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The Honorable Pete c’. Domenici 
Ranking Minority Member 
Committee on the Budget 
IJnited States Senate 

Dear Senator Domenici: 

This report responds to your September 15. 1986, request concerning 
the federal costs of administering the Aid to Families with Dependent 
Children (AFLK’). Medicaid, and Food Stamp programs. To control such 
administrative costs, the Grace Commission (the President’s Private Sec- 
tor Survey on Cost Control) and the administration’s fiscal year 1986, 
1987, and 1988 budget, requests? respectively, have recommended t,he 
following: (1) consolidating the federal share of admir~istrative costs of 
the three programs into one block grant to each state, (2) establishing a 
separate block grant for each of the three programs, (3) providing 
reduced federal sharing in administrative costs that exceed a specified 
limit in each program, and (4) providing reduced federal sharing in 
administrative costs that fall within specified ranges for each program 
but. no sharing in costs above the ranges. Specifically, you asked that we 
focus our analysis on how each proposal would address the following 
issues: 

l Growth in administrative costs. 
l Existing state processes whereby administrative costs are separately 

accounted for and allocated among the three programs. 
l Higher-than-normal (enhanced) federal cost sharing rates for certain 

administrat.ive activities. 
l Effect,s of federal program changes and uncontrollable economic condi- 

tions on administrative costs. 

Me’;hodology 
9 obtained administrative cost and other information about the three wel- 

fare programs coirering fiscal years 1977-85, 
l discussed the current federal cost reimbursement arrahgements with 

officials from the Departments of Agriculture and Healt,h and Human 
Services, 

l obtained administrative cost and other information on the proposals in 
the administration’s budget requests and the Grace Commission’s recom- 
mendat ions, and 
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. discussed the details of each proposal with agency officials. 

For our analysis of the effects of the four proposals on administrative 
costs, we used the administration’s savings estimates for each of its last 
three budget requests- all were based on 1986 information. For the 
Grace Commission’s 1983 proposal, we applied the Commission’s meth- 
odology to 1986 program  and cost data -the most complete available at 
the time of our analysis-to estimate comparable savings. Also, we 
obtained the views of the National Governors’ Association and American 
Public Welfare Association on the proposals. 

Background The federal government reimburses states for various activities associ- 
ated with administering federal welfare programs. Some administrative 
activities for AFDC, Medicaid, and Food Stamps are similar, such as those 
related to determ ining and redeterm ining applicants’ program  eligibility, 
including verifying income and resources. Other activities are unique for 
each program . For example, Food Stamp program  administrative activi- 
ties include issuing coupons. Medicaid activities, on the other hand, 
include approving such medical service providers as physicians, nursing 
homes, and home health providers, and establishing systems to ensure 
that beneficiaries receive only the proper care and other systems for 
processing and paying claims. 

The federal government generally pays 50 percent of states’ allowable 
administrative costs under each program . However, enhanced sharing is 
provided to encourage administrative activities, such as improving auto- 
mated information systems to better administer the programs. Through 
fiscal year 1987, enhanced federal sharing rates were as high as 90 
percent.’ 

The administrative cost reimbursement schemes for each of the pro- 
grams are open-ended-there is no lim it on the federal government’s lia- 
bility for its share of state administrative costs. Hence, as states’ costs 
to administer the programs have risen, so have federal reimbursements. 
The current reimbursement schemes for each program  are described in 
more detail in appendix I. 

‘l3egmnit-g on October I. 1987. the Immigration Reform and Control Act of 1986 requires It10 percent 
federal reimbursement of certain costs for states’ verifymg alien apphcants immigration status in 
selected welfwe programs 
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Figure 1 shows the federal administrative payments in AFDC', Medicaid, 
and Food Stamps for fiscal years 1977-85. During this period, total pay- 
ments rose from $1.4 billion to $3.0 billion. 

Flgure 1: Federal Administrative 
Paybents In the AFDC, Medicaid, and 
FooU Stamp Programs 
(FmCal Years 1977.85) 
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As shown in figure 2, between 1977 and 1986 the federal payments for 
administrative costs for the three programs increased more rapidly than 
inflation” in all but 2 years. 

__-.- -- __~__. 
FLgurs 2: Rate of Increase in Federal 
AdmInIstratIve Payments Compared With 
Inflation (Fmcal Years 1978-85) 
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Each of the four proposals would control federal cost growth, although 
in different ways and to different degrees. Both the Grace Commission’s b 
proposal and the administration’s 1986 budget proposal would eliminate 
the need to allocate costs among the t.hree programs; tlhe others would 
not. Each proposal would eliminate at least some enhanced federal shar- 
ing, thereby shifting a greater financial responsibility to the states for 
the continuation of certain activities. All the proposals would provide- 
some more so than others-for federal sharing in increased state admin- 
istrative costs resulting from such uncontrollable influences as manda- 
t,ory federal program changes and declining economic conditions. 

--.-_.-- ___ 
“lkwetl cm the Gross National Product Implicit Price Deflator-the Department of Commerce’s Bureau 
(~I’ Ercmc~mlc .4nalssis measurement of seasonally adjusted Gross National Product changes over time. 
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Table 1 shows estimated first-year federal savings for each proposal. As 
discussed on page 2, we estimated the savings shown for the Grace Com- 
mission proposal and used the administration’s estimates for the three 
budget proposals. 

Table 1: Eatlmated First-Year Federal 
Oavlngr for the Four Proposals Dollars In MillIons __~ 

Estlmated 
Proposal savings 
Consolidated block grant (,Grace Commisslon) $256 
Separate program block grants (administratlon’s 1986 budget) 146 ___-- 
Reduced sharing rate (administration’s 1987 budget) 281 ___~- 

~_______ Reduced and zero shanng rates (admlnlstratlon’s 1988 budget) 295 

Table 2 provides a synopsis of how each proposal addresses the key 
issues on which you asked us to focus. 

: Comparison of Current AFDC, Medlcald, and Food Stamp Reimbursement Arrangements With Four Proposals, by Issue 

Cost I’ IU8B 
Contr 18. d 
admini$ztratlve cost 
growth 
RequirLs cost 
allocation process 

Providbs for 
enhanted federal 
sharing. 

Allows for the effects 
of pro 
and e ! 

ram changes 
onomlc 

condlt ons on 
administrative cost. I 

Proposed schemes 

Eliminates need for Eliminates need for 
cost allocation among cost allocation among 

Consolidated block Separate program 
grant 

these programs 

block grants 

these programs 

...__--~~ --- 
Yes. Estimated flrst- Yes Estimated flrst- 
year savings Yvere 
$256 mlllton 

year savings were 
$146 mllllon 

Reduced and zero 
Reduced sharing sharing sharing ~___ 
Yes Estimated first- Yes Estimated first- :d first- 
year savings were 
$281 mlttion. 

year savings Jvere ngs Jvere 
$295 milllon. million. 

Retains current 
requirements 

Retains current 
requirements 

Yes. Each program 

Current 
arrangement 

has an allocation 
plan, accounting 
procedures, and 
reporting 
requirements 

No Federal liablllty IS 

.-- ~~~~ 
Yes Pro rams 

B provide or enhanced 

open-ended 

rates ranging from 75 
to 90 percent. 

Ellmlnates enhanced Ellmlnates enhanced 
shanng for some shanng for all 
activities, retains it for activltles 
others 

Yes:-Programs allow 
for uncontrollable 
changes through 
open-ended fundlng 
approach 

Yes, generally, by Yes, but only through 
Including adlustments inflation adjustments. 
based on number of 
recipients as well as 
inflation. 
Reimbursement for 
high-cost states 
would be Ilmlted. 

Phases out enhanced Phases out enhanced 
shann 

s” 
for AFDC and sharln 

s” 
for AFDC and 

Food tames. Food tamps 
eliminates i’t for 
Medicaid 

eliminates it for 
Medicaid 

Yesbut states with Yes program 
costs above limits 
would receive 
reduced federal 
sharing 

secretary has 
authority to adjust for 
signiftcant cost 
effects in a state 

In essence, representatives of the National Governors’ Association and 
American Public Welfare Association believed that none of the four pro- 
posals is a fully satisfactory and equitable approach to controlling 
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administrative costs. A summary of these views is presented in appen- 
dix VI. 

Analysis of Proposals 
by Cost Issue 

Growth in Administrative Each proposal would limit the federal share of administrative cost 
Costs growth through different means. 

The Grace Commission proposal would provide each st.ate one block 
grant for the federal share of its administrative costs for all three pro- 
grams. Federal reimbursement for each program would be calculated 
separately- considering the state’s average federal share of administra- 
tive costs on a per-recipient basis and the numbers of recipients in each 
program-and then combined. Each state’s initial grant would be the 
combined sums of the product of the number of recipients multiplied by 
the lesser of the state’s actual average federal reimbursement or the 
average federal reimbursement for the state(s) that rests at a prescribed 
percentile of cumulative nationwide recipients-wheh the states are 
arrayed from lowest to highest by average federal reimbursement on a 
per-recipient basis for each program the year the proposal was adopted. 
Subsequent year grant increases would be limited to inflation adjust- 
ments applied to the previous year’s averages, and increases (or 
decreases) in numbers of recipients. 

The administration’s 1986 budget proposal would provide each state a 
separate block grant for each program. The initial grant would be fixed 
at the amount received the year the proposal was adopted. Subsequent . 

grants would be adjusted only for inflation. 

The administration’s 1987 budget proposal would provide reduced fed- 
eral sharing in state average per-recipient administrative costs that 
exceed a prescribed nationwide limit-a multiple of the median of 
arrayed state averages-in each program. 

The administration’s 1988 budget proposal would prtivide reduced fed- 
eral sharing in state average per-recipient costs that l?all within pre- 
scribed nationwide ranges -multiples of the median of arrayed state 
averages-in each program, and no federal sharing in averages that 

Page 6 GAO/HRDf3&23 Federal WelPare Admhhrative Costa 



B-220102 

exceed the upper range limits in each program. The 1988 proposal also 
provides that differences between each state’s average employee wage 
and the national average state employee wage as well as estimated core 
administrat.i\‘e costs (minimum amount needed to operate a program) 
would be used each year to adjust state average per-recipient costs. 

These proposals are described in more detail in appendixes II-Y. 

Cost Allocation Processes Currently, each state welfare agency must submit for federal appro\‘al a 
plan describing the process followed to account for and allocate among 
the Arw, Medicaid, and Food St amp programs the direct, joint 1 and indi- 
rect costs incurred in administering the programs. Costs must be idemi- 
fied by program. .4dditionally, costs often must be broken down hq 
categories within programs, either for informational purposes 01 
because of different federal sharing rat,es for certain activities. For 
example, AFDC costs are reported in t,he categories of automated data 
processing design and development (,90 percent federal share j, state and 
local training (50 percent share), and all other state and local adminis- 
tration (50 percent federal share). (See p . 22 for a list of c.40 reports 
issued since 1981 related to cost allocation problems in AFDC. Medicaid, 
and Food Stamps. ) 

The Grace Commission’s consolidated block grant and the administra- 
tion’s 1986 separate program block grant proposals would eliminate the 
need for the administrativPe cost allocation process among these pro- 
grams because states’ block grants are anchored to federal administra- 
tive cost reimbursements in the year either proposal is adopted. Future 
changes-inflation (for both proposals) and recipient numbers (Grace 
Commission)-do not require cost allocation. The administration’s 1987 
and 1988 reduced sharing proposals would retain the cost allocation L 

process because program-by-program average per-recipient costs must 
be calculated in each state to establish nat,ional medians to determine 
when reduced federal sharing would begin. 

We note that should any of these proposals be adopted for fewer than 
all three programs, the possibility esists that administrathre costs might 
be allocated to programs that. remained open-ended, t bus jeopardizing 
the federal cost. savings objectives of the adopted proposal. 
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Enhanced Sharing Rates Currently, enhanced sharing rates are used to encourage states to under- 
take certain administrative activities. For example, automated informa- 
tion system design, development, and installation costs are subject to 90 
percent federal sharing in AFK and Medicaid and 75 percent in Food 
Stamps. 

All four proposals would eliminate at implementation some of the 
enhanced sharing rates, thus shifting costs to the states. The administra- 
tion’s 1986 separate program block grants proposal would eliminate all 
three programs’ enhanced sharing rates at implementation, and thus 
have the most significant long-term cost-control effect on federal reim- 
bursement. The Grace Commission proposal would eliminate some 
enhanced rates at implementation but retain others. The administra- 
tion’s 1987 and 1988 proposals eliminate all enhanced Medicaid rates at 
implementation, but reduce the AFDC rate from 90 to 76 percent for 3 
years and then to 60 percent, and gradually phase down the Food Stamp 
76 percent rates to 60 percent. Elimination of enhanced sharing would 
have the greatest effect on federal Medicaid cost reimbursements 
because, based on 1986 data, states claimed about $694 million for 
enhanced sharing in Medicaid compared with about $116 million for 
AFDC and Food Stamps combined. 

Allowance for Effects on 
Adininistrative Costs From 
Program Changes and 
Economic Conditions 

Currently, through open-ended reimbursement, the federal government 
shares in administrative cost increases that result from mandatory fed- 
eral program changes and caseload increases due to unfavorable eco- 
nomic conditions over which states have little control. 

The administration’s 1986 proposal provides only for future year infla- 
tion adjustments to states’ block granm, and not for such other uncon- 
trollable cost increases that exceed the inflation adjustment. The Grace b 
Commission proposal provides adjustments for inflation and increases 
(or decreases) in program recipients. However, such adjustments would 
be limited to the reimbursement rate for the state(s) at the prescribed 
percentile for each additional recipient in a state whose average federal 
reimbursement (on a per-recipient basis) exceeds the limit-at the time 
or in the future. The administration’s 1987 proposal provides for some 
future year federal sharing in uncontrollable cost increases by using as a 
reference the nationwide median of states’ average per-recipient admin- 
istrative costs in each program for setting the reduced sharing thresh- 
old. However, states with average per-recipient costs above the reduced 
sharing threshold-at the time or in the future-would be penalized for 
high costs, even if caused by circumstances beyond their control. 
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Similarly, the administration’s 1988 proposal uses as a reference the 
national median of states’ average per-recipient costs in each program 
for set,ting the reduced and zero sharing thresholds, and stat,es whose 
averages-at the time or in the future- would exceed the thresholds 
would be penalized. However, as discussed earlier, this proposal pro- 
vides adjustments for core administ,rative costs and state wage differen- 
tials in establishing these thresholds. Moreover, it authorizes the 
cognizant program secretaries to adjust a state’s cost,s to make them 
more equivalent with other states. For example, such adjustments might 
be made when caseload increases due to economic declines or federally 
required program changes- that were beyond the state’s ability to con- 
trol-which affect an indiLridual state’s costs more than all states gener- 
ally. Depending upon the criteria established and decisions made in 
particular situations, use of this authority could help such states mini- 
mize or avoid federal reimbursement reductions that may result from 
uncontrollable influences. 

Over the years, the design of the administration’s cost-control proposals 
has shown an increasing sensitivity to their potential adverse effect on 
states’ costs. Of the four proposals, the administration’s 1986 budget 
proposal for separate program block grants is the least sensitive to pos- 
sible adverse effects on states-it would provide only inflation adjust- 
ments and eliminate all enhanced sharing rates upon implementation. 
The administration’s 1988 budget proposal appears to be the most sensi- 
tive toward the states-it would allow adjustments that would be of 
particular benefit to small states and st,ates with low wages; and allows 
for heads of the cognizant federal program agencies to adjust states’ 
reimbursement le\Tels. 
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As requested by your office, we did not obtain agency comments on this 
report. Unless you publicly announce its contents earlier, we plan no 
further distribution of this report until 14 days from its issue date. At 
that time, we will send copies to other interested congressional commit- 
tees and the Secretaries of Agriculture and Health and Human Services, 
and make copies available to others on request. For additional informa- 
tion, please contact me  at 275-6193. 

Sincerely yours, 

Franklin Frazier 
Associate Director 

4  7 f--i 
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Appendix I 

Current Federal Administrative Cost 
Reimbursement Arrangements for the AFDC, 
Medicaid, and Food Stamp Programs 

Cost issues 
Control 
admrnrstratrve 
cost growth 

Description 
Federal fundrng IS open-ended-there IS no lrmrt on federal lrabilrty for 
sharing In allowable state costs Incurred for admrnrstenng the AFDC. 
Medrcaid, and Food Stamp programs. Most costs are shared at 50 
oercent 

Cost allocation States have federally approved and monrtored plans allocatrng and 
process accounting for direct, point. and indirect costs among these programs, 

and to exclude costs for other programs such as the Social Services and 
Low-Income Home Energy Assistance block grants and state-funded 
general assistance Costs must be reported by specific categories-10 
categones for Food Stamps 7 for Medicaid; 3 for AFDC. 

Enhanced federal The followrng enhanced rates are available if program requirements and 
sharing rates performance standards are met: 

AFDC 
- planning. design, development, and rnstallation of automated 
rnformation systems (90 percent) 
Medrcaid 
- design. development, and rnstallatron of automated rnformatron 
systems (90 percent) 
- operating automated systems (75 percent) 
- employing and supportrng skrlled medrcal professionals for clarms 
review (75 percent) 
- processing famrly planning servrces claims (90 percent) 
- qualified antifraud and antrabuse actrvrtres (90 percent for the first 3 
years, 75 percent thereafter) 
Food Stamps 
- plannrng, design. development, and rnstallatron of automated 
rnformation systems (75 percent) 
- fraud investrgatrons, prosecutions, and hearings (75 percent) 

Uncontrollable Under the open-ended arrangement, the federal government generally 
cost effects of shares in Increased state costs due to federal program changes or the 
program changes management of larger caseloads resulting from unfavorable state 
and economrc economrc conditions as well as other factors that increase administrative 
conditions costs natronwide. such as inflatron 
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1983 Grace commission Proposal: Consolidated 
Federal Block Grant 

Cost Issues Description 
Control 
administrative 
cost growth 

This proposal consolrdates rnto one block grant to each state the federal 
share of AFDC. Medicaid, and Food Stamp admrnrstratrve costs, 
calculated on a federal reimbursement per-reciprent basrs for each 
program. States are arrayed for each program in ascending order by 
average federal reimbursement per recrpient, and the numbers of 
recipients are accumulated. Federal rermbursement for each program IS 
limited to the lesser of a state’s actual average federal reimbursement 
per recipient or the average federal reimbursement per recrprent of the 
state(s) that rests at the 70th percentile of cumulative nationwide 
recipients in each program States wrth hrgher averages are limrted to 
this maximum federal reimbursement per reciprent. States pay the 
difference between the federal grant and total cost to admrnrster the 
programs. Applying the proposal’s methodology to fiscal year 1965 cost 
and recipient data, GAO calculated estimated federal savings of $256 
million. if the orooosal had been In effect for that vear 

Cost allocation 
process 

Elrmrnates the cost allocation process. The first-year block grant IS 
based on estimated numbers of recipients and federal administrative 
payments to the state in each program the year the proposal IS adopted 
Future adjustments to the block are based on separate program 
recipient count changes in each state and inflation Increases. The 
administering agency has the responsrbility to develop a methodology to 
make the adrustments. 

Enhanced federal 
shanng rates 

Uncontrollable 
cost effects of 
program changes 
and economic 
conditions 

Enhanced sharing IS eliminated for automated rnformatron system 
actrvities in all three programs, but is retained for antifraud and 
antrabuse actrvrties in Medicaid and Food Stamps. This proposal does 
not specify retention or elimination of enhanced rates for other Medicaid 
activities (75 and 90 percent). 
Future Inflation-based block grant adjustments may compensate states 
for nationwide cost increases. However, adjustments for increases due 
to federal program than 

e 
es or the management of larger caseloads 

resulting from unfavorab e state economic condrtions would be limrted to 
the maxrmum federal rermbursement for each additronal recipient for 
those states whose average federal reimbursement per recrprent at that 
time or In the future may equal or exceed a program’s maxrmum per- 
recipient federal reimbursement level 
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The Administration’s Fiscal Year 1986 Budget 
Proposal: Separate Program Federal 
Block Grants 

cost Issues 
Control 
admrnistratrve 
cost growth 

Description 
Thus proposal establrshes a separate block grant for the federal share of 
adminrstratrve costs for each program, namely AFDC. Medicaid and 
Food Stamps First-year grants are set at the level of estrmated 
spending In each program during the year In which the proposal IS 

adopted Each state’s grant allocation for each program IS based on the 
proportion of federal admrnrstratrve payments to all states (reduced by 
the amount of any enhanced sharing) It received in the year before the 
year the proposal IS adopted That IS. the proposed block. grants for 
fiscal year 1986 f,the first year) would be set at the estimated spending 
levels of fiscal year 1985 (the year of adoption), and states’ allocations 
would be based on fiscal year 1984 rermbursements The admrnrstratron 
estrmated first-year savings to have been $146 mullion 

Future year grant increases are Irmrted to amounts based on annual 
changes (between fiscal year mrd-points) in the Gross National Product 
lmpliclt Pnce Deflator (See p 4 ) For example the Incremental grant 
Increase for the first subsequent year, fiscal year 1987, would have been 
based on the price deflator change from March 31, 1985 to March 31, 
1986 

Cost allocatron 
process 

Enhanced federal 
shanng rates 

Uncontrollable 
cost effects of 
program changes 
and economic 
conditions 

Elrmrnates the cost allocatron process States pay the difference 
between the federal block grants and total program admrnrstratrve costs 
Detailed cost reporting becomes unnecessary 
All normal and enhanced sharing rates are elrmrnated at the start of the 
base year, as are the related qualifying standards and requirements. 
thereby reducng federal Influence over state welfare admrnrstratron. 
States can spend block grants for any program-related administrative 
actrvrty they wish to pursue In a manner they deem necessary and 
desrable 
Future rnflatron adfustments to the block grants may compensate states 
for natronwrde cost increases The proposal contarns no other 
adjustment factors to compensate affected states for federal program 
changes or the management of larger caseloads resulting from 
unfavorable state economrc condrtrons. nor to provide added funds to all 
states if a general recesson occurs 
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!i?he Administration’s FiseaI Yeax- 1987 Budget 
Proposal: Reduced Federal Sharing 

cost Issues Description 
Control 
administrative 

This proposal reduces the normal federal sharing rate in each program 

cost growth 
from 50 to 25 percent for the portron of a state’s average per-recrprent 
administrative costs that exceeds 175 percent of the nationwide medran 
of all states’ averages, arrayed in descending order. State averages are 
derived from annual costs subject to 50 percent federal shanng divided 
by the average monthly number of recipients receiving benefits In the 
same year for each program. The nationwide median is based on the 
latest four-quarter penod for which cost and recipient data are avarlable 
preceding the subject fiscal year. The administration estimated savings 
of $21 millron if the reduced sharing proposal had been Implemented in 
fiscal year 1987. 

Cost allocation Retains the cost allocation process. Separate state cost-per-recrprent 
process averages are required for each program. ~~__ 
Enhanced federal 
sharing rates 

Eliminates all enhanced sharing in Medicaid at the start of fiscal year 
1987. Reduces the enhanced AFDC rate from 90 to 75 percent for fiscal 
years 1987,1988, and 1989 and to 50 percent for fiscal year 1990 and 
future years. Reduces Food Stamp enhanced rates of 75 percent in 5- 
percentage point increments for each half fiscal year, beginnrng with the 
last half of fiscal year 1987, achieving a 50-percent rate by the last half of 
fiscal year 1989. 

The admrnistration estimated that elrmination/phase out of enhanced 
sharing for fiscal year 1987 would have resulted in savings of $260 
million-of which $247 million would have come from Medicaid-in 
addition to the $21 million savings associated with reduced sharing; total 
estimated savings would have been $281 million. 

These specral activity costs would eventually be subject to no more than 
50 percent sharing and at that point become part of the costs used to 
determine state per-recipient averages to which reduced sharing 
applies. 

Uncontrollable Future administrative cost increases across the states should result In 
cost effects of 
program changes 

some increases in federal sharing for all states. However, states with 

and economic 
average per-recipient costs above the reduced shanng threshold-at 

conditions 
that time or in the future-would be penalized for hrgh costs even if 
caused by circumstances beyond their control, such as federal program 
changes or the management of larger caseloads resulting from 
unfavorable state economic conditions. 
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The Administration’s Fiscal Yeax 1988 Budget 
Proposal: Reduced and Zero FederA Sharing 

cost Issues 
Control 
administrative 
cost growth 

Description 
Thus proposal reduces the normal federal sharing rate In each program 
from 50 to 25 percent for the portron of a state’s adjusted average per- 
recipient administrative costs that fall between 125 and 150 percent of 
the nationwide median of all states’ averages In AFDC and Food 
Stamps, and between 135 and 160 percent of such median in Medicaid 
The portion of state averages exceeding the upper range lrmrts are not 
subject to federal sharing. 

Each state’s averages are adjusted on a per-recipient basis in each 
program by (1) the proportion its average annual employee wage bears 
to the nationwide average annual state employee wage and (2) 
estimated core administrative costs (minimum costs needed to operate 
a program-$750,000 each for AFDC and Food Stamps and $1 million 
for Medicaid) Core costs and nationwide medians are adjusted annually 
for inflation. 

States are also allowed to offset “excess” averages (subject to reduced 
or zero sharing) In one or more programs against “efficiency” averages 
(under the limrts) in the other program(s) to minimize the loss of 
reimbursement. The admrnrstration estimated savings of $29 million by 
rmolementinq reduced and zero sharing in fiscal year 1988 

Cost allocation Retains the cost allocation process. Separate averages and adjustments 
process are required for each program 
Enhanced federal Eliminates all enhanced sharing in Medicaid at the start of fiscal year 
sharing rates 1988 Reduces the enhanced AFDC rate from 90 to 75 percent for fiscal 

years 1988, 1989, and 1990 and to 50 percent for fiscal year 1991 and 
future years. Reduces the enhanced Food Stamp rates from 75 percent 
rn 5-percentage point Increments for each half fiscal year, beginning with 
the last half of fiscal year 1988, achievrng a 50-percent rate by the last 
half of fiscal year 1990 

The administration estimated that savings In fiscal year 1988 from 
elimination/phase out of enhanced sharing would have been $266 
mrllion-of which $255 millron would have come from Medicaid-in 
addition to the $29 mrllion savings associated with reduced and zero 
sharing. total estimated savrngs would have been $295 mrllion. 

These special activity costs would eventually be subject to no more than 
50 percent sharing and at that point become part of costs used to 
determrne per-recipient averages to which reduced and zero sharing 
apply 

Uncontrollable This proposal gives the cognizant program secretary the authority to 
cost effects of adjust a state’s costs, if necessary, to improve its equivalence wrth other 
program changes states for particular costs because of significant circumstance changes 
and economic or required administrative activities that affected the state more than all 
conditions states generally and were beyond the state’s ability to control 

Depending upon the criteria established and decisions made in 
particular srtuatrons. use of this authority could mitigate uncontrollable 
costs In states affected more than others by federal program changes or 
the management of larger caseloads resultrng from unfavorable state 
economic conditions; thus, such states could mrnrmrze or avoid the loss 
of federal reimbursement that miqht otherwise occur. 
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Appendix VI 

Summary of Views on the F’our Proposals by 
Representatives of the National Governors’ 
Association and the American Public 
Welfare Association 

The National Governors’ Association representatives’ views were: 

. Removing enhanced federal sharing could treat states inequitably, par- 
ticularly for improving automated information systems, because some 
states have made less progress than others due to insufficient state 
funding. 

. Block grants may not eliminate cost allocation because varying state 
administrative structures-such as umbrella agencies that administer 
several nonwelfare and welfare programs-may still require separation 
of program administrative costs. 

. Some relief from uncontrollable cost increases that could lead to funding 
reductions could be available under the administration’s 1988 proposal 
provision authorizing a cognizant program secretary to adjust a state’s 
cost for comparability, but that relief would depend on the definition in 
regulations of situations for which adjustments would be made. 

l Enactment of welfare reform as well as federal welfare administrative 
reimbursement reductions could apply conflicting pressures on the 
states-the need to undertake new or different tasks while possibly sus- 
taining funding losses or restrictions. 

The American Public Welfare Association representatives’ views were: 

. In effect, these proposals are arbitrary approaches to controlling wel- 
fare administrative cost growth because they do not reflect any results 
of studying why there are differences in administrative costs within 
programs among the states. 

l Comparing states’ administrative costs on a per-recipient basis is not 
useful because it does not measure relative efficiency nor does it reflect 
state-to-state policy differences, such as program options selected, 
which affect administrative costs and benefits paid. A better compari- 
son would be the administrative cost-to-benefits ratio. b 

. Direct management improvement assistance or financial incentives are 
appropriate means to achieve cost savings. These proposals give no such 
positive incentives, particularly by removing enhanced federal sharing 
that has been provided to encourage management improvements. 

. The authority provided to the cognizant program secretary to adjust a 
state’s cost for comparability, contained in the administration’s 1988 
proposal, could-depending upon the adjustment criteria adopted-help 
ease the unequal cost effects of federal program changes or caseload 
increases due to unfavorable economic shifts. 

. Simplification and better coordination of these welfare programs is a 
better way to reduce administrative costs. This approach is not reflected 
in the four proposals. 
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GAO Reports Related to Cost Allocation and 
Other Administrative Cost Problems in the 
AFDC, Medicaid, and Food Stamp Programs 

HHS Moves to Improve Accuracy of AFDC Administrative Cost Allo- 
cation: Increased Oversight Needed 
(~~~-81-61, May 18, 1981) 

Analysis of Four States’ Administration of the AFDC Program: Man- 
agement Improving but More Needs to Be Done 
(~~~-82-20, Feb. 22, 1982) 

Federal Oversight of State Medicaid Management Information Sys- 
tems Could Be Further Improved 
(GAO.:HRD-82-99, July 30, 1982) 

Agriculture’s First-Year Implementation of the Federal Managers’ 
Financial Integrity Act 
(GAO;RCED-83-138, June 21, 1984) 

Agriculture’s Second-Year Implementation of the Federal Mana- 
gers’ Financial Integrity Act 
(GAO:RCED-86-20, Oct. 24, 1985) 
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