamp program which had to be implemented
by July 1, 1979, and (3) planning for a major reorganization of
the welfare function which was completed by July 1980.

In 1978, the Department of Public Welfare requested SSA to
match the State's recipient files to its records of employee earn-
ings. By early 1979, the match had been completed and the results
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made usable for Public Welfare field staff. Because of the proj-
ect's great potential to identify past fraud and reduce gquality
control earnings errors, the State wanted to use the information
before it became outdated. Thus, in March 1979 it sent notices
to recipients identified by the match, notifying them that their
eligibility was about to be reviewed. Within 2 weeks, the U.S.
district court enjoined the State for "mixing inquiries into pos-
sible fraud and present eligibility in an impermissible manner"
and required the State to rescind all actions already taken and
suspend redetermination activities on cases identified as a result
of the match.

The temporary restraining order issued by the court was the
beginning of 5 months of court involvement in every aspect of the
project. The court required field staff to perform a series of
tasks which were both time consuming and harmful to morale.
Specifically, field staff had to:

~--Contact recipients to cancel redetermination interviews
that had been scheduled as a result of the March notices.

~--Rescind all negative actions taken as a result of the match
and remove from the case folder any information obtained
from the match.

~-Review case records for all cases identified by the match
(an average of about 20 cases for a typical worker) and
decide if a redetermination is necessary.

~--Redetermine the above-identified cases (about 6 to 8 cases
for a typical worker statewide, about 16 to 18 cases for a
typical worker in Boston) based on new and very specific
rules concerning what information about earnings could and
could not be considered.

Major legislative changes in the Food Stamp program were re-
gquired to be implemented by July 1, 1979. Since AFDC workers in
Massachusetts handle Public Assistance Food Stamps for AFDC house-
holds, carrying out these changes thoroughly disrupted the normal
AFDC eligibility process. Specifically, the reevaluation of Food
Stamp eligibility and benefit levels under the new regulations re-
quired case reviews of all AFDC cases. Since Public Welfare's
computer system could not handle the conversion automatically, the
only way to complete it by July 1, 1979 (the deadline established
by the U.S. Department of Agriculture), was to sharply reduce AFDC
redeterminations to create more time for manual reviews of all case
folders. Therefore, redeterminations were completely suspended in
April 1979, and the redetermination quota was cut in half for May
and June. .
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On July 1, 1980, the social services functions performed by
the Department of Public Welfare were transferred to a new agency,
the Department of Social Services. This agency was authorized by
Massachusetts law in 1978, and from June 1979 to July 1980, the
Commissioner of Public Welfare was empowered to transfer positions
and funds into the new department. This impending separation pro-
duced great anxiety among staff who worried about downgradings and
the possible loss of jobs. In addition, regional and local office
directors who formerly supervised both income maintenance and
social services were forced to choose one function or the other.
This led to a good deal of reorganizational change and resulted
in a sizable number of inexperienced office managers in the AFDC
program. The reorganization also resulted in a title change for
workers, from social worker to financial assistance worker, caus-
ing a morale problem with workers who viewed this as a lessening
in the quality of their professional lives because they would no
longer be counseling clients.

These events disrupted AFDC error reduction efforts in two
ways. First, the extra work generated by court involvement in
the computer match process removed any possibility of completing
the Food Stamp conversion quickly, and ultimately the file match
and Food Stamp redeterminations had to be suspended from March to.
August 1979. Secondly, the intense frustration that field staff
felt as the result of the litigation and the impending reorganiza-
tion translated into a disruption of morale that lasted most of
1979.

By late 1979, Massachusetts was well on its way to resolving
its internal problems and had undertaken a concerted effort to
reduce its payment error rate. As a result, the payment error
rate dropped to 16.7 percent during the October 1979 to March 1980
period and is expected to be 9.1 percent when the April to Septem-
ber 1980 quality control statistics are published in late 198l1.

The first action was geared to reducing so-called "paper
errors.” From January to April 1980, the State campaigned to
reduce the number of errors relating to missing social security
numbers. The results were impressive. In the October 1979 to
March 1980 quality control period, 92 of the 1,200 sampled cases
lacked social security numbers. In the April to September 1980
period, only 4 of 1,200 cases sampled lacked numbers. In addition
to this campaign, the State committed itself to reducing resource
and income-~related errors and improving its quality assurance pro-
gram and supervisory review.

Massachusetts reduced (1) resource, (2) earned income, and
(3) unearned income-related payment errors through computer
matches with the State Department of Revenue, State Division of
Employment Security, Veterans' Administration, and State person-
nel files from 2.5, 1.8, and 1.2 percent, respectively, in March
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1980 to 1.9, 1.6, and 0.8 percent in September 1980. The quality
assurance review program was expanded from the 20 largest offices
in March 1979 to all 90 local offices in March 1980. The program
was designed to assure the quality of the case maintenance process
statewide.

To improve the level of supervisory review, Massachusetts
instituted a review system whereby supervisors meet each month
with their workers and establish a weekly schedule of redetermi-
nations to be made during the next month. This allows for timely
supervisory review because it prevents workers from overburdening
the supervisor in the last week of the month. In addition, it
prevents workers from leaving too many cases until the end of the
month which usually end up receiving superficial treatment because
the worker is trying to meet his or her quota. The review system
also includes the use of a quality assurance questionnaire for
all newly redetermined cases. The questionnaire improves and ex-~
pedites the supervisor's review of the case because it is designed
to predict the possibility of an error.

Massachusetts can further
improve its program

Although Massachusetts has significantly improved its AFDC
operations, more still needs to be done. Our work at the Hancock
Street income maintenance center in Boston and at the Department
of Public Welfare headquarters showed that the State still cannot
(1) insure that eligibility will be determined (see p. 20) and
redetermined timely, (2) hold workers accountable for the quality
of their work, and (3) track client status on a continuing basis.
This condition is occurring because of (1) union~negotiated
workload quotas which require workers to perform only a specified
number of eligibility determinations and redeterminations each
month, (2) State emphasis on the quantity rather than quality of
work produced, and (3) the lack of a system for the State to
determine changes in a client's status as they occur.

Redetermination control system

Massachusetts' redetermination control system does not insure
that redeterminations are done timely. The State requires that
the cases be redetermined every 6 months, and according to union
contract, workers are required to redetermine a specific percent-
age of their total caseload each month. If workers repeatedly
fall below the standard, they are subject to dismissal.

To attain timely redetermination, three statewide workload re-
ports are used to prioritize the redeterminations by the cases'
error proneness and to track the number of redeterminations com-
pleted by workers for the most recent 3 months. However, these
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reports are prone to errors, and workers believe that the priori-
ties established in the first report are only guyidelines which do
not have to be explicitly followed. As a result, to meet their
quotas, workers concentrate on the easier (less error-prone) cases,
and the more error-prone cases go without review for long time
periods. Massachusetts is attempting to resolve this problem by
meeting monthly with workers and their superv:sors, wherein super-
visors insure that workers follow a priority redetermination list
in scheduling their redeterminations.

Another possible limitation on workers' ability to perform
redeterminations is the State's home visit policy. The State re-
quires a home visit at redetermination to verify the children's
presence in the home and that the house address is the same as
that reported by the client. In a prior report (AFMD-81-51,

June 5, 198l), we questioned the cost effectiveness of home visits
and noted that Massachusetts could save a substantial amount of
staff time if it limited the number of home visits performed.

Furthermore, the Assistant Director of the Hancock Street
office told us that home visits are very expensive and worthless
for verifying residence and detecting fraud. According to a super-
visor in the Hancock Street office, most workers make two home
vigits in an afternoon, which take about 1 hour, and go home for
the balance of the day. We believe that the cost effectiveness of
home visits in Massachusetts is questionable.

Worker accountability

Currently, workers are held accountable for the quantity of
their work, but little consideration is given to quality. To
remedy this deficiency, supervisors are reviewing cases after re-
determination using a quality assurance review instrument. A
sample of these cases is then reviewed by the office director, and
every 3 months quality assurance reviewers analyze samples of these
cases to determine who is making errors and the types of errors
that are being made. The purpose of each of these reviews is to
identify errors, assure that the errors are corrected, identify
workers who need training, and provide information to the State
which it plans to use to develop quality standards for which
workers will be held accountable. A State official told us that
they hope to have such standards established by the end of 1981.

Case maintenance system

The Massachusetts case maintenance system does not provide
for keeping case information current because it does not include
a system for identifying changes in client status as they occur.
Changes are identified only at redetermination or as a result of
special computer matches or other special projects.. To overcome
this problem, the State has been experimenting since October 1980
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with mandatory monthly client reporting using a sample of 708 cases
from two local offices. The preliminary results of this experiment
have been encouraging:

-~In October 1980, total monthly payments to the 708 cases
amounted to $253,000, while in April 1981, the payments
dropped to $214,000 (a 15.8-percent decrease).

-~-None of the 708 cases ever reported having income, but by
April 1981, 15 percent were reporting income.

-~-Ninety cases were closed based on information reported.

By June 1981, the State planned to expand the experiment to
the entire caseload of one of these offices and half of the case-
load of the other office. At that time, Massachusetts planned to
initiate a second client reporting system in the Hancock Street
coffice wherein the client will be required to fill out an income
report and return it only if circumstances change. This system
will be tested for 1 year. According to a Department of Public
Welfare official, the State is undecided as to whether it will
implement a monthly reporting system or the exception reporting
system. In his opinion, the State will probably opt for the man-
datory reporting because it requires a response from the client
and failure to respond will result in case closure.

NEW YORK: REDUCTION IN ERRONEQOUS
PAYMENTS BECAUSE OF SIGNIFICANT
IMPROVEMENT IN NEW YORK CITY

New York State has realized a significant reduction in its
payment error rate. During the July to December 1977 period, the
total error rate for overpayments and payments to ineligibles was
11.9 percent, and during the October 1979 to March 1980 period,
the rate was 6.96 percent. Much of this progress can be attributed
to significant administrative improvements made by New York City--
which represents 70 percent of the State's AFDC caseload. These
improvements were mostly self-initiated or encouraged through the
Six State Strategy. Specifically, the city improved its ability
to accurately and timely verify client eligibility, track clients'
status on a continuing basis, maintain employee accountability for
errors, and facilitate eligibility worker control and supervisory
review of documentation. However, the problems are not entirely
resolved, and a series of initiatives is now either underway or
being instituted to further address them. The primary problem
which the city will continue to face for the foreseeable future
is a personnel system which impedes its ability to insure the
competence of its eligibility staff.
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Criticism and fiscal crises
prime motivators for change

Prompted by the city's financial crises and criticism from
HHS over the high rate of erroneocus payments to ineligibles, the
city administration, in conjunction with its Human Resources Admin-
istration, initiated a massive program in early 1976 to find ways
to reduce such payments. The former First Deputy Mayor convened
meetings with a wide range of persons involved in welfare includ-
ing critics and current and former welfare administrators. Every
suggestion that was given by any critic was thoroughly explored.
In addition, senior members of the Department of Income Mainte-
nance visited their counterparts in Chicago, Detroit, Boston, and
Baltimore to review the way the welfare programs were administered
in these cities and to identify any new ideas or concepts.

As a result of these efforts, 11 new programs were developed
in 1977 to augment the city's investigation procedures. The most
significant programs provided for:

--A more thorough application investigation to augment pre-
vious procedures.

~~Increasing the frequency of face-to-face redetermination
interviews from 2 to 3 times per year and tightening the
administration in that program.

--An internal audit of samples of newly accepted cases to
determine whether the decisions were made correctly,
whether every relevant item affecting eligibility had been
examined and documented, and whether contacts with other
agencies and leads developed through these contacts have
established the applicant's eligibility.

--A mail redetermination 3 times a year so that recipient
responses on family composition, absent parents, residence,
and shelter payments could be compared to information in
the computer files.

--Expanding the computer matches of recipient files to the
files of other governmental programs (such as Unemployment
Insurance and Supplemental Security Income) and to the pay-
rolls of city and State governments; quasi-public agencies,
such as the Health and Hospitals Corporation, the Transit
Authority, etc.; and some large private employers in New
York City. Through these computer matches over 20,000 in-
stances of unreported and underreported income were dis-
covered in fiscal year 1977.

Through these and other actions, the city denied assistance
to over 77,000 ineligible applicants in fiscal year 1977, removed
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about 67,000 ineligible recipients from the rolls, and reduced
the payments to another 12,500 recipients who were receiving in-
come they had not reported. Further, the error rates have been
reduced from 12.8 percent during the July to December 1977 period
to 8.2 percent during the October 1979 to March 1980 period.

A series of initiatives was also undertaken by the city in
1978 under the "Six State Strategy." Two of the more significant
of these are the model income maintenance center and the client
monthly reporting system.

Model income maintenance center

Before May 19792, New York City's system of redetermining and
maintaining cases was basically a random assignment of cases to a
worker and fragmentation of functions among various units. Clients
could see any available worker, and redeterminations were performed
in separate centers using the same random assignment system. Be-
cause workers were not assigned caseloads, it was nearly impossible
for workers to be well informed about the cases on which they were
making eligibility and payment decisions. Also, this system con-
tributed to client confusion because he or she was shuttled from
worker to worker and usually the worker was not familiar with the
client's situation. Further splintering of responsibility occurred
in the assignment of certain income maintenance tasks to other
units. For example, housing and employment related matters were
forwarded to separate housing and employment units.

In addition, the system separated the redetermination function
from the income maintenance center. With the redeterminations done
outside of the income maintenance center, it was difficult for the
worker to do a thorough job because he or she no longer had access
to the case record. The worker was provided a case extract which
did not show past problems, such as unreported income that might
suggest a need for more intensive investigation. Further, the
workers at the redetermination centers could not process changes
resulting from the interviews, since the forms necessary to input
the changes to the computers were in the case record at the income
maintenance center. At the income maintenance center, another
worker would have to pull the case record, interpret the comments
provided by the redetermination worker, and process the necessary
papers to effect the change in the computer. This led to both
delays in processing changes and additional errors by having two
workers deal with a case. Because there are so many people in-
volved in the case maintenance process, it was also difficult to
find out who was making errors and hold them accountable.

Under the old system, files were maintained in a central
filing unit. Due to the volume of files being maintained, con-
trols over the files tended to be limited. As a result, workers
had difficulty locating cases when they needed them, and according
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to the Deputy Administrator of the Human Resources Administration,
almost every audit conducted in this area indicated a difficulty
in locating between 10 and 20 percent of the requested records.
The same problem existed at one local welfare center we reviewed.
We requested 25 randomly selected case files from the file super-
visor. Eight files were found the same day requested. Nine regular
files were found after a 3-week waiting period, two files were
never found, and six dummy files were found after a 3-week waiting
period. Dummy files are created when the original files cannot

be found. In addition, we saw numerous documents that could not
be filed because the case files could not be located.

To overcome these systemic problems, the city began experi-
menting in 1979 with the assigned caseload concept at the Bushwick
income maintenance center. Under this concept a specified number
of cases are assigned to and completely maintained by one worker.
After eligibility is determined, all case actions (including re-
determinations) are handled by that worker. The results at this
model income maintenance center have been rewarding. Our review
showed that workers now take greater pride in their work and pro-
vide better service to clients. Supervisors can easily determine
which workers are making errors and initiate the necessary correc-
tive action. Clients no longer have to wait long periods to see
workers at the income maintenance and redetermination centers--
they now can make an appointment to see a specific worker when
they need assistance and see that same worker at a specified time
for redetermination. In addition, at redetermination the worker
has access to the complete case file, and all the records are
processed and maintained in one center by the specified worker.

According to city officials, it is too soon to tell whether
this concept has had an appreciable effect on the level of erron-
eous payments. However, preliminary results of the city's evalua-
tion seems to indicate a positive trend. For example, the city
found that there are fewer reopenings of closed cases at the model
center compared with other sites. Further, client waiting time
appears to be reduced from an average of 1 hour to half an hour
and case records are more readily available. Currently, 14 of
41 centers are using this concept. City officials contend that
the entire program will eventually be run this way, but refused to
provide any specific dates for expanding the concept to the other
centers. However, they are very pleased with the results to date.
Once the system is in place, the city plans to experiment with
workers being assigned specialized caseloads (AFDC only, etc.)
which should further improve the workers' effectiveness.

Client monthly reporting

To insure that AFDC clients receive proper payments, New York
City began experimenting with an automated monthly client report-
ing system in 1979 that, if implemented, would have maintained a
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current data base on a client's earnings and eliminated two of the
three annual face-to~face redeterminations and the triannual mail
redetermination. To perform this experiment, New York City estab-
lished a test income maintenance center where a computerized data
base of current client data was created. All clients served by
that center were mailed a form each month that they were required
to complete and return to the center. The data on the reports
were then entered into the computer, matched against the data base,
and an exception report was generated which a worker was required
to follow up on.

Although the test is still in progress, New York City has
decided not to implement this system citywide because its computer
cannot handle the volume of work and is constantly backlogged in
producing exception reports. City officials realize the possible
benefits which can result from a monthly reporting system and have
not totally discounted the concept. As soon as city officials
determine what effect the project had on the test center's error
rate, they will make a decision on whether to pursue other monthly
reporting systems. Officials are now considering adopting a
totally manual system similar to the one used by California.

New York City's personnel
system needs improvement

New York City's personnel system hinders its ability to assure
that the most competent supervisors and staff are working on the
AFDC program. According to the Deputy Administrator of the Human
Resources Administration, the personnel system is a textbook ex-
ample of everything a personnel system should not be:

~--Hirings and promotions are based on examinations that are
not job related; therefore, sometimes workers are promoted
to positions for which they are not qualified.

~--Managers are precluded from rewarding workers with promo-
tions solely on the basis of good performance.

~--Workers' employment status is protected by the personnel
system; therefore, management is unable to hold workers
accountable for poor performance.

According to the Deputy Administrator, the current New York
City Mayor is trying to improve the system and has been able to
eliminate examinations for some positions so that management can
promote people based on merit. However, other positions still
require that all applicants take an examination. In addition, he
indicated that he would like to fill some management positions
laterally, but the current system requires that all positions be
filled through promotion.
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CONCLUSIONS

Since 1977, Illinois, Massachusetts, and New York have made
substantial improvements in the way they administer their AFDC
programs. This is evident by the decline of error rates and in
the States' efforts to apply proven management approaches to ad-
ministrative problems. However, while each of the States has made
progress in improving the effectiveness of its programs, none can
fully carry out the critical program functions of (1) accurately
and timely verifying a client's eligibility, (2) tracking a client's
status on a continuing basis, (3) controlling client documentation,
(4) holding workers accountable for the quality of their work, and
(5) placing qualified people in income maintenance positions.

During discussions regarding HHS' written comments on our draft
report, HHS program officials told us that once a State plan is ap-
proved, HHS cannot require changes to the plan unless directed by
law or regulation. While we agree that HHS cannot, under the
present circumstances, impose specific new requirements on the
States we reviewed, we do believe that HHS should issue regula-
tions which would generally require all States participating in
the AFDC program to incorporate in their plans management controls
over these five functional elements.

RECOMMENDATIONS TO THE
SECRETARY OF HHS

'~ We recommend that the Secretary issue regulations which would
require all States participating in the AFDC program to have in
their respective plans systems to enable (1) accurately and timely
verifying a client's eligibility, (2) tracking a client's status
on a continuing basis, (3) properly controlling client documenta-
tion, (4) holding workers accountable for the quality of their work,
and (5) placing qualified people in income maintenance positions.

In the interim, we recommend to the Secretary that HHS, within
its current capacity (perhaps as an exercise in technical assist-
ance), work with:

-~I11linois to have sufficient staff to cover its entire
caseload.

--I1linois to properly implement the controls in its central-
ized filing system to determine whether the system can be
effective as designed. I1f the centralized system is found
to be ineffective, work with Illinois to pilot test a de-
centralized filing system to determine a better way of con-
trolling client documentation.
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~-Illinois and New York to improve their personnel systems to
more fully develop a cadre of qualified workers.

~-Massachusetts to expand the prescreener concept to all dis-
trict offices.

~-Massachusetts to (1) improve the accuracy and quality of
reports generated from the redetermination control system
and (2) hold workers accountable for following the priori-
ties established by the system.

~-Massachusetts to justify the cost effectiveness of doing
home visits in the income maintenance process.

~-Massachusetts to (1) continue its efforts to place greater
emphasis on the quality of the work produced by .its income
maintenance staff and (2) implement a planned system by
which it can hold its workers accountable for quality.

AGENCY COMMENTS AND OUR EVALUATION

Department of Health
and Human Services

HHS did not concur with our recommendations, stating that it
had no legal authority to disapprove State plan amendments that
did not include steps to implement these actions. Rather, HHS be-
lieves these matters are more suited to Federal-State negotiations
and technical assistance and will add them to its planning proc-
esses on that basis, rather than as a directive on which to condi-
tion State plan approval.

In our view, the Secretary of HHS has the statutory authority
pursuant to title IV-A of the Social Security Act to require of
States methods of administration that insure the proper and effi-
cient operation of the State plan. In a later meeting, HHS offi-
cials agreed that the original Department comments were incorrect=~-
the agency has the authority to impose requirements on States par-
ticipating in the AFDC program so long as these requirements are
first made a matter of regqulatory policy. As a result of this
discussion, we do agree that, once approved, HHS cannot direct
States to incorporate specific administrative methods in their
State plans unless directed by regulation or change in law. For
this reason, we have modified our earlier recommendations as
indicated on page 57. The current recommendation reflects our
view, once again, that the Secretary should take an active leader-
ship role in directing the administration of the AFDC program.

58




=

11Tinnia
o e LIS S

(

T114n e im ki

Illincis commented that some of cur findings in this chapter
represented predrawn conclusions, based on documentation about in-

efficiency in the Michigan District Office, as follows.

1. Monthly reporting is necessary for tracking clients'
status on a continuing basis--we found no regular moni-
toring system at the local office level in Illinois to
identify between redeterminations case changes which
could affect the amount of payment except for monthly
reporting required of known income cases. Illinois'
pilot test of monthly reporting for an entire caseload
at one local office indicates it believes this to be
one method of establishing regular case monitoring.

2. A distributed filing system is much more efficient than a
central filing system--our test of the Michigan District
Office central filing system showed that it was not func-
tioning as designed; if its problems were corrected, it
might be an efficient system for that office's needs. We
believe HHS should assist Illinois to properly implement
the central filing system controls to see if the system
can be effective as designed; if it is not, we believe
that a decentralized system should then be pilot tested.

3. All cases must be redetermined every 6 months or they
will be prone to errors--this is not an "either/or" issue,
There is a requirement in the Federal regulations that
recipient eligibility for AFDC benefits be redetermined
at least every 6 months. 1In addition, an HHS publication
in May 1980, summarizing an earlier conference on using
case characteristic or error prone profiles in workload
planning, pointed out that cases likely to be in error
(such as those with earned and unearned income) with error
prone eligibility factors (such as earned income and
liquid assets) should receive more attention depending
on the point at which the case is likely to be in error
(at application, at redetermination, or in between) than
should cases not likely to be in error (such as one
parent deceased, no assets, unemployed).

Also, Illinois commented that the "Six State Strategy" was not a
major factor in reducing its error rate,

While the State is entitled to a substantial portion of the
credit for initiating and reducing errors, we believe that the
report should and does indicate that the corrective actions which
resulted in the reduction of errors were within the realm of the
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"Six State Strategy." The initial strategy paper shows that
Illinois' corrective actions, including those begun before the
strategy started, were incorporated into it.

Illinois also indicated that the Coopers~Lybrand audit report
we referenced to support our conclusion on the lack of competence
of income maintenance workers and supervisors was incomplete, and
that the findings were later materially qualified in hearings be-
fore a State legislative committee. The State contends that we
were wrong in citing only the summary findings.

In October 1981, we discussed the State's contention with the
Executive Director of the Legislative Audit Commission. He stated
that he had reviewed the transcripts of the subject hearing and
could find no such qualification of the audit findings.

Oon October 24, 1981, the Director, Operations Administration
Division, Illinois Department of Public Aid, told us that Illinois
no longer requires home visits for all eligibility determinations
and redeterminations and that the State has left the need for home
visits up to the discretion of each district office director.
Since this means that the effect of the problems related to using
the verifier to perform home visits (see p. 43) have been greatly
mitigated, we have deleted from this final report our recommenda-
tion in the draft report to require elimination of the verifier
position.
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APPENDIX I APPENDIX I

FINDINGS AND RECOMMENDATIONS OF THE

HOUSE COMMITTEE ON GOVERNMENT OPERATIONS ON

ADMINISTRATION OF THE AFDC PROGRAM

House Report No. 96-285, June 18, 1979 (pp. 3 through 6)

1. Differing administrative practices among the States reflect the
large measure of State autonomy in the AFDC program. There are
marked differences among the States in benefit levels, as well as in
application forms and procedures, eligibility verification procedumsi
income reporting practices, treatment of work expenses, degree o
automated processing, error rates, administrative costs, and other pro-
gram characteristics. While these variations in State policies and
procedures result in the unequal treatment of individuals from State
to State, they do provide an opportunity for the States to experiment
with slternative and better ways to administer the program. It does not
appear, however, that the States have made optimum use of this op-
portunity to improve their AFDC operations.

2. HEW has not established administrative cost standards, does not
monitor State administretive costs on a regular basis, and has not
ann.l%zed cost differences among the States.

B Itis gresent]y difficult to measure the relative administrative effi-
ciency of State programs because of the paucity of reliable and compa-
rable data. Two commonly used measures of efficiency are error rates
and administrative costs. %Vhile error rates are useful for gauging a
State’s administrative performance over a period of time, they are not
as satisfactory for making interstate comparisons because differences
in error rates among States reflect, in part, differences in the complex-
ity of State programs.

4. The Social Security Act specifies that the Secretary of the Treas-
ury shall pa{lto each State 30 percent of the expenditures found neces-
sary by the HEW Secretary for the “Proper and efficient administra -
tion” of the State’s approved AFDC plan (75 percent of such expendi-
tures for staff training). However, HEW has not defined proper and
efficient administration except implicitly and piecemeal, b{ establish-
ing maximum error rate levels for State caseloads that will be accept-
sble for full Federal reimbursement (these tolerance levels, first intro-
duced in 1973, were never enforced and were invalidated by a-1978
Federal court decision; new tolerance levels were adopted in March
1979), and by issuing regulations interpreting the stututory require-
ments that States offer fair hearings, act with reasonable promptness
on s_,in_plicatiom, and disregard specified income received by AFDC
families. )

5. No machinery exists for informing all States prom tliy and sys-
tematically of the experimental activities and succeas¥u ractices
adopted by individual States, although HEW has inaugurated a series
of “How They Do It™ publications &s a step in this direction. Insde-
quate communication of program developments retards the improve-
ment of AFDC administration in the States and permits wasteful dua-
plication of effort.

6. No effective enforcement tools are readiiz avajlable to HEW for
uss against welfare agencies that violate AFDC regulations. The

Social Security Act requires the HEW Secretary either to withhold
all matching funds from States found not to be in compliance with
the statute or to withhold only those funds that are related to a specific
violation. Historically, this penalty has been deemed too damaging to
AFDC recipients for practical application, Furthermore, any with-
holding of funds, whether due to audit findings or another cause, is
taken against future grant awards, often long after the violation.

7. States that require monthly reports on income and other relevant
family circumstances from all or selected recipients have found this
geroeedum advantageous in several ways. The reports enable grants to

based on actual income, provide the State with a signed statement
of income and related information that serves to deter fraud, and help
to reduce error rates.
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8. The drive to reduce error rates has been marked by efforts to
standardize and simplify AFDC administration, including steps to
reduce program variations, While standardization diminishes the pro-
gram’s capacity to adjust benefits to the specisl circumstances of in-
dividual families, it also fosters greater equity by narrowing the range
of discretion left to welfare agency personnel. The committee views
the simplification and standardization of AFDC practices and pro-
cedures. as an essential step for reducing error rates and otherwise
improvine the mansgement of this complex program.

9. HEW’s quality control program, reinforced by the threat of fiseal
sanctions, has helped achieve s sharp reduction in erroneous AFDC
payments. However, error rate reductions, the “state of the art” in
manasement. improvement techniques, and the overall guality of
AFD( administration have reached a point where increased emphasis
on Federal incentives is advisable.

RECOMMENDATIONS

Clarifying Administrative Responsibility and Monitoring Perform-
ance

1. Delineation of responsibilities—It appears unlikely that legisla-
tive action will be taken in the near future to transfer the administra-
tive respomsibility for AFDC from the States to the Federal
Government, as was proposed in the last Congress by the Administra-
tion’s Better Jobs and Income Plan. The committee, therefore, rec-
ommends that HEW act expeditiougly to define more precisely the
respective Federal and State roles in AFDC administration.

2. Standards of administrative performanece—The committee rec-
ommends that HEW develop better tools and procedures for monitor-
ing the use of Federal funds for AFDC administration, including
standards for judging the reasonableness of costs and adequacy of
performance.

To help develop such standards, the committee recommends that
HEW undertake work measurement and productivity studies. The
committes further recommends that HEW regularly publish an anal-

-yuis of State administrative costs.

Assisting the Stales

3.- Computerized management information systems.~—The committes
recommends that HEW encohrage States to make optimum use of
computerized information systems for determining eligibility and for

managing cases. The committee also recommends that HEW deter-
mine whether the higher Federal reimbursement rate apg]icable. to
such systems in the Mgedicaid program has produged favorable results,
and, if so, whether the same incentive would be beneficial in the AFDC
TOZram.

P 4, Clearinghouse function.—The committee recommends that HEW
establish machinery for collecting information sbout experimentation
underway in the rgtates, for promptly notifying all States of such
experimental projects, and for promoting the dissemination of infor-
mation about successful State administrative practices.

5. Model program manuals.—The committee recommends that HEW
develop model program manuals to help the States improve the con-
sistency and efficiency of case management.

6. Technical assistance~The committee recommends that HEW
expand technics] assistance to the States and provide highly targeted
help to States and localities with special management problems.

1. Program simplification.—The committee recommends that HEW
promote simplification of the AFDC program, by such measures as
(a) encouraging further State use of consolidated payment standards
(“flat™ grants); (b) simplifying and clarifying Federal regulations
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and guidelines; and (c) developing and promoting the use of a single
application form for AFDC. food stamps. and Medicaid. The Con-
gress can contribute to this objective by establishing a standard work
expense disregard.

> 8. Use of incentives and sanctions to improve administrative per-
Jormanese —The committee recommends that the legislative committees
of the Congress consider the advisability of modifying the fiscal incen-
tives provided in Public Law 95-216 to give more adequate recognition
to the improvement each State makes in reducing payment errors from
its own error rate base and in improving the quality of its service, The
‘committee further recommends that HEW consider adoption of a sane-
tions policy that would restrict the disallowance of matching funds,
if such action is found necessary, to the Federal share of State admin-
istrative expenses ; and that HEW employ court suits more extensively
to compel compliance with statutory requirements.

8. Monthly reporting--The committee recommends that HEW

require each State to collect information monthly on family income’

and other basic eligibility factors from all AFDC recipients or, as 8
minimum, from “error-prone” cases such as those known to have
fluctuating income,

10. Greater use of quelity control sampling.—The committee recom-
mends that HEW intensify efforts to identify factors that can reduce
AFDC payment errors end, as part of that effort, expand its quality
control program to monitor the various State areas and types of cases
on s regular schedule.

11. Quality of service—The committes recommends that HEW
monitor the auality of service provided to applicants and recipients,
particularly the promptness of action on applications.

Fraud Prevention

12. Verifying eliqibility and benefits—The committee recommends
that HEW, at a State’s request, assist in the matching of welfare
recipient lists with Federa! wage and benefit records in order to
identify possible cases of ineligibility, fraud, overpayment, or under-

yment for further State investigation. This should he done follow-
ing an immediate review of the cost-effectiveness of test projects.

13, Combating fraud.—The committee recommends that the Federal
role in combating fraud be greatly strengthened through such means
as assistance in establishing State fraud detection and prevention sys-
tems, and help in facilitating the prosecution of individuals who de-
fraud the welfare system.

Interagency Cooperation

14, The committee recommends that HEW and the Department of
Agriculture develop joint regulations and performance standards for
the A¥DC and food stamp programs, Steps also should be taken to
coordinate these programs more effectively with other closely-related
welfare programs.

Improved Public Information

, 15. The committee recommends that HEW require States to give
each AFDC family basic information, in writing, about the opera-
tion of the program, including benefit schedules, reporting require-
ments, and work rules (with examples showing how benefits are
reduced by only a fraction of earnings). The committee also recom-
mends that HEW help State agencies to develop reliable public in-
formation programs for use by the media, social agencies, churches,
snd citizen groups.

63

APPENDIX I



APPENDIX IT APéENDIX

GAJ REPORT DIGEST: “HHS MOVES TO IMPROVE

ACCURACY OF AFDC ADMINISTRATIVE COST ALLOCATION:

INCREASED OVERSIGHT NEEDED" (HRD-81-51, MAY 18, 1981)

COMPTROLLER GENERAL'S REPORT HHS MOVES TO IMPROVE ACCURACY
TO THE CHAIRMAN, SUBCOMMITTEE OF AFDC ADMINISTRATIVE COST
ON OVERSIGHT, HOUSE WAYS AND ALLOCATION: INCREASED OVER-
MEANS COMMITTEE SIGHT NEEDED

DIGEST

The Department of Health and Human Services
(HHS) is responsible for assuring that State
cost-allocation plans, upon which Federal fi-
nancial participation in administrative costs
for the Aid to Families with Dependent Chil-
dren (AFDC) program are based, accurately re-
flect the Federal reimbursable share of costs.
But, HHS' principal oversight agencies--the
Division of Cost Allocation (DCA) and the Of-
fice of Family Assistance (OFA)-~are not adeqg-
uately reviewing, analyzing, and questioning
data in State cost-allocation plans either be-
fore or after their approval.

GAO's review of administrative costs incurred
in california, Illinois, Massachusetts, and
New York indicated that the Federal Government
may be incurring unnecessary charges which,
in two of these States, could amount to

$6.6 million annually. Overcharges are oc-
curring because HHS has not provided DCA and
OFA with adequate review guidance, a clear
definition of their respective roles for re-
viewing cost-allocation plan implementation,
and sufficient staff to accomplish their

work effectively. (See pp. 6 and 8.)

In the four BHS regions encompassing the States
GAO reviewed, OFA has 27 staffmembers involved
in welfare administrative cost-allocation plan
oversight. To perform comprehensive onsite re-
views at both the State and local levels, OFA
estimates that it would need 48 staff. DCA of-
ficials also contend that their staffs are in-
sufficient to accomplish regular onsite ver-
ifications. Presently, detailed onsite ver-
ifications of a plan or its amendments are not
made regularly by DCA and OFA to assure that

it correctly reflects the manner and extent

to which salaries and other expenditures of
State and local organizations benefit Federal
programs. (See pp. 8, 9, and 10.)
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Adding to the problems of review guidance and lack
of staff is HHS' failure to clearly define DCA's
and OFA's respective roles for monitoring the im-
plementation of cost-allocation plans after ap-
proval. HHS is considering designating DCA as

the coordinator for cost-allocation compliance
reviews as a means of reducing the confusion over
oversight responsibilities, but the specific re-
view responsibilities of DCA and OFA have not
been defined. (See p. 10.)

ERRONEOUS REIMBURSEMENT CLAIMS:
A LONGSTANDING PROBLEM

HHS has known about these problems for years
but to date has been ineffective in correcting
them. In 1964, 1967, and 1972, GAO reported

to the Congress that HHS paid excessive amountsg
to States for public assistance administrative
costs because 1t did not insure that claims

for reimbursement were proper before paying
them. In 1972, GAO recommended that the Secre-
tary of HHS insure that States properly claim
costs. HHS responded that it was exploring
ways of monitoring which would permit early
detection and correction of deficient State
procedures and more timely adjustment of exces-~
sive State claims.

In 1977 HHS' Inspector General compiled a sum~
mary report on audits of administrative costs
claimed under the AFDC program. In the 38-month
period ended August 31, 1977, the Inspector Gen-
eral issued 66 reports which gquestioned $78.2
million claimed by States as not eligible for
Federal reimbursement. (See pp. 7 and 8.)

From 1977 to 1980, HHS auditors conducted eight
more administrative cost audits in California,
Illinois, Massachusetts, and New York and al-
though the scope of these audits varied signifi-
cantly and only one focused on a review of the
AFDC program, the auditors questioned $31.7 mil-
lion in reimbursement claims and cost allocations.
(See p. 11.)
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VARYING COST~ALLOCATION
METHODOLOGIES IMPEDE
CO8T | 1 SONS

HHS has not required a uniform method of accumu-~
lating and allocating States’ costs and has
approved some methods which cannot assure that
administrative cost expenditures in a given pro-
gram are as directly proportional to the admin-
istrative support received as possible. The
varying methods of cost allocation alsco preclude
HHS from making meaningful comparisons of admin-
istrative cost expenditures among States.

Federal Management Circular 74-4, dated July 18,
1974, establishes the accounting principles and
standards to be used by the States in determin-
ing coets allowable for Federal reimbursement
under any Federal grant program. But the cir-
cular does not specify how administrative cost
peols should be designed or what the basis for
distributing costs to benefiting programs should
be. Further, HHS has not developed guidelines
for distributing costs in welfare cost-allocation
plans and does not require States to distribute
administrative costs on any standardized basis.
States are allowed considerable latitude in
developing cost accumulation and allocation
methodology. (See pp. 15, 16, and 17.)

CORRECTIVE ACTION UNDERWAY

In August 1979, HHS' Assistant Secretary for
Management and Budget recommended that a wel-
fare cost-allocation guide establishing uniform
cost principles and accumulation methodology
be developed for use by HHS and States. The
hssistant Secretary believed that such a guide
was needed because there was a lack of adequate
and specific guidance that could be used by
States, OFA and DCA to fulfill their respective
responsibilities. In response to the Assist-
ant Secretary's recommendation, a task force
was established--consisting of State and HHS
personnel--to develop such a guide. The pro-
posed guide, which was still in draft form as
of March 9, 1981, sets forth principles and
procedures for accumulating and allocating
administrative costs incurred by State public
assistance agencies for programs authorized

by the Social Security Act. (See p. 16.)
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BHS personnel informed GAO that the provisions
of the guide will not be inserted in regula-
tions. But if States cannot demonstrate that
their proposed or current method will produce
equitable results, DCA personnel will be
instructed to challenge any new plan submis-
sions or amendments which are not in compliance
with the terms of the guide. States with ap-
proved plans will be subject to audit exceptions
on claimed costs by OFA and the HHS Audit Agency.
HHS' General Counsel atated that HHS can issue
an enforceable cost-allocation policy through

an appropriate combination of regulations and
other policy issuances. (See pp. 21 and 22.)

RECOMMENDATIONS TO THE
SECRETARY OF HHS

GAO recommends that the Secretary

-~define the specific cost-allocation plan review
and monitoring responsibilities of DCA and OFA;

~~develop adequate guidelines for DCA/OFA use in
future cost-allocation plan review efforts;

--evaluate existing staffing and workload levels
to assure that both DCA and OFA have the tech-
nical capacity and numerical strength to effec-
tively review, approve, and monitor the imple-
mentation of cost-allocation plans and claims
for reimbursement;

-=issue guidelines establishing a system of uni-
form cost principles, procedures, and method-
ology for all welfare cost-allocation plans;

~--ingtruct DCA and OFA to conduct comprehensive
reviews of State cost-allocation plans to iden-
tify areas in which the Federal Government may
be bearing more than its fair share of AFDC
administrative costs; and

~~ingtruct DCA and OFA to follow up on GAO's find-
ings to assure that Federal funde are recovered.
(See p. 25).
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o SURVICY,
\’,F L

DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector General

AtAITy
ot 14,(

v Washington, D.C. 20201

0CT -9 198

Mr. Gregory J. Ahart

Director, Human Resources
Division

United States General
Accounting Office

Washington, D.C. 20548

Dear Mr. Ahart:

The Secretary asked that I respond to your request for our
comments on your Graft report entitled, "An Analysis of
Four States' Administration of the AFDC Program: Progress
Is Being Made But Significant Problems Still Exist." The
enclosed comments represent the tentative position of the
Department and are subject to reevaluation when the final
version of this report is received.

We appreciate the opportunity toc comment on this draft
report before its publication.

Sincerely yours,

Rl

Richard P. Kusserow
Inspector General

Enclosure
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COMMENTS OF THE DEPARTMENT OF HEALTH AND HUMAN SERVICES ON THE
GENERAL ACCOUNTING OFFICE'S DRAFT REPORT ENTITLED "AN ANALYSIS OF
FOUR STATES' ADMINISTRATION OF THE AFDC PROGRAM: PROGRESS IS
BEING MADE BUT SIGMIFICANT PROBLEMS STILL EXIST®

General

We agree with the general thrust of this draft report urging
improved management systems in the administration of the Aid to
Familles with Dependent Children (AFDC) program by State and
local governments. As a matter of fact, GAOC notes that the four
States revievwed are making major improvements in program manage-
ment and in reducing their rates of erroneous payments.

Later in these comments, in response to GAO's recommendations, we
describe scome of the many initiatives taken and underway to im-
prove the efficlency of AFDC program management and operations,
Having said this, we believe several cautions should be borne in
mind in assessing the draft report's findings and conclusions and
in understanding the underlying reasons behind ocur responses to
GAO's recommendations.

~-=~The report focuses on administrative costs; fiscally, the
bottom line is total program cost. Payments to recipients
account for the vast majority of total costs.

~-Improving the validity and accuracy of assistance payments is
a national goal to which we and the States have expressed a
current commitment, There are many initiatives underway at
all levels of government in pursuit of this goal.

~-The AFDC program is a joint Federal-State program designed to
provide considerable flexibility to the States in both pro-
gram and administrative areas.

~-=-3tates have a very substantial monetary stake in the effi-
ciency of AFDC administration since they pay almost half the
cost,

GAQ Recommendation

That the Secretary require that all State plans contain standards
of administrative efficiency based on work measurement techniques
and quality assurance systems which assess the quality of speci-
fic work processes. In conjunction with this requirement, HHS
should

(a) work with the States to develop performance goals and
develop administrative budgets based on these goals.

69




L n

APPENDIX II1 APPENDIX III

(b) establish incentives for States to keep costs within
budgets by not sharing in costs incurred in excess of the
budget unless caused by economic or other factors beyond
the State's control, or by changes in Federal requirements.

Department Comment

We agree that a need exists to work with the States on the
problems mentioned, but we are not in favor of the methods
proposed by this recommendation.

As we indicated earlier, the report does not contain any cost
estimates related to the systems and procedures it advocates.

GAO is very complimentary about one State's administrative cost
control system and uses it as a standard against which to compare
others, However, that State's administrative cost for processing
a case 13 among the highest in the country. Many other States
have similar or lower error rates and lower administrative cost
per case; which indicates that there are other approaches to
administrative cost control which can be equally effective at a
lower cost.

We do plan to work with the individual States to develop perform-
ance goals that can be used to assess the efficiency with which
Federal and State funds are expended in the administration of the
AFDC program. And we have worked and are working with the States
in a number of other ways to improve AFDC administration and
productivity. Among the things we have done or are doing:

-~ Development of a general systems design (Family Assistance
Management Information System) which provides & model for
State adaptation in upgrading their computer systems capa-
bilities. We will supply the States technical assistance in
planning, designing and ‘developing their systems.

~~ Preparation and dissemination to the States of a series of
technical assistance reports, such as "Task Analysis and Job
Design for Public Assistance Agencies”, "Managing the Intake
Process", and a series of "Hqow They Do It"™ publications.

-~ Ongoing analysis of administrative cost variances between
States for technical assistance in problem identification.

~- Continuing advocacy of State use of Error Prone Profile
systems which can lead to better State utilization of staff
resources,

~- Consultant studies performed and reported under HHS
auspices. Notably, a study titled "Comprehensive Study of
AFDC Administration Management", and another titled "Work
Measurement and Work Simplification.” We have used these
studies as the basis for various technical assistance
efforts.
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-~ Creation of the Department's Welfare Management Institute
and the Profile on State Performance Report. The Institute
has taken many steps to improve administration and produc-
tivity in State AFDC agencies. The Report provides indica-
tors for comparisons between States on quality, accuracy of
payments, and administrative costs; 1t is designed to pro-
vide a basis for targeting technicel aszsistance in problem
States.

-~ Extensive training efforts aimed at improving 3tates' AFDC
administration and productivity.

-=~ Intensive management reviews of local program operations.

-=- Establishment of a task force to look at our technical
assistance efforts and capability and make recommendations
on strategy, technology transfers and application of
technical assistance.

We agree that more needs to be done and are continuing to broaden
our efforts in this direction.

With respect to the last part of GAO's recommendation--that we
establish incentives by not sharing in costs incurred in excess
of performance-based budgets--a similar recommendation was made
in GAO's June 5, 1981 report, "Millions Can Be Saved By Improving
the Productivity of State and Local Governments Administering
Federal Income Maintenance Assistance Programs". We explained
then, and we continue to believe, that this would be considered
by the States as a new approach to sanctions. In our opinion,
the present climate of Federal-State relationships would make the
necessary statutory and/or regulatory changes impractical of
achievement, even if they were found desirable.

GAO Recommendations

That the Secretary of HHS take the following actions before
approving future Illinois, Massachusetts and New York State
plans.

~~Require that there are sufficient staff in Illinois to cover
the entire caseload.

-~Direct Illincis to pilot test a decentralized filing system to
determine a better way of controlling client documentation.

~~Assist Illinois and New York in improving their personnel
systems to more fully develop a cadre of qualified workers.

~=Direct Illinols to justify the cost effectiveness of the
verifier position in the home visit process. 1If it is found
not to be cost effective, direct the State to eliminate the
position,
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--Direct Massachusetts to expand the prescreener concept to all
district offices, :

-=Direct Massachusetts to improve the accuracy and quality of
reports generated from the redetermination control system and
to hold workers accountable for following the priorities
established by the aystem.

~=Direct Wassachusetts to justify the cost effectiveness of doing
home visits in the income maintenance process.

~-Direct Massachusetts to continue its efforts to place greater
emphasis on the quality of the work produced by its income
maintenance staff and to implement a planned system by which it
can hold its workers accounteble for quality.

Department Comment

We do not concur. Under present law we do not have legal
authority for disapproving the States' Plan amendments based upon
failure to implement directions pursuant to the above recommen-
dations. We believe that these recommendations are more suited
to Federal-State negotiations and technical assistance than to a
directive upon which State plan approval 1s conditioned. We will
factor them into our planning processes on that basis.
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STATE OF CALIFORNIA—HEALTH AND WELFARE AGEMCY

DEPARTMENT OF SOCIAL SERVICES

744 P Street, Sacramento, CA 95814
916/445-7046

October 15, 1981

Mr. James Carlan

U. 8. General Accounting Office
855 Central Avenue

Albany, New York 12206

Dear Mr., Carlan:

AN ANALYSIS OF FOUR STATES' ADMINISTRATION OF THE AFDC PROGRAM: PROGRESS
IS BEING MADE BUT SIGNIFICANT PROBLEMS STILL EXIST

Attached is California's State Department of Social Services (SDSS) comments
on the above subject U, 8. General Accounting Office report.

This report mentions that in a previous GAO review entitled "HHS Moves to
Improve Accuracy of AFDC Administrative Cost Allocation: Increase Oversight
Needed," it was stated that HHS does not have an adequate basis to make

valid managerial judgements of the composition of costs or the relative
effectiveness of States in controlling administrative costs, and that this
situation exists because HHS has allowed States to utilize a variety of
administrative cost allocation methods which do not necessarily allocate costs
to the AFDC and other federally-assisted programe according to the benefits
received., California feels that the utilization of a variety of cost allocation
methods does not causge inappropriate charges. BAllocation methodologies must
be flexible to recognize various organizational structures and limitations.

We object to the implications that the review of California's Cost Allocation
Plan supported the need for a unified cost allocation method and reference
you to our resgponse to the former GAO report (copy attached).

The report mentions that each State must submit an operational plan to

HHS for approval in order to qualify for federal financial participation

and that one item each plan must provide is that decisions will be made
promptly on applications, pursuant to reasonable State-established time standard
not in excess of 45 days from the date of application. This is contrary to
federal regulations that state that aid payments to eligible applicant must
begin within 30 days of application.

The report cites that California had a $259 million expenditure level in
Piscal Year 1980, The report does not specify the source of this informa-
tion or whether it reflects state or federal fiscal year. In either case
this amount exceeds all of California's expenditure records.

GAO notes: The page references in this appendix may not
correspond to the page numbers in the final

report.

Attachment not included in this report.
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The report further explains that in California each year new targets
are set forth by the State and negotiated with each county to further
refine and improve the cost control system. This is a misunderstanding
of our system. The counties have input but are not directly involved
in the negotiation process that takes place at the State level.

The report implies in its discugsion of work measurement, that because
historical data is the basis for California's Cost Control effort, it

is not totally efficient when compared to individual work measurement
standards. This conclusion is based on several incorrect assumptions.
First, while it is correct that caseload targets are based on prior year
data, the targets are reviewed and updated to reflect current operating
levels. Second, the implication that the state could increase activity
levels is incorrect as the county basis for determining these standards
has typically differed from that used by the State. This is particularly
true with respect to case carrying staff.

California recommends the following two wording changes to the report:

1.) Page 54, second paragraph should read. "The counties
have to pay the total share of aid payments for
error rates in excess of 4 percent."

2.) Page 59 second paragraph should read: "In 1978, the
State expanded the federally required statewide
guality control sample to yield valid error rates
for the 35 largest counties which comprise 98 percent
of the State's AFDC caseload.

GAQ Recommendation to the Secretary of HHS

Require that all State plans contain standards of administrative efficiency
based on work measurement , techniques and quality assurance systems which
agsess the quality of specific work processes.

California's Resgponse

Workload measurement is not necessarily a viable solution for controlling
administrative costs within a county administered structure such as
California's. California's cost control system employs an effort toward
statewide uniformity but also acknowledges organizational difference's
between counties. This would not likely be considered in a workload
measurement system.

California, therefore, suggests that the report acknowledge the effective-
ness of California's system and accept it as an alternative for a formal
work measurement system.
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If you have any questions concerning this response, please contact

Sue Turek, Audits and Bvaluation Section at 916/323-0263.

Sincerely,

Y A4

CLAUDE E. FINN

z£ Deputy Director

Administration

Attachment

cc: Mr. Prank Minore ‘
U. 8. General Accounting Office ..
855 Central Avenue
Albany, New York 12206
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STATE OF ILLINOIS
DEPARTMENT OF PUBL!C AID

October 6, 1981

JEFFREY C. MILLER 316 SOUTH SECOND STREET
DIRECTOR SPRINGFIELD, ILLINOIS 62763

GAO note:

Mr. Gregory J. Ahart
855 Central Avenue
Albany, New York 12206

Dear Mr. Ahart:

This ie to respond to your request for comment on the draft report "An
Analysis of Four States' Administration of the AFDC Program”.

The AFDC program has problems ~ conceptual, administrative and regulative.
Each of the States in turn adds its own particular problems to these. The
goal of this audit was clearly a challenge: to evaluate this complex program
as it touches the self-determined needs of four States and to arrive at an
assessment of primary administrative problems and solutions. I believe that
the report is only partially successful in pointing out problem areas.
Unfortunately, even this partial success 1s marred by serlious flaws in factual
findings, misunderstandings and debatable assumptions.

1. There is little question that accurate workload standards and perfor-
mance criteria are useful management tools. The report is not willing
to propose these simply as good, even essential, management tools, but
makes their presence the absolute touchstone of responsible management.

The report will not even allow for shadings of responsible manage-
ment: 1f these are not sclentifically developed workload standards
and performance criteria, the Federal govermment 1s open to
exploitation (p. 28). The report ignores much of its own cost
analysis in promoting this single criterion assessment of State
programs.

2. The report advocates the need of workload standards and performance
criteria as the sine qua non of the AFDC program:

"Without such standards or equivalent measurements, cost infor-
mation only shows what a process costs under current operations
and not what it should cost if workers are operating at optimum
efficlency” (p. 48).

The assumption inferred is that "optimum efficiency” is a given goal
regarding which the auditors, HHS and the State are in agreement.
This issue is never clarified. The auditors are not even consistent
within the report as to what “"optimum efficiency” is. The auditors
set out the solid disclaimer that the error rate is not the single
criterion of efficiency:

The page references in this appendix may not correspond
to the page numbers in the final report.
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"A manager's job is to achieve goals at the least practicable cost
and make the best poseible use of resources, while remaining
within spendimg and other limdtatioms. In 1978, the HHS Inspector
General wrote 'A cost-comsclous agency would presumably want to
minimize ite total (administration plus error) costs. At some
point, the incremental administrative cost of finding the next

j error exceeds the cost of the error found.' To ensure that

‘ administrative costs are minimized and error reduction efforts are
not counterproductive, State and local managers must be able to
identify their programs® total cost.” (p. 22).

Continuously, however, throughout the report the payment error rate 1is
held up as the most important criterion of management efficlency:

"CALIFORNIA AFDC PROGRAM: A TRIBUTE TO EFFECTLIVE MANAGEMENT
California has made significant progress in reducing payment
errors in the APDC program” (p. 31).

"Although Illinols has made significant progress since 1978 in
improving its management of AFDC operations, it still has
problems...Bach of these problems can contribute to increasing the
level of erroneous payments” (p. 66}.

"Since 1977, Illinois, Massachusetts and New York have made
substantial improvements in the manner in which they administer
their AFDC programs. The most visible evidence of this is in the
decline of error rates and in their efforts to apply proven
management approaches to administrative problems" (p. 84).

3. Although in the report considerable cost data is presented that allows
for a "total cost” evaluation, the auditors disclaim (through refer-
ence to a previous audit) a direct relationship between administrative
costs and error rates. They refuse, however, even to address the
conclusion that can be derived from the report's fact sheet (p. 9)
that California, for instance, would have saved $16 million in 1980 if
it had 11llinois' per case administrative cost and payment error rate,
and that Illinois had the lowest per case total administrative cost.
There seems to be misrepresentation or omission in the report whem the
State that has the lowest total administrative cost (including payment
error) is cited as inefficient. It seems fair to say that figures
based on total administrative costs indicate that Illinois is more
efficiently utilizing some management practices that have not been
addressed in the report. If the report has chosen to ignore this
conclusion, although based upon the report's stated principle of total
cost (p. 22), then it leaves a significant gap in its logic.

4, The question about "optimum efficiency” touches on a much higher level
than the report acknowledges. The report sets “total cost” as a
singular benchmark of efficiency but then slides toward "payment
error” as the single criterion of efficlency (as discussed above). 1
reject even total cost as a single criterion of management efficiency,
or workload standards or performance criteria. These are but several
tools avallable to management to achieve the Agency's goals. Nowhere
in the report is reference made to program goals. The report either
assumed that these are appropriate and in place, or chose to ignore
them.
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In theory, a caseworker can perform according to accurately determined
workload standards and performance criteriz, reduce error and total
administration costs and still be ineffective as far as the Agency's
program goals are concerned. The standards and criteria must be
developed in reference to the Agency's goals for the program.
Clearly, dnly one feature of these is cost control. There are other
goals, for inmstance: prompt response time to an applicant's need;
adaptation of dssistance levels to level of need; interrupting the
generation chain of welfare assistance; adequate responses to client
appeals; timely case management actions and benefit issuance.
Although the efficiency of these could be structured into properly
drawn standards and criteria, the report addresses only cost control
and, specifically, payment error. I find fault with this emphasis.

The report has a number of predrawn conclusions that it presents as
obvious assumptions. A sampling of these would be:

a. Monthly reporting is necessary for tracking clients' status on
a continuing basis (p. 66).

b. A distributed filing system is much more efficient than a
central filing system (p. 58 and 67).

¢+ All cases must be redetermined every six months or they will
be prone to error (p. 67a).

The auditor's use of these seems to carry a connotatlon of documenting
predrawn conclusions (the inefficiency of the Michigan District
Office) by resorting to arguable findings.

There is considerable factual error in the report. I can speak only
for Illinois, of course, and we have not had the time to validate all
the findings. The errors we did find, however, suggest strongly that
GAQ auditors should return to Illinois to discuss the findings with me
and my immediate staff and confirm for themselves the errors we point
out., We noted the following:

a. The report makes reference to an Illiunois "Office of Cost
Control” (p. 30 et al.). We know of no such office.

b. "The State's Quality Assurance Program...only provides error
data on the redetermination process” (p. 30). The Quality
Assurance Program provides data on several headings of case—
worker performance including:

1. Permanent eligibility verifications (birth
certificates, etc).

2. Completeness of entire case record.
Moreover, the Quality Assurance Program has been a major new

initiative in the past 18 months and stands, we believe, as a
sign of our commitment to error reduction.
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c. "Although the monthly reports on cost data were designed to
include budgets for cost centers, there is no plan to develop
them” (p. 31). The Agency has already implemented 2 cost
center reporting system for which each manager is held
accountable.

d. "Thirty redeterminations per month is the standard for case-
workers” (p. 32). This is incorrect. Thirty cases per month
ts the benchmark for discipline, but not the performance
standard. "Currency of redeterminations” iz the standard.
This is exemplified by the report's own figure of 38 redeter—
minations per month made in covered caseloads in the Michigan
District Office (p. 67a).

e. "Efforts by Illinols...to institute work measurement
techniques which would allow managers to determine the
efficiency of their work force and imstitute productivity
improvements have encountered strong opposition from local
unions...” (p. 47-48). No such strong opposition is
documented. A comprehensive study has just been completed,
with standards implementation scheduled for this fiscal year.

f. "The improvements in Illinois error rate from 18.6% to 9.4%
resulted from two initiatives begun in 1978 - the Intake
Project Task Force and the HHS~Sponsored 'Six State Strategy
for Error Reduction'” (p. 60). The Intake Task Force report
has applicability in only two of 130 local offices. The
findings of the task force have had virtually no impact upon
our error rate reduction. The “Six-State Strategy” was not a
major factor in reducing errors in Illinois.

g+ "The Combined Application Form has been implemented Statewide"”
(p. 63). This is incorrect. The CAF is being pilot tested in
only a few local offices.

h. "The forward flow process has been eliminated” (p. 63). This
is incorrect.

7. I am concerned that there are document references in the audit report
which create a significant misimpression. Again, I believe that it is
important that key GAO staff meet with my immediate staff to resolve
this issue and verify the errors we point out:

a. The audit report, to support one of its conclusions, cites the
Auditor General's 1979 Compliance Audit Report of IDPA
{produced by Coopers-Lybrand) (p. 68). This finding faults
the Agency for lack of qualified supervisors. The GAO report
cites only the summary finding of Coopers-Lybrand and does not
address the Agency's response. Our response cited lack of
documentation for this finding. This was discussed with the
Auditor General at a hearing with the General Agsembly's
Legislative Audit Committee where the Auditor Gemeral
materially qualified this finding. The GAO auditors were
wrong in citing only the summary finding.
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b. The GAO audit cites a 1979 internal audit report of the
Michigan District Office to document its stand on lost case
records. It cites the internal audit "finding" that 4 of 50
cases could not be located. This was not a fiqding of the
audit, but a qualification in the iInternal auditor's pro-
jections, because the auditor could not lay hands on the
records. Consequently, the auditor made no finding in this
regard. The Quality Assurance Monitors reported on this
office in their statistical samples of case records over four
quarters (Jamuary 1980-December 1980) that offlce staff were
unable to locate only 10 out of 703 records requested.

This preliminary report heightene our concern about the GAO audit process.

The issues discussed in the report were not discussed with upper level manage-
ment. The auditore chose to gather much of their informatiom from the
cageworker level. The factual error and the misunderstandings need not have
entered into this draft report had there been open discussion with higher
level staff.

The time allowed to us to respond to this audit report has been very difficult
within which to work. Your staff has had over a year to write this report and
we have been allowed to respond within only one month even after a two week
extension. Our ability to comment, consequently, has been limited.

If your staff would like to meet with mire to clarify the issues raised in
this letter, please contact me or my Chief Auditor, Dan McCarthy, to arrange
for a suitable time and location (217-785~0704).

Sincerly,

.

Y €. MILLER
Director

JCM:dr
CC: Jane Snowden
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NEW YORK STATE
DEPARTMENT OF SOCIAL SERVICES
40 NORTH PEARL STREET, ALBANY, NEW YORK 12243

BARBARA B, BLUM
Commissioner

October 26, 1981

Dean M, Ahant:

Re: VYour Dnadt Audit Repornt, "An
Analysis of Foun States Admini-
stration of the AFDC Program:
Proghess 44 Being Made But
Significant Problems SEiLE
Exist"

(#&1-048)

We have neviewed the subject nepont and wish to provide you with the
following comments. The repont has been shared with New Yornk City, but due
to the extemsive nature of the neport, the City's comments have not yet been
completed. We wish to assure you, however, that once we necelve the City's
response, we will forward it to you.

We wene pleased to note that yourn repont necognizes the signigicant reduc-
tion in the AFOC payment erron nate in Mew Yonk City (11.9% to 6.9%). Howeven,
many of the administrative improvements which have been initiated and imple-
mented by NYC, wene not highfighted in the neport. The City has done an
outstanding job, overn a nelatively short period of time, and we girmly believe
that the final nepont should place greaten emphasis on these results.

This Depantment questions the auditons' use of the State of California as
a role model and also the comparability of the four sitates chosen for review.
04 the gour states chosen, Califoania and New York are State supervised,
Locakly administered systems, while TLZinols and Massachusetts have State
administened systems. Each State has a substantially different Income Main-
tenance (IM) Program employing difgerent administrative criteria and
methodofogy, California, for example, does not have a broadly based State
and Local genenal assistance program and thein State administered AFDC system
exencises stningent control overn Local costs, detailfed client reporting
techniques, and retreactive client budgeting.

1t 48 our position that the size and scope of a State's entine IM Program
i8 the key factor in the final determination of administrative quality and
edflolency, To iLlustrate this point, NYS administrnative cost pern AFDC case
L4 nepontedly highen than California, although NYS's IM Program includes AFDC,
Home Relief, Emengency Assistance to Famifies, and Adults; thus the complex
Program structune requires morne Lnvolved eligibility determinations which
Logically increases, not onby the chance of errorn, but the overall admini-
sthative costs. This has not deternred the State, howevern, from making a strong
commitment £o meet the needs of its client population, as we have demonstrated
by oun willingness to suppont program indltiatives with our oum resources.
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A necent study entitled "Corrective Action and AFDC Dynamics: An
Empinical Study in Six Jurisdictions”, which was conducted by the Pubfic
Assistance Data Analysis Labonatony in the Social Welfare Reseanch Tmstitute,
Boston Coflege, found that implementation of the Quality Contrhof Progham
in NYS has Led to measured reductions in ennror rates as well as neductions Ain
caseload and expenditure Levels. Specifically, they noted that " ... New York
City utilized a wide nange 0f corrective actions to nemove {meligible neciplents
ghom the active caseload .... Entirne caseload recertification programs, mone
grequent and thorough individual case recerntification programs, and tighten
contrhols in initial aid determinations were significant contrnibutorns o
caseload and expenditure heduction in New Yonk City."

As uou bpow, Congressicnal intent in establishing the AFDC Program was
to allow the State considenable §Llexibility of operation undern HHS gulidelines.
In Light of this, we do not agree with your recommendation that a Federal
mandate be established fo nequine States to apply uniform standards of admin-
Wthation. The Depantment believes that this is a needless and wwarranted
inthusion into State Administrative practices and {4 contrary to cwvrent and
previously expressed Congressional and Executive intent. That does not mean,
however, that we are against the obfective of management improvement. We
wholeheartedly aghee that the Federal governmment should encourage States to
establish management improvement prcjects and develop methods to adequately
measure workflow, performance standands, and performance analysis. These
amprovements, fo be both quality effective and cost efficient, should be
developed and failored to meet the individual needs of each State. We would
gurnthen add that the necommendations contained im the nepont are potentially
harmful to effective State management of the AFDC Progrnam. 1t is our belief
that §lexibility in State Progham administration can reasonably be expected
1o genenate greaten savings than £hose GAO insists will nesult frnom thein
cost allocation proposal. The endorcement of such strict cost allocation
schedules could very well hamper the initiative of some States and pose a
ginancial burnden fo othens.

In nesponse Lo the auditorns' statement that NYS does not have an adequate
system to produce cost, performance and quality assunances date, we believe
you should be aware that through the use of owr various systems (Welfare
Management System [WMS), Medicaid Management Tnfonmation System (MMIS), and
Financial Management System (FMS)), we are now capable of producing ingorma-
tion on many aspects of the Public Assistance Program. We are already
developing a productivity effectiveness system and once the agorementioned
systems ane fully operational, we will use the information they generate to
gurthern improve program delivery, and also make Local districts more account-
able forn Fedenal and State funds expended. Tn addition, necent studies
conducted by the Department, such as Modelf Center Analyses and the Abz
Associates Repont on Monthly Reponting, have focused on the comparative
analysis of cost pen case as well as the effects of program changes on the
numbens of cases. We also receive, on an on-going basis, detailed statistics
gﬁiah neglect caseload indicators such as the nate of case acceptances and

084nga.
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The statement to ine effect that NYC's workload standards are not based
on wonk measurnement should be clarified. Work measurement has, in fact, been
attempted based on actual work observation and an analysis of work performance,
which was conducted at the Williamsburg and Concourse IM Centens, necessitating
Lengthy discussions with Local Labor unions. e found these studies to be very
successful measurement tooks and plan to continue with them in the future.
Furthermone, wonrk standarnds in effect fon the City's gace-Zto-face recentification
progham are based on actual performance observations, while other work
standards have evolved based on past experience. Measurements utilfized include
a worken's ability to meet centain regulations perntaining to timely action on
appointments, applications, and recertification. Wonk backLogs are also
closely monitoned by NYC to determine appropriateness of the wonkload.

We wish to thank you forn sharing this nrepont with us and thust that our
comments will be considered in the prepanation of the final report.

/ §Sincene£%3@ &;?

Basbara B. Blum
Commissdionen

Mr. Gregory Ahant
Directon
Human Resowrces Division

US General Accounting Office
Washington, D.C. 20542

% U.8. GOVERNMENT PRINTING OFFICE: 1982-361-843;2042

(105081)
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