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WASTE AND ABUSE IN SOCIAL SECURITY ACT
PROGRAMS

FRIDAY, NOVEMBER 16, 1979

- U.S. SENATE,
SUBCOMMITTEE ON PUBLIC ASSISTANCE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:30 a.m., in room
2221, ‘Dirksen Senate Office Building, Hon. Daniel P. Moynihan
(chairman of the subcommittee) presiding.

Present: Senators Moynihan, Byrd, and Chafee.

[The press release announcing this hearing and the opening
statement of Senator Dole follow:]

-



Press Release f H-59

PRESS RELEASE

FOR IMMEDIATE RELEASE UNITFED STATES SENATE
October 22, 1979 COMMITTEE ON FINANCE
) SUBCOMMITTEE ON PUBLIC ASSISTANCF
2227 Dirksen Senate Office Bldg,

FINANCE SUBCOMMITTEE ON PUBLIC ASSISTANCE
SETS HEARINGS ON WASTE AND ABUSE IN SOCIAL SECURITY ACT
PROGRAMS~-THE EXTENT OF THE PROBLEM AND PROPOSALS TO DFAL WITH IT

Senator Danfel Patrick Moynihan (D.,NY.), Chatrman of
the Finance Subcommittee on Public Assistance today announced
that the Subcommittee will hold hearings on the extent and causes
of erroneous payments In Social Security Act proqrams and on ex-
iIsting and proposed measures for Adealing with these problems.
({The {ntention of the Subcommittee to hold these hearings was
previously announced In press release * H-52 of Auaqust R, 1979,)

The hearings will be held starting at 10:00 a.m, on Fri=-
day, November 16, 1979 In Room 2221 Nlirksen Senate Office

Building.

Senator Moynihan stated that "We have heard a qreat deal
about ‘waste, fraud and abuse' in programs operated hy the
Department of Health, Education, and Welfare, hut we know rather
less about these problems and their possible solutions than we
might, and certainly less than is necessary to craft appropriate
legislative remedies. In the course of recent Senate floor
debate on a proposal to reduce H.F.W.'s fiscal 1980 appropria-~
tion, ostensibly to eliminate Federal participation in erroneous
State payments to reclipients of the Aid to Families with Depen-
dent Children and Medicaid programs, I indicated my intention to
hold oversight hearings on the issue of error, fraud, waste and
abuse in these and other proqrams authorized by the Social
Security Act. These hearings will continue and build upon the
efforts of the Subcommittee on Social Security which held hear-
ings on April 9, 1979 on the suhject of the administrative
integrity of the Soclial Security proqram. This will afford an
opportunity for Secretary Harris and her associates, including
the H.E.W. Inspector General, to describe the causes and dimen-
sions of various forms of error, waste, fraud and ahuse in these
programs, to explain the steps the Department Is taking and
proposes to take to minimize such problems, and to suqgest appro-
priate legislative remedies.

"We intend also to hear testimony from State and local
officials who administer certain of these programs (and whose
qovernments ordinarily bear some of the cost. of erroneous
payments) and from experts in social welfare and public
administration. For It is all too easy to get caught up in the
obvious appeal of opposing waste, and to overlook the fundamental
fact that needy, often destitute human heings are entitled to the
benefits of these programs under a concept of entitlement that
dates back to the origins of the Social Security Act under
Franklin D. Roosevelt. To he sure, no one Is entitled to an er-
roneous payment, let alone a fraudulent one, and {t is entirely
proper for the Federal government to take approptiate action to
confine its henefits to those who in fact are elinqihle to receive
them under law. This 1s as necessary in federally-administered
progrems as in State-run proqrams, and Conqress is resnhonsihle
for writing the authorizing statutes so as #o nsle it
practicahble. But we must he sensitive to the human needs that
these prograns are intended to meet; to the likely limits on ad-
ministratfve precision I{n anything as large and complex as the
prograns of the Socfal Securfty Act; and to the paradoxes created
when, for example, efforts to eliminate payments to ineligible
persons lead to more elahorate forms and documentation require-
ments whose very complexity gives rise to more error.

"We have much to learn, and the Department of H.E.W.
seemingly has much to learn, too. Certainly it has much to



explain., These hearings give us 2an opportunity to begin this {m-
portant process.,"

Requests to testify.--Chairman Moynihan stated that wit-
nesses deslrlnqg to testify at the hearing must make their
requests to testify to Michael Stern, Staff Director, Committee
on Finance, Room 2227, Nirksen Senate Office Building, Wash-
ington, D.C. 20510, not later than the close of husiness on Wed-
nesday October 31, 1379, Wltnesses who are scheduled to testify
will be notTtied as soon as possihle after this date as to when
they will appear. If for some reason the witness {s unahble to
appear at the time scheduled, he may file a written statement for
the record in lieu of the personal appearance. Chalrman Moynihan
also stated that the Suhcommittee stronqly urqges all witnesses
who have a common position or the same aeneral finterest to con-
solidate their testimony and to desiqnate a sinnle spokesman to
present their common viewpoint to the Suhcommittee. This proce-~
‘dure will enable the Subcommittee to receive a wider expression
of views than it might otherwise ohbtain.

Legislative Reorganization Act.~-~Chairman Moynihan
stated that the Legislative Reorganization Act of 1946 requires
all witnesses appearing before the Committees of Congress to
"file in advance written statements of their proposed testimony
and to limit their ora) presentation to hrief-summaries of their
arqument,” Senator Moynihan stated that, in light of this stat-
ute, the number of witnesses who desire to appear before the Suh-
committee, and the limited tinme availahle for the hearings, all
witnesses who are scheduled to testify must comply with the fol-
lowing rules:

(1) A copy of the statement nmust be delivered
to Room 2227 Dirksen Senate Office Rulld-
ing, not later than 5:00 p.m. on Wednes-~
day, Novemher 14, 1979,

(2) All witnesses must Include with their
written statements a summary of the prin-
cipal points included {n the statement.

{3) The written statements must he typed on
letter-size paper (not leaal size) and at
least 100 copies must he delivered to
Room 2277, Dirksen Senate Office Ruild~
ing, not later than noon, Thursday Novem-
ber 15, 1979,

{4) Vitnesses are not to read thefr written
statements to the Subcommittee, but are
to confine their oral presentations to a
summary of the points included in the
statement.

(5) All witnesses will be limited in the
amount of time for their oral summary
hefore the Subcommittee. Witnesses will
be informed as to the time limitation
before their appearancet.

Witnesses who fail to comply with these rules will for-
feit their privilege to testify.

Written statements.--Persons not scheduled to make an
oral presentation, and others who desire to present their views
to the Subcommittee, are urged to prepare a written statement for
submission and inclusion in the printed record of the hearing.
Written testimony for inclusion {n the record should he typewrit-
ten, not more than 25 double-spaced pages in length and mailed
with 5 copiles to Michael Stern, Staff Director, Senate Committee
on Finance, Room 2227, Dirksen Senate Office Building, Wash~
ington, D.C. 20510, not later than November 30, 1979

P.R. # H=%9



OPENING STATEMENT
OF SENATOR DOLE
BEFORE THE SENATE COMMITTEE ON FINANCE
SUBCOMMITTEE ON PUBLIC ASSISTANCE
Novemser 16, 1979

MR. CHAIRMAN, THE HEARINGS TODAY BEFORE THE SUBCOMMITTEE
ON PuBLIC ASSISTANCE REPRESENT AN IMPORTANT EXERCISE OF THE
FINANCE COMMITTEE’S OVERSIGHT FUNCTION WITH RESPECT TO THE VAST
Soc1AL SECURITY ADMINISTRATION, IN My VIEW, THIS COMMITTEE'S
CONTINUING OVERSIGHT OF SOCIAL SECURITY ACT PROGRAMS PLAYS A
VITAL ROLE IN ASSURING THAT THE TAXPAYER'S MONEY IS NOT BEING
SQUANDERED AND IN ASSURING THAT THE RECIPIENTS OF PUBLIC
ASSISTANCE ARE TREATED FAIRLY,

MR. CHAIRMAN, THE AMERICAN PEOPLE ARE KEENLY INTERESTED
IN THE MANAGEMENT OF THEIR PUBLIC ASSISTANCE PROGRAMS, THEY
ARE HAPPY TO HELP THOSE TRULY IN NEED, BUT THEY ARE NO LONGER
WILLING TO CARRY THE BURDEN OF HEAVIER TAXES WHICH RESULT FROM
MISSPENT PUBLIC FUNDS THROUGH ERROR, FRAUD, WASTE AND ABUSE.

PUBLIC CONFIDENCE IN WELFARE PROGRAMS IS PROFOUNDLY
AFFECTED BY REPORTS OF WASTE AND MISMANAGEMENT IN THE SYSTEM.
A NUMBER OF KANSANS HAVE WRITTEN ME TO CONVEY THEIR CONCERN
ABOUT THE $6 BILLION OR MORE THAT MAY BE LOST BY THE DEPARTMENT
oF HEALTH, EDUCATION AND WELFARE AS A RESULT OF WASTE, ADMINI-
STRATIVE ERRORS OR MISMANAGEMENT, IF NOT OUTRIGHT FRAUD, SUCH
STORIES CERTAINLY CONTRIBUTE DIRECTLY TO THE POPULAR BUT
ERRONEOUS VIEW THAT MOST PEOPLE RECEIVING PUBLIC ASSISTANCE



ARE CHISELERS AND. WELFARE CHEATS,

1T 1S PARTICULARLY DISTURBING TO ME THAT THE FINANCE
CoMMITTEE SAT IN THIS VERY ROOM NOT TWO WEEKS AGO AND VOTED
TO CUT BENEFITS FOR DISABLED INDIVIDUALS WITH FAMILIES WHILE
SEVERAL BILLION DOLLARS IS BEING UNNECESSARILY SQUANDERED ON
OTHER PUBLIC PROGRAMS. [T WOULD SEEM FAR PREFERABLE TO ME TO
ACHIEVE COST SAVINGS THROUGH BETTER MANAGEMENT THAN TO RELY
ON CUTBACKS IN BENEFITS TO ACCOMPLISH BUDGETARY OBJECTIVES,

As A COSPONSOR OF LEGISLATION TO BLOCK GRANT FUNDS TO
STaTES FOR THE AFDC PROGRAM, | WOULD ALSO NOTE' THAT BETTER
QUALITY CONTROL WOULD RESULT FROM SUCH A MOVE. IF THE STATES
RECEIVED FEDERAL DOLLARS AS A FIXED BLOCK GRANT RATHER THAN
AN OPEN-ENDED MATCHING GRANT, THEY WOULD DO A MUCH BETTER JOB
OF MANAGING THE FUNDS THROUGH TIGHTER ADMINISTRATIVE PROCEDURES
AND MORE CAREFUL SCREENING OF ELIGIBILITY,

WE HAVE A RESPONSIBILITY TO THE TAXPAYERS AND TO THE
RECIPIENTS UNDER PUBLIC ASSISTANCE PROGRAMS TO ASSURE THAT
FUNDS FOR THESE PROGRAMS ARE HANDLED IN THE MOST EFFICIENT,
EFFECTIVE WAY, [ COMMEND THE CHAIRMAN FOR CALLING THESE
HEARINGS AND FOR BRINGING THESE PROBLEMS TO THE ATTENTION OF
THE SENATE AND THE AMERICAN PEOPLE,
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Senator MOYNIHAN. A very good morning to you all.

Let the Chair begin by apologizing for a conflict which, it was
hoped, would not take place, but there is a law that says if such
things can they will, and they did.

Here we are. We have almost the whole of the day ahead of us. A
few votes, perhaps; nothing more.

I have an opening statement which, contrary to the normal
practice of our hearings, I am going to read. I would like our
distinguished witnesses who have been so helpful in arranging this
inquiry, to understand more precisely our purposes. We are gath-
ered this morning for a serious, even a solemn purpose, to inquire
into the incidence of 'what has been known as fraud, abuse, and
waste in the programs authorized by the Social Security Act and
into the causes and possible remedies for such activities.

It would be hard to describe a more depressing outcome 50 years
after the enactment of the Social Security Act, than to find that
the program apparently has been corrupted. Indeed, it has been
indicted by those responsible for carrying it out.

This hearing had its origin ori July 20, 1979, when I found myself
upon the Senate floor trying—successfully, as it happened, but only
for the time being—to table an amendment which had been offered
to the fiscal 1980 Labor-HEW appropriation that would have re-
duced the funds available to the Department of HEW by $500
million, the savings supposedly to be made by curbing waste, error,
fraud, and abuse in certain of the programs run by that Depart-
ment. This was the waste, error, fraud, and abuse the Department
had identified as, in fact, taking place.

The specific issue was whether limiting the appropriations for
programs authorized as entitlements under the Social Security Act
was a suitable means of reducing the amounts of money wasted, or
improperly spent, in those programs. I contended that it was not,
and I felt that it was my task and minimum responsibility as
chairman of the subcommittee to investigate alternative, to reduc-
ing fraud, abuse, and waste.

I pointed out the elemental fact that there was not before us any
appropriation made for waste, fraud, and abuse. I said that there is
no line in this appropriations bill that says the following amounts
of money are appropriated for waste, the following amounts of
money are appropriated for fraud and further, there is an appro-
priation for abuse.

I did not dispute the contention that some moneys were being
improperly spent. I do not dispute that contention today.

As I said in July, there are mistakes, and there are certainly a
great many mistakes. There are too many mistakes. Because there
are mistakes, but because I did not feel, and do not feel, that
reduced appropriations are the proper way of dealing with the
situation. I promised to hold hearings, as many hearings as desired,
before the Subcommittee on Public Assistance of the Finance Com-
mittee on what we should do about HEW'’s administration of these
programs.

We are here today to keep that promise. If today’s hearing yields
insufficient information and guidance, we will be back another day.
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The isgues that will be addressed are of the most fundamental
importance and must be dealt with in a serious, sustained, and
conclusive manner, .

As we commence, I would offer four propositions. First, we must
be clear about the nature of entitlement programs. They are differ-
ent from other programs. There are not many of them, and most of
them are embodied in the Social Security Act.

What troubled me most in the recent enactments was that the
Congress seemingly proposed to curb entitlements as a remedy for
waste, fraud, and abuse.

Those of you who have, as your solemn trust, the management
and administration of these programs, should know that you have -
jeopardized this most sacred of principles. The Congress was pre-
pared to say an entitlement was not such, and based its theory on
the indictment of the program’s management and administration
which was made by the program managers themselves.

And that would be a pretty thing to come after one-half cen-
tury. -

The entitlement principle states that a person who satisfies var-
ious objective criteria is entitled by law to certain benefits from the
Government. The criteria are prescribed in law. The benefits are
prescribed in law—sometimes in Federal law, sometimes in State
law, sometimes in a combination of the two.

The provision of those benefits to that person is not a discretion-
ary act on the part of the Government. No program administrator
selects among competing applicants. No budget director decides
whether the necessary funds are available. No appropriations sub-
committee decides whether or not to provide the funds.

If the individual satisfies the criteria, he receives the benefits. It
is a compact between the individual and his Government and has
been a familiar part of American democracy at least since the
passage of the Social Security Act in 1935.

It is that principle that we are jeopardizing.

Second, there is only one legitimate control on Federal spending
for entitlement programs, and that is through the provisions of the
authorizing legislation. If it is felt that the Treasury can no longer
afford a certain rate of increase in a given set of benefits, then the
statute which fixes the benefit levels must be modified.

If it is felt that a certain type of benefit ought no longer be
provided, the authorizing legislation must be changed to eliminate
it. If it is felt that too many persons are receiving a benefit, the
statute prescribing eligibility criteria must be amended.

Likewise, if it is felt that a particular benefit is insufficient, that
problem must be remedied by revising the authorizing legislation
to increase the benefit. The amount of money spent by entitlement
programs cannot be subjected to the customary controls of the
budget and appropriations process.

That is why, among other things, there are so few entitlement
programs. They are a very special and very different genre of
Government activity. We can neither increase nor decrease bene-
fits, neither expand nor contract the number of persons eligible for
those benefits, by adding to or subtracting from the amount of
money available.
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Third, it is in the very nature of an entitlement program that an
individual should receive only the benefits prescribed by law for
someone in his or her situation: No more, and no less. It is illegal
to provide that individual with more benefits than those to which
he or she is entitled and illegal to deny ‘that individual the benefits
to which he or she is entitled.

It is hardly surprising that in endeavoring to ‘applfy that princi-
ple in a large, complex program involving millions of persons, and
in trying to determine exactly what level of benefits—if any—each
of those persons is entitled to, mistakes are made.

Most are what might be termed ‘“honest mistakes;’ but some
entail improper actions by persons knowingly seeking to obtain
benefits that they are not entitled to. -

It is absolutely essential that we take appropriate steps to mini-
mize the incidence of both types of error. But it is unreasonable to
expect programs of this sort ever to be error-free.

This subcommittee is not error-free—fraud-free, yes, waste-free,
yes. Indeed, the point can be reached where efforts to solve one
problem give rise to another.

For example, the harder that we try to limit benefits to persons
who are entitled to them, the more elaborate the application forms
we devise, the more documentation we require, the greater be-
comes the opportunities for error. If people have to fill out a form
with 400 entries, they are more likely to make mistakes than they
are if the form is six lines long.

This committee understands that. But I submit that there is a
certain disingenuousness, perhaps even a certain irresponsibility,
associated with some of HEW’s well-publicized efforts to measure
the incidence of waste, fraud, and error in its programs.

To be sure, it is important to estimate how much money is being
spent for purposes other than those prescribed by law, and it is
useful to have an inspector general charged, among other things,
with taking such measurements. But let us be clear that there is'a .
vast difference between measuring error and doing something
about it, and while simply announcing that you have discovered
quite a lot of it may be a sure way to get headlines for the officials
making the announcement, the discovery per se is no solution to
the problem. Indeed, to the extent that the announcement is not
accompanied by concrete evidence that the problem is being solved,
its principal accomplishment is to illuminate the Department's
ineffectiveness and to invite others to impose solutions which may
be clumsy, and which may endanger the benefits of persons truly
entitled to them.

There is probably an irreducible minimum amount of error in a
large complex Government program—irreducible in the sense that
reducing it would cost more than it would save. I do not know what
that unavoidable minimum rate of error is.

Probably it varies from program to program, and from place to
place. It is, for example, manifestly harder to reduce waste and
error in a welfare program in a big city where hundreds of thou-
sands of people are involved than in a rural community where the
program administrator is apt to know the names of most of the
recipients.



9

I do not know whether more error must be expected from pro-
grams such as AFDC and medicaid, which operate under the aus-
pices of two levels of Government, than from programs adminis-
tered entirely by Washington. -

It is the responsibility of the Department of HEW to provide
answers to such questions. It is the responsibility of the Depart-
ment of HEW to take all appropriate steps to define tolerable—or
at least unavoidable—levels of error and then to make its pro-
grams attain those levels.

It is the responsibility of the Department of HEW to ask the
Congress for any additional legislative authority it may need to do
this. It is the responsibility of the Department of HEW to require
States and localities that share in the administration of Federal
programs to do their part to reduce error.

It is the responsibility of the Department of HEW to be honest
with the public and with the Congress both about the amount of
error it estimates to exist and about the feasibility of reducing that
amount to levels it would consider tolerable. ’

But above all, it is the responsibility of the Department of HEW
to defend the principle of entitlements and to insure that every
single person in the United States who is legally entitled to a
Federal benefit from an HEW program receives that benefit: noth-
ing more, nothing less.

The Department must obtain the funds necessary to keep that
sacred trust. It must let nothing impede it.

Today we shall hear from senior representatives of the Secretary
of HEW and shall see what they know, what they are doing, and
what they propose to do. We shall also hear from representatives of
State and local governments, which are HEW’s partners in the
administration of many of these programs. We—and HEW-—must
be attentive to their concerns, too, for they share the dual interests
of the National Government: insuring that dependent persons and
other recipients of public benefits receive their due, while minimiz-
ing the amount of money that is wastefully or inappropriately
spent.

It is my impression that a wide gulf sometimes separates the
HEW bureaucrats who devise ever more intricate regulations for
these programs, and the local officials who struggle, day in and day
out, to meet urgent human needs via these programs. It may well
be that from the perspective of those actually administering the
programs, HEW aggravates the problems of waste and error, even
as it seeks to measure the incidence of those phenomena in ways
that may be inappropriate or irrelevant.

We have much to learn and in time I believe we will probably
have to legislate in this area. For as I stated at the outset, there is
only one proper form of legislative intervention in the terms of
entitlement programs authorized under the Social Security Act,
and that is to amend the Social Security Act.

That is the responsibility of this committee, perhaps our most
solemn responsibility. The purpose of today’s hearing is to begin
the process of determining the adequacy of current provisions in
that act and the need, if any, for amendments to it.
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We are here to learn, not to indict. Before concluding these
remarks, lengthier than I would ordinarily trouble you with, let me
say one last thing.

There has been not a great deal of cause to rejoice in the level of
achievement of persons who have been responsible for the Depart-
ment of Health, Education, and Welfare in the past 3 years. An-
nouncing themselves as the most liberal and progressive and ad-
vanced administrators to take hold of that Department, either
since its inception or at least in the decade, they proceeded in 3
years to produce a record barren of any achievement with one
exception. They did contrive to discredit the most important re-
sponsibility that they have, which is the operation of the social
security system. .

The welfare programs of this country have had a long and not
happy history. They did manage to leave the word ‘“welfare” out of -
the new department, as if ashamed of their responsibility.
Ashamed of it. But it has been a long and unhappﬁ aspect of the
welfare programs, the honorable enactment of the New Deal, that
they have been attacked by persons who presumably oppose them.

Some of those attacks have been vulgar. Some have been mean-
spirited. Some of them have been honest inquiries, but never have
the attacks come from the persons who are supposed to be the
defenders of the program. Never have the persons whose solemn
stewardship this was, turned to undermine the very principles that
they have aspired to protect.

I have found it disturbing in the extreme to have to stand on the
floor of the Senate and explain why the persons to whom the
President and Congress had entrusted these programs had now set
out to indict them in a way which, had their credentials not been
their self-announced progressivity, would have repeatedly produced
outrage elsewhere; 3 years barren of any achievements, save that
of undermining the programs you are responsible for tending—that
is something that requires explanation.

And so to begin and to welcome to the committee, we will have
first the Honorable Frederick M. Bohen, the Assistant Secretary of
HEW. Am I mistaken—Secretary Bohen, are you still the Assistant
Secretary of Health, Education, and Welfare?

Mr. BoseN. I am, Mr. Chairman, until the Department of Educa-
tion takes effect, which is 6 months after the Secretary is sworn in.

Senator MoyYNIHAN. I guess there is that interval so there is still
welfare. I would like to hear why you dropped welfare.

Are you ashamed of it?

Mr. BoHEN. I think that was the language put in the Senate bill
caeating the Department of Education. I do not think that start-
e e et

Senator MoyNIHAN. We never heard a word from the Depart-
ment. You were not here, were you?

Mr. BoHEN. Not on that one.

Senator MoyNIHAN. Yes. We never heard a word about it until
we learned we had done it, which may teach us to read legislation
more carefully.

Hon. Stanford G. Ross, Commissioner of Social Security; Hon.
Leonard D. Schaeffer, Administrator of the Health Care Financing



11

Administration; and Hon. Richard B. Lowe, Acting Inspector Gen-
eral of the Department of Health, Education, and Welfare.

Let me, before starting, ask you gentlemen, Mr. Bohen, how long
have you been in your position?
~ Mr. BoHEN. Mr. Chairman, I have been in this position in the
Department for slightly over 1 year. I came into the position on
November 1, 1978.

Senator MoYNIHAN. Have you been in the Department before
that?

Mr. BoHEN. Yes, sir. I was in the Department as Executive
Secretary from the beginning of this administration.

Senator MoyNIHAN. Three years.

Mr. Schaeffer, how long have you been in your job?

Mr. ScHAEFFER. I have been with the Department 1 year and 10
months. I have been in this job for just about a year.

Senator MOYNIHAN. A year.

Mr. Ross, how long have you been in your job?

Mr. Ross. I took office on October 1, 1978, coming from the
Statutory Advisory Council on Social Security where I was chair-
man at the beginning of 1978,

Senator MoYNIHAN. You are leaving, of course?

Mr. Ross. At the end of the year, sir.

Senator MoyNI1HAN. Mr. Schaeffer, are you planning to stay?

Mr. ScHAEFFER. We have a program in place in the Health Care
Financing Administration and we have to see it through.

Senator MoyNI1HAN. The operative word is “hope”?

Mr. ScHAEFFer. The operative word is “put the program in
place.”

Senator MoyNIHAN. You will stay, if you can.

Mr. ScHAEFFER. Sir, I intend to see that program implemented,
yes, sir.

Senator MoyNIHAN. Good for you.

Mr. Lowe, you are the Acting Inspector General. How long have
you been in your job?

Mr. Lowe. I have been in the acting capacity for the past 3
months, Senator. Previous to that, as you know, when you intro-
duced me to the committee, I was the Deputy Inspector General. |
arrived in Washington in January of this year, and was confirmed.

Senator MoyNIHAN. Is there anybody in the Department of HEW
who has been there more than 9 months? It is an incredible record
of mismanagement by the White House, not you.

This administration which proclaims its capacity in manage-
ment, has been struck with incapacity. It is trying to run one of
the most complex administrations the world has, and this Nation
has, with people who have an official half-life of 5%2 months.

Chuckle as you will, it is 'not funny. It is a responsibility not
carried out, and partly not carried out because the people carrying

it out were so certain of their superior virtues in these matters. ~

All right, Secretary Bohen. Let us begin.
Let’s hear what you have to say. How did that situation on the
Senate floor arise?
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STATEMENT OF HON. FREDERICK M. BOHEN, ASSISTANT SEC-
RETARY FOR MANAGEMENT AND BUDGET, DEPARTMENT OF
HEALTH, EDUCATION, AND WELFARE, ACCOMPANIED BY
HON. LEONARD D. SCHAEFFER, ADMINISTRATOR, HEALTH
CARE FINANCING ADMINISTRATION; HON. STANFORD G.
ROSS, COMMISSIONER OF SOCIAL SECURITY; HON. RICHARD
B. LOWE, ACTING INSPECTOR GENERAL, DEPARTMENT OF
HEALTH, EDUCATION, AND WELFARE

Mr. BoHEN. Mr. Chairman, thank you very much.

I am pleased to appear before you on behalf of Secretary Patricia
Roberts Harris. As you know, and as you have introduced, I am
accompanied by three of the people in the Department directly
responsible for programs and activities that are under the cogni-
zance of your committee and are the focus of your inquiry into our
Department’s activities. N

e are here this morning to discuss with you the question of
quality control in the HEW Fublic assistance programs, the center-
piece of the Department’s efforts to deal with waste and unneces-
sary unjustified expenditures in HEW grograms and how HEW
and the States have been working over the years to improve these
management systems to reduce errors.

With your permission, Mr. Chairman, I would like to submit the
full statement that I have prepared for the record and concentrate
my introductory remarks on the very important role played by
quality control and our effort to improve management and the
conclusions that we believe can be drawn from that experience.

Senator MoyNIHAN. Without objection, we will include that in
the record. You go right ahcad, as you wish.

Mr. BoseNn. Thank you.

Senator MoyNIHAN. Do not consider that there is any limit on
your time. Take all the time you want.

Mr. BoHEN. Thank you, Mr. Chairman.

First, Mr. Chairman, I hope today to try to correct a public
misconception—indeed, I think one you have alluded to extensively
in gour own opening remarks. That is, that the beneficiaries of
Federal social programs administered by HEW are defrauding the
Government on a grand scale. This is emphatically not the case.
The Inspector General found that less than 0.2 of 1 percent of
HEW'’s budget goes to beneficiaries who may have obtained the
benefits fraudulently. Less than 3 percent of the Inspector Gener-
al’s $6.5 billion estimate of costs that could be avoided is the result
of fraud by the people we serve. I will come back to this problem in
a moment.

Our major problem is management inefficiencies, not fraud. The
vast majority of unjustified expenditures are rooted in the complex-
ity of the legislative design and administrative error in these pro-
grams and we can halt these expenditures and achieve savings only
through new legislation and continuing improvement and redesign
of management systems.

The Insgector eneral stated this reality clearly on page 3 of his
March 1978 report in a sentence which I would like entered into
the record—I do not have the book right in front of me but I will
come back to that. It points out that fraud is a minor part of our
problem and the problem is fundamentally management.
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Second, Mr. Chairman, we believe HEW and the States have
made steady, demonstratable progress in reducing error rates for
AFDC and SSI in recent years. The excess payment rate for AFDC
dropped from 16.5 percent in September 1973 to 7.1 percent in
September 1978, as this chart indicates. There was a more than 50
percent reduction in those error rates over a 5-year period. Similar-
ly, the SSI error rate has dropped from 11.5 perc¢ent in June 1975
to 5 percent in March 1979.

Senator MoyNIHAN. Would you put that chart back? The rate
was going down nicely until you came into office. What happened?

Mr. BoHEN. Well, there was some leveling off.

Senator MoyYNIHAN. No; there was a rise. That is not a leveling
off. Maybe my chair is not in the right place.

Mr. gOHEN. The rate dropped to 8.6 percent, I believe, in June
1976. It then rose to 8.7 percent by June 1977, and now has
dropped down to 7.1 percent.

b Sgnator MoyNIHAN. What was that decline rate? Do you remem-
er?

Mr. BoHEN. What?

Senator MOYNIHAN. A straight line there and a line here. This
seems to be on a very different line.

Mr. BoHEN. We would concede that.

Senator MoYNIHAN. Starting right here when you took office, the
line was doing well. It would be here today and this administration
took office there today. Why?

Mr. BoHEN. I am going to defer to the Commissioners.

Senator MoyNIHAN. These are your charts, not mine. You could
put a straight line curve here and this curve there on SSI. Those
are SSI payments.

This is where the people whom you despise so much took over
and there here you are. What about that?

Mr. BoHEN. I would make some general points, Mr. Chairman.

Senator MoYNIHAN. I am not trying to harass you. These curves
suggest that something happened when you came in and you ap-
parently are not lying.

Mr. BoHEN. Yes, sir.

First of all, we make the basic point in both areas that this
administration has made progress over the rates that were in place
when we took office.

Senator MoyNIHAN. But you have not——

Mr. Bohen. Yes, sir, we have. _

Senator MoYNIHAN. Please, sir, explain that to me.

Mr. BoHEN. When we took office it was 8.6 percent.

Senator MoyNiHAN. I thought it was a rate of decline.

Mr. BorEeN. The rate of decline is lower, but as I indicated in my
detailed testimony, the reason for that, is that we have eliminated
in many respects the easiest areas and we are approaching that
point where further progress that we can make in gSI, and we can
make in AFDC in partnership with the States, is increasingly
difficult.

We are getting to that point, but we do not know where that
exact point for each program is. Indeed, we have a study in prog-
ress in response to concerns of this committee, among others, to
determine that point of irreducible error. We do have a slowing

56~941 0 - 80 - 2
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clearly in both programs in the rate of progress. But there has
continued to be progress.

Senator MoyNIHAN. You are saying there is a floor effect, a
comparable ceiling effect in these things?

Mr. BoHEN. That is right. To achieve these results——

Senator MoyN1HAN. In the SSI you seem to be bouncing off the
boards. It is starting to rise.

Mr. BoHeN. Our goal is to continue to make progress in SSI.
Indeed, our budget envisages an error rate of 3.9 percent in the
current fiscal year as against the 5 percent. So we are continuing
to work on that and I think we can explain what we are doing to
cope with that uptake.

Senator MoYNIHAN. Go right ahead.

Mr. BoHeN. To both accomplish the results we have and to
provide the basis for further progress in the future, we have
mounted an aggressive technical assistance program with the
States to save AFDC and medicaid dollars.

For AFDC we have already helped five States introduce retro-
spective accounting. We have worked with six States to systemati-
cally use error-prone profiles—a basis for establishing benefit levels
on actual experience, rather than future speculation—which help
States deploy their resources more efficiently on the biggest prob-
lems.

Similarly, with HEW assistance, medicaid management informa-
tion systems, aimed at reducing claims processing errors, are oper-
ating in 28 States and being designed in another 18 States. We
believe that these systems will improve the capacity of the States
to correct claims processing problems, such as duplicate payments,
payments for uncovered services, and overpayments.

New York City, for example, avoided costs of $163.7 million in
the first year of operation of its medicaid management information
system. Other States have experienced similar progress.

As you know, Mr. Chairman, with your endorsement, HEW has
also proposed legislation to make structural changes that would
reform many error-prone features of our cash assistance and
health care financing programs. The Social Welfare Amendments
of 1979 would mandate that States establish benefit levels based on
retrospective accounting and monthly reporting by beneficiaries.

Finally, HEW opposed legislated error rate targets with fixed,
inflexible timetables. HEW’s authority to withhold Federal match-
ing in cases of poor State performance should be clear and unam-
biguous, but the quality control system should stay flexible to
accommodate special problems and adapt to new information and
program experience.

Indeed, expectations on error rates should take into account the
point that you were just illustrating, that at some point, the rate of
progress will slow down as you get to the toughest problems in
these systems. Overly specific and harsh legislation could harm
legitimate beneficiaries and could cause State performance to dete-
riorate, rather than continue to improve.

I would like now to return briefly to the March 1978 report of
the Inspector General of HEW to underscore his findings then and
what the Department has done since to address them.
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Senator MoyNIHAN. Sir, just for the purposes of being clear, the
Inspector General was a person, not a machine. Who was that
person?

Mr. BoHEN. The Inspector General was Thomas D. Morris.

Senator MoyNIHAN. Thomas D. Morris. What happened to
Thomas D. Morris?

Mr. BoHEN. Mr. Morris served in the job of Inspector General in
HEW from January 1971, until his resignation in September of this
year. ,

Senator MoyNiHAN. We know that he came in with much fan-
fare. His resignation?

Mr. BoHEN. Yes, sir; September 30, 1979.

Senator MoyNIRAN. September 30. He resigned. Quite seriously,
why did he resign? )

Mr. BoHEN. I am not personally aware of his reasons. Maybe Mr.
Lowe, who is his successor and worked closely with him, can re-
spond to that.

" Sﬁgator MovynNiHAN. You do not know why he resigned. Was he
ired?

Mr. BoHEN. He was not fired.

Senator MoyNIHAN. Almost everybody else was fired, right?

Mr. BoHEN. I believe Mr. Morris left of his own volition, having
put in nearly 3 years in a difficult job. .

Senator MOYNIHAN. An enormous sacrifice. Three years in Gov-
ernment, coming in like you were going to change the world, and
after 3 years he left.

Why did he leave, Mr. Lowe?

Mr. Lowe. I believe, Mr. Chairman, Mr. Morris intended to leave
back in April, prior to the change in the HEW administration. As a
matter of fact, his intention then—after that, he had set up the
Office of Inspector General and put it in place and accomplished
the goals that he had initially set out to——

Senator MoyNIHAN. He sure accomplished his goals all right. He
wrecked the program.

Mr. Lowe. Well——

Senator MoyNIHAN. Where did he go?

Mr. Lowe. He is now with the Air Transport Association.

Senator MoyN1HAN. How much money is he making?

Mr. Lowe. I have no idea, sir.

Senator MoyN1HAN. Did he double his pay?

Mr. Lowe. I honestly have no idea, sir.

Senator MoyNIHAN. The Air Transport Association?

Mr. Lowe. Yes.

Senator MoyNIHAN. Where did he come from?

Mr. Lowe. Well—

Senator MoYNIHAN. A lobbying group, is that it?

Mr. Lowe. No; Mr. Morris——

Senator MoyNIHAN. The Air Transport Association, I assume
that is a lobbying group. .

Mr. Lowe. It is my understanding that the Air Transport Associ-
ation is a group composed of members of all of the airlines. Mr.
Morris, it is my understanding that his initial assignment is to
study the energfy consumption of all of the airlines with a view
toward seeing 1f they cannot come up with ways to achieve——
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Senator MoyNIHAN. He is a management man?

Mr. Lowe. Yes.

Senator MoyNIHAN. That is a reasonable management job. I
assume he is making more money?

Mr. Lowe. He has had a rather long career in Government, also.
He worked for Lyndon Johnson in the Department of Defense for
several years.

Senator MoyNiHAN. This whole HEW was going to change the
world. We bring back a combination of compassion and profession-
‘alism. All we got was an announcement that the programs were a
wreck. The people who announced it immediately left.

All right, sir. I am sorry. But it was Thomas D. Morris?

Mr. BoHEN. Yes, sir.

The Inspector General’s report brought together for the first
time everything he knew or could guess about opportunities for
savings in HEW’s programs. The data on which the estimates were
based ranged from statistically sound projections such as AFDC-
SSI error rates based both on systems that were generating data
then and had been developed over a period of time to much more
highly speculative guesses such as the extent of provider fraud in
medicaid.

I think a fair reading of Mr. Morris’ report, Mr. Chairman, will
indicate that he took pains in that report to categorize the various
types of management problems he reviewed, both in order to facili-
tate understanding and to encourage appropriate solutions. ’

Let me read into the record the sentence I was groping for a few
minutes ago, which is on page 3, right at the beginning of the
report——

nator MoyNIHAN. Where is that in your testimony?

Mr. BoHEN. I just made reference to the fact that I wanted to put
it in the record. I did not have it right in front of me.

“It is clear that most of the loss reported below is attributable to
errors in faulty management systems, i.e., waste, rather than tc
fraud and abuse.” Then he goes on to spell that out. The careful
distinctions made throughout the report were unfortunately large-
ly ignored once it became public. One crucial distinction, which I
want to emphasize today, is this distinction between fraud and
abuse, on the one hand, and systems deficiencies, on the other,
because, as you have suggested in your opening remarks, the
public, and indeed the impression widespread in the Congress, is
that the Department is full of fraud and is being taken to the
cleaners by the people that it serves.

This chart tries to graphically present—-—

Senator MoYNIHAN. It sure does.

Mr. BoHEN. The chart displaying the major categories of prob-
lems that were identified in that report could have been put to-
gether at that time. There were more detailed tables and charts in
the Inspector General's report. We have put it together, but it is
ff?ithful to the numbers provided by the Inspector General at that

ime.

You will see that fraud, as a proportion of the total, is in the
area of 14 percent and recipient fraud predominantly in these
public assistance programs is but a fraction of the total fraud
discussed in the Inspector General’s report.
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Senator MoyNIHAN. If I read that, recipient fraud would come to
about 12 percent? -

Mr. BoHEN. It would come to less than that.

Senator MoYNIHAN. About 7 percent.

Mr. BoHEN. Even less than that of the total, Mr. Chairman.

Senator MoyNIHAN. Fraud and abuse is about 7 percent and this
is scarcely——

Mr. BoHEN. Less than 3 percent of the total problem.

Senator MoyNIHAN. Three percent of the total problem.

Mr. BoHEN. Exactly right.

Senator MoYNIHAN. Why did not somebody say that?

Mr. BoHEN. I cannot answer. that question, Mr. Chairman. I can
verify that that point was not said clearly.

Secretary Califano, in his response to the Inspector General’s
report, pointed out that the total amount of fraud was 14 percent
of the total problem identified in that report. He did that in the
context of emphasizing the smallness of the fraction, but what has
since dominated the public debate and the congressional debate is
the responsibility, if you will, of beneficiaries and recipients for our
problem. This was not stated clearly at that time. It is something
we want to do now.

Secretary Harris feels very strongly that it needs to be brought
into the public domain with great force.

It is one of the reasons I have given the emphasis I have to the
small percent of recipient fraud and abuse in the report.

Senator MoyNIHAN. Before we go on, was the report leaked, is
that it? Or was it announced?

How come it came to be published?

Mr. BoHeEN. Under the statute that created the Office of the
Inspector General in HEW, the Inspector General is required to
report to the Congress annually, and this report came to be pub-
lished in response to that mandate.

Senator MoyNIHAN. It was not leaked. It was just published.

Did it appear in the Washington Post 2 days ahead of time, as is
normal for official documents?

Mr. BoHEN. I think that it appeared the day that it became
generally available.

Senator MoyNIHAN. People responsible for this had so little sen-
sitivity to the nature of their subject that they lumped in other
management systems with welfare mothers.

Waste, fraud and abuse have one symbol---welfare recipients get- :
ting something they should not get. Now we find that the health
care providers, who are not welfare recipients, get 70 percent of the
fraud and abuse, and that, in turn, is about 15 percent of the total.
The remainder of the fraud, abuse, and waste comes from ineffi-
cient practices, and other management systems. And I hope that
you will help me to understand what inefficient means.

If ever there was fraud, sir, it was thought to be this large sum
of $5.6 billion or $5.7 billion—fraud was considered to comprise the
waste in the welfare system.

Mr. BoHEN. As I indicated, Mr. Chairman, it is my judgment—
and I believe it would be yours—if you read the Inspector General’s
report word for word, that that was not his intention, that indeed
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the report has the clarifications and distinctions that are appropri-
ate.

It was not perceived, nor treated that way, by the audience that
received it and has lead to the problems——

Senator MoyNIHAN. I have here Secretary Califano’s statement.
If I may, I would like to put this in the record.

[The material referred to follows:]

PREPARED STATEMENT OF SECRETARY JOSEPH A. CALIFANO, JR., DEPARTMENT OF
HeALTH, EDUCATION, AND WELFARE

Early last year I asked the Inspector General to review HEW programs and make
the best estimate possible of funds unnecessarily or improperly spent.

Today, in response to my request, in his first annual report to me and to the
Congress, the Inspector General estimates that of $148 billion in HEW fiscal 1977
outlays, between $6.3 and $7.4 billion were unnecessarily or improperly spent.

The largest proportion of these misued funds $4 billion—are unnecessary costs
associated with health care. These funds were spent to finance unnecessary surgery,
unnecessary hospital stays, the portion of hospital charges attributable to excessive
hospital beds, unnecessary x-ray costs, erroneous payments and payments to ineligi-
ble recipients, and losses due to the failure to collect payments from other medical
insurance available to Medicaid recipients.

The remaining $2.3 to $3.4 billion of the total loss is attributable to fraud and
abuse in the Medicaid program (approximately $650 million), and errors, fraud, and
abuse in the welfare, income security, education, and social services programs.

. These total figures of $6.3 to $7.4 billion constitute about five percent of the $136
billion in program outlays examined for fiscal 1977. Total HEW outlays for that
year were $148 billion.

This is the first attempt ever made to review comprchensively HEW's outlays
during a fiscal year with the objective of identifying all potential areas of unneces-
sary and inappropriate expenditures. Thus, these figures are rough and incomplete.
In some instances they may be too low; in other instances too high. Since I have
asked the Inspector General to compile these figures annually, they will become
more refined each year.

The high levels of waste and fraud and abuse combined in the Medicare and
Medicaid programs—totaling an estimated $4.5 to $4.9 billion in fiscal year 1977—
underscores the vital importance of the Administration’s efforts to control the rise
in hospital costs, to eliminate unnecessary surgery, to use the full breadth of the
existing law in reducing other unnecessay costs associated with medical care, and to
implement promptl’y the recently enacted Medicare-Medicaid Anti-Fraud and Abuse
Amendments Act of 1977. ‘

For example, if the Congress enacted the President’s proposed Hospital Cost
Containment bill by June 30, 1978, we could save, for the balance of fiscal year 1978,
$140 million in total health care spending and $45 million in Federal costs. In fiscal
year 1979 the savings would be $2 billion in total health care expenditures and $730
million in Federal costs.

The amount of lost funds in fiscal 1977 attributable to fraud and abuse is present-
ly estimated at about 14 percent of the total—roughly $1 billion dollars—chiefly in
Medicaid, AFDC and the student financial assistance programs.

We have been moving administratively, as aggressivel{ as we can within existin,
law and resources, to deal with this problem. During calendar 1977 there were 26
convictions for criminal fraud involving HEW programs (136 Federal and 129 State).
227 of those cases involved Medicaid and Medicare programs.

Since taking office in January 1977, we have instituted eleven major initiatives
aimed at protecting the taxpayers’ dollars and dealing with the problems discussed
in the Inspector General's report. The first three are specifically aimed at eliminat-
ing fraud and abuse. ) )

e have inaugurated Project Integrity, which uses computer techniques to screen
Medicaid claims of doctors and pharmacists for fraud, abuse, and error. To date, 535
Project Integrity cases have been selected for full field investigation as potential
criminal cases; 554 cases have been identified as meriting administrative action.

We have begun Project Match, which matches payrolls and welfare rolls to
identify individuals improperly receiving cash assistance. To date, 18,000 active
civilian and military Federal employees and 11,373 former civilian employees have
been identified as being on welfare rolls.
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We have begun Operation Cross-Check, to use computer techniques to identify
government employees who have defaulted on student loans.

The other actions are:

A reorganization that joined Medicare and Medicaid administration under
the Health Care Financing Administration in order to manage more effectively
the Federal health doltar and to reduce fraud, abuse, and error; :

A reorganization and consolidation of the student assistance ; rograms to put
them on a sound financial footing;

- Consolidation of all cash assistance programs under the Social Security Ad-

ministration;
= Timely development of criteria for the establishment of State fraud and abuse
units in Medicare and Medicaid as required by Congress;

Tightened control over grants and procurements;

Development of major new accounting and quality control systems in Medi-
care and Medicaid, SSI and AFDC aimed at reducing error rates;

Institution of a major initiatives tracking system to monitor departmental
progress of services in an effective fashion including error rate reduction;

Proposing major welfare reform legislation that would consolidate all cash
assistance programs on a single computer system to reduce fraud, abuse, and
error.

These pioneering initiatives are crucial tools in our efforts to eliminate fraud and
abuse in the Department’s programs: And we hope to expand their use in the
future: for example, in Project Integrity, we will begin screening other t%pes of
providers, such as dentists and commercial laboratories, for possible fraud, abuse or
error and, in Project Match, we hope to match the Federal milita’?' and civilian
payrolls against Supplemental Security Income and Social Security (Title II) benefit

programs.

ﬁrave asked the Assistant Secretary for Management and Budget and the Assist-
ant Secretary for Planning and Evaluation to study the report of the Inspector
General in depth and, in conjunction with the Inspector General and other Depart-
mental officials, to recommend any further steps the Department should take in
combating fraud, abuse, error, and waste.

The taxpayers of this nation cannot be—and will not be—asked to tolerate the
continued drainage of billions of dollars of their money into improper hands. The
steps we have already taken to reduce the leakage ar significant, and I am pleased
to be able to point to concrete resuits.

But a still more vigorous and far-reaching attack is plainly needed if we are to
bring down the waste of public funds to its irreducible minimum. 1 commit myself
and this department to an effort that will achieve just that result

Senator MoyNIHAN. He does not make that distinction. He does
not say “I would like people to understand that the amounts of
money inappropriately going to recipients on welfare are large in
their own right, but a miniscule portion of this.amount.”

My impression is of a Cabinet officer telling a constituency, “I
have caught a bunch of cheaters, and let it be thought that the
cheaters are welfare recipients who de not wote, and are not doc-
tors who do.” SR

That is not something I should ask you to comment on, sir, but 1
assure you his statement did not make that point.

Mr. BoHEN. It does not make that distinction.

Senator MoyNiHAN. He did not make that distinction. Even
though this is the most progressive, forward-looking, innovative
administration that HEW has known since its inception. -

Go ahead, sir.

Mr. BoHEN. In contrast to his estimate of fraud, the Inspector
General estimated that $5.6 billion could be saved through changes
in efficient systems, management practices and program policies.
He highlighted three distinct types of problems, I\fr. Chairman.

First and most important, the Inspector General assigned by a
dollar value of $2.4 billion to the inefficient and excessive practices
of the Nation’s health care industry, which cause unnccessary
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expenditures in the medicare and medicaid programs for X-rays,
surgery, and excess or underutilized hospital beds. Under current
legislation, HEW and the States have insufficient authority to
control this problem. Its solution requires the cooperative efforts of
HEW, Congress and the health care industry. In this context, it is
the source of terrific disappointment to those of us in the Depart-
ment to see the results in the House of Representatives yesterda

on hospital cost containment, the major piece of legislation devel-
oped by the administration to address these problems in hospitals.

Senator MoyNIHAN. Do not blame the House. They thought the
only place you were getting waste, fraud and abuse was from
welfare recipients.

I am just harassing you. Of course, we are disappointed. But let
me ask you——

Mr. BoHEN. Let me just say in response to that point and, again,
I think the Inspector General’s identification of that problem in
the spring of 1978 was very clear-—and here is another confusion in
the interpretation of this report—that the Department could not
address that part of the problem on its own, that it needed the help
of the Congress with an effective piece of legislation to provide the
authority to control this part of the waste problem in HEW pro-
grams,

Senator MoyNIHAN. Could you tell me just a little bit about the
methodology? I would like to know just how hard this kind of
thing—how hard the data are. All the sampling data, I assume.

How big a team did the Inspector General assemble for this? Did
he work from existing literature? Did he go out and do samplings
himself this?

What was the criterion of inefficient? That is a highly judgmen-
tal thing. How did he do it?

Mr. BoHEN. Mr. Chairman, I cannot provide the detail on this.
As I indicated in my testimony, part of that estimate was specula-
tive. It did represent——

Senator MOYNIHAN. Part of the estimate was speculative?

Mr. BoHEN. In the sense of drawing inferences from previous
studies. When he did this report.

Senator MoyNIHAN. I know. I have had a lot of friends in m
university life draw inferences. They are not speculative at al{
;I‘hgy are part of a very complex and rigorous discipline called
ogic.

Mr. BoneN. I would like to distinguish between an inference——

Senator MoyNIHAN. As you know, all scientific knowledge—and
any other knowledge—is a matter of statistical probabilities called
inferences. Inference is not a soft term; it is a hard term. Specula-
tive, on the other hand, is rather a soft term.

Mr. BoHEN. Maybe I will withdraw speculative.

Senator MoYNIHAN. Not while I am here.

Mr. BoHEN. I am informed that his sources were congressional
reports, GAO reports, audit reports and outside studies. I think
that his own language suggests that in this area the rigor of the
dollar estimates was less than in the area where we had good
quality contro! systems.

Senator MoyN1HAN. Hold right there. Did Mr. Lowe pass you a
note with that information?
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Mr. BoHEN. No.

Senator MoyNIHAN. His sources were—read that again.

Mr. BoHeN. Congressional reports, GAO reports, audit reports
from our own audit agency which is under—— -

Senator MoyYNIHAN. GAO audit reports?

Mr. BoHEN. And outside studies.

Senator MoyNIHAN. No studies of his own?

He did not undertake one?

Mr. BoHEN. I do not believe we undertook a systematic study. He
was drawing, I think, on materials already available.

Dick, do you want to answer that? :

Mr. Lowe. Mr. Chairman, I think we may be doing Mr. Morris a
disservice. He himself feels that his report was distorted, the num-
bers were simply taken and run with. I believe that his effort was
to pull together all of the available information that was possible
and to have HEW'’s managers look at themselves and look at their
agencies and see where improvements could be made, where man-
agement improvements could be made, and where the efforts could
be utilized to reduce what appeared to be a prevailing amount of
inefficiency in waste and money being lost through the cracks on
the basis of examining the various reports that he compiled and
the various data an documents, including congressional reports.

It was not intended to be a scientific study.

Senator MoyNIHAN. It was not intended to be a scientific study?

Mr. BoHEN. No; it was not. Mr. Morris so testified before Senator
Muskie. )

Senator MoyNIHAN. Why?

Mr. Lowe. I beg your pardon, sir?

Senator MoyNiHAN. What was it intended to be, an exercise in
fantasy?

Mr. Lowe. It was an attempt to see where future economies seem
to be possible and to see if those economies could be achieved.

Senator MoyNIHAN. Is it your view that, while Mr. Morris put
out a report which emphasized the limits of his information, Mr.
Califano dispensed with all of those reservations and simply an-
nounced that a new satellite of Saturn had been discovered in the
Department of HEW?

You do not have to answer that, but there is nothing in the
statement by the Secretary that says this is not a scientific study.

Mr. BoHeN. If you look at the second page of the statement,
there is the second paragraph that makes it clear that Secretary
Califano’s April 3 statement——

Senator MoyNIHAN. He says these figures are rough and incom-
plete. In some instances they may be too low. In other instances,
too high. That, I grant you.

But the general announcement is that:

Today in response to my request, in his first 'annual report to me and to the
Congress, the Inspector General estimates that of the $148 billion in HEW fiscal
197'Itoutlays. between $6.3 billion and $7.4 billion were unnecessarily or improperly
spent.

That is not the way you introduce a document which is a rough
compilation.

What is Mr. Morris’ training?
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Mr. BoHEN. I believe his background is in public administration.
I do not know what his formal academic training is, but his career
has been in public management.

Senator MoyNiHAN. Public administrators are supposed to be
able to do these things. OK.

Mr. BoueN. The second part of the Inspector General’s manage-
ment focus was on the need for improved monitoring and review of

grantees by HEW. He estimated that HEW could save $600 million
annually in that area.

Because this problem can be attacked by HEW management, we
have moved aggressively to bring it under control. To date, we
have documented savings of over $400 million in fiscal year 1979
from increased audits and program and financial reviews of HEW
activities, which identify misspent funds for future recovery or

redirect misallocated funds to their proper purposes. _

- This comprises a host of activities, Mr. Chairman, ranging from a
computer-based review and edit of the applications under the basic
educational opportunity grant program which has screened out
nearly a half a million applications in the fiscal 1979 period, and a

-much more thorough effort to allocate indirect costs for Federal
grantees.

Third, the Inspector General estimated that payment errors in
HEW's four major assistance programs—AFDC, SSI, medicaid, and
social security—totaled $2.7 billion.

Those estimates, particularly with respect to AFDC and SSI,
were much more refined, because they were based on data that had
been accumulated through more rigorous quality control data. It
should be indicated that that $2.7 billion figure is the equivalent of
a zero error rate. To save $2.7 billion you would literally have had
to have gone to no error across these programs. That is the total
statement of the error problem.

Prior to the Inspector General's report, HEW and the States
were, in fact, making significant improvements in these programs.
Over the last several years, error rates in AFDC and SSI have been
cut in half, a new medicaid quality control system has been de-

. signed and implementation has begun, and a new Social Security

system has been developed and will soon begin to measure pay-
ment error rates for the first time.

As suggested in my detailed written testimony, our experience
with quality control systems now extends over a period of 15 years.
It has beén evolutionary in character. We have had some false
starts along the wa{, but we believe we now have in place, in close
partnership with the States, modern systems that provide both
reliable measurement and the information required to take correc-
tive action.

The Department believes further gains in management of these
programs are essential and possible. Everything in our experience,
however, Mr. Chairman, leads us to emphasize the indispensibility
- of working in partnership with the States through a system that
recognizes the diversity of the States themselves and of the AFDC
and medicaid programs and the population served in each State.

In March of this year, HEW published regulations that reflected
this extended dialog with the States to develop mutually acceptable
error rate goals and criteria for assessing financial penalties.
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Under these regulations, every State must either be within the
national average error rate or be making appropriate progress
toward that goal in order to avoid a disallowance of Federal match-
ing payments for the amount the State exceeds its targeted error
rate. States above the national average must reduce their AFDC
error rates by 6.4 percent and their medicaid rates 15.7 percent
every 6 months until the required tolerance is achieved.

At the same time, HEW established a standard for itself of 4
percent in SSI for those case where HEW has agreed to administer
sugplemental payments made by the States.

he March regulations also indicated that HEW would set more
specific error rate goals for AFDC and medicaid after 2 years,
based on the results of a study to determine the point at which
error rate reduction costs more than it saves in erroneous pay-
ments. That study, which is being conducted in close cooperation
with State and local advisory groups, will consider the characteris-
tics of State caseloads, program policies and administrative prac-
tices in respect to error tolerances. The first phase of the study for
AFDC will be completed in September 1980, the medicaid phase in
March 1981.

Unfortunately, before we could implement the_March 7 regula-
tions, which I have just described, Congress directed HEW to issue
another set of quality control regulations by the end of this month.

The statement of managers in the conference report in the 1979
supplemental appropriation bill directed that each State achieve a
4 percent AFDC and medicare error rate by September 30, 1982.
States above this target would have to achieve this tolerance level
in equal increments by the end of fiscal years 1980, 1981, and 1982.

States above the intermediate and final tolerance levels would
lose Federal matching for payments beyond the tolerance. This
directive was subsequently confirmed by a statutory provision in
the 1980 Labor-HEW appropriations bill. In compliance with the
congressional directive, HEW issued a new notice of proposed rule-
making in September. We are currently receiving and analyzing
comments from interested parties and the public in response to
this notice and are making every effort to issue final regulations as
quickly as possible.

While we intend to comply with this law—indeed, we have no
choice other than to comply in the absence of an action by the
Congress which would supersede this law—HEW strongly opposed,
and continues to oppose, this initiative to mandate AF and
medicaid error rate tolerances through the appropriations process.
Although it does have the positive effect of providing clear statu-
tory authority for assessment of fiscal penalties by HEW if the
States fail to meet error rate tolerances, it has a number of critical-
ly disabling consequences. The penalties implicit in the appropri-
ations provision are very likely to harm legitimate beneficiaries, a
concern that you highlighted in your opening statement.

The mandate has locked the Department and the States in a
rigid timetable which may not be appropriate to the conditions of
many States or, indeed, to the conditions of the Nation in a period
of volatility in our economy. It has legislated a national error rate
goal that is not based on any systematic study or empirical data.
There is no flexibility for changing it administratively without——

——
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Senator MoyNiHAN. Your description, Mr. Secretary, of what
Congress has done is very reminiscent of my description of what
HEW has done.

Mr. BoHeN. This is what we think that we are forced to do.

Senator MoYNIHAN. You did not have any data, any standards.
This is just a compilation, a library—the sort of thing we have sent
over to the Congessional Research Service, to say, “Give us a report
on all the GAO audits” and it comes back like this, and we put it
in the record and say we have discovered something. We have not
added anything to knowledge.

I know your difficulties with the 4 percent and I do not disagree
with you. You brought it ¢n yourselves. -

I do not know what you are going to do about it, but I tell you
what I want to ask you, because I know I have your testimony and
we appreciate it.

I want to get to something much more fundamental, that an
executive is supposed to think about.

What do you mean by waste? Let's examine these words. Let’s be
semanticists, all right?

You said different things. What gou did for purposes of our
defending your programs in the U.S. Congress was to take this
word and this word and effectively combined them into this word.

Fraud is an act tinged with illegality. You can go to jail for
fraud. It is a term of the criminal law, is it not?

Is “abuse” a term of criminal law?

Mr. BoHEN. I think it is not, but it is close to criminal behavior
without being criminal.

Senator MoYNIHAN. And waste, is that a crime?

Mr. BoHEN. No; waste was not described that way by the Inspec-
tor General.

Senator MoyNIHAN. Yes, but when you put it all together and
say that there is fraud, abuse, and waste, it comes out to something
like $6.5 billion. The recipient programs ought to be $200 million.

If Ronald Reagan had done that, it would be a scandal to this
day, but since the impeccably progressive new administration at
HEW did it, it is all right.

Look, there has to be some conceptual clarity. Fraud is fraud. I
am not what I am representing myself to be. Health care provider
fraud—somebody lies to the Government.

Have you put anybody in jail?

Have you fined anybody?

Mr. BoHEN. We have taken——

. Seg}gtor MoyNiHAN. Is there anybody in jail? Did any doctors go
0 jail?

Mr. BoHEN. I am going to defer to Mr. Lowe. The responsibility
for the program is with him.

Senator MoyNIHAN. You worked in New York. You know about
things like that.

Mr. Lowe. Yes.

Senator MoyNIHAN. Who? Name them. Put their names in the
record. It will not do any harm.

Mr. Lowe. I do not have that information with me.

Senator MoyNIHAN. How many are there?

Mr. Lowe. I could provide that for you.
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Senator MoyNiHAN. How many were fined or in jail? You can
have $668 million, an annual figure, for provider fraud. Am I
correct?

Mr. Lowe. Yes, sir.

Senator MoYNIHAN. That comes to about $10 million or $11
million of fraud. Put somebody in jail, or stop telling us about how
smart you are about what is going on. If you know that much is
going on, somebody is doing it; somebody has got to be. Have you
found anybody?

How much fraud took place last week? $10 million worth?

Mr. Lowe. I cannot answer that, but I will tell you that as of -
October 1979 as a result of an initiative that was launched by the
Inspector General, Mr. Morris, called Project Integrity——

Senator MoyNIHAN. Don’t say: “Initiative that was launched by
Inspector General Morris.” Say something more astute. How do
you launch an initiative? You launch ships, right?

Mr. Lowe. All right.

Senator MoyNIHAN. All this fraud ends up with this kind of
disaster and I have to stand on the floor and say, “Don't cut off
payments for children.”

Mr. Lowe. I chose the word “initiative” because at_.the time it
was new, Senator.

It was the first use of the computer to identify providers who
were, in fact, defrauding the system. What he did was to use--
computer screens to measure the billing practices of physicians -
who billed medicare and medicaid, and he set standards so any
aberrant billings by providers would be punched out by the com-
puters. That has the result of giving us targets which we could
then go and investigate. So that it was an initiative and it was
launched by him, and as a result of that some 53 individuals and 3
firms had, as of October 1979, been indicted. Thirty-three individ-
uals and two firms we convicted. I cannot tell you who is in jail at
this taime, but I will be glad to submit that information for the
record.

[The following was subsequenty supplied for the record:]

PROJECT INTEGRITY INDICTMENTS,

Name and jurisdiction
1. Richard J. Kones, M.D., Bridgeport, CT
2. Bertola Pembaur, M.D,, Cincinnati, OH
3. C. B. Harris, M.D,, Pineville, LA
4. Carlos Warter, M.D., Denver, CO
5. Lawrence J. Delaney, M.D., North Smithfield, RI
6. Winston Hall Worthington, M.D., Memphis, TN
7. Portis Pharmacy, Inc., Fort Gray, WV
8. Arnold Faudman, Detroit, MI
9. Forte Pharmacy, Columbus, GA
10. Ralph Bruyette, Ludlow, VT
11. Saye Drug Co., Fountain Inn, SC
12. Richard G. Crandall, M.D., Pocatello, ID
13. Sonnie Hereford, Huntsville, AL
14. Ellis Pharmacy, Cedar Rapids, 1A
15. John Wang, M.D., Lowell, MA

' Also includes cases where information was sufficient to proceed directly with prosecution,
negating the necessity for a grand jury hearing.
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ProsecT INTEGRITY CONVICTIONS

Name and jurisdiction
1. Allen H. Bunch, M.D., Seminole, OK
2. William J. Powers, Ovaville, CA
3. Claude Jinks, Olathe, KS
4. John T. Bellflower, Valdosta, GA
5. Mortimer Schaffer, D.O., Miami, FL,
6. Jackson Raymond Goudeau, Jr., Plaquemine, LA
7. Joe Gann, Montgomery, AL
8. Jack Bellfuss, Gary, IN
9. Jeffrey Berk, Gary, IN
10. Jiminy Graves, Gary, IN
11. Rehert Akin, M.D., Hazelhurst, MS
12. James Yu, M.D,, Harrah, WA
13. Frank James, Indianapolis, IN
14. Richard A. Schmidt, Wailuku, Hawaii
15. William Moscotti, Wailuku, Hawaii
16. Jack C. Pawol, Wailuku, Hawaii
17. J. Robert Martin, Fort Kent, ME
18. Jack A. Braley, D.O., PA, Wichita, KS
19. Dione Braley, Wichita, KS
20. Arthur Karwacki, Kailua, Hawaii
21. Edward Karwacki, Kailua, Hawaii
22. Clifford Bryant, Anderson, SC
23. Larry Goldstein, Kansas City, KS
24. Richard Silberg, Kansas City, KS
25. Frank Jones, M.D., Kansas City, KS -
26. El-Dorado Jones, M.D., Roanoke, VA
27. Luis A. Alvarez, M.D,, Overland Park, KS
28. Paul M. Wilde, Overtand Park, KS
29. Diane Wille, Overland Park, KS
30. Medical Practice, P.A., Kansas City, KS
31. Richard J. Turner, M.D,, Clayton, GA
32. John M. Brown, M.D,, Atlanta, GA
33. H. W. Brooks, D.O., Albuquerque, NM
34. Frank Saye, Fountain Inn, NM
35. Leo F. Kenneally, M.D,, Los Angeles, CA

Senator MoyNIHAN. When did this start?

Mr. Lowe. Project Integrity started when Mr. Morris became
Inspector General. These figures are as of October 22, 1979.

Senator MoyNIHAN. Roughly speaking, that is 2% years. It took
a little time to get started.

Mr. Lowe. Yes.

Senator MoyNIHAN. Two and a half years with roughly round
figures, we could say, $1.5 billion, and you have 58 people indicted.

Mr. Lowe. That is correct, sir.

Senator MoyNIHAN. Let’s get that list of 58—we will put it in the
hearing part of this record. Fifty-eight people. How much did they
account for of the $1.5 billion? Give us a feeling. Indictments
representing this much money were many, and you get a feeling
from looking at it we could at least have got hold of 10 percent of it
and tried to get it back, or 2 percent, or 88 percent, I do not know.
Touching reality.

Mr. Lowe. If I can interrupt you, you must realize that that is a
criminal process, No. 1. No. 2, those are the results of 2,500 provid-
ers who were found as a result of this project, 2,500 providers who
underwent criminal investigation and you are very much aware of
the difficult process by which the law enforcement community
attempts to prosecute and convict providers of health care.
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First of all, it is such a tenuous situation because half of the
judgment goes into the medical practice which they claim.

Senator MoyNiHAN. That is precisely my point. If it is damned
tenuous, it ought not be explained in precise figures to the decimal
point as something that we know about. That is the point. We are
given a false concreteness here.

What I want from you, sir, is to give us a report on what Project
Integrity did so that we can get a feeling; you go at it this way and
you pick up this much and this is the kind of result you get, and
you get a feeling about what you can, and get some concreteness.

Fraud is a specific abuse. Abuse is a soft word, a little harder
than waste because it suggests a wantonness. But inefficient, ineffi-
cient—wow. Inefficient practices. This is other management—I do
not know. Is this inefficient other management systems?

Mr. BoHEN. The other management is predominantly——

Senator MoyNIHAN. We distinguish fraud and abuse over here
and this should be waste?

Mr. BoHEN. That is right.

Senator MoyNIHAN. Waste here.

All right, waste. :

There are people who think HEW is a waste.

Mr. BoHeN. This is an attempt to distinguish only part of it,
which really is unnecessary or inappopriate.

Senator {/IOYNIHAN. I know that. That 1s a pretty soft term.
There are people who think foreign aid is a waste, all right? There
is almost a majority view that foreign aid is a waste, but the
amount of fraud in foreign aid is another subject altogether.

There are people who think high school is a waste—and a widely
held view. A majority of farmers until 50 years ago thou%ht this
way. When my son gets 8 years of education he can come back on
the farm.

A different view. A different category.

Do you see my point?

Mr. Lowk. I see your point, Senator, if I might comment on this,
and there is no question that, frankly, if Mr. Morris himself could
have pulled back that report, he would pull it back, because of its
interpretations. But the fact that it has been misinterpreted by
others and the fact that the press took it and just took numbers
and waved the numbers in the face of the American people does
not mean that the efforts were launched by him, the sincere at-
tempt to foster economy and efficiency in HEW is to be, frankly—
well—I will withdraw that.

I just think that his efforts are laudible.

Senator MoyNIHAN. Do not withdraw it. Say what you want to
say.

Mr. Lowe. The man accomplished a great deal and I have
learned a great deal from him. I think that his efforts were sincere,
and I think it is suggested that what he has done has been a
disservice rather than a service to the agency. And I do not think
that is accurate.

Senator MoyNIHAN. I happen to think that you are wrong. As a
person who had to stand on the floor of the U.S. Senate and say,
“No, do not take away entitlement money under the social security
programs going to recipients because of this report.”
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The U.S. Congress did not say take it away from health care
providers. It did not say take it away from persons who are not in
the profession and admit persons themselves into the profession—
anybody can become somebody called a public administrator, alas.

nly a doctor can make you a doctor. That is the way we have
arranged things. It is an old tradition which goes back to the
Egyptians.

ut this is one set of things and this other little yellow bar is
another. Do I make any sense to you? -

Mr. BoHEN. Yes, sir. We have brought that chart up because that
distinction—— ’ :

Senator MoYNIHAN. There is my problem. Do you see that as our
problem?

Mr. BoHEN. Yes, sir. :

Senator MoyNIHAN. Mr. Lowe, you are the Inspector General
now. Do you see this problem?

Mr. Lowe. Yes, I do, sir, and so did Mr. Morris.

Senator MoyNIHAN. That is why he left.

Well, the distinction was not made by the Secretary’s announce-
ment of the report.

I do not want to presume, but I will tell you that it seemed to be
playing, to that body of opinion here which always is happy to hear
that there is a lot of fraud and abuse. It suggests that you can
count on us, gentlemen. We are tough down here. As I look
through the waste in that report—we are talking about, other
management systems or inefficient practices in the health industry
or other sources of waste. The report said take it away from people
who are poor and dependent.

Mr. Lowe. I agree, sir.

Senator MoYNIHAN. It is the responsibility of this Department to
make distinctions such that this kind of legislation does not
happen. It happened last year. As far as I know, it will happen this
year unless you make a fundamental distinction between what is
criminal behavior—illegal, if not criminal—and what is the result
of the system itself.

For example, one doctor might say, a patient does not need two
X-rays. Another doctor might say, “I think we should have three as
a matter of fact, doctor.”

This is a conflict in judgment of professional men and women.
What one nurse will think is a fair enough number of times to call
and look in at a patient, another nurse will say is not enough. Or,
it is too many.

You can make judgments, and you make them around median
numbers, and there is a conflict between administrative judgment
and ({)rofessional judgment. The point about health care is that you
are dealing with a profession. Professionals profess to know better
than persons who are not in the profession. They also have the
responsibility of admitting persons into the profession.

Anybody can become something called a public administrator,
alas. But only a doctor can make you a doctor. That is the way we
have arranged things. It is an old tradition, going back to the
Egyptians. Do I make any sense to you?

Mr. BoHEN. Yes, sir. We have brought that chart up because that
distinction—— :
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Senator MoyNIHAN. There is my problem. Do you see that as our
problem? :

Mr. BoHEN. Yes, sir.

Senator MoyNIHAN. Mr. Lowe, you are Inspector General now.
Do you see this problem?

Mr. Lowek. Yes, I did, sir, and so did Mr. Morris.

Senator MoyYNIHAN. That is why he left.

Well, the distinction was not made by the report, was not made
by the Secretary’s announcement of the report. I do not want to
presume, but I will tell you that it was read up here to be a certain
playing, you know, playing to that body of opinion which always is
happy to hear that there is a lot of fraud and abuse and suggests
that you can count on us, gentlemen, we are tough down here.

As I look through the waste in that report—we were talking
about waste in the BOG program, were we not?

Mr. BoHEN. Yes.

Senator MoyNIHAN. We were -outraged on educational grounds.
There was a difference between those causing the problem, and
those who got blamed; this was all mixed up. Because the educa-
tional grants program was inefficient who would feel the cuts?

Take it out of welfare recipients. .

Now, it was very significant that no one said take it out of the

grants of college students, This invited ire directed against the
most defenseless set of constituents. This was not very seemly. It
will have to be corrected.
- You are going to have to get out there and say, “Now look, when
- there are inefficient practices in the provision of educational aid,
prosthetic braces, users of CAT scanners, then we can try to correct
this. This is a different matter than dependent women and children
getting money. That is what I mean.

Lgt me ask Commissioner Ross, what is your view on this sub-

Jject? .
Mr. Ross. I think it is very important to make the distinction
that you are talking about—I think that there is a serious public
misunderstanding. I also think, as an administrator, that it is very
important that we work as hard as we can to make improvements
in all of these areas.

And I think that there are different kinds of programs needed to
deal with the lefthand side of that chart as opposed to the right.

Senator MoyNIHAN. Do you accept that they are two different
things?

Mr. Ross. Absolutely, sir.

Senator MoyNIHAN. Then I have made some progress, sir. HEW
ought to insist upon that.

Mr. Ross. Absolutely.

Senator MoyNIHAN. I do not have anything else to say. If you can
make that distinction, you have your constant problem in ineffi-
cient activity. If this were a board meeting at General Motors,
there would be a chart up there illustrating inefficient practices in
the truck assembly plant, and board members would be asking how
to get rid of the inefficiency?

And it would represent a general managerial concept that you
could do it, on a least cost principle. The assertion is that this is

$6-941 0 - 80 - 3
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not being done at these costs, and that you are always working on
that margin.

But if you do not send anybody to jail for it, then there are no
penalties. There is no bad faith. There may be poor performance,
but this is a very different thing. Am I correct?

Mr. Ross. Absolutely.

Senator MoyNIHAN. How much of the $5.6 billion, are inefficient
practices within your administration?

Mr. Ross. Well, the green bar as I understand the chart, is
within Mr. Schaeffer’s administration.

Senator MoyNIHAN. He comes next. You are the blue bar.

Mr. Ross. I assume that SSA is responsibile for part of the blue
bar. We administer the AFDC and SSI programs and we have a
number of actions that we are taking to improve our systems. Also;
there are a number of provisions in the pending welfare reform bill
which would allow us to improve our systems.

It is some piece of the blue bar.

Maybe Mr. Lowe can tell you what portion is attributed to SSA.

Mr. BoHeN. I can provide it. The date on the Inspector General’s
report as I said that. $750 million of the blue bar was potentially
recoverable error in AFDC and SSI and then it provided a range
for error in the title II SSI program of $175 million to $800 million
because of systems error were much more.

Senator MoyNIHAN. What is recoverable error? Who made this
error? The State made the error?

Mr. Ross. It is different, in different programs, if I may answer.

Senator MoyNIHAN. AFDC?

Mr. Ross. Under the AFDC program we would have a plan with
the States to prevent error.

Senator MoyNIHAN. In AFDC the State made the error.

Mr. Ross. Or it could be beneficiary error, to some extent.

Senator MoyNIHAN. The beneficiary made the error?

Mr. Ross. Again, there is education. Error does not necessarily
mean fault. There are problems of educating people about the
details of very complex programs.

There are problems of error in our payment systems under SSI.
There we have more control because it is a Federal program. We
have made great strides, I think, in collecting overpayments.

Senator MoyNIHAN. You got off to a very shaky start. The pro-
gram started in 1973.

Mr. Ross. Oh, yes. It started in 1974. It did begin with a very
shaky start. Yet, because we put in a good quality assurance
system, we were able to bring that error down very substantially
and within a relatively short period of time.

There were long lead times in putting these corrective action
programs in. Indeed, one of the things that must be said is that the
start up of progams like SSI is particularly difficult with, as you
}ﬁ'ggv pointed out, the changeover in personnel in a department like

It is very important to build programs. Very often the payoff
occurs for actions that really l:?pened under another administra-
tor or things that you get credit for, or blame, are things that
started earlier.

Senator MoYNIHAN. Oh, sure.
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Mr. Ross. It is very important that you try to build carefully so
that the things that you do are sound in and of themselves and not
based on personalities.

Senator MoyNIHAN. That is called public administration.

Mr. Schaeffer, what about that green bar?

Mr. SCHAEFFER. Well——

Senator MOYNIHAN. Mr. Ross, you do not seem to have thumbed
t}}’rough the Inspector 'General’s report very deeply. Did you read
it? ‘

Mr. Ross. I have gone through it, sir, 7yes, sir.

Senator MoyNIHAN. Have you read it?

Mr. Ross. Well, I—

Senator MoyNIHAN. I have your answer. You get a lot of reports.
It was not something honestly—it was something you went
through?

Mr; Ross. Yes, sir.

Senator MoyNIHAN. Without really saying this is what I am
going to have to do.

Mr. Ross. We gear up with the Inspector General and the staff in
SSA’s Office of Assessment, which I established, do follow through
as the report is prepared.

Senator MoyNIHAN. To read through for you?

Mr. Ross. No. To put in corrective action programs so that we
have the capacity to follow up as we try to identify these things
andbfry to do better. I think that is a very important aspect of the
problem.

Senator MOYNIHAN. Sure.

Mr. Schaeffer.

Mr. ScHAEFFER. The fundamental mission of the Health Care
Financing Administration is to finance the delivery of health care
services to eligible individuals on a timely basis—quality services
and appropriate services.

- We are not crime fighters. The responsibility for fraud, for crimi-

nal behavior, is with the Inspector General. We are responsible for
the efficiency of our programs and we have attempted, in a variety
of wir{ays, to improve the effectiveness of the way our programs
work.

We are financers. We are gurchasers of care. If you read the
Inspector General's report, I think you will note that many of the
problems alluded to in that report are problems in the health care
industry—that is, there are too many beds in America.

We pay a proportionate share of the overhead due to that fact,
because we purchase services. :

In addition, as you have alluded to, there are a variety of judg-
ments that can and are made by the professions and by the admin-
istrators, and we pay a proportionate share of those judgments. If
they are bad, we pay all of it. If they are good.

Many of the items alluded to in that report have to do with that
delivery system and many of those solutions are found in legisla-
tion and in industrywide approaches. Hospital cost containment,
the glanning act, that sort of activity. It is appropriate to get the
overhead cost down, but we currently pay a proportionate share.

However, there are things that we can and should do ourselves
to improve the way in which the program is run. And we have, and
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have submitted for the record, a fairly lengthy and technical paper
on our quality control systems.

Senator MOoYNIHAN. Yes.

L.et me say to you you are not going to have any difficulty with
this committee when you say you have a quality control system
and you have to make quality control judgments and they are
judgments and while they balance—the practitioners might say
something was inefficient. You might have just as strongly a view
opposite that of other practitioners who know that it is not ineffi-
cient in the least.

This is a different thing from fraud.

Mr. ScHAEFFER. Sir, if you would refer to the 1978 report of the
Inspector General, you will note that we provided information to
him, indicating where we disagreed with some of the judgments
and indicated that in some of the kinds of things are a necessary
testing, for example, and we rely on them.

It is a difficult thing to do.

Senator MoYNIHAN. Mr. Schaeffer, you are responsible for medic-
aid also?

Mr. ScHAEFFER. Yes, sir.

Senator MoYNIHAN. As you know, it was the medicaid payments
that were included in the Michel amendment that we were to have
to strike out? ‘

Mr. ScHAEFFER. Yes, sir.

Senator MoyNIHAN. We were on the point of sick, poor people.
They cannot be paid.

An entitlement is going to be withheld because of all of this, and
that is why we are serious.

I want to ask one last question of the panel. You have been very
patient with me and I will address it to you, Mr. Secretary, but
anybody can speak.

Two years ago the committee—this committee and subsequently,
I think, the Appropriations Committee, specified error rates. This
committee said, if you get your AFDC error rate down to 4 percent
or less, then you will be rewarded for having done well.

And the Secretary of HEW was directed to promulgate regula-
tions in accordance with that section 1. Two years later, we have
no standards. What is going on? :

Mr. BoHEN. Mr. Chairman, I made reference earlier in my testi-
mony to the fact that there is a study underway. It has been
assigned to the Assistant Secretary for Planning and Evaluation.
There is an elaborate process of involving the States in both the
design of that study and the review, the findings, to ascertain those
aspects that should help us define what is an appropriate goal for
these programs. )

It is my understanding that we expect the study with respect to
AFDC to be complete in September of 1980. .

Senator MOYNIHAN. Wow.

Mr. BoxeN. With respect to the incentives side of your request, I
understand that there are draft regulations that have not been
issued in final, but are soon to be issued. Commissioner Ross may
be able to be more precise on that.
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Senator MoyYNIHAN. I am going to put into the record the quality
control regulations and to say to you without ire that you are
taking a long time to do it.

The 1977 amendments gave a rather complex schedule—not too
complex but nonetheless detailed—of the rewards that would come
about from reducing error rates.

I will read them. A State with an error rate of between 3.5 and 4
would receive 10 percent of the Federal share of the money saved.
A State with a rate of between 3 and 3.5 would receive 20 percent
of the Federal share of the money saved, and so forth.

A State with an error rate of below 2 percent would receive 50
percent of the money saved. You have a responsibility to get that
underway.

Would you tell Secretary Harris that we would like to hear from
her on when we can expect this, and would she take secretarial
notice that it is now 2 years since this was written into law. This is
meant to be an incentive and not to be a reward. Let’s see that we
get it.

All right.

I would like to leave you with one request. We have explored
something quite important to my view here and the next time that
we have to go on the floor we will—and we will be there next time,
unless a new Inspector General starts issuing two sets of reports,
one on fraud and the other on waste and abuse.

I have a series of questions I am going to put in the record and
ask you to give some answers for, if I could do that. What I would
like to ask of you is to go back and get from Secretary Harris, who
did not wish to appear, this is a matter that arose in a previous
administration. I am not sure what she thinks about it. I do not
know whether she has been able to get to it.

(The following was subsequently supplied for the record. Oral
testimony is continued on p. 61.]
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THE SECRETARY OF HEALTH, EDUCATION, AND WELFARL
WASHINOYON, D C.20201

DEC 161979

The Honorable Daniel P. Moynihan
Chairman, Subcommittee on Public
Assit :ance
Comnittee on Finance !
United States Senate
Washington, D.C. 20510

Dear Senator Moynihani

Thank you for giving the Department of Health, Education
and Welfare the opportunity to testify before your Subcom-
mittee on the Department's efforts to improve its systens
and management practices.

It is unfortunate that the Inspector General's report
created the impression that there was extensive fraud by
recipients of cash and medical assistance, Based on your
remarks at the hearing, we are in complete agreement on the
need to put this aspect of the Inspactor General's report in
proper perspective. I will do all that I can to correct
this mistaken impression and I have instructed my key staff
to do likewise,

I am enclosing the answers to the quostiona that you
submitted with your letter of November 16.

R el —

Pattlcla Roborts Harris

Enclosure
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Question: What were you doing to avoid waste before the
Inspector General released his report? 1Is this what caused
you to make waste reduction a major priority?

Answer: In March 1978, when the Inspector General released
his report, HEW had several management actions already underway
to improve program operations and to save Federal and State
funds:

-~ In both the AFDC and SSI programs, HEW and the States
had quality control systems which had driven down
the error rates. AFDC had reduced the payment error
rate from 16.5% in September 1973 to 8.1% in June 1978
and SSI had reduced the payment error rate from 11%
in June 1975 to 4.6% in March 1978.

-~ In 1975, HEW designed its first Medicaid quality control
system which focused on errors in determining client
eligibility. This system proved to be wholly inadequate.
By April 1978, HEW developed and implemented a more
comprehensive Medicaid quality control system designed
to include errors caused by claims processing and third
party liability. The bDepartment expects to have the
first error rate data from this new system within two
months.,

~= In March 1977, HEW went through a major reorganization to
facilitate sound financial control, program accountability
and increased management efficiency in HEW's health
financing, cash assistance, and student aid programs.
For example, the reorganization created a new Bureau
of Student Financial Assistance in the Office of
Education which integrated the management of all student
assistance programs under one bureau. This ceorganization
resulted in savings of $393.5 million in Student Assistance
programs. !

The Inspector General's report brought together for the first
time everything we knew or could guess about savings oppor-
tunities in HEW programs. In many instances, the estimates
made by the Inspector General highlighted management problems
which the Department had already begun to attack., HEW used
the findings and recommendations of the report to strengthen
and intensify its effort to reduce the losses due to ineffi-
cient management practices or program abuse, and established

a specific plan of action to reduce losses by at least $1.3
billion in FY 1979. This plan included savings targets for
on-going activities, such as public assistance quality control
programs, and new initiatives implemented in FY 1978 and FY 1979
such as more strict reimbursement principles in the Medicare
program.
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Question: HEW has made many promises since the Inspector
General submitted his first report to Congress. Have you
made any real progress in cutting waste?

Answer: As of September 30, 1979, HEW has documented
savings totalling $705 million in FY 1979. The maujority of
the savings, $538 million, are derived from improved systems
and management practices. For example:

-~ HEW instituted tighter editing procedures to identify
cases of insufficient or questionable information in
basic educational opportunity grants applications.

Of 1.5 million applications initially rejected,
484,031 applicants have not reentered the system or
ogtablished grant eligibility for an estimated cost
avoidance of $221.6 million.

~-- HEW staff have conducted program and financial reviews
and audits in most major HEW programs which resulted
in savings of $209 million. For example, HEW regiona)
staff conducted reviews and negotiations of cost
allocation proposals submitted by all HEW grantees.
This activity identified an additional $69 million in
costs contained in the allocation and indirect cost
proposals which were unrelated to, or excessive for,
the conduct of HEW programs.

This documented savings constitutes 54% of HEW's total goal
of $1.3 billion for PY 1979. However, this measure
understates the Department's accomplishments under its

FY 1979 plan. The plan includes initiatives totalling $642
million for which it was not possible to acquire data during
FY 1979. Of this amount, $395 million depends on FY 1979
error rate data from the Medicaid, SSI, and AFDC quality
control systems which will not be available until mid-1980.
The plan also includes initiatives totalling $663 million,
supported by regular data reporting cycles. For these latter
initiatives, HEW can currently report accomplished savings of
$597 milljon, 90% of the assigned targets. 1In addition, we
can report savings of $108 million from new initlatives
which did not have targets in the March 5 plan gubmitted to
Congress. The following table, which I am submitting for

the record, summarizes the Inspector General's findings and
compares those findings to the savings the Department had
documented through September 30, 1979.
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Question: How much woney is being spent by HEW on ef-
forts to measure cnd reduce waste, error, fraud, and abuse?
How much money is being saved by those efforts? 1In other
words, what 1s the cost-benefit ratio of such efforts?

Answer: The Department has not developed specific cost
estimates for each faitiative contained in the PY 1979 plan,
However, we do have data on the Federal costs for the AFDC
and SSI quality control programs.

-- We estimate that Federal costs for the AFDC quality
control program, including the Federal share of
States' costs, will be approximately $12.6 million
and potential savings from reduced payment errors
will be approximately $60 million, a cost/benefit
ratio of $1 to $4.70,

- In SSI, we expect Federal costs for quality con-
trol will be approximately $19 millioon and savings
from reduced payment errors will be at least $68
million, a cost/benefit ratio of $1 to $3.60.
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Question: You say that the public and the Congress misper-
celved the Inspector General's report. Why did this
happen? What is the report's real message?

Answer: Unfortunately, most readers of the Inspector
General's first report focused on his summary table
contained on page 2, which in eight lines distributed the
estimated fraud, abuse, and waste of $6.5 billion among the
major programs in HEW. Although distinctions among these
categories were identified on page 9 of the report, what
immediately struck the reader was the $6.5 billion overall
picture, In any public discussion, HEW has found it
difficult to make people recognize that the Inspector
General made some important distinctions in his report:

-- First, this estimate was not based on indepth -
analysis by the Inspector General. His estimate
was simply a compilation of data from many sources,
such as Congressional and GAO reports, HEW audit
reports and outside studies that discussed a number
of areas in which future economies seemed possible,

- The major portion of his estimate, $5.67 billion,
was due to inefficient program practices or man-
agement systems. Of this amount, $2.4 billion
resulted from inefficient practices of the health
care industry -- much of which could only be
reduced through changes in authorizing legislation,
such as hospital cost containment. Less than $220
million of his estimate was based on potential
fraud by HEW recipients.

We can only conclude that human nature led to the misper-
ception, since it is easier for individuals not familiar
with the details to talk about the bottom line --$6.5 bil-
lion -- than to try to understana and discuss the
intricacies of that number.

The Inspector General never intended this compilation of
data to be interpreted as a scientific basis for budget
cuts, The Inspector General's objective was to have his
report serve as a stimulus to program managers in the
Department by providing them with a compilation of the
potential for savings from program improvements and
legislative reforms.
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Question: What happens when the Inspector General finds
anything out of line? Does anyone with operating respon-
sibility do anything about it?

Answer: With respect to audit activity, heads of Principal
Operating Components (POCs) are responsible for resolving
matters raised in audit reports. The Inspector General's
office monitors the timeliness and adequacy of such actions
and prepares perlodic status reports to the Secretary. Under
legislation establishing the role of the Inspector General
(P.L. 94~505), periodic reports are also sent to the Congress,

In November 1978, HEW ‘instituted a Department-wide system
to monitor POCs' collection of outstanding audit dis-
allowances. The system tracks the status of audits from the
time a decision is made to sustain an audit finding to the
time final collection of funds is recorded.

Allegations of fraud and other related violations of law

are investigated by the Office of the Inspector General,
Investigations. Programmatic weakness or management defi-
ciencies which permitted the violations to occur are reported
to the POC for corrective action. The action of the POC is
monitored by the Office of the Inspector General (OIG) and is
reported to the Secretary and to the Congress in the OIG
quarterly and annual reports.

In response to the findings and conclusions of the Inspector
General's first annual report, which compiled an inventory
of his estimates of losses in HEW programs, HEW established a
gpecific ' plan of action, including management initiatives to
reduce losses by $1.3 billion in PY 1979. During FY 1979,
the Department made excellent progress in its savings plan.
As of September 30, 1979, HEW had documented savings
totalling $705 million.
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Question: Please give me the Administration's definition of
an “entitlement program” and describe for me the effects of
provigions such as the so-called "Michel amendment®™ on the
administration of entitlement programs. 1Is it possible that
such constraints on approrpriations for entitlement programs
will lead to situations in which individual recipients of
Pederal assistance will not receive the benefits to which
they are entitled? What does the Department propose to do
about those situations?

Answer: An "entitlement program®™ is one in which the
authorizing legislation confers the right to a specified
benefit on prsons who meet certain eligibility criteria, If
the applicant satisfies the criteria, benefits must be
provided., AFDC and Medicaid are examples of entitlement
programs.

In AFDC and Medicaid, the States present claims for Federal
financial participation to the Department. To the extent
that these claims are judged valid, the Pederal Government
must provide the financial assistance. The budget for these
programs presents an estimate of the valid claims that will
be presented for payment during the fiscal year., If the
estimate is too low, we are bound to request a supplemental
appropriation or utilize the borrowing authority in the
Appropriation Act. The Act authorizes HEW to borrow against
the next year's appropriation to make payments in the final
quarter of the current fiscal year,

The Michel amendments reduces the HEW appropriation by $500
million for FY 1980. It is HEW's responsibility to allocate
that reduction according to the terms of the Michel amend-
ment. In practice, this will mean reductions in the line
item appropriations for AFDC and Medicaid. These will be
shown on the apportionments presented to OMB for approval.
Despite these reductions we will continue to honor claims
submitted by the States. If the appropriation, as reduced
by the Michel amendment, is insufficient to honor all State
claims, we will exercise the authority in the Appropriation
Act to borrow from the fiscal year 1981 appropriation in the
fourth quarter of FY 1980,

The Comptroller General ruled that the Department could use
its borrowing authority to offset the Michel amendment
reduction when the question arose in connection with the PY
1979 appropriation. Becuase of this borrowing authority, we
can assure you that no individual beneficiary will suffer
due to the reduced appropriation caused by the Michel
amendment.

In addition to reducing HEW's appropriation, the Michel
amendment requires HEW to impose fiscal sanctions on States
which do not meet the congressionally mandated error rate
targets. Congress stipulated that cash and medical
assistance to legitimate recipients shall not be curtailed
or delayed on account of such fiscal sanctions. The -
Department is examining policies that will, through
legislation, regulation or other means, assure that no
individual beneficiary will suffer due to benefit reductions
in States that face fiscal sanctions,
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Question: Your testimony states that "HEW opposes
legislated error rate targets with fixed, inflexible
timetables.” If I am not mistaken that is precisely what
has been legislated on the FY 1979 Supplemental
Appropriation and in the FY 1980 Labor-HEW appropriation.,
Indeed, the Department has begun the process of issuing
regulations to carry out those provisions.

It will no longer suffice, therefore, simply to express
opposition to such legislative provisions, because they are
going to be enacted whether you like them or not. The
relevant question would seem to be whether the Department is
content to take its legislative direction in these matters
in the form of appropriation riders, or whether it would be
better served by incorporating reasonable standards and
requirements in the Social Security Act itself,

If you agree that it would be preferable to deal with error
rate concerns in entitlement programs in the context of the
legislation establishing the entitlements themselves, are
you prepared to suggest amendments to the Social Security
Act that this Committee could consider? If not, why not?

Answer: Yes, we are prepared to suggest a legislative
alternative to the 4% legislated error rate in the PY 1980
' Labor-HEW appropriation. We support legislative provisions
for establishing errorrate tolerance similar to those for
AFDC error rates added by the Conable amendment to HR 4904,

the Welfare Reform bill., This amendment mandates the
approach taken in HEW's regulations, published March 7,
1979, Title I, Part G of the bill:

- Sets as a goal a national AFDC payment error rate
of 4% and gpecifies the method for achieving this
goal to be the Department's March 1979 quality
control regulations,

== Requires HEW to athdyAState's AFDC error rates and
submit its findings and recommendations to the
Congress by December 31, 1980, This study is under
way

== Keeps in effect the March 1979 regulations until
the mandated study is complete and the Congress has
had 30 days (excluding recesses of more than 3 -
days) to review and take appropriate action on
regulatory revisions recommended in the study.

With regard to Welfare Reform, we ask the Senate to accept
the Conable amendment with a technical modification to make
it clear that for AFDC this legislation supercedes the
language in the FY 1980 appropriation. In addition, we
intend to either include similatr provisions for Medicaid
error rates in the President's FY 1981 legislative progran
or request Congressional committees to consider appropariate
provisions for Medicaid error rates as they are considering
other amendments to Title XIX of the Social Security Act,
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Question: In expressing your opposition to the inflexible rules of

the Labor-HEW Appropriations bill, you also mention a provision in

the House Welfare Reform bill which would retain the March 7 regulations
of HBW. Is it your opinion that this section of the Welfare Reform bill
(ili.R. 4904), would in fact supercede the language of the Appropriations
bill.

Answer: With respect to Medicaid error rates, the directive in the
Appropriations bill would not be superceded by Section 132 of H.R. 4904, as
passed by the House of Representatives. The directive in the Appropriations
bill requires the Secretary to issue error rate regulations covering both
AFDC and Medicaid. Section 132 applies only to error rates in AFDC.

With respect to AFDC error rates, the intent of Congress was apparently to
keep the March 7 regulations in effect until the study mandated by
Section 131 is completed in order that Congress have the opportunity to
review the findings and recommendations of the study before any changes
are made in existing regulations. An ambiguity arises, however, from the
language of Section 132 which keeps in effect the March 7 regulations
"as in effect on the date of enactment of this Act (i.e., the Welfare
Reform Act)". If a regulation is issued in compliance with the directive
in the Appropriations bill before the Welfare Reform bill is enacted,
that regulation -~ rather than the regulation of March 7 — might be
regarded "as in effect™ on the date of the enactment of the Welfare
Reform bill.

To remove this ambiguity and to assure that the Jirective in the
Appropriations bill is superceded, Section 132 should be revised to make
it clear that the March 7 regulation, as issued, both with respect to
AFDC and Medicaid error rates, must remain in effect for a specified
period. .
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Question: Would you please explain the relationship, if
any, between the error reduction regulations promulgated by
HEW last March, and the recent "notice of rulemaking" ‘which
was intended to carry out the provisions of the FY '79
supplementalappropriation?

Am I correct that the latter supercedes the former, and that
the "moving average® goals for error reduction that you
settled on last spring after extended consultation with the
States, has now been replaced by an absolute 4 percent
standard?

As I recall, and as you recount in your testimony, HEW in
1973 promulgated absolute standards of 3 and 5 percent that
were later thrown out by tre courts as "arbitrary and
capricious.” 1Is the four percent standard that was
established in the Appropriations bill any less arbitrary .
and capriclous?

Angwer: The Department published final regulations on March
7, 1979 establishing error rate standards for APDC and
Medicald. These regulations resulted from extensive
negotiations with State and local government representa-
tives., States not achieving the required standards would
loge Pederal matching funds for the amount of expenditures
exceeeding the tolerances. The regulations embody three
principal features:

o No absolute error rate standard is spacified.
Instead, the Department announced its inten-
tion to complete a study by October 1980 of
reasonable error rate tolerance levels.

o In the interim, standards will be set annually
at the level of the national average payment
error rate. The Department believes that
actual performance best reflects States'

' administrative and managerial capability to
lower error rates.

o Finally, States with error rates well above
the national average are not expected to re-
duce their error rates to the national averge
instantly. Rather, States must reduce errors
at the rate of reduction historically achieved

- by the States on a national basis, i.e., 6.4
percent for AFDC and 15,7 percent for Medicaid
payment errors. Thus, States only are re-
quired to make continual steady progress until
the standards are finally achieved.
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States will be subject to penalties based on these
requlations beginning with the period April to September
1979, ‘

On September 25, 1979 the Department published for comment a
proposed regulation to carry out the congressional directive
coritained in the FY 1979 and FY 1980 appropriations. Unlike
the March 7 regulations, the congressional directive
establigshes an absolute goal and a fixed timetable for
meeting that goal. The March 7 regulations set a relative
goal while the feasibility and appropriate level of
nationally uniform absolute goals is studied. The
congressional directive requires all States to achieve an
error rate of four percent. The March 7 regulations allow
States to reduce error rates to the standard by making
reasonable annual reductions at the historical improvement
rate. The congressional directive requires all States to
achieve the four percent standard by September 30, 1982
regardless of how high a State's error rate may be now.

The standards set by the March 7 regulations will be
superceded by the congressional standards beginning October
1, 1980, States will be subject to penalties under the
regulations implementing the congressional directive
beginning with the period October 1980 to March 1981.

Like the Department's 1973 standards, the four percent error
rate standard set by Congress is not based on an emperical
study. However, a court would not apply the “"arbitrary and
¢capricious” test to the congressionally mandated error rate
standard. :

The Department is currently studying what level of error
would be cost effective and whether this level is the same
for all States. We expect that the study will provide the
basis for reconmendations on measurement of errors and
future quality control policy including tolerance levels.
The study alsoc will help HEW provide appropriate technical
assistance to the States in reducing errors. Because the
study is on the frontier of research in this area, it may
not provide a definitive guideline with respect to error
rate targets nor resolve the differences of opinion over
error rate policy that have existed.

§6-941 0 ~ 80 - &
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Question: In the requlations of March 7, HEW specified that only
overpayments and payments to ineligibles would be included in error
rates, Thus the other two categories of errors - underpayments and
denials to eligible applicants - are excluded from the computation of
error rates. Doesn't this have the tendency of creating a distortion
in these rates? Aren't they weighted i{n favor of errors in excess
payments? .

Doeen 't th-is also tend to create an imbalance within the error rates,
with the result that there is no incentive for States to improve their
rates of error for underpayments and negative case actions?

Isn't it also possible that this imbalance might hasten a State's
decision to reject an application for benefits to an applicant who is
actually eligible, rather than risk paying benefits to those who are
not eligible and thereby adding to the State's rate of error?

Angwer: The Department's current quality control system measures

error rates for overpayments and payments to ineligibles as well

as underpayments and improper denials and terminations of assistance.
Regulations establishing error standards and fiscal penalty policies,
however, have established standards only for overpayments and payments
to ineligibles. Standards and fiscal penalties were not established
for underpayments and improper denials and terminations. This amission
is based on two factors. First, current measurement of the extent of
these errors shows them to be very low. Underpayments run less than
one percent compared to 8.7 percent for overpayments and payments to
ineligibles. Similarly, less than 4 percent of all denials and terminations
were found to be guestionable.

Second, the fiscal penalty regulations are based on the principle

of disallowing Federal matching for incorrect expenditures. Since an
underpayment or improper denial does not result in an incorrect expenditure,
we cannot use the improper expenditure principle to establish fiscal
penalties for poor performance on these measures.

Although error rate standards and related fiscal penalties do not apply
. to underpayments and improper denials and terminations, final regulations

omulgated November 26 establishing incentives for low error rates do
nclude these errors, Under the regulation, States with error rates

below 4 percent receive an incentive payment. To qualify for the

incentive, the combined error rate for all types of error, including

underpayments and improper denials and terminations, must be under 4

percent.

As part of the quality control study now underway, we will examine the
question of what distortion is caused by establishing penalty standards
only for overpayments and payments to ineligibles. Based on the

findings of the study, we will consider what legislation may be needed.
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Question: We have focused primarily on AFDC and Medicaid, the
State administcred programs, Why don't you tell us more about
SSI, Medicare, and the basic Social Security retirement and
disability programs, i.e., those run directly by the Federal
government, How do you measure error rate in them? How much
of it is there? What do you do about it? What fiscal sanc-
tions do you impose on yourself?

There was quite a scandal when the SSI program began because of
the high rate of error in it. what is that rate now? How did
you achieve it? What are you doing to lower it further?

Answer: I would like to submit the following papers for the
record which provide a summary of the department's responses
to your inquiries about SSI, Medicare, and the basic Social
Security retirement and disability programs.
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QUALITY REVIEW SYSTEMS - Supplemental, Security Jncome (SSD and
Retirement, Survivors' hsurance (RS1) Programs

Error Rete Measurement

The SSI and RSI Quality Review systems are basically the same as the AFDC
Quality Contro! system, The SSI and RSI Quality Control systems are based on
random samples of all cases recelving payments. A sample Is selected for every
é-month period, October through March and April through September. The sample
includes cases from the entire caseioad 1 ensure that a representative number of
ali kinds of cases recelving a regular monthly payment k reviewed.

The RSI and SSI Quality Control reviewer is re sibje for doing a thorough and
completely Independent redevelopment of all the factors which determine a
beneficiarys eligibility and payment amount. The reviewer, conducts an indepth
interview with the beneficliary at home, and requests that all necessary proofs be
avallable as appropriate to each program. This Includes birth certificates, pay
stubs, social security and VA eligibility letters, bank books, Insurance policles, rent
receipts, and other evidence.

For example, in the SSI program the réviewer;

© asks about the beneficlary's work history 1 establish Jeads for pensions, VA
benefits, etc.;

o examines the Hving expenses 0 establish that the avaliable income b
sufficient 10 pay these expenses;

© determines where the beneficlary cashes checks and carries out other
financial transactions %o provide a lead for banks %o check for accounts; and

© asks about the beneficiary's living arrangement, such as whether the house bs
owned by another, a1d whether other people live there.

The interview generally takes an hour or more. Afterward, the reviewer verifies
all the Information provided by the beneficlary. He/She contacts employers, visits
Jocal banks to check for possible accounts, and reviews public records % determine
property ownershlp, (The reviewer fully informs the beneficiary of all contacts
oing to be made.} The reviewer then uses this information 1o compute the proper
tenem and compares it with the amount actually pald, I the benefit is
specific Information about the error is ldentified and recorded for use in further
amlﬂ‘l;.‘. information :‘ncb::ad ‘m t{a h:ype ‘:e! error I:‘ the case, Mv:o“emdwu
errof agency or clary w error happened, ty
Contro! reviewer discovered the error, the amount of the error, the effect of the
error on the benefit amount, and how Jong the error has existed. Through the .
collection and correlation of all this data corrective actions are planned and
Implemented, If the Quality Control reviewer discovers an error, case resuits are
sent © the jocal servicing office so that this particular case can be corrected.



49

/

In addition to the payment accuracy reviews, SSA reviews on an ongoing basls a
sample of disability determinations made by State Disability Determinstion
Sections (DDS'%) for the Title Il and Title X VI disability programs. Determinations
that do not meet Federal standards are returned to State DDS's for additions!
development and/or revision of the determination. Individual performance evalua-
tions are produced for each DDS. Those DDS's performing below desired jevals are
subject to more intensive reviews.

SSA has aleo had a system of operational reviews for RSI clalms adjudication In
place for years. .

Current Ervor Rates

$SI dollars pald in error were reduced from 11.0 perceat in Jene 1975 to 5,0 percent
in March 1879, a major drop and significent savings i@ incorreetly paid dollars.

v

The RS} QC system Is new. We have nearly completed our first 6 month sample
and error rates will be available shortly, The DI QC system Is in & pllot test stage
and it will be some time before valid error rates are available. However, we
ean provide results from our reviews of RSI and DI adiudications.

Lems than 5 percent of RS! claims adjudicated In 1979 contsin an incorrect
payment,

For the jast 6 months of 1978, incorrect State DDS declsions or deCizions with
Insufficient documentation averaged 7 percent of determinations Jor Title Il and
9.6 percent of determinations for the Title XV] program. i

Error Rate Reduction

When the SSI program began in 1974, It suffered from many problems. The more
cbvious among these problems were the lack of sutficient tralned staff (adequate
statf was not brought on board before the program began), systems problems, and
major changes in the Jaw shortly before iniplementation of the program.

Begiming in $975, major efforts were directed 10 stabilizing the $SI program and
the system and to accreting additional staff who, with t::dpouuo of time, galned
experience and understanding of the SSI program. itionally, there was a
concerted effort directed to systems and program training, culminating with the
o’pentlens Training effort of 1975 which was directed toward waining all regional
office and district office (DO) personncl. Continuing these efforts, regional
personne! have engaged in intensified, ongoing tralning on new, and existing, SSI
policies and pmoe&ru. ‘
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SSA continues to evaluate the program for sinplification and errvor reduction
ential, reviewing and nly:ﬁ feedback from field operators, SSA
tiated studies and outside ts. For example, one error reduction

procedure we institured in 1975 was the review of , retroactive -

payzents in the D0's. In 1977, we added a central office review. This
review was expanded in 1979 and we are now seeking to firther epand the
wmniverse of cases in the review,

Within Quality Control, the information from each sanple case is coubined
with that from all other sample cases and provides an overall picture of
what {3 incorrect in the SSI program. Vi analyses are done and
informatiom is accumilated on:

o vhat 1s caus ﬁ\e!neoructpnyuu.-\dhwﬂ-ﬁmtlyﬂny
ocour. Forgszplc,boﬂutextmtm!nm ving arrange-
ments, earnings amount, and resources, csusing exrors ?

* .
o the incorrect umoean-r!.rg. Is it because the
&ficmry falle& to give the correct information at the
application interview or failed to report a change incimﬂ:-

stances? Did the cy staff make s error in comput
benefit or fatl e:s::rify & beneficiary's statement amnuly?

o how long the incorrect payments have existed and at what pojnt
in the payment process were they created. - et po

Usi:ing ﬂ\:}iabtin%:udﬁdnu fz: :he leui:y G:ntmlfly-tn, m;taff
ana rmation, tifying causes of error, .
occwyzz:d. and how to correct them. .

In the SSI program, the most recent findings show that the beneficiary
was responsible for 63 percent of the incorrect payments, by reporting
incorrect information to SSA, or by failing to make a required report
regarding a change in circumstances. The sgency-caused exrors generally
were due to failure by the SSA field office to properly verify and prooess
the claim. Of the specific eligibility factors causing errors, the most
£requently ocourring were:
== the beneficiary had finds in undisclosed bank acocounts which
resulted {in resowrces exceeding the resource limits of
§1,500 per persan, or $2,250 per cowple.

-~ the 1iving mn?mmt classification which determines whether
or not the beneficiary's payrent is reduced due to receipt of
food and shelter in scmeone else's household was not correct.
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-- cash or in-kind contributions from private sources were not
correctly shown in SSA's records, and

=~ the correct smount of eamed fn:ome was not considered in
determining the payment amowunt.

Specific corrective actions have been des: to sttack these specific
prwblems. For example, if the agency staff is ible for sn

table level of incorrect payments in a specific category, then
special training 1s provided. If it becomes apparent that the procedures
for handling certain cases are unclear, the procedures are ¢ fied cx
simplified. If beneficiary nonreporting of certain changes is causing
the incorrect payments, then reminders may be sent to beneficiaries
periodically, or redeterninations may be scheduled more frequantly.

As this description of what we & with Quality Control information indicates,
the Quality Control systems serve two major ses--the first is simply

to provide a measure of hov well we are the programs; the seoond

is to provide data on the mubers, and causes of error vwhich

senagers can use to develop ways for improving program administration.

Quality performance with ct to disability determinations and the
RSI program have been considerably more stable than performance in the
SSI program. Individual DDS and field office performence are continually
sonitored. Components and programmatic areas experiencing a reduction

3

in quality are subject to increased reviews ad tudies, Corrective
mptliumdgwlopedmdmitmd,umﬁd

Fiscal Sanctions v

The only part of the RSI and SSI programs where a sanction pro-
cedure would be appropriate is in the SSI program where SSA
administers State optional supplement payments. That portion
of incorrectly spent State funds above preset tolerances
(currently 4 percent for October 1979 on) is reimbursed to

the State.
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Management Initiatives to Reduce Error in the SSI Program

Although we are continually looking for ways to simplify and reduce error,
the SSI program is such that making correct payments depends on having exact
information about income, resources, and living arrangements on all cases.
Legislative changes in eligibility and benefit computation provisions would be
needed to reduce error beyond a certain point and it is recognized that program
simplificetion can lead to increased program costs. In addition, theré are
inherent errors in the program such as those caused by recipients' due process
rights or litigation, and communication problems as we. are dealing with
aged/disabled individuals who have difficulty understanding complex program
concepts such as inkind income and support and maintenance. The program also
has a built-in disincentive to reporting since it can have an adverse effect on
payment. We recognize that we have at least partial responsibility to overcome
the disincentive and we will be working with Inspector General on a reporting
study and considering the feasibility of requiring more frequent reporting for
certain recipients.

In order to improve agency performance, it is essential to have the
appropriate assessment mechanisms in place to tell the manager what is

req . tly, we are contimidng to stress and strengthen

the Quality Control systems. We are increasing our capacity for analyzing
the Quality Control data and for translating the information into effective
corrective actions.

Our initiatives in SSI are comprehensive and tailored to address the areas in this
program which require attention. A major SSA-wide initiative is the launching
of "Project Accuracy"—the purpose of which is to live up to the Socia! Security
Administration's traditional goal of right amount to the right person on time.
’tl‘his is a particularly important initiative. The thrust of this effort is threefold,
0:

-- prevent payment errors where possible;
—detect mistakes quickly; and
~—tecover incorrect payments or settle payment errors swiftly.

The major emphasis of Project Accuracy is to prevent incorrect payments from
oceuring. An emphasis on prevention is critical because most of our payments
are to economically vulnerable people who have difficulty returning overpaid
funds or face undue hardship if benefit amounts are erroneously low. We believe
the most important action we can take is to do everything possible to keep
payment errors from happening in the first place. However, when they do oceur,
they must be detected as promptly as possible and corrected swiftly if we are
to be responsible caretakers of public funds. Other major activities include:
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© Use of Exror Prone Profiles - direct use of QC data to
e e e akin ot g e B S50 n reererinin
or agen ve now t
a1 5SI cases .\uﬂm States to bstter control AFDC exrors.

o Specialization in the social security dtstrict offices. Until
recently, social security claims representatives were responsible
for handling all aspects of SSI, old-g:. survivor and disability
claive. The scope and cooplexity of these programs have expanded
to the point shere it is no longer possible for one persan to know
all four prograns in sufficient depth to mu the claims at
the level of acaracy we are deman . fore, we have
separated the district office staffs in many of our larger offices
oochatputhdewtodtoSSImdpArtmold-ng. survivor, and
dissbility insurance. An in-depth study we did before deciding to
specialize indicates that significant inprovements in the acourscy
of decisions and payments should result.

o Establishment of spe::m procedures to prevent and recover over-
payments.

~= We hawe instituted a number of ufeghu:ﬂh when large retroactive
checks are to be paid. A review of ehecks of $3,000 or more s con-
ducted in SSA's Central Office. District offices also double check
smaller retroactive gaymmts. Ve estimate vnat these preventive
measures will save $2 million in fiscal year 1980.

. «= We have instituted claims development procedures to
reduce the mmber of incorrect payments due to unknown bank
acoounts and living arrangements. Over 50 percent of cases in
ervor and half of the woney misspent result from these two
factors. To prevent bank accownt ervors, social security
claims representatives are interviewing claimants and bene-
ficiaries more thoroughly and verifying sccounts at local banks
in instances. To reduce living arr t errors, we have
is! a new interviewing guide to all field persornel vhich
sinplifies and standardizes the proceduwes used in determining
the correct living arrangement.
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Description of Quality
Assurance Programs in
Medicare

Brief History of Medicare Progran

Health insurance for the elderly (Medicare) was authorized by
Congress under Title XVIII of the Social Security Act in 1965.
The Medicare progran vas extended to the disabled and persons
with chronic renal disorders by social security legislation
enacted in 1972, The Bureau of Health Insurance, a component
of the Social Security Administration, mansged the program
until March 1977 when the Bureau was transferred to the Realth
Care Financing Adminigtration.

Medicare is a program of health insurance that was established
to help people pay the high cost of health care. It 4s a
federally run program operated by the Bealth Care Financing
Mpinistration. Medicare has two parts, hospital insurance
(Part A) and medical insurance (Part B). Medicare hospital
insurance helps pay for inpatient hospital care, inpatient
care fo a skilled nursing facility and for & patient at home
receiving services from & home health agency. Medicare medical
insurance pays for doctor's services, outpatient hospital
services, outpatient physical therapy, outpatieant speech
therapy, outpatient speech pathology services and other haalth
services and supplies not covered by hospital insurance.

Everyone 65 or older who is entitled to monthly social security
benefits gets Part A hospital insurance automatically. Part B
medical insurance is voluntary and beneficiaries sre charged ...
a monthly premium. Practically everyone in the United States
65 and older is eligible for Part B as are disabled people under
65 who have been getting social security benefits for 24 con-
secutive months and people suffering from chronic renal
disorders.

Medicare payments sre handled by private fnsursnce organizations
under contract with the Government. Organizations handling claiss

- from hospitals, skilled nursing facilities, and howme health sgencies

are called intermediaries. Organizations handling claims from doctors
and other suppliers* of services under the -odiul x.nuunec part of
Yedicare are called carrfers.

#Suppliers sre persons or organizations, othan than doctors or
bealth care facilities that furnish equipment or services. Yor
example, ambulance firms, independent laboratories and organizations

that rent or sell medical equipment are considered suppliers.
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Developnent and X-g'lmnuuon of Quality Assurance Programs

in Medicare

Because the Department relies on administrative agents,
dnternediaries and carriers to carry out the operational
functions of the program, it bzcame necessary to develop
adainistrative mechanisus to insure compliance with Medicare
policies. 1In 1973, a quality sssurance progran was imple-
mented to evaluate Part B contractors’ performance by
determining the pumber and type of claims processing errors
associated with claims and dollars related to those errors.
*-In"July 1978, a.quality assurance program vas implemented

in the Part A hospital insursoce program designed to evaluate
internediaries' performance by revieving a sample of settled
hospital cost reports from providers. There are two major
informational outputs that emanate from these gquality
assurance systems, One is & mational report which ranks
carriers based on their performance. An intermediary report
will be issued starting in Deceamber 1980 ranking carriers
based on their performance. These rankings are then factored
into the oversll contractor evaluation pr for ing
carriers and intermediaries. The second output is the
identification and recovery of erroneously spent funds and

a detafled report on the types and causes of errors in Part B.
A drief description of both prograans follows.

Medicare Part B End-of-Line Quality Assurance Progranm

The primary purpose of this progrem is to provide insight into
the quality of each carrier's clains operation and to enable
the Health Care Financing Administration to compare contractor's
operations by reviewing a statistical sample of claims. At thw’
present time, there are 44 carriers. . .

The Part B end of line system covers a review of claims for
services provided by doctors and suppliers. The number of
clains sanpled is determined by the carriers' claims volume.
Approximately 1 mfllion cleims are included in the total sample
annually out of an estimated 130 million claims processed.
HCFA regional staff then review approximately 100 thousand

of these claims-to validate findings by the carrfers.

Carriers sslect a sampling of claims on a weekly basis using
computerized routines provided by HCFA. Carrier staff analyze
sample claims to determine if processing vas in sccordance
with Medicare and carrier requirements. Carrier sample review
. . . . LI .
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findings are refined and adjusted on tha basis of regionsl
office review findings. Two reports are produced: one
quarterly and an annual report. Carriers are ranked in
descending order of performance in the annual report according
to processing and payment error rates.

There are approximatély 35 regional office revievers and

three central office analysts assigned to the Part B end of line
progran, Contractors have uppxoxmuly 200 person years

devoted to this effort,

Part A Quality Assurance Progran

The Part A Quality Assurance program vhich is also referred to
as the Cost Report Evaluation Program (CREP) is designed to
measure the quality of intermediaries' sction in revieving,
adjusting and settling hospital cost reports. A settled cost
report is®defined as one where the provider has been sent a
notice of the finsl program reimbursement cost. The measurement
of quality covers:

.

-1, Adherence to policy and proeeduru necessary for .
cost report review,

2. Discovery and appropriate adjustment of errors in
the cost report.

CREP consists of a series of questions designed to provide
uniform feedback to HCFA on findings made in revieving cost
reports. The answers to thess questions enables HCFA to
deternine a grade vhich susmarizes the performancs of an - e
interwédiary on a particular cost report and on all the cost
reports in the sample. In addition, total dollar sdjustments
to the cost report are recorded.

During each review cycle, which corresponds with the fiscal
year, the nation's 82 intermedisries sre examined by revieving
8 ssaple of settled hospital cost reports. Approximately 600
cost reports are reviewed each year out of a totsl of 6,800,
BCFA determines the sampling methodology which {s designed

to daclude a larger number of hospitals with higher bed

"' sizes, RO personnel then revievw the cost report for sach
provider selected utfilizing the CREP questionnsire as review
eriteria. . Hospital coat reports are examined together with

. 1ntermediary vork papers, permanent files and other deeunutm
: cuppordn; the pmpruty of the sattlesant. . . .

.
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At the conclusion of the review, a report of the findings,
recomendations and the intermediary's score is tabulated. The
purpose of the scoring mechanisa s to encourage isprovement
in poor performing intermediaries and to ensure that inter-
medfaries with satisfactory scores continue to maintain their
quality. Nationsl scores ranking each interwediary will be
published for the first time in December-1980. Scores from
the October 1978 to September 1979 review cycle were not
pudlished to allow sufficient time for refinement and
sdjustment to the survey instrument, .

There are approximately 30 regional office auditors and 11
ceotral office suditors assigned to the Part A quality assurance
program, Contractor staff are estimated to be 500 person years.

Under the existing law, contractors are reimbursed on a cost
basis and; therefore, no fiscal sanctions could be imposed.
Contracts could, however, be terminated or nonrenewed for

poor performance, Under the experimental authority granted in
Public Law 92-603, HCFA entered into three fixed price contracts
for the processing of Part B claims, All three of these
contracts contain provisious for cash penalties for poor

Part B end of line performance.

BCFA released two RFPs, one for Part A operations only and

the other for a combined Part A & B operation. Both RFPs
contained provision for cash penslties if the winning contractor
failed to meet specific CREP scores and failed to correct the
situation within & specified time period. .

New Initiatives

Future plans call for extension of the CREP into other
iastitutions (home health agencies, skilled nursing facilities)
and into the evaluation settlement reports by State Medicaid
agencies, 1In addition, a national work group cowprised of
carrier representatives, Stste and Federal Medicaid quality
control staff, is exploring the feasidility of merging the
best features of the Part B end of line and the Medicatd
quality control review isto uniform procedures for claims
processing, . L .

. 1a both quality sssurance programe, we are intensifying our
soalytical efforts to re-emphasize the merits and benefits

. of corrective action, Ten carriers and ten intermediaries -
who have performed poorly in the past have been identified
for concenttated corrective action attention.

\
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Error Rate in Medicare Program

Due to the nature of the Medicare program which uses private
contractors to process claims and review cost reports, the
exact rate of error is not available. However, some estimates
bave been prepared dy the quality assurance programs.

From a review of sample claims, the Medicare Part B program
has determined that nationwide error rates are abdout 2% of
claims processsed. The Part A quality assurance program,

on the other hand, has only been in effect about a year

and no data are currently available. A review of a sample

of settled cost reports results in a performance ranking score
for intermediaries participating in Part A.
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Question: Two years ago this Committee accepted an amendment
to the Social Security Act, creating fiscal incentives for
states with AFDC error rates below 4%. The Secretary of

HEW was directed to promulgate regulations in accordance
with this section of the law.

Why is it that two years later, we still have no regqula-~
tions? Why hasn't HEW hastened to implement a system of
financial incentives that is already written into law?

Answer: On November 26, 1979 Final Regulations were
published in the Federal Register, which contain the
Department's rules for providing incentive payments to
States with AFDC error rates below four percent. (The
Notice of Proposed Rulemaking was published in the Federal
Register on November 20, 1978.)

The final regulation specifies the rates for increased
Federal financial participation and the four types of errors
included in the calculations as required by the law. In
addition, the regulation provides a formula for assigning a
dollar value to denial and termination errors =- the only
type of error for which a dollar value is not generated by
the quality control system because no expenditure of funds
is involved. (The law specifies that the calculation must
be done using the dollar value of the errors.)

These final regulations were delayed, while the Department
determined how to assign a dollar value to denial and ter-~
mination errors. The formula contained in the final regula-
tion will provide a dollar error rate for these errors
without requiring costly revisions to the quality control

- system to generate a dollar error rate or requiring States
to complete a full review of all improperly denied and ter-
minated cases to determine the actual amount of incorrect
payments. However, we have also proposed a technical amend-
ment in the Welfare Reform Bill that would establish a
separate (and more accurate) error rate tolerance for
improper denials and terminations.

The eligibility for incentive payments is retroactive

back to January 1, 1978, thus no states will lose an incen-
tive payment due to the delay in publishing the final regu-
lations,
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Question: Am I correct in sensing a sort of paradox in our
efforts simultaneously to eliminate fraud and to reduce
error? My impression is that the sorts of means we usually
devise to cut down on fraud -- demanding ever more complex
verification of eligibility information from individual
recipients -~ are apt to foster increased error, The
easiest way to eliminate fraud is to define it out of
existence by granting benefits to everyone who wants them.
Then there won't be any error either. But if instead we
require applicants for Medicaid or AFDC to fill out a 15
page form and to submit 23 supporting documents, do we not
increase the likelihood of error?

Answer: In general, efforts to reduce fraud will also
reduce error, For example, increasing verification and
documentation requirements tends to reduce both fraud and
payment errors. Although procedures are not always follcwed
properly, as your question suggests, this alone would not
cause an error to be recorded. Quality control registers an
error only when the payment is incorrect.

Because fraud contributes so little to the total of improper
payments, overcommiting resources to its eradication could
actually increase total improper payments through neglect of
efforts to improve systems and management practices. For
example, if a State established a large fraud detection and
investigation team and abolished a team identifying
error-prone cases and redetermining benefits, payment errors
would probably rise at a much higher rate than fraud would
fall.

Question: 1Is it possible to have a "zero defects" system in
public assistance? Do we really have to learn to live with
error permanently?

Answer: Most people recognize that it is impossible to run
any system in a totally error-free manner, particularly a
system as complex as the welfare system. The purpose of
quality control in both the public and private sectors is to
measure the extent of errors or defects and to keep them to
a tolerable level. 1In the context of the public assistance
programs, the major objective of quality control is to en-
sure that proper payments are made to eligible reciplents,
no more and no less,

In striving to reduce erroneous payments there are at least
two constraining factors that we must conasider. Pirst, we
must guard against an increase in underpayments and improper
denials or terminavions and against any other deterioration
in the quality of client service., Second, a point will be
reached where further efforts to reduce error cost more than
would be realized by the additional savings. Quaity
control standards should not require States to reduce errors
beyond this cost effective point. We know very litle at
the present time about what level of error is tolerable and
the extent to which this tolerable level depends on State
program policies, administrative methods, and caseload
characteristics, Por this reason we have agreed with the
States to study the question of what level of error is
cost-effective and how this might vary across States. This
study is now underway within the Department.
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Senator MoyNIHAN. I would like to hear from you that you are
going to, in the future, make a distinction and not lump together
specific actionable, illegal activities with questions of judgment,
with questions that have to de with professional judgment about
the correct action to take. At other times, it is just management
judgment about the least cost process.

You should not give to the public and to the Congress the im-
pression that there is a massive illegality in programs, when these
are just simply large and new, and could be better run. You run
them with leadership. You run them in a public system which, in
the main, does not provide very high rewards for people who run
things well.

It is remarkable how fine a civil service we have. In public
administration, there is a classic story about the Second World
War when a man from General Motors named Newson was testify-
ing before a committee of the House of Representatives—not the
Senate—and he was asked why he was not doing something about
war production and he said, ‘It won’t work.”

The chairman of the committee said, “What do you mean it
won’t work?”

He said, “It won’t work.”

He said, “How do you know?” ‘

He says, “The General Motors Corp. pays me $200,000 a year to
know when something will work and when it won’t work.”

Well, at that time the top salary of the Federal Government
probably was about $12,000 and they took his point.
hBut; I would like to call the attention of the Secretary to three
things.

First, a statement of the Secretary that she does, or does not,
accept the distinction I have tried to make between fraud and
these other inefficiencies of management which we can deal with,
as two different categories of public concern.

Second, I would like to draw attention to this subcommittee
chairman’s concern that the turnover of top management is so
rapid. Does the Secretary think this can be dealt with? If we
cannot have persons who will stay for a longer period of time,
ought these jobs to be in the area of Presidential appointment at
gl}l),oif we cannot expect people to give 4 or 5 years of their time to a
job?

It is a real question.

The Inspector General who made this report is not here to tell us
why he did it and he has in his successor a very loyal and feisty
young man who will defend with great vigor what the Inspector
General did but obviously cannot do so with quite the same authen-
ticity as if the man were still in his job. But he has left.

Last, I would make the point to you which is something of a
mindset and which refers to Mr. Schaeffer’s statement. If I am not
mistaken, you have an organizational mindset in HEW which as-
sumes the public sector is not large enough, and that your job is to
make it larger.

Does that puzzle you? Well, I will explain it to you.

That is what you have been doing since the thing was started.
The whole purpose of your organization is to increase public serv-
ices. But you are suddenly finding yourself dealing with a problem

56-941 0 ~ 80 - 5
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on the ground, a particular aspect of your public sector is too large.
Isn't this the probtem, Mr. Schaeffer?

Mr. SCHAEFFER. | am sorry, Senator, I am not following,

Senator MoyNiHAN. All right, think. Let’s be a little Socratic
here. ‘

What did you tell me your problem was in medicaid?

Mr. ScHAEFFER. I said that our mission was to finance services
for eligible individuals and that many of the problems that we face
have to do with the nature of the health care delivery system as it
exists, and as we purchase services from that system, we inherent-
ly spend money on things that may not be considered——

Senator MoyNIHAN. But you said you had a specific problem.
Think back to what you said the problem you said you had.

I am wondering if you recognize what you said?

You said you had too many beds. Right?

Mr. SCHAEFFER. | said the country had too many beds.

Senator MoYNIHAN. Yes, the country had too many beds. Do you
know what you mean? What that says?

It says you have too large a public sector.

Mr. ScHAEFFER. No, sir. The point I was trying to make is the
health care system in America that serves both the public and the
private, or that is financed both publicly and privately, has, under
an estimate made by the Institute of Medicine, has an excessive
number of beds in the sense of overhead, that we have overcon-
structed.

Senator MoyNIHAN. And you overconstructed with public
moneys, Hill-Burton.

I just offer you a little friendly advice that the whole institution-
al mindset of the Department will be—Mr. Bohen, listen to this; I
am telling you, it is insight—is that the public sector is not large
enough and has to be built up.

As a matter of fact, in some respects, there are aspects of the
public sector which are now, in fact, too large, and you have to deal
with the fact of too much. That requires a change of perception
that is very hard for an institution to do.

Institutions take about 10, 15, 20 years to change their minds.

Mr. ScHAEFFER. | apologize for my inability to grasp your point. I
think your point is very accurate, but I hope that you are aware of
the fact that we have, indeed in health care grasped that issue and
we are trying to change our reimbursement structure so that we
can, indeed, reward efficiency.

Senator MoyNiHAN. Well, that is what this whole hospital cost
containment is about. You have too large a public sector. How you
got it is absolutely amazing to you. You spent all your lives, people
did it, spent all their lives saying there is not enough.

As a matter of fact, it has become not just a cost problem, it has
become a health problem. Doctors diagnose as a source of certain
kinds of pathology, staying in the hospital too lonf.

Why? Because people keep you there, they will not let you out
because they get medicaid and so forth. It is altogether a new
problem.

I can say with some confidence, never in the history—and you
are interested in your jobs, you do not find them dreary—never in
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the history of the world has a people had to deal with the fact that
they have too many medical facilities.
r. SCHAEFFER. Exactly.

I think if you would take a look at our plans for the next several
years, although we are very concerned about issues of quality and
issues of access, the cost end of medical services has to do with
utilization, primarily, and in many cases overutilization.

And some of the things in the inefficient practices in the health
care industry have to do with overutilization, which is indeed a
new problem.

Senator MoyNIHAN. That is all I am talking about, an energetic
and effective coalition of the health care bureaucracy and congres-
sional staff and congressional members in this country built too
many hospitals. That is one thing.

Blaming it on welfare mothers is another. That is all I meant.

Also, it is an interesting question, you know, how you get this.

I see the committee is honored to have its most implacable foe of
inefficiency, the senior Senator from Virginia. We welcome you,
sir. I am sorry to have been launched on this lecture when you
arrived. I immediately turn the floor over to you.

Senator Byrb. I enjoyed it very much.

Thank you, Mr. Chairman. I will just take a couple of moments,
and I appreciate the opportunity.

The chairman made a statement a few moments ago to which I
want to express full support and concurrence. Senator Moynihan
said that we have a fine civil service. I think we do. I think the
overwhelming majority of those individuals who work for our Gov-

~ernment are splendid civil servants.

I came today just to make a few comments in regard to the
Inspector General’s report of March 3, 1978. 1 have not had the
privilege of knowing—I understand he is now the former Inspector
General—Tom Morris.

Now, could someone enlighten me as to when this change in
Inspectors General took place?

Senator MovyNIHAN. If I may say, Senator, that Mr. Richard B.
Lowe, who is the Acting Inspector General is on your left, and he
could answer your question.

Mr. BoHEN. Senator Byrd, Mr. Morris resigned from his position
as Inspector General of HEW as of September 30 of this year based
on a decision that he had made earlier. He stayed on at Secretary
Harris' request for a couple of months after she came in. And Mr.
Lowe has been named Acting Inspector General to replace him.

Senator Byrp. I do not know if you are the proper person to ask.
I do not know if anyone can answer this question. But did the
report of the Inspector General on March 3, 1978, result in the
Inspector General's no longer being with the Department?

Mr. BoHEN. Speaking as the head of this panel, I do not believe
that was a factor. I think he acted on his own inclination after
nearly 3 years of service in that job.

Mr. Lowe. I would say, Senator Byrd, that as far as I know, I
could say categorically that that is not the case. As a matter of
fact, I mentioned to the chairman that as of this past April when
Secretary Califano was still at HEW, Mr. Morris was planning to
leave as Inspector General and undertake a new project within
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HEW for the Secretary, so the report and his leaving had nothing
to do with each other.

Senator Byrp. Well, that is even more interesting to me, that
Mr. Morris and the Secretary were working out an arrangement
where by he would leave the position of Inspector General, which 1
think is one of the most important positions that can be held in
any department of Government.

I have just expressed my strong support for Senator Moynihan’s
statement that we have a fine civil service. I say it again, but I also
believe that there is a lot of waste, a lot of abuse, a lot of inefficien-
cy throughout our Government. Certainly there is in the Senate.
Certainly there is in the congressional branch, and I think there is
throughout Government.

The only reason I came here today was to express support for
those Inspectors General, in whatever department they may be
who have the courage to bring out the facts, even though the facts
may be detrimental to their own department.

I think in the long run such facts being developed and made
public would not be detrimental to the department but would be
helpful to the department.

I do not know if I sense accurately the feeling of the American
people. Maybe I do not. But I have the feeling that the American
people believe that there is waste and abuse in Government. I have
the feeling that the American people want something done about
it.

I do not see the Congress doing much about it. I do see, in
isolated instances, where various Inspectors General are doing
something about it, or trying to do something about it, by way of
bringing out facts.

Now, many of us may not want to give credence to the informa-
tion developed. That is something else. And maybe the case, in
some instances, is overstated. But I do believe it is very important
that our Government and each department have Inspectors Gener-
al who will develop the facts, who will make public to the depart-
ment head and to the Congress and to the American people what
waste and abuses there are in the various programs.

I hope that you will do that in your capacity as Acting Inspector
General and 1 want to offer the support of one Senator for all
Inspectors General, wherever they may be, who are willing to stick
their neck out—because that is what they are doing. ,

I am not at all surprised—I did not know it until today—but I
am not at all surprised that the Inspector General who wrote that
report on March 3, 1978, is no longer Inspector General of HEW.

I khow nothing about the case. I d6 not know why he is not, but I
am not at all surprised. o

Frankly, I think HEW has gotten too big. I do not think it can be
effectively administered without waste and abuse and that is all
the more reason that there should be a strong Inspector General
who is willing to do the necessary digging and then has the cour-
age to make those facts known.

Thank you very much, Mr. Chairman.

Senator MoyNIHAN. Thank you, sir.
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I would like very much to endorse what the Senator has said,
and I would hope that Mr. Lowe, as a son of New York, we expect
nothing less of you than accepting the charge of Senator Byrd.

Mr. Schaeffer, would you do me a personal favor and send me a
note as to when you think the excess capacity began to appear in
the hospital system and what you would associate with it?

[The following was subsequently supplied for the record:]

1
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66

When did excess capacity in the hospital systzm begin to be an

Answer:

issue and what is its current status?

The over-supply of hospital beds has been recognized as a
problem since the early 1970s. The Department formally
recognized this as it developed standards for State certificate
of need programs--one of the activities mandated by the
National Health Planning and Resources Development Act of

1974 (Public Law 93-641). State certificate of need programs
regulate the establishment and expansion of health care
facilities, including increases in hospital beds.

In addition, the over-supply of hospital beds was documented
in an Institute of Medicine report, entitled Controlling the
Supply of Hospital Beds, which was issued in October, ISTE.
This report served as a basis for the National Health
Planning Guidelines, which address the question of the
proper supply of hospital beds; these guidelines were
published in the Federal Register on March 28, 1978 (copy
attached).

Others noting the over-supply of hospital beds include Dr.
Milton Roemer and Dr. Walter McClure. Dr. Roemer's work
addresses the over-supply issue by showing that increases

in hospital capacity promote increases in hospital utilization
("Beds beget patients™). Dr. McClure's work considers

whether a reduction in hospital capacity will induce

a drop in utilization (reverse Roemer effect). Dr. McClure
has found persuasive evidence that this is the case and that
a reduction in hospital capacity, if organized appropriately,
will do so without endangering the health status of the
population served., A useful example of Dr. Roemer's work on
this subject appears in the April, 1959, issue of Modern
Hospital, entitled "Hospital Costs Relate to Supply of

Beds™: Dr. McClure is well known for his 1976 study, Reducing

Excess Hospital Capacity.

HEW has addressed the over-supply of hospital beds in several

ways:

o  Developing a proposal (now in Public Law 96-79) for a
demonstration grant program for closure and discontinuance
of excess hospital capacity.

Considering a demonstration in which HCFA reimbursement
is used to pay for same cost incurred in closing excess

hospital capacity.

[ Implementing the National Health Planning and Resources
Development Act of 1974 which requires States to
establish certificate of need programs and to conduct
appropriateness reviews of existing institutional
health services, including bed capacity.
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o Administering the capital expenditures review program
under Section 1122 of the Social Security Act. This
program was authorized by the 1972 amendments to the
Social Security Act (Public Law 92-603).

Discontinuing grant awards for construction, modernization,
and renovation of health care facilities under the Hill-
Burton Program.

Limiting the award of FHA 242 mortgage insuring pursuant
to a Memorandum of Agreement between HEW and HUD. The

standards for bed capacity in the National Health Planning
Guidelines must be observed in awarding FHA 242 mortgage

insurance.

Monitoring a voluntary limit for capital expenditures as
part of vhe Voluntary Effort for hospital cost containment.

Including a mandatory natiomal limit for hospital capital
expenditures in the Administration's National Health Plan.
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Tithe 42—Public Heolth

CHAPTER 1—PUBLIC HEALTH SER-
VICE, DEPARTMENT OF HEALTH,
EDUCATION, AND WELFARE

PART 121 —NATIONAL GUIDELINES
FOR HEALTH PLANNING

National Guidelines for Heolth
Planning

AGENCY: FPublic Health 8ervice,
HEW.,

ACTION: Final rules.

SUMMARY: These rules establish,
juant to section 1501 of the Public
ealth Bervice Act, National Guide-
lines for Health Planning with respect
to the follo! types of health ser-
vices and Iacl ;. General hospltal
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tiona} Health Planning an

Education, and Welfare to Inue. by
regulation, guidelines conoe: na-
tional heaith planning policy. The
guldelines are to Include:

(1) Standards respecting the appro-
priale supply, distribution, and organi-
zation of heslth resources,

(2) A staternent of national health

planning goals developed after consid-
eration ol lhe priorities set forth in

section 1502, which goals, to the maxi-
mum extent pnctmb]e. shall be ex-
pressed in quantitative terms.

The purposes of the National led&
lines for Health Planning are to help
clarify and coordinate national health
policy and to assist Health Systema
Agencies (H8A3) established pursuant
to section 1512 of the Public Health
Service Act In developing required
Heslth Systems Plans.

On January 20, 1978, the Secretary
of Heaith, l':‘duesuon. and Welfare

blished &

savings may be achieved with-
out sscrificing the qunuy of or access
10 care through more efficlent utiliza-
tion of existing ruouree- and in-

y and

community urvioem l(oreov!r. Ilmu&

riain resources, such &

ts, can lesd Lo improve-

ments In the quality of care while at
the same time containing costs.

Beﬂlon 1513(bX3) of the Act cally

n HB8A's, in the development of
thelr Heuth Systems Plans,
“appropriate consi
tional Guidelines for Health Planning.
Health 8ystems Plans must also “take
into sccount” and be “consistent with”
the standards respecting the N»{].
distr and
health resources.

HBA's are to establish goals and set
forth plans which, if implemented,
will achieve the targets set within five
years. All plans established by Health
Systems Agencies after Decembder 31,
1978 are to be conslstent with the

inpatient undeet. open heart surgery,
cardiac ca radi ther-

apy.
and end-stage renal disease.

A purpose of these guidelines is to
assist Health Systems Agencles [n de-
veloping Health Systems Plans and to

d rule- a3 set forth delow.
HSA's are expectec 10 use the quan-
titative s  benchmarks

¢. The proposst was
a revised version of material published
as & Notice of proposed rulemaking (42
FR 45802 et seq.) on Sepltember 33,
1977, had been made on the

help clarify and
heslth pollcy. These guldelines will de
followed by other issuances setting

basts of the comments received In re-
sponse to the ﬂrlt Nonce In view of
the t in this materi-

forth health

el, the ¥ decided it would be

and additional s
such fssues as improvement of health-
status, health promotlon disease
prevention, access and the
nv:.mbmly nnd dhtrlbuuon of health

El’FECTlVE DATE: March 28, 1978,

All Health Systems Plans developed
after December 31, 1978 must be con-
sistent with the National Guldelines
for Health Planning set out below.

FOR FURTHER INFORMATION
CONTACT:

desirable to provide an additional 30-
day ‘perlod for public review and com-
ment.

Over a period of time, the Depart-
ment will lssue & complete set of Na-
tional Guidelines which will include &
wide range of goals and standards as
required by the Act and subsequently
wil revise Lhese guldelines from tme
10 time as may be appropriate. This
first issue consists of resource sian-

with respect to nine specific cat-
egories of health services and facili-
ties. The Department will soon pro-
§ ealth oals

Danlel I. Z Admini
tnv.or for Hlnnlnl Evaluation and
Health Ad-

mlnmrmon. Room 10-22, 3100 East-
West Highway, Hyattaville, Md.
20783, 301-436-7270.

SUPPLEMENTARY INFORMATION:
The standards established here luve
twice been revised response
public comment. A notice of pmpoced
rulemaking was issued on September
23, 1977 (42 YR 48501 et seq.), revized
to public and

pose h
relating to heslth status, health pro-
motion and prevention, and access Lo
care. Additional goals and standards
will be {ssued on & periodic basis.

The focus of this initial statement is
on‘the short-term opportunities for

against which to assess local cond!-

tions and needs In developing thelr

plans, they should determine those

cases where the Guldelines are appro-
te

In some cases, the Agency may need
to adjust a Quantitative standard
upward or downward to meet & specl!-
ic local situation. The Quidelines con-
taln & number of specific local condi-
tions which may justify such adjust-
ments to one or more of the standards
:‘\::h as the age ol uu Ioen! popula-

or the rural nature of the area.

In addition, the Guidelines contain a
general which
that other special local conditions may
exist which justify adjustment of & na-
tional standard. This provision permits
the HSA, pursuant to ils own detalled

to needed
Able costs. Adjustments and related
will be reviewed by the State

and quality enh
ment in the (nstitutional sector. As
noted in section 2(ax4) of
Pub, L. 93-641, increases in the cost of
health care, particularly of hospital
stays, have been uneonuolhble and

published as a secopd notice on Janu-
ary 20, 1978 (43 FR 3058 et seq.). In re-
to public comments on the

the Guidelines have
and {ssued (n fina! form.

A. Ovovuw

Section 1501 of the Public Health
Bervice Act, as amende’ by the Na.

¥. The

costs are sboorblu an enuenud
share of available resources. Planning
and action to contaln such increases
are essential steps to preserve re-
sources needed to achieve other heslth
goals and the
'y alm of
the Act, vis. equal access to qQualily
health careata reuon.lbu coat.

Health Planning and Development
Agencies (BHPDA's) ané Statewide
Health Coordinating
(BHCC's) and, if appi

lined (n the stalute to provide
health planning and guid-
ance.

Some aress of the country have al-
ready achieved conditions or adopted
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which has been widely dlascussed and s
besed on and adapied from & recom.
mendation, guideling, or standard pro-

developed by one Or more
medical groups, heslth planning orga-

or P bodies.
Additionally, documentation of health

was throug
undertaken by the National
.of Medicine and the Nattonal

cerning certificate of fune-
tion (42 CFR Chaplers 123 and 123)
cite with the Hag-lh Bys-
obe

Center
and by De-
reports of organizations
the Institute of Medicine, the Office
of Technology Amessment, the Amert.
7. Ametican Acaeizy of Pedieoin,
m'munconenolmmy.m

ming
bed supply were included in &

m of National

C. Proczss or Puziic C

Section 1501(¢) requires
tary, In the development of
lines, to consult with

expressed by the public
Oiidelinies oodid st be vadragoral Heuth  Dystema  Atencles, i bt Pl Lyl
5 M":"_' e reden Ageactes. & M"h.;dm. mﬁ&m‘uh effect of the
R mted i the Noioe of N e g aments adiromed to proposed se.
20, 1978, Health Systems over & perfod of more than  érs! provisions and individual stan-

The
lieves that Health Systems Plans can
and sh be importan and
vehicles for public under-

posed

1971, the Department allotted a period
of 60 days for public comments and
later (42 FR 060838) extended
period l:rh an additional 17

mos! of re-
sources t0 provide services which meet
the health needs of the

and State Health Plans.
B. Procuss or Inrrial Szanparn
Devrro

Each of

H 30 State QoL Comumrts
increased concerning the Health and Development D. Co!
Agencies, 50 Hospita! Amociations, 80 Many of the comments indicated sat-
M 5 medical aghools fafact with the revised Quidelines.
60 nati as well as ters d agree-
h of 1 hospitak ment with the added emphases on the
practioners, and roles responaibill of loca)
re- period, the D Health 8y Agencies in
upon further five public meetings In and how the O
xperiencts with thelr use, which individuals from the fields of apply to local conditions and
dicine, health and On other hand, some commenta-
par d Com- tors questioned whether local Agen-
ments and recommendations were also  cies have the capadilitios to malks the
PACENT received as the requit of the Depart- and 10 prepare sde-
ment's direct request for the views of quate for
the rtandards presented and local health pianning The Department has confidence In
and Capabllities of HBA's o

below relales to v health care
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n

RULES AND REQULATIONS
ments to the Becretary. Concern was
[ thal ¢

simed at identifying patterns of
and sdjustments

E.C ox Gorzaat P
ents recommended that
Par. 1318 be modified to indicate

goals conoerning health status, sccess
and quality. It should be noted that a
number o

the initial guidelines are
with the of
quality of care. In addition, the De-
partment intends to hn_le pr%m
plnnnln( o‘!gtn the near future that
these [ssues. As discussed

ln the Overview, the Secretary be-
lieves that additional actions must be
taken L contafn rapldly rising health
3’: costs, eoped&lly howlw costs, 50
af

analyses And 8150 8t tional health priorities set forth [n
n the gection 1602 of the Public Health Ber

N-lloml Guidelines. vice Act. Bection 151X 1) of Lhe Act
expreased concern that HAA's shall give appro-

‘hll the y would be pria to the section

too much In the review of adjustments 1p03" priorities in establishing and

and plans. Others urged the Becreun amending Health Systems

to review each proposed adjustment L0 Tyeretore, 1t i3 not ¢

ensure that the alms of Pub. L. 93-841 ;v (5 ",'.“g that requirement

were not undermined. The Depart- In some tes, certificate of

ment the ad: is
an appropriate balance and & In
the performance of plumlu func-
tions.

Bome writers pointed out that
h n k and

might soon make some of the stan.

health status lnd access t-o Decessary
high quality services.

small,
hospitals would be threatened. On the
other hand, some

become a barrier to desirable innova-
mmt-ummmwm.mm

proprhlenu and use of

basis
u\dehmunbematwune
As Indicated in this Preamble, the

provide appropriate flexibility. Addl
tional attention will be devoted

th
rural and other underserved
aress.
‘The provision of ndjunmenu of
standards

or particular Health Bys-
tems Plans (pn‘n. 131.6) melved much
attention. Bome suggested 0

many adjustments would be nude um
"exeepuom would become the rule”.
The Department’s emphaxis is on the
hat adjustments tm:
on

relpectm rnlu of the State
Hea.lth Planning and Development
Agencies and smewm Realth Co-
ordinating Councils in approving ad-
Justments included by HSA's in their
Health Systems Pians (HSP) was ques-
tioned. The SHCC has the nourspen-
sibllity for approving the State health

l\n. which is made up ol HSP's and

ly.ltlemu;rytvo ears, and re-
vised as on further

major poin discusised in earller
The

with the three related published

ambles, will be printed Logether In »
ture p on for ready

revi-

llom of adjustments) to achieve their

te coordinal snd to deal

more eﬂecuvely with  Statewide
health needs.

Bome writers ask why the SHCC was
mulnd to its

be further pr of re- 1 re
iated rules and r includy other such as bed capacity,
P for public and and staffed beds. In ap-
review. plying loensed bods
A number of commentators urged should be counted. Dsta used tn the
tion-based standards be tation of this standerd and
substituted for all utilisation-based those used in the Btate Medical Pacill-
L agrees ties Plan Uoensed non-feder-
untpowhﬂm—imdm'm‘m al short-stay hospital beds are to be
mwb’mm‘moru- Some writers suggesled this stan-
isting all_hospitals and
mwmmﬁnulu morulo hospita) beds are alike. That is not the
the development of additional populs- case, t variations sxist
tion-based standards and urges others among services &4
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those
the Department believes it 1a still pos-
sible and desiradle to develop stan.
dards and plans on an bas

oN
PEDIATRIC SERVICES

that are to such
within an established celling.

Bome eommenulcn luuuud that
the prot rning adjustment
for rﬂernl M-pluh urvku & sub-

be modified u require compenssting
adfustmenta dovn'lrd in the areas
from which the patients come. While
such an approach ia desirable, in many
cases wher: patients come from m’u:z
13
not administratively feasible. In other
cases, local Agencies may nnd it prac:

Bomp commenta pointed out that in
tric units

aress, pedis e
phnnedwtervepe under 18
years of age; In other areas, the prac-
tice Is to serve persons under 18 years
of age; and In still others. such unita

vikuuawumhu

oN
ROSPITAL OCCUPANCY RATES
Further concern was expressed that

this standard might encoursge unnec-
A‘m hocplu! ldmlulw and stays.

up to 21 years o of age.
to

has
reeomha these differences.
[ B

4

an 1 needed
suggested the 6,000 target be
ered a3 an average for all units in

;

2

33!

gBer
5%

g
g
£
S3E
§
3
n
i
5

$8s8

cannot reasonably

reach the target level and & new
Is appropriate, the HSA may call
an adjustment n the standard as
of its plan, based on analyses of
nent local conditions.

L

on
COMPUTED TOMOGRAPIIC SCANNERS
The principal objections concerning
this standard were directed at the
posed larget ma of 3,800 "pouml

3

om mn SURGERY

which pointed out thct In some cir-
th d might be

d In the sec-

on regarding this -mdud. that Is

not the tntent. In fact, such an inter-

ton would be st odds

with the purposa of Pub. L. 93-841 to

achieve more rational atlocation of ex-

penaive health resources. The use of

this standard is to be intimately reht
ed to the of the

e
tely applies to the com-
heart

concerning hospital bed supply so um
increases in occupancy rates result
from decreases in bed utllization and
supply Lo the maximum extent appro-
priate. The standard has been modi-
fied to address this concern.

LB ox
OSSTETRICAL BERYICES

Questions were ralsed aboul the
definition of uve\s 1, Il and 1
general definition Is included in the

on section. Many States have
programs that specifically cisssify ser-
vices and institutions along these
lines. The Department belleves Lhat
individual determinations are best
made at State and local levels.

The question was raised whether
non-infectious gynecologival cases are
10 be included in the calculstion of oc-

smaller number of open heart prooe-
dures. The Department recognises

that there are different
views on this subject and will be care-
{ully.maﬂloﬂy developments to de-

future
indicated.

L ox

4B
i
£
8

umIr
The 8ection on Cardiology of the

cupancy rates. They may be included
in line with local practices.

on
RADIATION THERAPY
Bome t d

4. oN
NEONATAL SPECIAL CARR UNITS

Comments were recelved on situa-
tions where travel distance makes It

recognises s
indicating that smaller Leve] I1 umu
may be justified when travel time to
an alternate unit

partment does not consider smaller
level III units desirable because of
their more speclalived services.

that 300
be included in
the standard inslead of 300 cancer
cases. They leltthultvmudbelmul-
tadble to exclude cases previcusly treat-
ed at an lnatitution while counting
similar cases previously treated at an-
other Institution. That is not the
mmhmtwummcw
to be synonymous for this purpose,
Further concern was expressed
in some cases, {ailure by 2 single insti-
tution o achleve the higher target
level could prevent the t of
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volume of 2,500 patient examinations
18 & conservative basls for estimating
machine use on which to establish
charges. The Department's analysis,
using the Indicated definition and mix
of "patient procedures”, concluded

78
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utllized. Where such arrangements are

level, the Department took into ae-
count the ot

scans. (For example, 60-70 percent of
head scans involve more than one
scan.) As the Discussion section points
out, the Department :no took Into se-

of travel or other

not
dullcuulu. HEA's have lulhoru, w
sdjust the standard {0 sasure

vices will not be denled ptuenu tn
new Part 121 b

that a CT which is count an of th rel- thelr aress.
efficlently can normally perform 2,500 ative of more th
such procedures in a year with a work ing body scans.

schedule which s less than §0-53
hours per week.

While some objections to this pro-
posed standard hgve argued for a
target based on & 40 hour work week
and have correctly pointed out that
mosl scanners in operation operate at
less than the 50-55 hour leve], the De-
partment believea that the 50-38 hour
week Is & reasonsble schedule of oper-

ex
and that the fact that

now provide substantinlly less than
that level of service indicates the need

cussion porti

§121.6 (“Adjustment of standards for
particular Health Systems Plans™) tb
adjust the 2,500 Jevel where specisl
locsl circumstances warrant, after
careful analysis and consideration of
extraordinary conditions,

It was suggested that the proposed
definition of ‘“patlent procedure”
might be interpreted to mean that a
number of siudies of the same ana-
tomical region (such as Lhe stomach,
kidney and colon) should be consid-
ered & single procedure. To clarify this
point, the definjtion has been re
to substitute "Lhe same anatomic ares
of diagnostic lntem " for “the same
anatomical reglol

IW{lh regard (o the definition of “pa-
tlen
argued that & contrast scan and & non-
contrast scan of the same anatomic
area should be considered two proce-
dures. The requested change has not
been made. This change ha not been

d since 1t is d reason-
able to define a3 one procedure the
scans necessary for resolving a particu-
lar question. Reporis from the Blue
Cross Associstion indicate that it
the usual practice for an initial scan
and an additionat acan to be bllied as a
single procedure, with the additional

scan usually increasing the charge by~

no more than 20-23 percent. While
this suggests that a “weighting” for-
mula might be appropriste which
would assign fractional units to each
additional scan, the Department has
concluded that such an npprouh
needs further study. As Indicated
the Preunble to the January N
t will continue
to atudy lhl-l possibliity and welcomes

ing the impact of the 2,500 target

Some commentators suggested that
the estimate of relative proportion of
body scans to total procedures was too
low. It is noted that only Iimited cov-

heredy added to 43 CFR as set forth
below.

Nott.—The Department of Health, Educs-
tion, and Welfare has delvmnlm that this
document oou not contaln & major

erage of body has been app:
for the Medicare program. As dis-
cussed in the Preamble t0 the Janusary

20 Notice, developments In this ﬂeld
will be carefully and eont!nuouny
monitored and changes

an
Impact Bla 1 under tumun Order
11821 and OHB Clecular A-197

Dated: March 18, 1978,

Juuivs B. Ricamon,
Assistant Secretary of Heallh

made per&odlcally as Igdletted. The

Departmen
of further lnlonmuon for its consider.
atlon from all Interested partles.

Some writers emphum thlt the
discussion of lht‘:oun ia) lpecll! uses

was 100 limited, covering only collabo-
&tlve cnnlc:l trials. The material has
n_mod

h
wcol and have been tnuuuuonuly u»

roved.
lt was also pointed out that & nev!y
does not

ruch {ts normal operating level. The
standard has been changed to recog-
nize this fact, and now provides that a
new machine should attain the target
Tevel of patient procedures during its
second year of operation.

Some commentators atated that
some new, less expensive scanners a3
well as some early models operate rela-

App! March 22, 1978,

Josgrn A. Cartrano, Jr.,
Secrelary.

PART 121—NATIONAL GUIDELINES
FOR HEALTH PLANNING
Subpert A—Genersl Pravislens

Bec.

1111 Definitions.

131.3 Purpose and scope.

1313 Appiicsbility of nstional guidelines
o Bealth

121.4 Applicadility of national guidelines
to Btale health plans. .

1218 mlbl!n, of Dhealth systems

agencles.
ms Ad)nnme,r::lmmlwm

Subpart b—MNotiensl Hoalth Planning Sosle
+ [Reserved)

e

tively alowly and may not be
of altaining the 2,500 level. These ma-
chines are head scannhers and should
ordinarily have little difficulty In at-
walning the target level if utilized effi-
ciently. In any case, the “general ad-
Justment” provisions of §121.8 are
available to HSA's for spplication to
such unusual situations.
jons were
that additional effort be focused on

.the development of a population.-based

'l'he Depnrtmmt agrees that

e Appro-
Mw.mumm
hm
111,200 Omnlbolvlub—&lpply
131,203 Oene: hospitals—Occupancy
rale.
200 Obstetrical services.
mm Neonatal special care units.
Pediatric  inpatient  services—
Nunberolheds.
131 208 Pedistric inpatient services—Oocu-
pancy rates

mm Open heart surgery.

are prel‘
erable to m.muuonbued

whenever practical and intends to con-
tinue to work towards that end for

this service and for other services,
Finally, the Department wishes to
make clear itsa awareness that many
medium-sized and small community
hospitals mty not be adle to meet the
target level set iIn this standard
lndeed, there would be llme purpose
in adopling & standard st all If that
were not 30. lt U} expecud that mor-

ous application of the standard b
HSA's will result in l{dltloml mﬂn‘

among
of the process of assuring that ui.luu
and new scanners are more efficlently

mm Ind-slage renal disease (ESRD),

Avrnonry: Bec. 180} of the Public Health
Service Act, 88 Stat. 3327 (41 UA.C. 300k-1)
§121.1  Definkions.

‘Terms used hereln shall have the
meanings given them in 42 CFR In.l
§121.2  Purpose and scope.

8Bection 1301 of the Pudblic lledlh
8ervice Act requires the Secretary to

tion, national guide-
th The guide-
include national heslth

planning goals (section 1501(bX3)) and
standards respecting the supply, distri-

.
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and organisation of health re-
sources (section 1801(bX1)). This sub-

ning In th
mu?lln.

¢ development of ita Health
including the reed for

Iﬂll Ad, dards for par-

[THT]
S te

sources set forth in subpart
(8) Meaning of “conststent with” A
Health Systems Plan will be oconsid-

g
»

i
£l
i
i

gre
iF
eSs

E
;
g
i
E
g
7

Sp* 3

gééi

4
siless
ik

£ik

forth in subpart C.

§1214_ Applicabllity of natibual guidelines
o State heakth plans.
Each State’s State health plan devel-
oped undez Title XV of the act must
“made up ol"' the Health Bysum

g

uamsm—mu.
Bubpart C of this part includes pro-
sdfustment of

f the State heslth plan under
lectlon llﬂ(exl) of l.hc Act. On the
bests of that and

visions for
addition:

. In
(8) Heaith systems agencies must
make such adjustments as may be nec-

eseary:
(1) To take into acoount special
molneﬂt«h

grama.
(b) Whenever & health systema
,I‘:Ency eoneluds. on the basis of & lde-
a

justments to the
under sectlon 1534<eX1) of

bk CCrandards B, e

the

Apprepriete Supp‘y Distribution,
ond Orgenizotion of Heolth Re-
sources
$121301  General hospitals—hed supply.
(3) Standard. There mou]dbell‘
four non-Pederal, short-sta.
Nmbe&lore&ehlm

ln
health service area except nnder ex-
Por pur-

Health 8;

Plln with
omormonofmemmudl forth
n subpart C would result in:

(1) Resldents of the health service
area not having access to necessary
health services;

(2) Significantly Increased costs of
care for & substantial number of pe-
tients In the ares; br

(1) The denial of care to persons
with special needs resul from
moral and ethical values; and that
result cannot be avolded through use

ustments

Justify sdjustments to this ratio for &
health service ares include:

{1} 4ge. Individuals 6§ years of age

and older have & higher hospital utili-

sation rate—up to four time that of

the general populstion~Lthan w

I

special
dard or standards which will avold this

Plans of the h
within the State, revised as found nec-
essary by the Bu:vlde Health Co-

t. W & special
l-iolncludod,thephnnmﬂlom
tain a detailed fustification for the ad-
] and documentsation of the

hs thelr ap-
each

circumstances that are the basis of the
In the case of an

resources, the State heal
plan will accordingly nnect the :u!da-

$1215 Responalbility of health aystems
N agenches.
Subject to the suthority of the
Health Coo: Coun
cil to require the revision of Hulv.h
Systems Plans  under  section
1824(cX2XA) of the Act, each health

adjust-
ment Included oo the basls of (1) or (2)
|bove, the plan must further include

the
need!ouucbm-djumemhpem
nent. If 1t is. the su rationale
munbedocumntodmdn it is pot,
an estimate must be Included of how
long incluaion of the adjustment will
be required along with s detailed justl-
fication for that length of time.

© Any proposed adjustment under

this section and the
lunmunbenmwedhyumesm
ealth and

uenq in its preparation or review of
the preliminary State healith plan
under section 1833(ax1) of the Act
and by the Statewide Health Coord!-
nating Council In its preparation or

beds In one part of & M

politan Stal (BMBA) may
for by fewer beds in

other parts of the Health ser-
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13046
than ¢ bedl per 1,000 persons I(n the

8MSA as a whole
(2] Areu with n:!rrul hospitals. In
the case of refel which

76

RULES AND REGULATIONS

ulation ratios below 3.7 per 1,000 popu-
lation. In areas where Federal medical
facilities and Health )lsintenusee Or-
ser-

provide a substantial portion of spe-
clalty services to individuals not restd-
ing in the ares, the HSA may exclude
from its computation of bed-popula-
tion ratlo the beds utilized by referred
patients who reside outside both the
8MSA and the HSA In ¥hich the fa-

cllity is located.

() ‘There 15 general
agreement that the number of leneul
hospital beds in the United Stales is
significantly In excess of what is

needed and that utllization of acute
(n-patient care often
higher than

neceasary. Excess ca-

ty and use contribute to the high

ital care with little or no

y beds are often

could be cared

for a3 well or better in less expensive
bulato

provide
vices 10 loca) residents, lower ntloa
should be readily achieveable. Popula-
tion growth must be carefully ana-
lyzed; in many cases, this factor alone
wilt bring the ares below the wm
level if no unnecessary sdditional beds

are built. Under some conditions,

vml the polldel of many local

beyond that of general inflation. This
coneern has not onl’ to do wilh the

bed upodty. but also v!lh the unnec-
essary and tnappropriate uses of hospi-
hl beds, especially lhou in the short-
term care category.” Ocey y rates
currently avera’e ahout 75 percent na-
tionwide. Many hospital capacity stud.
les, including "0’4 by InterStudy and
the Buresu of }{spital Adminlstration
of the Univers! s of Michigan, Indicate
that an average tal oocupancy
nce exceeding 80 percent is & reason-
able target. In sddition, many State

and local health Dlnnnlnc

Btate health

the country. In analyzing ways of re-
ducing bed supply, it shouid be recog-
nised that greater savings will be
achieved when entire facilities are con-
sidered. In developing such plans, pri-
ority consideration should be given lo
maln and strengthening

have agencies

Meu. Por enmpu th lu\nln‘

in Ilinols, New Jersey, New

York, uuuchuutu. ichigan, and
Wilsconsin

ocey-
pancy rates huher than 80 percent for
lnuer hospitals. Higher nferuu have

been
aurgical units. While past studies !ypl-
cally apply these rates to individual In

wnn. mch a3 aml ry care or

'l’he lnnﬂtuu of d Report
on “Controlling the Supply ol Hoepl-
tal Beds” in 1976 ended that

recomme
the nation should achieve at least a 10
percent reduction In the bed popula-
tion ratio in the next flve years and
further significant reductions there-
after. The Institute statement noted:
“This would mean a {rom

that are
identified as nauonnl
in section 1302 of the Act.

§121.262 Generad  hospitals—Occupancy
ate.
() Standard There should be an

average annual occupmcy rate for
) care of at

health priorities

the current national average of ap-
proximately 4.4 non-Federal short-
term geneul houpluls beds per 1‘000

proxlnutcly 4 in tive years and well
below that in the years to follow.”
Similarly » study reported by Inter.
Study of Minneapolis, Minn., the same
year concluded that s 10 percent re-
duction in hospital bed supply would
be a desirable and reasonable first step

toward reducing exeeu hospital capac-
ity. As puf. of t| proeeu for deter-
mining th lhndud, Depu'unen

reviewed projections in State heaith
facllities planning plans. Such plans
have set targels Ior future hospital
bed supply Lhat, on an sggregate na-

Many
lower targets. Health Maintenance Or-
ganieations and similar groups have
shown that high quality care can be

ideal situstion. HBAs are expected to
identity the desirable local ratio, work-
ing closely with the State Health Plan-

ning and develo&mént Mem md the

Coun-
cil. It ia anticipated that In lnhnquent
plans H8As will be req icate
how they will rnch s bed popul:tlon
ratio of less than 3.9 per 1,000 populs-
tion except under extrsordinary cir-
cumstances. whoee areas are
now below the 4 per 1,000 ievel are
urged to attempt to decrease bed-pop-

least 80 percent for all non- -Pederal,
short-stay hospital deds considered to-
gether Ln a health service area, exoept

the Department, In une

with the objectives of conununity-wide
has this to

apply on an ares-wide basls. Within
local health nMee aress, hospitals of
size and circumstances will

have varying occupancy rates: s collec-
tive rate neeedln( 80 percent on an
area-wide basis ls 8 ressonabdie, uh:;

able goal except in rura)
when

under ex
Conditions which may justify an a4-
Justment to this standard for a health
service area Inciude:

tended that

(1) Suctu-
affons. In some aress, the Influx of
people for vacation or other purposes
may require a greater supply of hospl
tal beds than would ot
needed. large seasonal varistions ln
hospital utilization which can be pre-
dicted through hospital and health in-
surance-records may justify an aver-
age annual oocupancy rate lower than
ghrreem based on analyses by the

() Rural areas Lower average

tal admissions or stays.

§121.283  ONetetrical services.
{a) Standard. (1) Obstetrical services
should basts

(1) Hospitals providing care for com-
plicated obstetrical problems (Levels
11 and 11D should have at jeast 1,500
births annually.

(3) There should be an average
annual ooccupancy rate of al least 16

in each unit with more than

empty beds to accommodate normal
fluctuations of admissions. 1n rural
areas with of

1,500 births per year.
(b) Discussion The importance of
tems of care for

amall (fewer than 4,000 admlssions per
year) hospitals, an average occupancy
rate of less than 80 may be

mumu and penmm health services
hu been bmdly
Health, repre-

based on by the
HBA.
(0) Discussion. There ls substantial

tly
tal costs. The 1976 report by the Insti-
tute of for found

untlnl '.he Amertmn Audemy of
Pamily American
of muma. Ameﬂctn Couele ot Ob

American lledted Assoclation iuued [}
report In me “‘l‘o'ud lmmm the
O * The report

that “there is a growing concern that
the surpluses of hospital beds are con-

tributing significantly to the recent
rise of health care costs at a rate well

identified oppommlua to reduce
rates of fetal and

mortality as well as to lmprove deploy-
ment of scarce resources, especially
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uncomplical

jority of complicated probd
certaln speclalised se)
Level II1 hospitals are able also to

and prompt referrals among levels of
care na Rettonal £l

number of documents, whose
from 80 per-
cent to ofer 80 percent. The Hill-

program recoramended. ah oc-
cupancy level for obstetrical units of
at least 75 percent. The Department
anticipates that institutions operating
3t Levels I1 and 111 will usually be able
to l;xgecd‘lhh level,

th the ! p ¥
set forth in Section 1502 of the Act for
the jon and of

should inctude a , coord}-
nated network of hospitals, physicians
and other health care professionals,
p g (1) Expert and
referral (2) basic and continuing edu-
cation for ?;um professionals and
! 10 facilities more

d and ) ser-

vices, (4) a continuing evaluation of
the effectiveness and costs of regiona-
lized programs. In 1972 the American
College of Obstetrics and G

identified a of 1.800
dirths per year for facilities in commu-
nities of 100,000 population or more to
provide a full range of obstetrical ser-

1 health services, the con-
of multiple, small obstetri-
<al unita with low occupancy rates
should be undertaken unless
action ls undesiradle because of needs
o assure ready access and sensitive
care,

B

321264 Neonatal special care units.
(a) Standard. (1) Neonatal servicec
ould be planned on a regional basis
with obstetrica)

mother
maintenance of famlly contact.
F apitals with such units should have

ares. An i
mbemumdvhen“uunuo

vices In an efficlent manner. In 1974, high-risk p unusually
this figure was revised: “The experi- high, based on analyses by the HSA.
ence of departments (3) A neonatal special care
Indicate that the size, equipment, ser- unit (Level I1 or 1I1) ahould contain &
vices 1 maln- of 15 beda adjustment
tain a h d of may be for a Level
ordinary obstetrical care and & reasori- 11 unit when travel time to an alter-
P re- nate unit is & serfous hardship due to
Quire more than 2,000 deliveries.” hic remoteness, based on anal)-
(8tandards for Obstetical and G. yoes by the HSA,
logical Committee on Profes- Por this standard,

widely of
rina-  sation, involving various levels of care.

Under this concept, Level 1IT units are
staffed and d for the

agr with other facllities to

serve referred patlents. The regional

plan should include a

going system of review, including ws-

sessment of changes in health status

$120.206 Podistric inpotient sorvices—
wumber of boda.

(2) sm:a: 'l‘b:oabouu b:ﬂ:
minimum beds a pedislric
in aress. sdjustmen

L1,

Ined wl
priate utilisation of such facilities.

care of borns as well as L d
ate and recovery care. Level I units
provide (Intermedia and recovery
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economically feasidie.” This standard

M

RULES AND REGULATIONS
§121.907 Open heart surgery.

mdwmedwmmth () Standerd. (1) There should be than
this con mintmum of 200 open heart proce- one institution. For these institutions,
A nusaber of sources support & mini-  dures med annually, within the guidelines may be applied to the
muwm unit sise of 30 pediatric beds, tn-  three years after initiation, In any in-  oombined number of open heart proce-
cluding planning agencies in Califor mmmvmmmmm dures performed by the surgical team
nia, M Ohlo, F yivi- 8 p for ts. where and adfustment is Justifiadle in
nls, and Wisconsin. Consolidation of (1) There should de & minimum of line with Section 131.&B) and pro-
podiatric care in units of al lesst 20 100 pediatric heart operstions annual- motes more cost effective use of avall-
beda In urbanised areas will promote 1y, within three years after initiation, able facllities and support personnel.
the concentration of nursing and sup- In any institution in which pediatric In such cases, In order to maintain
port staff with special pediatric knowl- open heart surgery Is performed, of Quality care & minimum of 75 open
edge and sklilis, the increased tralning Which at least 75 should de open heait  hesri procedures in any institution is
of staff, and the provision of special advizable, which is consistent with rec-
treatment and other ancillary facili- (3) There 'should be no additionat of the American Col-
ties which meet the special needs of Open h units injtiated unless each lege of Burgeons. Data collection snd
children. (A pedistric Inpatient unit is existing unit in the health service asscssment and coutrol sctivi-
8 specific section, ward, wing, hospital Aresin) is opersting and Is expected to  ties ahould be part of all open heart
or unit devoted primarily Lo the care ‘:e:'g' ““‘lﬂﬂg:’lﬂ“
?"MM.?:MMMM“MW in adult services or 130 pediatric open §131.396  Cardlac cotheterization.
special care for infants.) M&r)t in pediatric services. (a) Standanrd. (1) There :ho;l!d be s
surgery [ cal

The criteria of lohmlnutu travel tor ™ ar nd of W t Teaat 306
children remaln close to their homes, COTODAIY artery disease s 7 artery cath
family and friends, Preq L paent oure. Suerizatior ort ully in
e e e iahly deelr.  dures require very ooetly, highly spe-  within three years after initiation.
and recovery. The American Academy r fazflity re-  (3) There should be & minimum of
of Pedlatrics has recommended to ita Thus, every effort L Lt
State Chapters that child health plang  23de o limi! P in any unit per
should provide that primary cere for SAI7 Tesources related 10 the perfor
children should be availsble within 30 'BARCe of open P tiona within three years after initl-
= This socess dard 1s con- maln! bigh quality care, Mini-

mum case naln- (3) There should be no new cardiac

5
;
§
]

ric units of a greater capacity. More-
over, large units are adle to sustain
higher occupancy rates because they
are !, 1 with

s procedures which use a heart-lung
by-pass machine to lorm the fune-
tions of circulation surgery.) A

malntatn quality of patient care and
make most efficient use of resources.
This standard is based on recommen-
dations of the Inter-Society Commis-
sion Heart Disease Resources. In
resources which

the opening of new units should be
coptingent upon existing units operst-

and expensive equipment.

Safety and ef: tory per-
load of ade-

quate sise to maln skill and ef-
ficlency of staff, In sddition, the
underu unit & lees of-

duplication. Based on recommends-
tions from the Inter-Society Commls-

Jevel of 300 tions year
18 indieat i< use of
resources. State’ health plan-

Lypes of care that can be scheduled on
& more flexible basis. It is not intend-
ed, of course, Lo encourage unneces-

or stays to achieve

sary ons
these levels. This standard & identical
(o that recommended by the American
Academy of

utllisation 0{ 130 pediatric open
heart cases, the Department used the
tio as adult units. In the

gi
i
§

catheterisations
3 bew unit is opened. The 800 level Is
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Y.sed on an average of two
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of

fsations & day, a rate that is In the De-
partment’s judgement readily achiev-
able in most Institutions providing
these services md that will foster

The College of
Radiology has indicated thlt at least
300 cancer cases annually & TeaNOn-
able minimum load for & menvoluu
radiation uunpy unit in order to

roore of
prior to the denlwmenl of sdditional

fictent high quality ov-
eration. Bued on mn and
e College, &3

resources. More than 600 pr
are performed annually in some

tutions. Pediatric cardiac utheurhl-
tions require speclsal facilities and sup-
port services. Lower m(el numbers
are presented In these cases of

well as comments recelved from the
public and from members of the
expert le.lory unel which reviewed
uw atandard, th

the special eondlunnl and needs of
chil The established levels are
et‘;n::unt with the recommendations
of the

the Inter-Society
Heart Disease Resources. The pnllent
studled in the cardiac cat

cmeer cases per un.lt per year, In 197¢,
the Department s study

13049
will p dless dupiics-
tlon and limit unnecessary health care

of the use of radiati units,

A committee appointed by the Ameri-
¢an College of liology and the
American Ra-

these well a2 the
extensive lterature tlut has been

scanners. In uﬂvlnl at

for the use of these ma-

#

8oclety of Th )
3;1?:1 to mde- that uudy’muuwd

unit Is frequently recommended for
open heart surgery, While acceptable

exist (n some areas, cardiac uuheur

ization units should optimally bde lo-

ca’ed within a facllity In which cardinc
surgery is performed.

1131268 Radistion therspy.

units would ull for existing units to
do 5,000-8,700 trestments per yesar.
The 7,800 level was included In the
Beptember 33, 1911 This
target would have required units to
treat an average of 30 ptuenuf per

chines, the Department has consld-

difference in thme required for hesd
scans and body scana, the need for
multiple acans in some patient exami-
nations, varistions in patient mix, the
wpecial needs children,

. Based on
the profession and the general public,
the Deptnmem has adjusted the stan-
dard rds to 6,000 treatments

(%) Standard. (1) A meg
distion therapy unit should nm s
population of at least 150,000 persons
and treat at least 300 cancer cases An-
n&:ll!. within three years after Initl-
stion.

(23) There should be no additional
megavoltage units opened unless each
existing megavoltage unit in the
health service acea(s) Is performing at
least 8,000 treatments per year.

(3) Adjustments downward may be
Justified when trave] time Lo an alter.
nate unit is & serious hardship due to

geographic remoteness, based on anal-
yses by the

(b) Discussion. While varfous types
of radiation are indicated and used for
tumors with different canncuruﬂu.

.

the most efficacious for trestment of

Per year, an average of about 25 pa.
tients per day, to take into sccount
varistions in patient mix and work

cient level of operation. The
target levels are minimal
generally be ex:

Dedicated purpose and extra
mh energy machines which have

lmited but Important applications

may not perform 6,000 u'nlmenu per
year and should be evaluated individ-
ually by HSAs in the development of
Health Bystems Plans.

§121.310 Computed Tomographic Scan
ners.
d (1) A C d Tomo-

dumccd u tumors.

() Stand
8 (head and body)

to
Install, and support on s eonuuuﬁn:
basis. Every euort should thus be

made to avold unnecessary duplicstion
of this costly resource, Established
standards should provide needed treat.

should operate at & minimum of 2,500
medically necessary patient proce-
dures per year, for the second year of
its operation and thereafter.

{2) There should be no sdditional

unless each exist-

ment upsbllma while un-
n of ra

in the healih service ares

therapy unlu and underutilization of
existing capacity. A unit refers to
single megavoltsge machine or energy
source, The most common types of
units to deliver megavoltage therapy
are cobalt 60 and linear accelerators.
Treatmen ummemthbethenme
as patient visits, A treatment or visit
averagec 2.2 flelds, according to re-

from the American College of
Radiology. It also reports that about
half of new cancer patients require
megavoltage radiation therspy, and
that many require subsequent courses

ing

is rformln: at & rate greater than
3, boo m ll’ meeuun patient pro-
cedures pe:

) ‘rhera lhoum be no additional
scanners approved unless the opera-
tors of the proposed equipment will
set in piace data collection and utiliza-
tlog n';le' systems.

{b) B

Y intal

care.
belleves that s 80-
§5 hour operating week is both
tent with the actual operaling expert-

are to

and staff, every effort must be made
te contatn costs while providing an ac-
ceptlable level of service. Intensive ut-
lization of existing units, regardiess of

§
e
£
i
;
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13050 ) RULES AND REGULATIONS
formed. If fewer than 40 p- body Lected should de
mmperlonned. then 2,500 pe- lubmnudbythnoperm‘wuww
proeedummldlnnlnevm propriste HSA to enable it to ade-
u-n.hm hours per week. Basing  Quately plan use distribution and use
the standard on a higher p the The data

of body scans slso takes aocount of
current trends lovud increased pro-
porunuo such

Deur'.ment belleves that shar-
ing arrangements in the use of CT
scanners is deslrable, in line with the
national health priorities of section
1802, lnd.lvldud tnatitutions or provid-
ers should not scquire new machines
until elbﬂu u.pwlty h being well
tnhed.

plmnln. for CT scanners, the
should take into

ZE

predominantly se sick or pediat-
ric patients. A summary of the data

tions ¢
age of mwmrlelend-lucerenudu-
ease lerneu. 20 CFR Part 408, Sud>-

pant U.

(b) Discussion.

was created to section 299,
of the Soclal Becurity Amendments of

rate standards which relate Lo supply,
diats and isation of
EBRD f ‘The standards were
developed by the Department of
Health, K4 5 snd and
were based On consultation
with professionals and other persons

knowledgeable in the areas of nephro-
logy transpiant surgery. Because
these dards are already pud d

|

contain
any
:M has en o I petient.
to
that such (1) la f

(PR Doc. 76-913¢ Filed 3-33-78; £:34 pmn)
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Senator MoyNIHAN. It is the kind of thing that it will help us
deal with the problem if we begin to recognize—you know, it is a
new one, and people are not as good dealing with new problems as
tha are with old ones, and it requires a different mindset.

ntlemen, thank you very much.

Do you want to sa{‘ something, sir?

Mr. BoHEN. Mr. Chairman, I just would like to say that I will be
accountable for taking your three concerns back to Secretary
Harris. As her personal representative on this panel, I really want
to emphasize to fyou that she was immediately sensitive u%on be-
coming aware of this controversy in HEW, to the point that we
have developed at greater length today.

I think she will be pleased to send you a written communication.
My ltestimony, as you know, emphasized that distinction and cer-
tainly——

Senator MoyNIHAN. It did. It certainly did.

Mr. BoHEN. And I can say that that is in direct response to her
leadership and guidance.

I would also like to say that, for the Department, we are con-
cerned with making progress on both the left-hand side of that
chart in and the right-hand side. I believe we have a record of
progress that predates the Inspector General’s reports, some of
which we have made reference to here today.

We report to the Congress semiannually in great detail on proj-
ect integritﬁ which Mr. Lowe covered and many, other initiatives
to do something about waste and fraud where we can do something
about it, I would like to provide that for the record of this commit-
tee, too, because I think both Secretaries are committed to it and
there is a record of progress there.

[The material referred to follows:]
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Status ot Meported Savings from HEW's Major Initistives
‘o Mduce Praud, Abuse, and Waste (fn)

Inspector REW's PY 79 Reported
General's Peduction Savings as of
Estimate 2lan Ssptemdber 30, 1979
A. Health Care
1. Medicaid/Medicare fraud !
and abuse (11 ” n.04 Y
2. Medicere sudit and cost
reviews 17 16 $.33
3. Financial management
a, Medicald - * 45.3
b. Utilisation control
penalties - . 11.¢
4. Meimburaement limitstions
for renal dialysis - 22 10.7
5. Medicaid erronecus 1,100 265
Dl
6. icare-~reimbursesent
u-nnmu-
a, Routine hospital costs - 33
b. Purchased tnhalation
therapy - 13
€. Malpractice insurance - 10
7. Unnecessary hospltal stays’ 124 [ 1]
Subtota T, 90% L1 wn
B. Incoms Security
1. 881
a. SSI overpayment
cacoveries - 6 3.2
b. Disabllity conversion
reviev - * .13
€. 8S1 payment errors 292 108
2. AFDC
a. Child support
collections - . 27.0
b. Pinanclal management a5 10
€. APDC payment errors 206 a8
3. RSDI
a. Duplicate payments to
dependent children - 14 1.38
b. Student benafit initiative == 100
Subtotal b2} m L1328
C. Student Pinancial Ass
ogra
1. Incr 4 collection of
PISL d.uulud loans - [ 1 133.7
2. Program review: - 2 0.2
3. validation and odnlnq
leuvlthl — 300 121.6
4. Increased collection of
s NDSL d:hu}ud lonn: ' - :lll 0.0
+ Reduction in PISL claims - .
Subtotal ki) m s
D. ERlementary and Seconds
13 C 3 2 2.2
. 1lnspector General C ter
teching Tnftlatives
1. 881 project match - . 85
;' :lpxl: project ute: - }! .63
. project mate - .
subtotal e ¢ .
F. Cross-Cutting Management
nitiatives
1. Indirect cost negotiations 23 15 .8
2. Project integrity syatems - . 3.42
3. IG Audit and nlllul
lnunlqlt
a. Criminal lnvuthuuonl - 10 »?
b. Audits 3 1 37.1
‘. heovc:lu on outstanding
PY 1977/78 avdits - . 16.1
S. Improved ADP practices - L 3.2)
Subtotal 5} k) 13¥,
TOTAL 92,741 $1,308 $705.03

* These initlatives 816 not have targets in our March §

plan
1/Tols figure is a combination of savings from Btate fravd oontrol units,

Nedicare, and Medicaid investigations.
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Senator MoYNIHAN. Good, good. Because we are going to be
dealing with this again next year and we have got to protect the
principle of entitlement. That is our sacred trust.

Commissioner Stanford G. Ross, this is the last time you are
likely to appear before this subcommittee. I would like to thank
you for coming, thank you for what you have done for Government
and know that we expect to see you back in Government and wish
you, as they used to say in the Navy, a good tour onshore.

Thank you gentlemen very much.

Mr. Ross. Thank you, sir.

Mr. BoHEN. Thank you, sir.

[The prepared statements of the preceding panel and the quality
control regulations follow. Oral testimony is continued on p. 171.]
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"S8TATBMENT OF
FREDERICK M, BOREN
ASSISTANT SECRETARY FOR MANAGEMENT AND BUDGET
- DEPARTHENT OP_!!ALTH. EDUCATION, ARD HIL?AXB

Nr. Chalr-un, and noaberu of the Cbn-lttoo, I am Prederick
.H. Bohon, As.latnﬁ¥ Schotary !or Hnnnqonont and !udgot Ln
thc Departnent of Bealth, zdueation, and uoltarc, nnd I an
plolted to lppear betore you on behalf ot snotctnry !ntrlota
Roberts Barrtl. ‘ s ? o
Accompanying me this morning are Richard Lowe, Acting
Inspector Generals; Stanford Ross, Commissioner of Social

. Security; and Leonard Schaeffer, Administrator of the Health
Care Financing Admlnlstration. We are herc this norninq to
discuss wlth you the question of quality control ln HEW
public assistance proqrama -~ and how HBH and the States
have been working to lmptove'nanigement :yckenl to reduce

.

payment errors.

At the outset, I want to emphasize several important points
about HEW's commitment to spend the funds allocated to it
for the purposes and beneficiaries intended by our

authorizing legislation:

o I come here on behalf of Secretary Harris in part to
try to correct a public misconception that beneficjaries
of Pederal social programs administered by HEW are
defrauding the Government on a grand scale. . This is
emphatically not the case. The Inspector Genoral‘

found that less than two tenths of one percent of

HEW's budget goes to beneficiaries who may have
obtained the benefits fraudulently. Less than 38 of
the Inspector General's §6.5 billion estimate of costs
that could be avoided is the result of fraud by the
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people we serve. The vast majority of unjustified
§xpendltures are vrooted in the complexity of legis-
lative design and -dnlnistrative error in these
rprogramu, and we can halt these expendlturos and
. achieve 'savings only through new legislation and con-

‘tinuing ‘improvement and redesign of management systems.

6 'ﬁsﬁ a;diéhe.sfates have made excellent progréss in
reducing .error rates for AFDC and 6SI. The excess
payment vate for APDC dropped from 16.5% in September
1973, to 7.1% in September 1978; the SSI rate has
dropped from 11.5% in June 1975 to 5.0% in March 1979.

o HEW has mounted an aggressive technical assistance

program to help States save AFDC and Medicaid dollars.,

==~ Por AFDC, we have already helped five States

introduce retrospective accounting and six

States to systematically use error prone pro-

files. These techniques base benefit levels
on actual experience rather than future specu-
lation and help States deploy their resources

most efficiently.

~- With HEW assistance Medicaid management

information systems, aimed at reducing claims

processing errors are operating in 28 States

and being designed in another 18 States.
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o HEW has sponsored legislation to make structural
-+ changes that Wwould reform many error prone features
of our cash essletence end health care finencinq
proqrans. Por exanple. the sociel‘weltere Anend-ents
of 1919 vould nandete thut Stntes establish henetlt
levele baeed on retronpectlve accounting end -onthly

) reporttng by beneficiaries.

o HEW opposes legislated error rate targets with
fixed, inflexible cimetables. HEW's authority to
withhold Federal matching in cases of poor State
performance should be clear and unambiguous, but
the quality control system should stay flexible to
accommodate speciel problems and adapt to new
1n£ormation end program experience. Overly.npeclfle
and harsh legisletlon could harm legltinete'henefﬁ-
cierles and could cause State performance to

deteriorate rether than contlnue to improve.

The Inspector General's Report

Since ﬁBW'e Inspeetot General issued his first report in 1978,
there has been nueﬁ publicity about fraud, abuse, and waste

~ in HEW programs. .As we can all readily agree, there is
substantial room for‘inérovenent in HEW and State management
of our major entitlement programs: cash assistance, health
care financing, and student aid. However, the headlines

and stories resulting from the Inspector th‘t!i'l report
have often obseured the important questions and made it more

difficult to frame constructive solutions.
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. . cor s Crealldt, oo

At the same tlne,&ve‘ln HEW have been unsuccessful in clarifying
the Inspector General's findings and conclusions, and what the
Department could. and .has done to address them.

so 1 §0ﬁ16 iiké‘toribdﬁé.n few minutes revleﬁlng th;i roport.
aqd buttfﬁg'into é&née;é the!xﬂlpector Geherai'i esttlaée‘of
dollars that coula'be't;veé before turniné to thé 1!'00.6f what
we in the Depattment are doing to strengthen quallty control, I
and how we and the States have been working to improve the
administration of the three najor public assistance prograns -

AFDC, 8SI, and Medicaid.

The unique thing about the Inspector General's report is that

it brought together for the first time everything we knew Oor could
guess about opportunitles for ‘savings in nmu's prograns. The data
on which the estimates uere based ranged from statistically sound
projections -- such as the AFDC and SSI error rates -- to highly
speculative guesses ~- such as the extent of provider fraud in
Medicaid. Nevertheless, the estimates on the whole were a useful
exercise which called atténtlon to real management problems and

encouraged us to come up with creative solutions.

The Inspector Generai took great pains to categorize the varloﬁl
types of manaqeﬁént problems he reviewed, both in order to facili-
tate understanding and;to ehcoutage appropriate solutions. The
careful aistinctions made throughout the report were largely
iqnorea:;nce it became public. One crucial distinction which I
want to emphasize today is the distinction between fraud and

abuse, on the one han?, and systems deficiencies on the other.
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Listening to the public debate about the Inspector General's
report one got the impressidn that HEW wis being defiraudeéd of '
$6.5 5i1lion ahnually; 'This'is''emphaticdlly not the case ahd was
made crystal cléar ifi ¥he Inspector General's report itself.

o e T N R AErN Ry N .
Most of his $6.5 billion estimate stenms not £ron fraud and abuse,

but from dollars that could ‘be maved only through logislntive
reforms, clarified program policies, and improved ianngo-ént
through administrative and delivery system reforms.

£ as W . ‘

Fraud and Abuse ,

A relatively small gropggt{gn of the Inspector General's esti-
na;e, 14% or $88§ niil;on; 1; ‘chibed to fraud and abuse.

The largest portion of this estimate, $668 million, was the
Inspector General's ball pérk guess about the extent of health
care provider fraud and abuse. Contrary to popular beliet,
fraud and abuse by recipients of the benefits under HEW programs
was a relatively minor problem cited by the Inspector General.
His estimate of fraud and abuse by students and APDC recipients
totalled $218 million, 5n1y three percent of his total estimate
of $6.5 billion and less than two tenths of one ‘percent of

HEW's total budget.

Potential for Management Savings

In sharp contrast to hia clttnate of leud, the Inspector General

ostlnated $5.6 billion could be saved through changes in inef-



Elements of the Inspector General’s $6.5 Billion
| Estimate of Fraud, Abuse, and Waste

(in millions)
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ficient systems, management practices and program policies, He

highlighted three distinct types of problems: v

(-]

[

Plrs;, the xéibéétdr General assigned a dollif value of
sz.i billlon:t;'thé inefficient ind excessive practices
of the nation's health care industry, which cause unnecessary
expenditures in the Medicare and Medicaid programs for

x-rays, surgery, and excess or underutilized hospital

beds. Under current legislation, HEW and the States have
insufficient authority to control this problem. 1Its solution
requires the cooperative efforts of HEW, Congress and the
health care industry. It will take time, new legislation

such as Hospital Cost Containment, and implementation of the
new authorities in the Health Planning Act to accomplish the
difficult task of changing the habits of health care providers.
We remain hopeful that a substantial portion of our recom-

mendations will be enacted by this Congress.

Second, the Inspector General estimated that through improved
monitoring and review of its grantees, HEW could save $600
million annually. Because this problem can be attacked by
HEW management, we have moved aggressively to bring it under
control. To date,.we‘have AOcunented savings of over $400
million in PY 1979 from increased audits and program and
financial reviews of HEW activities, which identify misspent
funds for future recovery or redirect misallocated funds

to their proper purposes.
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Third, the Inspector General estimated that payment errors
in HEW's four major assistance programs -- AFDC, 8s1,
Hedicuid. and Social Secutity - totnllod 02.7 billlon.
Although lt would be conpletcly unroasonablo and could not
be eost etfectlve t6.oxpect paynent errors in tholo programs
to be totally ellmlnated, HEW and the States have some
legislative authority and management resources to cut error

rates substantially.

Prior to the Inspector General's report, HEW and the States
were, in fact, making significant improvements in these
programs, Over the last several years, error Flt.l in APDC
and SSI have been cut in half, a new Medicaid quality control
system has been designed and 1nplengntation hac‘bcgup, and a
new Social Secutltylpystem has been dgveloped and will soon

begin to measure payment error rates for the first time.

To recapitulate, fraud is not a major problem in HEW
programs. Moreover, the vast majority of such frauq is
not perpetrated by the recipients of PFederally-supported
cash assistance and medical services. This does not mean,
however, that the problem should be lgncted. Any fraud
or abuse in these programs can undermine public confidence

in then.
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HEW's Quality COntrol sxston in Public Assistance Programs

I will now turn to!the lnnedlSte concerns of this Connltteo -
the quality controi systems in A!nc. §S1 and Hedicaid == and their

capacity to achiev‘ tighter error tolerancol in. the future,
‘l

The fundamental relponnibtllty of ldnihlstratots of public

agssistance program# at all levels of government is to assure that:

0 money and sefvlces are going to the people who are intended
to be served, and

© those who are eligible receive what they are entitled to,

no more and no less.

HEW and the Btates over the last one and a half decades have
developed quality control systems to measure how well these
basic responsibliitlen are being carried out in the AFDC, 8SI,
and Medicaid programs and what needs to be done to correct
mistakes. These ly;to-s are the tools which HEW and the States
use to administer their shared responsibilities for these pro-
grams more equitably and efficiently. They build on the ex-
perience of the prtvate occtor while introducing a number of
innovative concepts- nccclsgry for quality control systems

in the public soeto:.



92

Comparision with Private Sector

In many respects, the guality control systems by which we measure
ourselves in APDC, 85I, and Medicaid are more rigordus than comparable
systems in other public programs or in the private sector. Our
systens determine error rates by reviewing a statistical sample

of the entire caseload, not a sample of caseworker actions, The
latter would restrict the review to cases recently exanined and thus
be less likely to haveAefrori. Alag;'fevieuers undertake extensive
redevelopment of each case rather than merely conducting a few spot

checks of bank accounts or employers.

On the other hand, quality control in other government agencies and
in the banking and insurance industries tends to be process or
transaction-oriented. That is, reviews focus on whether
established procedures were followed, rather than whether the
payment was correct. Alsd, the sample is often selected from recent
transactions, notiftom all cases currené1§ roceivtﬁg payments.

The insurance industry, for example, favors numerous reviews 6!
new cases before initially awarding payments, with less attention
to reexamining eaaei already approved and receiving rogular-
payments. Those quality control systems designed to monitor trans-
actions will tend'to £find lower error rates than systems reviewing
a sample of the totalléisélond, as 40 the systems in AFDC, Medicaid
and §SI. 1Indeed, this is the experience of the Department in com-
paring the caseworker action review system in effect in the 1960s

with the total caseload review system initiated in the 1970s.
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strudture of the Quality Control System

Quality control systems in the private and public sectors have two
distinct functions: 1) measurement of errors and 2) ocorrective
action to prevent recurring problems. Industry weighs the cost
of correcting product flaws uncovercd by quality control letlvio
ties against the benefits to be galned. and may accept some con-
tinuing level of etror, 1£ the cost of a complete reuedy is not
matched by commensurate savings. We also bollevc the government
needs to assess the resource costs as it sets goals for results

under quality control activities.

The quality control sjstens which we will discuss today focus on the
major types of errorslin AFDC, SSI and Medicaid -- ilstakes in
detetmininé ﬁhelhe;fbr not a ﬁerson is eligible for benefits, and
mistakes in the amount.of benefits paid to eligible persons,

The current quality control systems in public assistance have

three major cycles:

o Cases are selected for examination based on statistically

valid sampling techniques.

O The quality control reviewer does a new determination of the
case eligibility'and benefit amount, including verification
of income, bank statements, employment status, and other
relevant data. The reviewer also interviews the client.

Based on these reviews, payment error rates are determined.

56-941 0 - 80 - 7
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In the APDC and Medicaid quality control programs, Federal
statf conduct a re-review of tho Statas' quality control

a, T L 0

findlnga. The seate'l final orror rate tc baaod on the

1]
ttndxngs of both the rederal and State rcvtovm.

‘0 The heart of the quality control program, however, is the
corrective -action process. Federal and State staff analyze
the error rate data to determine how and why errors occur.
States, often with Federal assistance, take action to resolve

the problems and reduce future errors,

History of Quality Control in REW

HEW made its first effoft a; quality c&nt}ol in Ehe AFDC program in
1964. It focused oniy on the pertormﬁnce of weléare caseworkers in
tolldwing ptedeterm?ned ptocédures. Reviews were conducted as a
sample of caseworker actions to see if those actions were performed
correctly. The review system did not seek to d@ternine if the
overall payment was correct. B5ince the scope of the review was
limited and since recently enrolled or adjusted cases tend to

have fewer errors, the quality control syitens of the 1960s
generally found lower error rates than did the much more rigorous

systems implemented in the 1970s.

This qual?ty_cént?ol system went through major modifications in the
first few years, including increased sample sizes, the change from
samﬁling caseworker actions to a sampling of all cases, and an

increased focus on measuring errors in the determination of eligi-

bility and payment levels, By the early 19708, the early efforts
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had been refined by the States and HEW to the current system
which couples a device for obtaining information on where
errors are bqgur;ing n{;p a corrective action process to eli-

minate the cause of these errors.

HEW used the AFDC system as its model when designing the
first Medicaid eiigibility quality control system in 1975,
and the SSI quality control system in 1974 -- the year the
SSI1 program was federalized. The 1975 Medicaid system pro-
vided information only on beneficiary eligibility} In 1978,
HEW implemeﬁted a more comprehensive quality control system
which lncludes errors caused by claims processing =-- for
example, paying duplicate claims or paying for noncovered
qervices -~ and failure to determine liability of other parties
for medical expenses of the beneficiary. We expect to have
the first error rate data from this new system within two

months.

Progress in Reducing Errors

On the basis of the data from these quality control activi-
ties applied over time, we know that the APDC and §S1
programs have made and continue to make significant progress

in reducing error rates. 1In APDC and SSI, the most recent
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error rate data show significant drops in excess payment
errors, that is, payments to ineligible recipients or

overpayments to eligible recipients for excessive amountst

: lvl e .
© AFDC has brought excess payment errors from 16.5% in
September, 1973 down to 7.1% in September, 1978.

o SSI has btbught excess payment errors from 11.5% in June,

1975 down to 5.0% in- March, 1979, .

o These dramatic reductions in the AFDC and SSI error rates
have also had a slgniiicant 1mpact on Medicaid errors
since petsons eligible for AFDC and, in most lnstanceu, 851

are automaticaliy coﬁstdered eligible for Medicaid.

These significant i'buctlons in error rates in the AFDC and SSI
programs, illustrated by the following graphs, have been the

result of States and HEW implementing many hundreds of corrective
actions, such as reallocating staff to work in tpg determination of
eligibility to decrease excessive caseloads per worker and allowing
a better verification of information provided b& the client, such
as income. Although we wili not have our first Federally-detveloped
data from the expanded Medicaid quality control system for another
two months, States hive preliminary data and have already begun

the corrective action process.
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_- Progress In Reducing 881 Payment Error Rates
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.Progress In Reducing AFDC Payment
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Causes of Error G

PR 2.,
The causes of the érrbrs identified by our quality control systems
. N S dathilate ' . . . .
can be grouped into two Qrogd categorf.ss agency error or client
. . P IPCRN ) .
error. The administering agency most commonly makes errors

because ofi: !

o 1incorrect application of procedures by the caseworker when

determining of adjusting‘the client'’s grént éllgiblllty.

o foilure to follow-up on indications of changes to the
beneficiary's eligibility, e.g., such as a change in address

which could result in a‘poinible change in living expenses,

o simple errors Sy the'eltgiblllty worker in calculating the

payment amount.

Beneficiary error'générally results from failure to report infor-
mation, such as change in income, or the'lnfo:mation reported is
incorrect or incomplete. In APDC, based on data from the most
recent sampling period =-- April t& September 1978 -- agency or
administrative error accounted for 60% of all case error. More
than half of these errors are due to the States' failure to take
appropriate and timely action, e.g., following up on indications

of changes to a client's eligibility status.

A

In the 8SI program, agency error constitutes 40% of the overall
payment error rate. About 608 of all agency error is due to
incomplete documentation and verification of the data on the

application.
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In the Medicaid program, bpased on April ~ September 1976 asrror

rate data, 63% of the paynment Srrors are due to agency error,

th most common cause of client errors in APDC and S§I is the
recipient's taliuri to report in a timely fashion changes in cir-

cumstances, such as income and living arrangements.

iIn AFDC, our quali(y control sampling strongly suggc:i. that the

1ikelihood of an error increases aubatantfally as the time

elapses since a caseworker last did something on the case. For cases

with casewﬁrker attention within the last three months, 19.3 percent
are in error, but for cases in which at least a year had lapseé since

the lést action, 33.9 percent are in error.

HEW's Technical Assistance for States

HEW is assisting States to address these problems and further

reduce their error rates in a number of ways:

© We have established management institutes at the Pederal level

to identify and disseminate innovative State practices which
result in impréved program management and to help implement

such lmprdkements. For example, through our Medicaid -
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- Medicare ManagementrJhstitute, ‘we have mssisted New York City
"to improve ‘the process for dsteraining initial eligibility
‘tof patients in‘'nutsing homes.  Working with Pennsylvania, we .
- are close to compléting the development -of a comprehensive

‘+ program. to identify and bill liable third parties such as

insurance companies. v

© We are aaslsting nevoral other major States to improve the
adminiatration of thelr Hedlcald programl and reduce pnyncnt
errors: rederai staff ass@sted California to develop procedures
to validate soclal securtty numbers routinely as client iden-
tifieis_and aﬁalyzed the cost effectiveneay of an error prone
proflle case management system. HEW provided assistance to

Illinois in improving its Medicaid eligibility policy manual.

O HEW has ptepared etror prone profiles for AFDC cases for the

six States (New York, !llinoiu, Ohio, Massachusetts,
Pennsylvania, and Hichigan) which make 61% of all AFDC
payment errors. Such analyses of quality control data serve
‘ to identify the case characteristics most frequently asso-
ciated with error, This information enables States to allo-
cate administrative resources more effectively in monitoring

both initial applicationa and redcte}nlnattonn.'
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‘0 We are c¢urrently helping five States (North -Dakota, 8S8outh
Dakota, Wyoming, Illinois, and Kansas) install retrospective

accounting and monthly reporting of lncome by teclpients.

Under this approach States will base assistance payments on
income received in a prior period {i.e., actual income), rather
than ‘upon an estimate of income expected in the period for
which the payment is made. At presént, most States talculate
their assistance payments on the basis of anticipated income,
In any periédehen the income is greater or less than

» expected, the payment_made will be in értor. This is true
even with a perfect ;ncome reporting system. We advocate
retrospective accounting in our Welfare Retorﬁ proposal and
encourage States to implement the procedure under the current

system.

© Recently, we have made a special effort to assist the States'
corrective action planning process. Specifically, the six
AFDC States responsible for 61% of payment errors have received
on-site technical assistance directed at error reduction
through identification of causes of error and implementation
of appropriate management improvements., We plan to prdvide
similar technical assistance to States with exceptionally

' high Medicaid error rates.

o HCFA is already funding operational Medicaid management infor-

mation a}stems in 28 siates, and systems are under developnont.
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in another 13 &tates. These systems are helpful in improving |
the States' capaciiy to correct claims processing problems
such as dupl}cate payments, payments for uncovered sexvices
and overpayments. . For exanple, New York C}ty avoided costs
of $163.7 million in the first year of operation of its
‘Medicaid management information system. Other States have

experienced aiﬁilai iucgesses.

Future Prospects

Although past prdgress and current activities are impressive,
further progress will be more costly. During the next few years,
we may reach the point when the cost of further lowering error
rates exceeds the savings in program dollars. For AFDC and SSI,
many of the least complex and costly corrective gctionn have been
implemented. For example in the early years of S§SI, unreported
income from Social Security and Veterans benefits contributed
heavily to the error rate. SSA began matching SS1 cases against
Social Secufity and Veterans Administration files in 1975 and 1976
and duringléhls period tﬁe error rate dropped from 128 to 8%.

Many of the remaining program deficiences will require major
systems adjustments and structural reforms to correct. For
example, policies of the current public assistance programs often
require caseworkers at the local level to apply complex and
frequently different etigibility criteria, e.g., treatment of work
expenses and assets. Correcting this problem will require funda-
mental changes in legislation such as the proposal in the Adminis-
tration's Welfare Reform bill to standardize the definition of
income and assets in the AFDC and Food Stamp programs. Also,
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States could reduce the errors caused by a caseworker's wrong
calculation Bf ‘the 'payment’ ahount by computerizing thié calcu-
lation, !However, the ¢ost Of a computerized bystem colld exceed

the amount'saved from reducing calculation errors.

rinally, some 'torrective actions would not be ‘cost ‘effective because
they could increase total ligitimute payments more than they would
reduce'erroneous=baYnehts. ‘For‘examplg, many States individually
determine client's ﬂelfare paymenta by budgeting tor~the'cliont'-
actual rent. This approach 13 nore error prone than one in which
States pay a flat amount varying only for family size. To move to
a flat payment. houever, a State would have to either teduce a large
number of recipients' beneflt levela. or subntantially tncrea-a

total program costs.

Another major cause of AFDC errors is failure of the client to re-
port income accurately. 'A State may be able to reduce these types
of errors significantly, but only by an extensive and expensive
search of banks and poteniial eﬁéloyers to verify the income status

of all AFDC beneficlaries.

Role of Fiscal Penalties in Error Reduction

The history of fisé¢al penalties on States for high error rates

begins in 1973. At that time'several States still did not have
fully operational gquality control systems for the AFDC program

eveﬁ though HEW's regulations required such systems to be in-

stalled back in 1964. HEW resorted to fiscal penalties to ensure
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that States fully implemented an effective quality control system
for payment errors. 1In 1973, HEW published regulations to dis-
allow Pederal financial' Participation for APDC case error rates in
excess of 3% lor'iﬁblidtbl!ity and 5% for overpayments. Btates
which exceeded these tolerances were required to achieve them in "~
bne third incréments over an 18-month period between July, 1974

S B . .

and December, 197S.°

When HEW was about ;o {apqse ;he first penalties, fourteen States
mounted a court challqngelagainat the disallowance regulations. 1In
May 1976, the U.S. District ﬁourt for the Pistrict of Columbia
issued an opinion that, ;lthough HEW had the authority to set goals
and impose penaltigp;,;he tolerthe levels of 3% and St were
arbitrary and capricious because they were not based on an empiri-

cal study. The court enjoined HEW from taking any disallowances.

The March 7 Requlations

Following the court decision, HEW worked extensively with the
States to develop mutually acceptable error rate goals and cri-
teria for assessing financial penalties. The negotiations

between HEW and the States culminated in March, 1979, when the
Department published final regulations setting error rate stand-
ards for the AFDC and Medicaid programs. Under these regulations,
each State must ejither be within the National average error rate or

be making appropriate progress toward that goal in order to avoid a
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disallowance of Federal matching payments egqual to the amount

the State exceeds its targeted error rate. States above the
National average must reduce their AFDC error rates 6.4% and
their Medicaid rates 15.71 every six months until the required
tolerance !g achieved., At the same time HEW established a stand-
ard for itself of 48 in BSI for those cases where HEW has agreed
t6 administer supplemental payments made by States.

The March regulations also announce that HEW would set specific
error rate goals for AFDC and Medicaid within two yiara based on
the results of an HEW study to determine that point at which error
rate reduction costs more than it saves in erroneous payments.
This study, which is beiﬁg conducted in close cooperation with
State and local advisory groups, will consider the varying char-
actettstlcq of States' caseloads, program policies, and adminis-
trative practices and their effect on error tolerances. The AFDC
phase of the study will be completed in September 1980 and the
Medicaid phase in March 1981.

Although there may be further court challenges ahead, these regu-
lations represent a broad consensus among the States, as well as
within HEW, about what the appropriate National policy on error
rates should be. States would prefer to see no penalties at all,
but reluctantly agree that HEW's approach to disallowances is

reasonable and fair.



Appropriations Initiative

Before the March 7 regulations could be implemented, Congress
directed HEW to issue another set of quality control regulations

by the end of November, The Statement of the Managers in the
Conference Report §n the 1979 Supplemental Appropriation Bill
directed that each State be required to achieve a 4% APDC and
Medicaid payment error rate by September 30, 1982, Etates above
this target would have to achieve this tolerance level in equal
increments by the end of fiscal years 1980, 1981, and 1982, States
above the intermediate and final tolerance levels would lose
Federal matching for payments beyond the tolerance. This directive
was confirmed by a statutory provision in the 1980 Labor-HEW
Appropriation Bill.

In compliance with this Congressional directive, HEW issued a
Notice of Proposed Rulemaking in September. We are currently
receiving and analyzing comments from interested parties and the
public in response to this notice, and are making every effort to

issue final regulations as quickly as possible.

while we intend to comply with the law, indeed have no choice
other than to comply in the absence of an action by the Congress
that would supercede existing law, HEW opposed and continues to
oppose the initiative to mandate APDC and Medicaid error rate

tolerances through the abproprlations process. Although it has a
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positive effect of providing clear statutory basis for assessing
fiscal penalties if States fail to meet error rate tolerances, it

. has a number of unfortunate consequences:

© The penalties implicit in the appropriations provision could
very likely harm legitimate beneficiaries.

o It has locked the Department and the States into a rigid
timetable which may not be appropriate to the conditions of

many States.

o It has legislated a national ervor rate goal which is not based
on any systematic study or empirical data, There is no flexi-

bility for changing it without amending the law.

© It sharply limits the Department's future flexibility to

revise quality control regulations based on new studies or

accumulated experience.

O By setting aside the results of three years of negotiations
between HEW and the States, it places an unnecessary strain
on Federal-State relations. In the final analysis, the
States are the units we most depend on to deliver services to

the intended beneficiaries.

" Legislative Recommendations

In the Social Welfare Amendments of 1979 (HR 4904), recently passed
by the House, there are hopeful signs that Congress is reconsidering

the statutory approach to error rate tolerances included in the
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1979 and 1980 appropriations bills in the appropriate context of the
authorizing process. Part G of this bill:

© FSets as a goal a National AFDC payment error rate of 4% and
specifies the method for achieving this goal to be the
Department's March 1979 quality control requlations.

0 Requires HEW to conduct a study of States' AFDC error rates
and make regulatory recommendations to Congress by December
31, 1980. The recommendations are to consider the effects of
State's differences in program size, benefit levels, and

program complexity,

© Keeps in effect the March 1979 regulations until the mandated
study is complete and Congress has had 30 calendar days
(excluding recesses of more than 3 days) to review and take
appropriate action on regﬁlatory revisions recommended in the

study.

We strongly endorse the House action and stand ready to work with
the Senate to complete Congressional action on a quality control
provision pertaining to acceptable error rates uhxéh could be
incorporated into ti.= Social Security Act rather than being appended
to an HEW appropriation. 1In our judgment, Part G of the Social
Welfare Amendments includes the appropriate elements for legislative

action on quality control.

© It provides a clear statutory basis for HEW to set standards

and impose penalties for poor performance,
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© It prescrves HEW's regulatory flexibility to recognize spe-
clal circumstances in carrying out a national quality control

policy.

‘o It recognizes that much is yet to be learned about quality
control policy in the future and provides a process for

gathering information and implementing regulatory revisions.

Although the House action on the Social Welfare Amendments
applies only to AFDC, we believe that a similar approach is
appropriate for Medicaid. We suggest, however, that any new
Medicaid error rate legislation recognize that since Medicaid -
quality control is a relatively new system, we néed at least one
more historical period of error rate daéQ included in the study.
‘Therefore, an error rate study for Medicaid could not be ready

before the end of March 1981,
] Conclusion

In sum, Mr. Chairman, HEW believes that a careful and fair reading
of efforts by HEW and the States to improve administration of

AFDC, SSI and Medicaid programs in recent years reveals substantial
progress in tracking and reducing errors in these programs. This
progress has been the result of a very active and close Federal-

State partnership.

56-941 0 - 80 - 8
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As Congress moves into the area of error rate reduction with the
objective of speeding up the rate of progress, we should all
recognize the natufe of the problem that we face. The most signi-
ficant opportunities for lowering erro'r rates lie in structural
revisions in the' eligibility determination process, and not in
general statutory prescriptions for the States to lower rates
according to a timetable prescribed by law. We welcome the
affirman"“ by Congress of HEW's authority to withhold Federal
matching for poor State performance in implementing quality control
systems., However, we recommend against mandating universal goals
on inflexible timetables, and against initiatives that would
legislate the details of these systems. These are best left to the
regulatory process, checked and reviewed by oversight hearings such

as the one you are conducting today.

PREPARED STATEMENT OF STANFORD G. Ross

The testimony given by Mr. Frederick Bohen, Assistant Secretary for Manage-
ment and Budget, HEW, provides information on HEW's efforts to deal with prob-
lems of fraud, abuse and waste in its programs. I wish to submit the following
statement for the record as supplementary background information on the integrity
of the Aid to Families with Dependent Children (AFDC) and Supplemental Security
Income (SSI) programs.

In this statement, we will discuss our current level of performance, the tools we
use to measure our performance, and the actions we are taking to improve perform-
ance.

CURRENT LEVEL OF PERFORMANCE

There is no doubt that we can be proud of the achievements we have made in
reducing error, fraud, and waste in the AFDC and SSI programs. We have been
extremely successful over the past 6 years in dramatically reducing the number of
incorrect payments in these programs. In AFDC, the error rate has dropped from
16.5 percent in 1973 to 7.1 percent in 1978. In SSI, the error rate has dropped from
11.5 percent in 1975 to 5.0 percent in 1978. To give some idea of what this decrease
means in dollars, we can compare the amount of the incorrect payments at the
higher and lower error rates.

For AFDC, the incorrect payments totalled $571 million for 6 months in 1973; this
figure decreased significantly in 1978 and was only $361 million for 6 months. If the
1978 ﬁgures were adjusted for inflation, the decrease would be even more striking.

For SSI, incorrect payments totalled $321 million for 6 months in 1975, but were
reduced to only $166 million for the 6 months ending March 1979.

Understanding the true measure of these achievements, however, requires an
appreciation of the scope, complexity and administrative arrangements of the two
programs:

The AFDC program provides over $10 billion a year in cash benefits to more than
3.5 million needy families with dependent children. We share both the administra-
tion and funding of the program with the States. The States operate the AFDC
program within fairly broad programmatic and administrative guidelines and re-
quirements defined in HEW regulations.

The SSI program provides over $6 billion a year in cash benefits to more than 4.2
million needy aged, blind and disabled beneficiaries. SSA administers the program
geatiofr)ally, with fu “ding from general revenues. States may supplement the Federal

nefit.

The complexity of these programs is due to the wide assortment of factors in the
life of each beneficiary that must be known and verified before we can determine
the correct payment amount.
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We must know the amount of income a beneficiary receives from direct sources
such as earnings, unemployment compensation, and social security benefits and
from less obvious origins such as occasional support from relatives or interest on a
small savings account.

We must account for all of an applicant’s possessions to ensure that their value
does not exceed the applicable resource limit. Depending on what resources are set
for determining e]igigility. we must calculate the total value of bank accounts,
motor vehicles, a home, life insurance policies, savings bonds, and other assets.
Some resources may be excluded under certain conditions. For example, in SSI, a
car used for medical transportation is excluded regardless of its value. Resources
can also increase in value and a person who was eligible for benefits at the time of
application may become ineligible several years later even though he did not ac-
quire more possessions.

Perhaps the most difficult element to consider in determining eligibility is the
living arrangement of the beneficiary. To ensure that a correct benefit is paid, we
must make an accurate determination of who lives in the home. In most cases, the
asslistant payment must be recalculated if someone leaves or moves into the house-
hold.

As these examples show, AFDC and SSI benefits are extremely difficult to keep
correct. However, both of these programs are extremely important in ensuring that
the most vulnerable in our sociéty—children, the aged, and the disabled—receive a
minimum level of income to provide for their basic needs. We who administer these
programs must recognize the vulnerability of the beneficiaries we serve and admin-
ister the programs as humanely as possible.

At the same time, we have a responsibility, as administrators of public funds, to
ensure that the monies go to the right people and in the right amount. We must be
vigilant in our efforts to improve the integrity of both programs and to keep
payment errors to an absolute minimum. If we are successful in this effort and can
convince the American public that we are carefully and correctly administering the
taxpayers’ dollars, I believe that we will generate increased public support for our
society’s income maintenance programs.

HOW PERFORMANCE IS MEASURED

Both programs have established Quality Control systems designed to measure
performance.

The present Quality Control system for the AFDC program was established in
1970 in response to congressional and public concern that there was no reliable
measure of perfoermance in the program. The States are responsible for operating
the AFDC/Quality Control system, which is a national system that conforms to
Federal sreciﬁcations. The Federal Government is responsible for reviewing part of
the sam[]) e the States have reviewed to ensure that the State review has been done
accurately.

The SSI/Quality Control system was started as soon as the SSI program was
implemented in 1374. This system was established both to provide a measure of our
performance and to provide a basis for reimbursing the States for monies SSA
misspent in administering State sugplement programs. SSA operates the SSI Qual-
ity Control system, but the States have the option to review a sample of the cases
we do in order to check the accuracy of our review.

Since the SSI Quality Control system was patterned after the AFDC Quality
Control system, the two are basically the same. The Quality Control systems are
based on random samples of all cases receiving assistance payments. A sample is
selected for every 6-month period, October through March and April through Sep-
tember. The sample includes cases from the entire caseload to ensure that a repre-
sentative number of all kinds of cases receiving a regular monthly payment is
reviewed. In AFDC, the States review 44,000 Quality Control cases each 6 months,
and in SSI, SSA staff review 24,000 cases every 6 months. The Quality Control staff
both in the States and in SSA are specially trained to do Quality Contro} work. This
staff is independent from those who regularly take applications and determine
eligibility and payment amount.

he Quality Contro!l reviewer is responsible for doing a thorough and completely
independent redevelopment of all of the factors which determine a beneficiary’s
eligibility and payment amount. The reviewer conducts an indepth interview with
the beneficiary at home, and requests that all necessary proofs be available. These
include birth certificates, pay stubs, social security and VA eligibility letters, bank
books, insurance policies, rent receipts, and other evidence.
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The reviewer:

Asks about the beneficiary’s work history to establish leads for pensions, VA
benefits, etc.;

Examines the living expenses to establish that the available income is suffi-
cient to pay these expenses;

Determines where the beneficiary cashes checks and carries out other finan-
cial transactions to provide a lead for banks to check for accounts; and

Asks about the beneficiary’s living arrangement, such as whether the house is
owned by another, and whether other people live there.

The interview generally takes an hour or more. Afterward, the reviewer verifies
all the information provided by the beneficiary by contacting employers, visiting
local banks to check for possible accounts, and reviewing public records to deter-
mine property ownership. The reviewer then uses this information to compute the
proper benefit and compare it with the amount acutally paid.

If the benefit is incorrect, specific information about the error is identified and
recorded for use in further analysis. Information is recorded on the tgpe of error in
the case, who caused the error (the agency or the beneficiary), how the error
happened, how the Quality Control reviewer discovered the error, the amount of the
error, the effect of the error on the benefit amount, and how long the error has
existed. If the Quality Contro! reviewer discovers an error, case results are sent to
the local servicing office so that this particular case can be corrected.

Within Quality Control, the information from this case is combined with that
from all others and provides an overall picture of what is incorrect in the programs.
Various analyses are done and information is accumulated on:

What is causing the incorrect payments, and how frequently they occur. For
example, to what extent are incorrect living arrangements, earnings amount,
and resources, causing errors.

Why the incorrect payments are occurring. Is it because the beneficiary failed
to give the correct information at the application interview or failed to report a
change in circumstances? ‘Did the agency staff make an error in computing the
benefit or fail to verify a beneficiary’s statement adequately?

How long have the incorrect payments existed and at what point in the
payment process were they created?

Using the tabulated data from the Quality Control system, agency staff analyze
the information, identifying the causes of error, why they occurred and how to
correct them.

For example, the most recent Quality Control data for the AFDC program indi-
cates that responsibility for errors is shared fairly equally by the administering
agency and the beneficiary. About two-thirds of the agency errors were caused by
failure to take the correct action on reported information (e.g., reported information
was disregarded, required verification was not undertaken). Of the errors caused by
beneficiaries, about 80 percent were due to beneficiary failure to report changes in
circumstances (i.e., the correct information was reported initially, but the agency
was not informed of changes which affected the payment amount).

Errors in four eligibility factors accounted for more than half of the cases in
error. These factors are:

Amount of earned income was not shown correctly in the record;

Failure to register for the WIN work and training programs; .

. tl;i(;/ing expenses, on which the grant amount is based, were incorrectly calcu-
ateq;

Eligibility was based on continued absence of a parent, however, the parent
was not absent.

In the SSI program, the most recent findings show that the beneficiary was
responsible for 63 percent of the incorrect payments, by reporting incorrect informa-
tion to SSA, or by failing to make a required report regarding a change in circum-
stances. The agency-caused errors generally were due to failure by the SSA field
office to properly verify and process the claim. Of the specific e%gibility factors
causm% errors, the most frequently occurrin% were:

he beneficiary had funds in undisclosed bank accounts which resulted in
resot;rces exceeding the resource limits of $1,500 per person, or $2,250 per
couple; '

The living arrangement classification which determines whether or not the
beneficiary’s payment is reduced due to receipt of food and shelter in someone
else’s household was not correct;

Cash or in-kind contributions from private sources were not correctly shown
in SSA’s records; and

The correct amount of earned income was not considered in determining the
payment amount.
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Specific corrective actions have been designed to attack these sreciﬁc problems.
For example, if the a%ency staff is responsible for an unacceptable level of incorrect
payments in a specific category, then special training is provided. If it becomes
apparent that the procedures for handling certain cases are unclear, the procedures
are clarified or simplified. If beneficiary nonreporting of certain changes is causing
the incorrect payments, then reminders may be sent to beneficiaries periodically, or
redeterminations may be scheduled more frequently.

In AFDC, the system for recording and analyzing the incorrect payment informa-
tion is done at the State level and the degree of sophistication varies, however we
are working with the States to improve this capability.

As this description of what we do with Quality Control information indicates, the
Quality Control systems serve two major purposes—the first is simply to provide a
measure of how well we are running the program; the second is to provide data on
the numbers, types and causes of error which managers can use to develop ways for
improving program administration. Our experience has convinced us that a Quality
Control system is an essential tool for both measuring and improving the AFDC and
SSI programs. The significant reduction in AFDC and SSI incorrect payments
attests to this. Additionally, it is important to note that these systems are continual-
ly audited by GAO, the HEW Audit Agency and, on contract, by independent
consulting firms, to ensure that they provide an objective and accurate measure of
error in the AFDC and SSI programs.

f
ACTIONS TO IMPROVE PROGRAM PERFORMANCE

We cannot, however, rest on past achievements and both SSA and the States are
continuing to take strong initiatives to reduce the number of incorrect payments. In
the past year, we have intensified our efforts to bring dgreater efficiency and accura-
cy to the programs we administer. These efforts include improvements in the broad
area of assessing agency performance, a full range of management initiatives and a
series of legislative proposals contained in the Welfare Reform Amendments of

ASSESSING AGENCY PERFORMANCE

In order to improve agency performance, it is essential to have the appropriate
assessment mechanisms in place to tell the manager what is required. Consequent-
k', we are continuing to stress and strengthen the Quality Control systems for both

FDC and SSI. We are increasing our capacity for analyzing the Quality Control
data and for translating the information into effective corrective actions. Some of
the other more important activities we are engaging in jointly with the State AFDC
administrators include:

A complete revision and updating of the Quality Control manual used by both
State and Federal reviewers. The use of the new manual will result in expanded
and tightened reviews as well as greater uniformity among the reviewers of all
the State programs. - i

The initiation on a selective basis of a Federal/State management review of
the State Quality Control systems and corrective action process. These reviews
will strengthen both the Quality Control system in the State and the AFDC
agency's ability to take the necessary steps to improve the accuracy of the
payments.

Development of so-called error prone profiles for the States. The profiles are
simply a description of the types of cases in which incorrect payments are most
likely to occur. For example, a case in this category may be one where a widow
has n receiving AFDC for less than one year. Quality Control data may
indicate that such a family often receives income during this first year from
insurance, friends, relatives etc. This, in turn, causes the payment to be incor-
rect. These error prone profiles, which we develog from analysis of the ?uality
Control data, provide administrators with the information to take specific cor-
rective actions to reduce the possibility of error in this type of case.. For
example, we may contact the beneficiary more frequently to prevent an incor-
rect payment or provide the beneficiary with an explicit explanation of what
ty%o;s of income should be fggorted.

tablishment of a new SSA-wide Office of assessment which provides a new
assessment capability with SSA’s own Inspector General- yg: operation. This
new, highly visible and focused assessment operation will be uble to provide
increased support to the State Quality Control and corrective action systems as
well as ensure our own capabilities in these areas for SSI and the other
programs SSA administers.
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MANAGEMENT INITIATIVES

To complement and build on the work to improve our assessment capabilities, we,
at the federal level, have undertaken some major management initiatives. These
include:

Initiation of a joint Federal/State comprehensive program to reduce signifi-
cantly and as quickly as possible the AFDC error rates in the six States with
the greatest amount of incorrect payments. We refer to this as the “Six State
Strategy.” These States spend 44 percent of the monies nationwide in the AFDC
program, but make 61 percent of all the incorrect payments. Therefore a
substantial decrease in incorrect payments in these States will have a signifi-
cant effect on the AFDC error rate overall. Through this initiative, we expect to
be able to reduce the national error rate by 1.2 percent, from 7.1 to 5.9 by 1981.
This will result in AFDC program savings totalling $146 million annually. To
accomplish this reduction, we have worked with State officials to complete an
indepth analysis of the causes of the incorrect payments in these states. We are
also providing technical experts to the States and have developed corrective
action plans for each of the States, which they are now in the process of
im lementinf.

reation of Welfare Management Institute which is a clearinghouse for shar-
ing proven management and administrative techniques among States. This
institute, directed from a separate organization in the Office of Family Assist-
ance, assists States in developing technical expertise for resolving management
problems and in sharing this knowledge among States. To encourage an ex-
change of ideas, two Urban Management Conferences have been held, and the
Institute has arranged State-to-State personnel exchanges to aid States in im-
plementing ideas which have proven successful elsewhere.

An increased use of computer matching of various Federal/State records at
both the Federal and State levels to identify incorrect and duplicate payments.
This is known as Project Match. This effort involves comparing AFDC records
with other records like social security earnings histories and Civil Service and
active duty military personnel rosters in order.to verify information in the
AFDC records which is used to determine the AFDC payment. .

Our initiatives in SSI are also comprehensive and tailored to address the areas in
this g)rogram which require attention. A major SSA-wide initiative is the launchin
‘of “Project Accuracy”’—the purpose of which is to live up to social security’s tradi-
tional goal of the right amount to the right person on time. This a particularly
important initiative. The thrust of this effort is threefold, to:

Prevent payment errors where possible;

Detect mistakes quickly; and

Recover or settle payment errors swiftly.

The major emphasis of Project Accuracy iIs to prevent incorrect payments from
occuring at all. An emphasis on prevention is critical because most of our payments
are to economically vulnerable people who have difficulty returnin[{):verpai funds
or face undue hardship if benefit amounts are erroneously low. We believe the most
important action we can take is to do everything possible to keep payment errois
from happening in the first glace. However, when they do occur, they must be
detected as promptly as possible and corrected swiftly if we are to be responsible
caretakers of public funds. Other major activities include:

Specialization in the social security district offices. Until recently, social
security claims representatives were responsible for handling all aspects of SSI,
old-age, survivor and disability claims. The scope and complexity of these pro-
grams have expanded to the point where it is no longer possible for one person
to know all four programs in sufficient depth to process the claims at the level
of accuracy we are demanding. Therefore, we have separated the district office
staffs in many of our larger offices so that part is devoted to SSI and part to
old-age, survivor, and disability insurance. An in-depth study we did before
deciding to specialize indicates that significant improvements in the accuracy of
decisions and payments should result.

Establishment of special procedures to prevent and recover overpayments. We
have instituted a number of safeguards when large retroactive checzs are paid.
A review of checks of $3000 or more is conducted in SSA's Central Office.
‘District offices also doublecheck smaller retroactive payments. We estimate that

" these preventive measures will save $2 million in fiscal year 1980. We have
instituted special claims development procedures to reduce the number of incor-
rect payments due to unknown bank accounts and living arrangements. Over 50
Fercent of cases in error and half of the money misspent result from these two
actors. To prevent bank account errors, social security claims representatives
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are interviewing claimants and beneficiaries more thoroughly and verifying
accounts at local banks in many more instances. To reduce living arrangement
errors, we have issued a new interviewing guide to all field personnel which
simplifies and standardizes the procedures used in determining the correct
living arrangement.

Increased use of a Program Integrity Staff comprised of trained investigators
responsible for reducing fraud in SSA administered programs. One of the staff’s
major projects is to recover more overpayments from SSI beneficiaries. Based
on our success in the endeavor so far, we estimate we will recover $140 million
in SSI overpayments for fiscal year 1979.

LEGISLATIVE INITIATIVES

In addition to the management initiatives just described, there are a number of
provisions in the Administration’s Welfare Reform bill designed to improve the
accuracy of both eligibility determinations and payment amounts. These include:

Requiring AFDC beneficiaries in all states to report in writing each month
their income and other information that would affect their eligibility and
geneﬁthamount. Currently, most States check this information only once every

months.

Requiring that the States base AFDC payments for each month on the
income reported by the beneficiary for the prior month. This system, called
retrospective budgeting, would use actual experience, rather than the beneficia-
ry’'s estimates for a future period, to determine AFDC eligibility and payment
amount. This system would also apply to SSI beneficiaries.

Simplifying the calculation of AFDC payments by substituting a flat 20-
percent deduction of earned income for actual work expenses. Currently, the
cost of each work expense like travel, clothing, and lunches must be itemized
for each beneficiary and used to calculate the correct benefit.

Providing for increased Federal funds for State computer systems and other
administrative improvements. An improved data maintenance capability and
the ability to match AFDC records with those of other programs should result
in better payment accuracy. Further, increased Federal funding should encour-
age States to make administrative improvements as well as experiment with
more efficient methods for operating the program. These can then be trans-
ferred to other States.

Providing that like requirements for eligibility for AFDC be the same in all
States and be consistent with food stamp eligibility rules. This will reduce
substantially the complexity in some of the State programs—complexity which
certainly contributes to incorrect payments. In addition, having the same pro-
gram requirements in all States will make sharing of new and improved tech- -
niques for ensuring payment accuracy much easier. Finally, standardization
among States will simplify the monitoring of State performance by the Federal

overnment.

FACTORS THAT AFFECT EFFORTS TO REDUCE INCORRECT PAYMENTS

The preceding discussion described at length some of the major efforts we are
taking to improve the administration of.the AFDC and SSI programs. We and the
States are both committed to ensuring the highest level of program integrity possi-
ble, and it is important that the subcommittee know what activities we are pursuing
in this effort. There are two other important points that should be made before
outlining our incentive and sanction policies. First, the error rate figures we publish
for both AFDC and SSI reflect the total amount in dollars misspent, but do not
reflect the amount of the overpayments that we and the States have recovered from
beneficiaries who have paid back part or all of the overpayment. This is a critical
fact that must be understood in order to fully appreciate the meaning of any error
rate figures we produce. The American public as a whole, as well as each of us
individually, need to understand error rates in Government programs in a much
more fundamental way. A simple citing of an error rate or the corresponding dollar
figure can seriously misrepresent the state of affairs. For example, one way to
reduce error is to simplify the criteria used to establish eligibility. However, this
method may make more people eligible for the program and increase overall costs.

Second, we must be realistic in establishing our error rate %oeals. It will simply not
be possible to reduce incorrect payments in AFDC and SSI beyond a certain point
because of various factors and competing objectives which exist.

One of the most important of these factors is program complexity. Complexities of
legislative provisions inevitably predetermine to some extent administrative error.



116

The more factors which must be considered in determining eligibility and payment
amount, the more difficult the program is to administer. Also, some factors are
inherently more difficult to evaluate than others and, therefore, more error prone.
For example, in the SSI program we must reduce benefits by the value of any in-
kind goods the beneficiary receives. First, it is difficult to make some beneficiaries
understand what we mean by in-kind income, and second, it is difficult to place an
accurate value on it.

Another example of program complexity is the number of factors involved in
determining the correct living arrangement if the beneficiary is not living alore.
These include the relationship of the household members, who owns the house,
whether the beneficiary is paying toward the food and rent in the household, what,
if any, others are paying, etc. A mistake in any one of these factors can result in an
incorrect living arrangement determination and an incorrect payment.

The point is not that errors due to program complexity are tolerable, but that the
complex nature of these programs makes the effort to prevent errors from occurring
an enormous challenge.

Another factor which limits our ability to eliminate errors is that we often are
balancing competing objectives. For example, in cash assistance programs we have
two equally important goals, to pay benefits promptly and correctly. These goals
often conflict. Particularly in assistance programs based on need, it is vital that we
pay benefits promptly to those who are eligible. However, if we are to ensure that
we are paying correctly and only to those eligible, we must thoroughly verify all
statements the applicant makes. This can frequently require considerable amounts
of time, particularly since we must depend upon banks and employers, some of
whom do not respond quickly.

There is also a conflict between our commitment to due process and to correcting
inaccurate payments as soon as possible. In the interest of due process, we give a
beneficiary enough prior notice of the impending reductions or terminations in
benefits for the person to appeal the action. In these instances, an overpayment
occurs in at least 1 month. If the person requests a reconsideration or appeals
higher to an Administrative Law Judge or the courts, additional months, and in
some cases, years of overpayments will occur. However, the courts have ruled that
we must continue to pay benefits until a final decision has been rendered.

Finally, a serious concern for the privacy of the beneficiaries limits the extent to
which we will verify the statements about their circumstances. As indicated earlier,
income assistance programs should serve the needy in a humane way which protects
the beneficiary's dignity and self-respect. We must make every reasonable effort to
keep payment errors at a minimum, but we must balance this goal against a
beneficiary's right to a certain amount of privacy. Also, beyond a certain point,
efforts to ﬂprevent error may exceed the savings possible—in other words, would not
be cost eftective. We certainly have not reached that point in SSA programs, but it
is important that the American people not be misled into believing that zero error
rates are attainable or always desirable. The point is to strive until we reach an
acceptable level of performance for us all.
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MOYNIHAN HEARINGS

MEDICAID QUALITY CONTROL

Background Paper on Medicaid Quality Control for Moynihan Hearings

Brief History of the Medicaid Program

Medicaid was authorized by Corigress in 1965 under Title XIX of the Social
Security Act. Medicaid's legislated purpose is to enable each State to
furnish medical assistance to needy (poor) individuals whose income and
resources are insufficient to meet the cost of necessary medical services
and to provide rehabilitative and other services to help families and
individuals attain or retain the capability for independence or self care.

The Medicald program operates according to a Federal/State partnership.
The Federal government matches expenditures of each participating State
according to a formula based on the State's per capita income. Under this
arrangement, States design and manage their own medical assistance
programs within the parameters of Federal legislation, regulations and
guidelines, States maintain broad discretion in deciding eligibility criteria,
covered services, reimbursement rates, administrative resources and
practices under Medicaid.

Since the inception of the Medicaid program, different administrations have
attempted to find ways to curb the rising cost of health care services and
reduce the cost of payment and other types of errors to help improve
management of the Medicaid program. The Medicald Quality Control (MQC)
System is designed to help States achleve the latter objective of reducing
payment-and other types of errors and also to produce data which forms an
information base for implementing corrective measures.

Complexities of the Medicaid Program

Medicaid eligibility is basically linked to the Federally assisted welfare
programs of AFDC and SSI. In general, States must cover all cash
assistance beneficiaries, with the exception that States have the option of
limiting Medicald coverage of SSI recipients by requiring that such
recipients meet any more restrictive criteria which were in effect in the
State on January |, 1972, prior to the implementation of the SSI program.
States which exercise this option are required to provide a s, -down" for
all aged, blind, and disabled persons (not just SSI recipients) by deducting
any ;rl»edical expenses Incurred from Income in determining Medicaid
eligibility. ’

States may pay a cash supplement to the bas ¢ SSI payment. Some persons
who have enough income so that they are not tiigible for a Federal payment
nonetheless receive a State supplement. States may provide Medicaid to

persons whose only welfare payment is a Stat: supplement. :

Furthermore, States can provide coverage to the "medically needy" - those
who would be eligible for cash assistance (i.e., they fall under one of the
groups of aged, blind, disabled or a member of a family with dependent
children) except for their leve] of income.

1



118

One of the difficulties in Medicaid administration is that when a Medicaid
intake worker examines a case, he/she must be -aware of all Medicaid
eligibility rules and changing regulations which constantly atfect different
eligibility requirements.

All in all, there are at least 27 types of cases which a State can cover for
Medicaid other than cash payment cases. Some of these are optional, some
mandatory. The rules of eligibility may cover the following myriad
combinations of cases:

1.

2.

3.

4.

8.

9.

Individuals who received Titie 1l (RSDI) increases in August, 1972, and
would otherwise be eligible for cash assistance and were either:

a. Eligible for cash assistance under Titles 1, IV - A, X, X1V, or XV1in
August, 1972;

b. Would have been eligible for cash assistance in August, 1972,
except for institutionalization;

c. Would have been eligible for cash assistance except for cost of
living increases in RSDI benefits paid under Title I

Persons who were eligible for Medicaid in December, 1973, as an
"essential spouse” of a cash assistarice beneficiary, and who continue to
meet December, 1973 criteria.

Persons who were eligible for Medicaid in December 1973, who would °
have been eligible for cash assistance at that time except for
institutionalization, and who continue to meet December, 1973 criteria.

Persons who were eligible for Medicaid in December, 1973, as blind or
disabled, and who continue to meet the December, 1973 criteria. -

Persons who would be eligible for SSI payments or a State supplemental
payment only, but who have not applied for SSI.

SSI reciplents who became ineligible for Title XVI cash assistance due
solely to RSDI cost-of-living increases after April 1977.

Individuals for whom a notice of ineligibility for SSI benefits is received
after the tenth of the previous month, and who are eligible for coverage
through the end of the following month while the State is in the process
of determining continued eligibility for Medicaid.

Individuals residing in medical institutions with income sufficient for
personal needs while in the institution, but who would be eligible for SSI
or a State supplemental payment if not living in the institution.

Individuals who would be eligible for any of the SSI categorically needy
groups listed above, except for excess income and/or resources and
whose income is insufficient to meet medical expenses,



10.

1l

12.

16.

18,

19.

20.

21.

22.

23.

119

Persons in a medical or Intermediate care facillty who, if they left the
facility, would not be beneficiaries of optional State supplementary
payments, but while in the facility are eligible under this plan.

Members of AFDC families who are eligible for four calendar months of
medical service beginning with the month in. which such famllies
became ineligible for cash assistance due to increased hours of work or
increased earned income.

Individuals under 21 who would be eligible for AFDC payments except
for age or school attendance requirements.

Beneficiaries who are receiving AFDC foster care payments.

Beneficiaries who are receiving AFDC payments under special program
provisions: AFDC Emergency Assistance.

Beneficiaries who are receiving AFDC payments under special program
provisions which are not covered by the existing AFDC-QC System:
Presumptive Eligibility.

Individuals who are a caretaker (or a spouse of a caretaker) who are
caring for a child under 21 who would be eligible for AFDC except for
age or school attendance requirements.

Persons who would be eligible for AFDC benefits but have not applied
for them.

Individuals who would be eligible for AFDC payments if they did not
receive child care services through the agency but had to pay for child
care costs from earnings. : :

Persons who would be eligible for AFDC payments except that the
State imposes eligibility conditions more stringent than or in addition to
those in the Social Security Act.

Individuals residing in a medical institution with income sufficient for
personal needs while in the institution but who would be eligible for
AFDC if they were not living in the institution.

Individuals who would be eligible for any of the AFDC categorically
needy groups listed above; except that excess income and/or resources
are insufficient to meet medical expenses.

Individuals under 21 who meet the AFDC income and resource limits,
but do not meet the definition of dependent child under the AFDC
program, or reasonable groups thereof.

Individuals who would be eligible for Medicaid as a needy individual
under 21 except for excess income and/or resources and whose income
is insufficient to meet medical expenses,
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24. Individuals whose eligibility for Medicaid has otherwise ceased, but who
are still overcoming the effects of their eligibility condition.

25. Beneficiaries who receive mandatory State supplemental payments
* only,-where the State determines Medicald eligibility and administers

the supplemental payment, *

26. individuals who receive State optional supplemental payments only,
where the State determines Medicaid eligibility using SSI criteria and
administers the supplemental payment.

27. Individuals who receive SSI optional supplemental payments only where
the State determines Medicaid eligibility using criteria which are more
stringent than SSI requirements and the State administers the
supplemental payment.

Possibly the most complei feature of Medicaid eligibility and its
determination of eligibility in Quality Control Involves the application of
"spend down liability."

Individuals or families with income in excess of the applicable medically
needy income level incur a ssend down liability. Coverage begins on the
date on which incurred medic ills equal the spend down llability.
Generally one in a series of medical bills will reduce income below the
medically needy income level, and for this bill, known as a split claim, both
the applicant and the State will be partially responsible for payment.
Medicaid will then pay for any additional expenses incurred which are
covered under the State Plan until the end of the period of consideration.

The medically needy income level represents a protected maintenance level,
that is, an amount of income considered essential for an individual's or
family's basic support and maintenance. Under the spend down provision,
Medicaid coverage is available at that point when an individual or family
would incur enough medical expenses to offset income.

As an example, assume a State uses a fixed quarterly period of
consideration. A categorically-related individual with no incurred medical
expenses applies for Medicaid and is determined to have a spend down
liability of 3150, This individual must incur medical expenses in excess of
$150 to establish eligibility, and these expenses must be Incurred within the
quarter of consideration. If he applies on January | but does not incur
medical expenses sufficient to meet his spend down liability until February
1, his period of eligibility will be only two months, i.e., February and March.
At the end of March his entitlement under Medicaid ceases, and he must
reapply for Medicaid if he continues to have medical expense for which he
needs assistance in paying.

In the example above, the determination of eligibility was for a prospective
perlod only, since the hypothetical applicant had Incurred no medical
expenses. However, generally people turn to Medicaid for assistance only
after medical expenses have been incurred which they are unable to pay or
for which they need some assistance in paying, and spend down

4
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determinations are usually of chief importance in covering expenses prioc to
the date of application of Medicaid. Using & quarterly period of
consideration, for example, an applicant may have had medical expenses in
the quarter preceding the date of application which would have met his
spend down liability, had he applied earlier, Assume an individual applies on
January |, with sufficient retroactive medical expenses to have met a spend
down liability by November | for the retroactive quarter October | -
December 31. The individual would be retroactively eligible for Medicaid
from November | up to the date of his application. The individual would
then request the hospital or physician to bill the Medicaid program for bills
Incurred after the spend down day of November 1. As of the date of
application in this example, it Is important to note that a new quarter of
consideration begins. Thus, on the date of application in this example, the
individual has a new spend down liability which must be offset by further
medical expenses before eligibility and coverage under Medicaid will
resume.

Although the spend down liability represents medical expenses for which the
applicant Is responsible, eligibility for Medicald Is not contingent on the
applicant's actual payment but only on the incurring of the expenses for
which he/she is lx'agle {n order to establish Medicald eligibility.

Two other aspects of the spend down provision should also be noted. First,
in computing initlal spend down liability, Federal regulations require that
incurred medical expenses be considered in & certain order based on whether
the expenses are for services covered under the State's Medicaid program.
Income is to be reduced first by incurred medical expenses which are not
covered by the program, including expenses incurred for private health
Insurance and Medicare premiums, This procedure is designed to help Insure
that, should the spend down applicant have medical expenses greater than
needed to establish eligibility at the time of application, the remaining
medical expenses can be covered by the Medicaid program. However, should
the applicant not establish immediate eligibility but have a remaining spend
down liability to be offset by future medical expenses, further incurred
expenses may be considered by date order, whether or not they are covered
under the State's Medicaid program. '

Secondly, any incurred expenses for medical care recognized under State
law may be used in establishing eligibility under the spend down so long as it
Is a valid bill for which the individual Is still liable for payment, whenever it
was incurred. However, under the Medicaid requirements for retroactive
Coverage, a State Medicaid program cannot pay for any medical claim
incurred more than three months in advance of t%ldate of application.

In addition to the complexity of eligibility determinations, the type of
services which may be covered, reimbursement levels and questions of
provider eligibility exist. These are subject to QC review as well.
Mandatory services which are matched for Title XIX are:

l.  Inpatient hospital care;
2. OQutpatient hospital services;
3. Other x-ray and laboratory services;

5
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6.
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Physiclans' services;

Skilled nursing facility services and home health care services for
individuals 21 years of age ot older;

Early Periodic Screening and Diagnostic Treatment for individuals
under 2] years of age; .

Family Planning services.

States, at their option, may also include any of the following

additional services in their plans and receive additional Federal Matching

funds:

16.
17,
18.

Clinic services;

Prescribed drugs;

Dental services;

Prosthetic devices;

Eyeglasses;

Private duty nursing;

Physical therapy and related services;

Other diagnostic, screening, preventive, and rehabilitative
services;

Emergency hospntal services;

Skilled nursing facility services for patients under 2] years of age;
Optometrist services;

Podiatrist services;

Chiropractor services;

Care for patients 65 years of age or older in institutions for mental
diseases;

Care for patients 65 years of age or older In institutions for
tuberculosis;

Care for patients under 21 years of age in psychiatric hospitals;
Institutional services in intermediate care facilities;

Any other health care services recognized under State law which
are written into the State plan and approved by HCFA.

Participating States are also required to provide reimbursement for
transportation of recipients to and from the facilities at which services are
provided. A State's Medicaid program does not provide services, rather It
is the means by which providers are reimbursed for the costs of services to
Medicaid beneficiaries.

Third party liability recovery is also a complex area. Medicaid, by law, is
the payor of last resort. The causes of this complexity are:

2.
3.

Many Medicaid beneficiaries are unaware of potential coverage
which may be incorporated Into union dues, etc.;

Different insurance plans cover different services; and

Services resulting from casualties, eg. auto accidents -
beneficiaries may not realize other drivers are liable,
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These causes make the identification and recovery of third party resources
a major concern in both the eligibility determination and ciaims payment
process,

All these complexities of the program present many opportunities for
erroneous payment. Present data and data for past periods Indicate
significant erroneous payments have been made. Because the program is
complex, checking its operation with quality control programs is also
complex. Several efforts have been launched culminating with the current
comprehensive and complex Medicaid Quality Control System.

Medicaid Quality Control Prior to 1970

In 1965, Medicaid quality control reviews were begun as part of the Aid to
Families with Dependent Children quality control program (AFDC-QC)
efforts. These reviews were primarily case action oriented which meant
only eligible Medicaid cases where assistance was terminated, denied,
started, or involved reverifying beneficiaries' eligibllity who were already
determined eligible. Initially, these reviews covered only 22 States with
large caseloads involving substantial money payments. Medicaid case action
type reviews were conducted until April 1973. These reviews were then
temporarily suspended to allow States to concentrate on establishing the
new AFDC-QC system.

Medicaid Eligibility Quality Contrtol System (MEQC) 1975-1978

- In July 1975, a new Medicaid Eligibility Quality Control (MEQC) system

was implemented. MEQC was designed to measure the rate of erroneous
medical claims and payments as a8 result of errors made at the time
eligibility was determined. This system also provided some data for
corrective action.

The primary focus of MEQC claims reviews was to determine if
beneficiaries were eligible at the time services were received. Paid
medical claims formed the sampling unit. Reviews of medical claims were
conducted on a 6 month review period from October to March and April to
September of each year. States sampled 17,500 claims semi-annually out of
an estimated 9.6 million beneficlaries in the universe. AFDC and certain
SSI beneficiaries were excluded from the sample. At the Federal level,
f3,50(:0 paid claims were re-reviewed to verify the accuracy of State
indings.

MEQC implementation by States was slow with only three States
completing required reviews during the July to September 1975 review
period. During the October 1975 to March 1976 period, 44 States
completed required reviews and 45 States completed reviews for the April
to September 1976 period.

States began to question the effectiveness of the MEQC as a useful
management tool because the sample of 17,500 claims did not provide an
accurate estimate of dollars misspent and a review of claims could not be
correlated with case reviews. State and Federal staff uncovered other

7
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system deficiencies which rajsed further questions about MEQC as a
management tool. As an example, some claims on beneficiaries were
collected; however, the data were not used if those specific claims were

_not chosen in the sample.

In the fall of 1976 after a year and a half of operation, a private contractor
was hired to evaluate a redesign of the system and to correct the
deficiencies in MEQC. The MEQC system opérated through February 1978
and was then replaced by the current Medicaid Quality Control (MQC)
System In April 1978,

Medicaid Quality Contro! (MQC) System - April 1978 to Present - Overview

MQC is a comprehensive State operated management system for detecting
errors in eligibility, third party liability and claims processing. It is aimed
at assuring that public funds only go to the people who are eligible under
Federal and State law. The MQC system was implemented in April 1978.
This revised system shifted the review from paid claims to a case review
and added two new review components for third party liability (TPL) and
claims processing (CP). MQC covers the entire Medicaid population
(estimated at 25 million beneficiaries). The claims processing reviews
insure that claims are paid only for covered services to eligible providers in
the correct amount. Under the law, Medicaid is payor of last resort. The
TPL review is a check on beneficiary's bills to make certain that other
entities like insurance companies and workmen's compensation pay their
share of medical expenses before using Medicaid funds. The eligibility
review from the MEQC system was retained but was changed to a case
review of beneficiaries' eligibility during a given month.

MQC reviews are conducted on a 6 month cycle from October to March and
April to September each year. The sampling unit is a Medicaid case on the
States' Medicaid eligibility roles that is: -

« Certitied for medical assistance;
« Receilving an SSI check; or
. An AFDC case receiving payments.

States sample 78,000 cases semi-annually out of an estimated 9.3 million
cases in the Medicaid program. The Federal government then re-reviews
16,000 of these cases to assure the accuracy of States' findings.

The initial 6 month review period runs from July to December 1978. The
period from April to June 1978 was used as a start.up period to give States
an opportunity to test the new procedures. Results from the initial perlod,
July to December 1978, will be compared with results the {from April to
September 1979 period to determine if States have met required error rate
reduction targets. Federal matching will be disallowed where performance
targets are not met.

A. Legislative and Regulatory Authority
8
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The legislative authority for MQC Is Sections 1903 and 1102 of the Soclal
Security Act. All States (except Arizona) and the U.S. territories of
Guam, Puerto Rico and the Virgin Islands participate in the Medicald

ogram and are required to have MQC systems i~ operation. Regulations
45 CFR, 425.25) implementing the MEQC system .were Issued June 27,
1975, and became effective July 1, 1975, the MQC regulation (42 CFR
431.800) was issued March 27, 1978, and became effective April 1, 1978,
The disallowance regulation (42 CFR #31.801) which requires States to
reduce their eligibility payment error rates to the nationally weighted
mean or by 15.7% was issued March 7, 1979, effective with the April 1,
1979, review period.

The MQC Process

The essential steps in the MQC process are as follows:
. A sample of Medicaid cases is selected monthly.

« The eligibility status of sampled cases for the review month Is
determined and potential third party liability and claims for medical
services are identified by reviewing the samplied cases;

« Claims for services received during the review month by members of
the sampled cases which are paid before, during and for four months
after the review month, are collected and assembled at the beginning of
the sixth month following the review month.

+ Review of the pafd claims for claims processing and third party liability
errors is conducted; '

. Payment error rates are calculated usln%‘claims paid for sampled case
services received during the review mont

Review and sampling methods for MQC may differ depending upon how a

- State determines Medicaid eligibility for SSI reciplents.

In this regard, the three different categories of States are as follows:

. 1634 Contract States - States in which Medicaid eligibility

terminations for 55! recipients are made by the Federal

government under a contract from the State using the same
criteria as in SS! eligibility determination.

«  209(b)/1902(f) States - States in which Medicald eligibility
eterminations for S3I recipients are made by the States and in
which Medicaid benefits may not be afforded to all SSI recipients,
because Medicaid eligibility requirements are more stringent than

SSI eligibility requirements.

9

56-941 0 - 80 - 9



126

« State Determination/SSI Criteria States - States in which Medicaid
eligibility determinations for reciplents are made by the State,
using the same criteria the Federal government uses in determining
SSI eligibility. :

These categories decide how Medicaid cases will be sampled. A Medicaid
case is defined as: ' i

1) for the AFDC population, the AFDC case which recelves &
payment for the month

2) for the SSI population, the SSI payees for the month determined
eligible for Medicald

3) for non-cash payment cases, a group of Medicald beneficlaries (a)
who are eligible for Federal Financlat Participation in the cost of
services, and (b) for whom Medicaid eligibility was determined
based upon common tinancial circumstances,

MQC uses an Integrated sampling approach which relies on quality control
systems in AFDC-QC and SS{-QA to obtain information about Medicald
beneficiaries. This "integrated" sampling approach enables MQC to include
the entire Medicaid population In the sampling unlverse and avolds the
necessity of conducting duplicative reviews. AFDC and SSI cases
determined to be Ineligible are then reviewed by State MQC reviewers to
determine their eligibility for Medicald, After State reviewers complete
their review of these ineligible cases, Federal reviewers conduct a review
to validate State findings.

The attached chart, Tab A, provides a graphic flow chart of the MQC
review process. At the State level, cases in Medicaid population are
selected (systematic random sample) from the State's master eligibility
files. These cases are reviewed by State MQC reviewers to determine if
they are eligible to have received a Medicaid card during the month of .
review. Reviewers make a home visit to verify the eligibllity of cases
selected. Collateral contacts with banks and employers may also be
required. A sample of cases completed by State reviews are then re-
reviewed by Federal reviewers to verify the accuracy of State findings.

In order to assign dollar values to cases and errors, paid claims for
rendered services must be attached to each sample case. The method
HCFA uses is as follows: v

Collection of Paid Claims - Paid claims are collected at the State level

or services dellvered In the sample month) 4 months after the sample
month., One additional month, referred to as an administrastive period,
is allowed to permit States .an opportunity take corrective measures.
(The ! month administrative period has been allowed after payments In
the 4th month to permit normal corrective action required to adjust
incorrect payments and identify TPL prior to commencing TPL and CP
quality control reviews.) States then initlate reviews for CP and TPL
by reviewing claims to verify the appropriate payments for services,

10
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that the provider is certified and the amount is for an-approved service,
The TPL review assures that the State initiated action to get other
entities to pay thelr share of medical bills. Federal reviewers also
review a subsample of CP and TPL claims to verify State {indings.

In the last phase of the review process, State reviewers make a careful
analysis of dollars found in érror to make certain that misspent dollars
are only counted once. The hlerarchy for sorting misspent dollars is
ineligibility, clalms processing, and third party liability.

State and Federal management staff then meet to resolve differences
between State and Federal findings prior to submitting the required
statistical reports. A minimum of- 10 months following each 6 month
cycle is required to complete the reviews, submit the statistical reports
and compute the final error rates,

Calculation of Final Error Rates

Federal re-review findings are incorporated in determining final error rates
to ensurethe validity and consistency of State and national error rates.
Final error rates are calculated by taking the relationship between original
State findings and final Federal findings In the subsample. Where State and
Federa] {indings are in substantial agreement, final rates are similar to
State rates. Where they substantially disagree, final rates are moce similar
to Federal subsample rates. Unresolved disagreement between final State
and Federal findings are resolved in favor of the Federal {indings and
weighted in the error rate computation. The final State error rate may
thus be significantly affected by the results of the Federal re-review.

2

Negative Case Action Reviews

In October 1977, States were required to Implement a negative case action
review as a part of the overall MQC system. The purpose of the negative
case action review is to assuré that applicants for Medicald or current
recipients are not being denied or terminated from assistance for which
they are eligible. This system provides information on the total error rate
in negative case actions, the reasons for these errors and the means for
correcting them. One difference between the negative review component
and the current MQC review [s that the negative review component focuses
only on the reasons given for terminating a recipient or denying the
application rather than a full re-examination of ail factors of eligibility.

A national sample of 11,000 cases is selected from a universs
approximately 650,000 cases. Federal staff re-review approximately
of the 11,000 reviewed by States.

State and Federal Resources Committed to MQC

Approximately 1000 State person- year equivalents comprised .

supervisors, reviewers, statisticians, clericals and others make up the
MQC State work force. Over 600 of these State employees are reviewers.
Staff turnover is high because of the extensive travel requirements. The

1
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salaries range from a fow of $10,000 for beginning reviewers to a high of
$20,000 for more experienced reviewers.

Some States require as a minimum an undergraduate degree for a reviewer
while other States accept a high school diploma with related experience.
Presently, we lack'sufficient evidence to determine if States requiring an
undergraduate degree as a minimum have correspondingly low error rates.

At the Federal régional level, there are 147 staff working on the MQC
program. Over 90 of these are directly involved in revlewlni:cute cases,
Reviewers are in the GS-5-7-9 grade level. The education kground Is
mixture of college graduates and steff making the transition from clerical

. duties, Supervisors are at the GS-13 level and statisticlans are GS-13s and

GS-12s. The majority of supervisors are program analysts.

In central office there are 20 people working on MQC in grade levels from

. GS-4 through GS-15. The majority of the staff are program analysts with

undergraduate degrees. The Federal and State annual operating cost of

MQC is roughly estimated to be $25 million. The annual saving from this

program is estimated at $235 million. These savings are reflected in

reduced State budgets and State grant awards.

July-December 1978 Period

A

1. Technical Errors-Claims Processing

During the base period covering July to December 1978, errors were
recorded in the claims processing review which may not have resulted
in dollars being misspent. Some examples are missing provider codes,
missing signature by a doctor or an incorrect procedure code. Effective
with the April to September 1979 review period, these errors will be
recorded for corrective action purposes but no dollars will be assigned
as being spent erroneously without validating their existence.

2. MQC Implementation -

Medicaid Quality Control is the first attempt by HEW to examine
quantitatively, the effectiveness of State management performance
across the entire spectrum of Medicald cases in significant areas of
mispayment, i.e. eligibility, third party liabllity and claims processing.
In the past, Medicaid measurement systems only measured parts of the
system, e.g. eligibility In non-AFDC, non-SSI cases, system errors but
no overall error rate for claims processing, etc. Furthermore, the MQC
system measures the interrelationships among these types of errors.
Thus, States are compared and ranked relative to the total error
regarding cases and payments. Also, the system measurement is based
upon a methodology which easily lends itself to analysis for effective
corrective actions. For example, correction of systemic eligibility
problems is case based and the MQC system produces data by case,

12
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This achievement has not come easily. The design and implementation
of this system was fraught with problems.

3,

States were slow to hire and train staff in the new system.
Traditionally, State Medicaid Quality Control staif measured
eligibllity, not claims procéssing-and third party liabllity, Some
States had difficulty” getting State legislatures to authorize
additional staff in enough time to train them in the new
techniques.

State computer systems, with help from HEW, had to be
reprogrammed to produce the desired information.

Numerous data systems problems at the Federal level including
late computer hardware delivery and problems with the hardware,
technical methodology redesigns, and software problems were
compounded by the relatively short time to make such systems
operational.

State Commitment to MQC

Six jurisdictions have failed to conduct required payment reviews
in eligibility clalms processing and third party liability for July-
December 1978. Those jurisdictions are District of Columbis,
Pennsylvania, Alaska, Kentucky, Guam and Virgin Islands.
Meetings have been held with each jurisdiction to work out an
arrangement to complete these reviews. A private auditing
contractor has been engaged to help conduct these reviews.

Key Points
The key issues about Medicaid Quality Control are thats

1) The system for producing meaningful corrective action data is
*  complex because the Medicaid program is complex. Further,
the MQC system is complex because of the integration of
Medicaid reviews with AFDC and SSI-QA programs, the
system for tying paid claims with cases, and the review
procedures to determine eligibility, third party and claims
processing information. Each type of error has its own rules
which are often complicated and are State specific; and

2) Quality Control focuses a spotlight on problems In different
States, Sometimes policies have not been tormalized. Other
times, policy makers and policy Implementers do not
communicate, For example, In several States, the systems
staff which pays claims was unaware of recent policy changes
with respect to claims payment. MQC focused on these Issues
forcing communication between these two groups.

13
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3) MQC produces data for meaningful corrective action, Data is
produced which enables policy makers to analyze and correct
sources of error In eligibllity and claims payment.

H.  Formation of Two Workgtoups to Improve MQC Process

Two workgroups c'omprised of Federal and State staff and
representatives from carrriers have been formed to evaluate
review procedures in MQC.

The objective of the first group is to simplify and eliminate
unriecessary paperwork in the review process. This group was
formed In response to concerns raised by State and Federal
regional staff. An initial meeting was held in September and a
second meeting was held in late October.

The objective of the second group is to develop integrated
claims processing procedures which merge the M& and
Medicare Part B end-of-line review. This project is consistent
with the overall Agency thrust of making uniform Medicare
and Medicaid functions and policy where feasible,

New Program Initiatives

In addition to managing ongoing QC programs, HCFA is exploring the
feasibility of developing additional QC programs. For example,
institutional claims for reimbursement are submitted through cost reports
to intermediaries in the case of Medicare and to State agencles in the case
of Medicaid. A major function of the Medicare Intermediaries Is the audit
and settlement of cost reports submitted by providers. During FY 1978, &
national program to assure the quality of performance of these activities
for medical expenditures In hospitals was developed. The program s
entitled "Cost Report Evaluation Program (CREP)." States have a
responsibility to review and audit Medicaid cost reports. The Bureau of
Quality Control, HCFA, is presently undertaking a study to determine the
feasibility of extending this program (CREP) to review the State
settiement of provider cost reports.

The purpose of HCFA's present study is to determine whether the quality
of cost report settlements made for the Medicaid program can be
determined within the same framework of the Medicare CREP. In carryin,
out the study, HCFA is soliciting data from HCFA regional staf
concerning their current activities in assuring the quality or effectiveness
of Medicaid settlements. HCFA is also requesting current data concerning
the operational aspect of Title XIX cost settlements. In addition, Bureau
of Quality Control central office staff have visited regional offices and
discussed the issues Jointly with Medicare and Medicaid statf. ’

14
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VIl.  HCFA Corrective Actlon Actlvities

The most essential output from the MQC system Is the Information
produced for managers about the amount and causes of errors and incorrect
payments associated with those errors which form an information base for
developing and implementing -corrective measures. Full July-December
data Is avallable to the States. This data has not, however, been adjusted
by the Federal re-review. Many States have begun to correct major errors
as results of information gathered during the review process. One State,
for example, is revising its Medicald policy to be consistent with its claims
processing policy. Other States are initiating efforts to simplify the
manual procedures for easler interpretation and understandlnf by
reviewers, Another State Is revising its State plan to make It consistent
with the State's claims processing practices.

The Corrective Action Project (CAP) in HCFA has major responsibilities
for developing an overall corrective action strategy. CAP's major
activities for FY 80 are as follows:

(1) Analysis of State MQC Data and operations to pinpolnt the most
feasible and Immediately effective corrective action;

(2) develop and enhance State capabilities for automated eligibllity file
data exchange to identify or verify clienlt Income and assets; and

(3) use of error-profiling systefn to identify characteristics of cases
requiring more intensive processing and caseload allocation.

In the year since the availability of technical assistance through HCFA was
publicly annour.ced (August 9, 1978), HCFA has conducted ot Is conducting
17 technical assistance projects in 9 States. Moreover, projects are under
negotiation or In the very early stages of research and analysis In 9
additional States.

Most projects have been conducted in the following areas:

+ Design and development of comprehensive third party liability systems,
Including both cost avoidance and post-payment recovery

. Management of the Medicald eligibility determination process, including
caseworker tralning, redesign of procedures, use of statistical
techniques to identify error-prone cases for special attentlon.

« Implementation of various computerized data exchanges to verify

or obtain additional information such as rity number, private
health insurance coverage, eamed income or unemployment compensation,
etc.

Projects are beginning In the:

« Use of post-payment review mechanisms (such as the Survelllance/Utilizatior

15
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Reéview Subsystem of MMIS) for fraud and abuse detection and prevention
and for other management purposes.

« Conducting several Third-Party Liability (TPL) Workshops for States
and preparation of 8 formal TPL "Guide for States,” based on exemplary
practices documented during a review of several States. The Guide
outlines several possible approaches to developing TPL cost avoldance
and r:;:overy systems, depending on what resources the State has
available.

« . Development, under contract, of a model Eligibility Determination
and Management System, based on & review of 5 excellent State Systems.
This document can serve as a state-of-the-art guide to States desiring
to upgrade thelr eligibility computer systems.

+ Preparation of a journal article which gathers together numerous
Innovative and exemplary practices which States use to improve the
efficiency and effectiveness of caseworkers who determine Medicaid
eligibility. The article also presents a HCFA-developed, questionnaire-
based methodology for assessing what factors are most critical to
Improving caseworkers' performance.

+ Development of a computerized Medicald Quality Control (MQC)
Reporting System. This system, which Is being made avaijlable to
States, converts raw MQC data into the formal reports which are
required. Savings result because States do not have to invest the
necessary personnel and computer time to develop the software themselves.

. Preparation of a journal article intended to encourage use of data
from the Survelllance/Utilization Review Subsystem (S/URS) of the
MMIS. The article explores the program management uses, beyand
fraud and abuse detection, which can be made of S/URS data.

Individual State Accomplishments

New ‘York City - HCFA provided NYC with information on the LA county
internal QC system. This information Is being used by NYC Medicaid to
develop their own internal QC Unit.

HCFA Staff are assisting NYC in improving the Initial eligibility
determination process in their Nursing Home Division.

Pennsylvania - HCFA staff are close to completing a8 project which entails
the development of a comprehensive benefit recovery program including
computer programs to identify and bill liable third parties such as
insurance companies and other government agencies.

HCFA staff will soon begin a feasibility study which would determine what
would be needed to automatically identify welfare recipients filing
malpractice or accident suits. State Medicaid staff could then pursue
recovery of expenditures made on behalf of these Medicaid reciplents.

16 -
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lliinois - HCFA has completed a project which entailed the development of
a comprehensive benefit recovery program for the State.

HCFA has completed a project which called for assisting the State in
improving its Medicalid eligibility policy manual..

California - HCFA assisted the State In developing automated procedures
for processing Medicare-Medicald "cross-over™ claims. .

HCFA is near completion in assisting the State to develop procedures for
routinely validating Soclal Security account numbers as client identiflers to
enhance the possibilities of State-wide data exchange.

HCFA assisted the State in developlng and analyzing the cost-effectiveness
of installing an error-prone profile case management system,

HCFA assisted the State in conducting a feasibility study of potential data
exchange projects to verity client income and assets.

Massachusetts - HCFA has completed a project which required analysis and
improvement of the State claims processing system's capability to deal
with client liability claims (spend-down),

HCFA is in the process of developing a benefit recovery tracking system
for the State,

Virginia - HCFA has just begun an analysis of the State's;MQC and AFDC
data to determine what areas future technical assistance &fforts should be
dedicated to.

Tennessee - HCFA is in the pr;)cess of developing a Unform Case
Management System to track cases and assure that eligibility
determinations are processed timely and efficiently.

HCFA is in the process of sending out questionnaires to casework
supervisors to determine where caseworker tralnlng efforts should bde
concentrated. .

Arkansas - HCFA is In the process of dev;loplng the specifications for the
automated cost avoidance section of the State's TPL operation.

HCFA has analyzed existing pre-payment edits and recommended
additional ones to assure that the State's claims processing system is
rejecting claims whenever possible at the front end. Additional edits
include: utilization edits, dental edits and lifetiine procedures edits.

HCFA is developing procedures to implement a tape data exchange
between the State and its fiscal agent, Blue Cross/Blue Shield, The Blues
have agreed that a match could be done between the Blues and Medicald if
a common link could be found.

17
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Utah - HCFA is assisting the State in the process of implementing the
enhanced Minnesota SURS Il system. CAP is setting up the test control
file and determining system validation procedures.

New Hampshire - HCFA recently made a presentation on the Minnesota
SURS Il system and assisted the State in obtaining Information on the
acquisition df a sole source confract. -

Louisiana - HCFA is assisting in the transfer of an automated ellﬁlblllty
system based on existing approaches In Wisconsin, Maryland, New
Hampshire, Oklahoma and Texas to the State of Louisiana.

Florida - HCFA analyzed the State's existing SURS system and
recommended improvements on the format and uses of the SURS reports.

Summary

. The present MQC system measures eligibility, third party liability and
claims processing ercors across all Medicaid cases.

« The first data from this system will be released soon. -

. .
« While many problems arose during Implementation, almost all
jurisdictions have operable MQC systems.

. States are now ready to use MQC data in the corrective action process.

18
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BACKGROUND PAPER =~ AFDC QUALITY CONTROL

History of AFDC Quality Control Measurement

Scope of Quality Control Monitoring Prior to 1973

7he AFDC Quality Control system originated in response to

concern over high ineligibility rates in the early 1960°'s. It has existed
in one form of another since 1964. The quality control system used in AFDC
is an adaptation of a technique used extensively in industry for
maintaining control over the quality of production services.

As noted, quality control began in 1964 following the Eligibility Review
study conducted nationally at the request of Congress. In reporting the
findings to Congress, the Department made a commitment to the Congress that
{a) we would never again be in a position where we did not have adequate
and current information on error rates in the income maintenance program,
and (b) a system would be implemented immediately, not only to provide
this information, but more importantly, to assist States in identifying the
cause of errors, in order that corrective action could be taken to improve
the management of the program.

The quality control system which evolved initially focused on errors in
performance. If workers failed to follow the procedures and methods sst
forth by the State agency, it was deemed to be an error regardless of
whether the eligibility or payment status of the case was affected.

In this process, the actions of the agency were examined at the time they
were made; the term "case action™ sample was used to describe the type of
cases being sampled (approved applications, redeterminations vhere
assistance was to continued, denied applications and terminations). States
were broken down into specific identifiable areas and assigned one or more
"lots" or samples of 150 cases. If wmore than nine errors occurred in any
lot (a 3 percent tolerance criteria at the 95 percent confidence level), it
would mean that corrective action was necessary. The rates of
ineligibility and incorrect payment produced by this sample were intended
to be representative of that portion of the caseload requiring action,
rather than the entire caseload.

The introduction of the "Simplified Method" for processing applications in
the late 1960's greatly reduced the State's procedural requirements in the
¢ligibility determination process. This led to a revised QC system which
became effective in October 1970, The revised system focused on the
eligibility status and correctness of payment of the recipient at a point
in time representing a valid cross-section of the cassload. Sample sizes
wvere substantially incresed; the review process called for a de novo review
documenting all factors of eligibility in the reaching of a definitive
. conclusion; a National monthly subsample became an integral part of the
on-going system; monthly control charts for "early warning® purposes were
maintained by States. Schedules and reports were revised and when a State
exceeded one or more of the established tolerances, a narrative report was
required on the nature and causes of the problem, and the corrective
actions planned or being taken by the State. Federal ronitoring became
much more structured and formalized requiring a yearly appraisal of the
State's system, i.e., organization, staffing, sampling, corrective action,
and adequcy of the full field review. This assessment included a full
field review by Federal staff on a subsample of State QC cases.
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R tions and Policies in the 1970's

Disallowance Regulations

April 6, 1973

To provide an incentive to States to fully implement a Quali.ty Control (QC)
system and to take corrective actions aimed at reducing erroneous payments,
the Department published, for the first time, regulations to disallow
Federal financial participation (FFP) in excess error rates based on
AFDC-QC data. This regulation established a 3 percent ineligibility case
error ratetolerance and a 5 percent overpayment case error rate tolerance.
States were required to reduce their ineligibility and overpayment case
error rates down to these tolerances in 1/3 increments by June 1975 or be
subject to a disallowance of Federal matching funds.

October 18, 1974

The Department amended the regulations by waiving any disallowance for
States that 4id not achieve the target 1/3 reduction. We took this action
in recognition that implemented corrective actions required time to impact
the entire caseload and thus the error rates. States were now required to
achieve the prescribed tolerance levels in two steps, i.e., 2/3 reduction
and tolerance levels.

August S, 1975

The reg:.ations were amended to provide States with an "administrative
grace period" during which time changes in the recipient's circumstances
affecting eligibility or payment status would not be counted as errors.
States had complained that their payment systems could not respond
imzediately to changes in circ + The 3 and 5 parcent case
tolerances were retained but previous reduction targets were deleted.
States were nov required to achieve the 3 and 5§ percent tolerance by the
July~December 1975 sample period. The regulations included the provision
that the error rates would be computed through the use of a "regression
formula® which incorporated the finding of a Federal sub-sample to insure
national consistency of QC data.

March 16, 1377

On May 14, 1976, the U.5. District Court for the District of Columdbia
issved an opinion in the case of State of Maryland v. Mathews in which 14
States challenged the validity of the existing AFDC-QC disallowance
regulations. The ocourt found the 3 and S percent tolerance levels to be
arbitrary and capricious, and accordingly enjoined the Department from
taking any disallowances based on these tolerance levels in the plaintiff
States. We decided not to appeal the Maryland decision. The disallowance
regulations were revoked shile we undertook to develop revisions to the QC
program through extensive discussions with a number of Btates and local
government representatives.
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March 7, 1979

The APDC-QC disallowance regulations are reinstated. Under these
regulations a national standard (weighted mean payment error rate) is
established each April-September sample psriod beginning with
April-September 1978 periocd. That standard applies to the second and third
six-month sample periods after each April-September period. States are
required to reduce their payment error rates to that national standard or a
prescribed target error rate vhichever is higher in order to avoid
disallowance of FFP. The prescribed target improvement rate is a 6.4
percent reduction in a State payment error rate. The regulations provide
that an ultimate error reduction goal will be established after a two year
study. It also provides the Secretary with authority to waive all or part
of any disallowance for States that did not meet the national standard or
target error rate if the State can demonstrate that such fajlure was due to
factors beyond its control.

September 25, 1979

A Notice of Proposed Rule Making was published amending the current AFDC-QC
disallowance regqulations. The azendments are necessary to implement a
directive of the Congress issued during action on the 1979 Supplemental
Appropriations Bill. Under the nev requirsments, States must reduce their
paynent error rate to 4 percent by September 30, 19682 in equsl steps
beginning in fiscal year 1980. Federal matching will be denied for
erronecus expenditures in excess of the standards. To meet the standards
States must reduce their April-Geptembder 1978 base period error rates: by
1/3 for the annual QC reporting period of October 1980 - March 1981 and
April-September 1581; by 2/3 for the reporting period October 1981 - March
1982 and April-September 1982; and the 4 percent standard for the reporting
periods October 1982 - March 1983 and April-September 1963 and esch
succeeding year. This proposed regulation also modifies the basis on which
the Secretary may grant a vaiver to include the concept of a good faith
effort.

.

Incentive Regqulation

November 20, 1978 (NPRM)

The 1977 amendment to the Social Security Act (section 403(3)) provides
that incentive payments will be provided Stateswith low error rates in the
AFPDC program. The incentive payments are based on a State's payment error
rate, as measured by Quality Control, of less than 4 percent calculated by
including payments to ineligible families, overpayments to eligible
fanilies, underpayments to eligible families and nonpayments to eligible
families due to erroneous terminations or denials. For each one-half
percentage point below 4 parcent in which a Btate's error rate falls, we
will give the State 10 percent of the Federal share of soney saved, up to &
saximum of 50 percent for rates below 2 percent. The final regulations
will be published shortly and will be retroactive to Januvary 1978.



188

I;'l. Current Status of Quality Control Systems
A. Sample Universe

Active Cases

The active AFDC-QC system is based on a monthly review of

a statistically reliable sample of cases selected from

all State agency AFDC cases paid in that month. Certain
types of cases that may appear in the universe are not to
be included in the QC sample. These are normally elirinated
in the sampling process. Such-cases include: (1) presumptive
eligibility, (2) death of a payee or applicant, (3) cases
in which a check was not received for the review month even
though the name appeared on the payroll from which the
sample was drawn {e.g., cancelled checks, withheld checks,
returned checks), (4) AFDC foster care, and (5) emergency
assistance.

The territories of Guam, Puerto Rico, and the Virgin lslands
must also select a sample of all active adult money payment
cases, i.e., OAA, AB, APTD and AABD cases.

Negative Case Actions

The universe for the AFDC-QC review of negative case actions
is a8 list of all denied applications and terminations of
assistance occurring in a given month. Certain types of
negative case actions are to be excluded from the QC sample.
These are normally eliminated in the sampling process. Such
actions involve the following types of cases: (1) foster
care, (2) emergency assistance, (3) transfers or moves

to another county without interruption of assistance, and
(4) actions to withhold checks. (These are generally
released to the recipients at a later date and subject to
sampling as an active case.)

As for active cases, the territories of Guam, Puerto Rico,
and the Virgin Islands must also select a sample of all

negative case actions in the adult programs, i.e., OAA, AB,
APTD, and AABD cases.

B. Sample Size

Active Cases

The size of the AFDC-QC sample for a State is dependent on
the size of the State's average AFDC caseload over the six-
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month review period, Sample sizes currently required for
the AFDC-QC active review for & six-month period are as
follows: States with caseloads of less than 10,000--150
cases: States with caseloads of 60,000 and over-+1,200
cases; States with caseloads between 10,000 and 60,000

are required to use a formula developed by the Department
which provides increases in sample size as the caseload
increases.

In order to accommodate the possibility of eliminating

cases from the sample for proper reasons, sampling procedures
require that States oversample in order that the required
number of sample cases be reviewed. However, when a State
oversamples, the cases actually selected become the new sample
requirement of the State, i.e., if a State requiring a 1,200
sample selects 1,250 cases, it is required to account for
1,250 cases. If the State finds it does not have to drop

any cases, it must review 1,250, not 1,200, and its percent
of completion is based on 1,250 not 1,200.

The required sample size is to be completed over a six-

month period. Each State, knowing what its sample require-
ment is, determines how many cases must be selected each

month. A random start number and sample interval is determined
by the State. Each month, the required number of sample

cases are selected randomly from the payroll or other list

of cases receiving money payment. For example, a State with

a 1,200 sample over a six-month period will select 200 cases
each month for review.

Negative Case-Actions

The negative case action sample sizes also depend on each
State's negative case action universe size for a six-month
review period. Samples range from & low of 100 actions in
States with less than 3,500 actions to 800 actions in States
with 76,000 or more negative actions in & six-month period.

As with the AFDC-QC active case sample, States must over-
sample in order that the required number of negative case
actions be reviewed. When a State oversamples, the negative
case actions actually selected become the new sample require-
ment for the State. .

‘The required sample size is to be completed over a six-
month period. Each State, knowing what its sample require-
ment is, determines how many negative case actions must be
selected each month. A random start number and sample
interval is determined by the State. Each month ,a’t'ge
required number of negative case actions are selected
randomly from the universe listing of negative case actions.
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" Nature of Quality Control Review

Quality ‘Control in the A18 to Families with Dependent Children Prograa
(AFDC-QC) is a management systes developed by the Department and operated
by the States to ensure the proper and correct expenditure of public
assistance funds, through locating unacceptable performante and ineffective
policies and taking corrective action on them. We accomplish this goal by
means of: (1) continuous review of statistically reliable, statewide
samples of cases; (2) periodic asseably and analysis of case findings to
deternine incidence and amount of errors; and {3) application of corrective
action to reduce error rates. The system is used by States and the FPederal
Government to maintain a continuous and systematic control over the AFDC
caseload. 1t is carried out in all States in accordance with Federally
established policies and procedures. At specific intervals State agencies
assenble sample case findings for reporting to the Federal agency.

The AFDC-QC review encompasses monthly samples of AFDC active money paymant
cases as well as negative case actions (denials and terminations) in all
States and the territories of Guam, Puerte Rico, and the Virgin Islandi.
The review is designed to provide information on the accuracy with wvhich
the local agency is applying State AFDC eligibility/payment policy. Case
records are reviewed, face-to-face recipient interviews are conducted and
collateral contacts are made to verify eligibility and payment related
factors for all active cases mand as necessary for negative case actions.

Data is collected on ocorrectness and incorrectness of eligibility or
payment decisions for reporting to the Etate agency and to the Pederal
AFDC-QC monitoring unit. In the event ar error is found, it is reported
for correction to the local office. This individual oorrective sction
provides feedback to the eligibility worker. As data is received from
AFDC-QC reviewers, it is assembled into reports, charts and tables for
reporting to the State agency and to the Federal sonitoring units. 1In
addition to the tracking and processing of the data, data managesent,
analytical studies are performed to determine whether the agency's error
reduction goal was reached, to identify trends clusters and causes of

: errors and to estimate costs of types of errors. The results of these
studies are susmarized and distributed within the State agency.
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Federal Re-Review Process

The Federal re-review of the State AFDC-QC sample is designed to: (1)
validate the AFDC error rates established by the State AFDC Quality Control
units; (2) evaluate the quality of the case review work performed by the
State OC units and (3) idéntify training needs.

The re-revievw ancompasses a complete review of a sample of coapleted State
AFDC-QC active and hegative sample cases. The re-review includes a
recalculation of the budget, an in-depth review of the State QC casefile
documentation, recipient interviews, collateral ocontacts and the
preparation of data report documents. Where differences between the
Federal re-review and State QC findings are identified, the State is
notified and afforded an opportunity to present information to reverse the
Federal finding. The final determination as to vhether a difference stands
is made by the Department.

The use of a re-review sub-sample and the incorporation of those findings
in the “"regression formula" ensures the validity and consistency of State
and pational error rates. Sub-sample cases for the Federal re-reviev are
selected randomly and statisticaly relate to the size of the State sample.
Thus, each Federal re-review case can represent a fixed number of cases in
the total APDC caseload. The regression formula methodology allows us to
establish the relationship between the Federal findings and the State's
original findings in the Yederal sub~-sample. This relationship determines
the influence the Federal finding will have on the "official™ error rate.
In all cases where there are differences in Federal and State findings the
regression formula adjusts the State original error rate up or down as
appropriate.

56-941 0 - 80 - 10
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Reviev Concepts

Administrative Period

The focus for the AFDC-QC system is on the eligibility and correctness of
payment of the case as of the review month from which the simple was
selected. The reviev month means the specific calendar or fiscal month for
which the assistance under review was received. The reviewv is conducted in
terms of the actual case situation as it existed on the first day of the
pay period or review month covered by the payment under reviev. State
payment systems vary widely in terms of technological sophistication and
thus, in the time it takes to respond to changes in .the eligibility or
payment status of a case. QC procedures recognize the need for an
administrative period for States to reflect changes in the assistance
payment. This administrative period is the review month as well as the
month imaediately preceeding the review month. Changes in the assistance
unit's circumstances vhich first occur in the administrative period and
vhich are not reflected in the payment of the review month, are not
considered to be errors (unless the assistance payment was, in faet,
adjusted incorrectly as a result of such a change): It is to be noted that
this administrative period is all encompassing and provides for reporting
by the recipient, sgency review, expiration of notice period, psyroll
processing, etc. It also encompasses unreported as well as reported
changes. In reviewing a psyment as of the review date, the QC reviewer
will first determine whether or not eligibility exists and the payment is
accurate. Where the individual was not eligible or the payment was
insccurate dus to a change in circumstances, the reviewer will then
determine wvhen the change first occurred. If the unreflected change first
occurred in the review month, or the month irmediately preceeding the
review month, a finding or no error will be made. If the unreflected
change first occurred in the second rior month to the reviewv month or
before, a finding of error will be made based on the circumstances as of
the second prior month. ~

Five Dollar Disregard

For purposes of the AFDC-QC process an overpayment means a financial
assistance payment received by or for an assistance wnit which exceeds by
at least $5.00 the amount for which that unit was eligible under
permissible State practice in effect on the first day of the review month.
An underpayment means & paymant received by an assistance unit for the
review month which is at least $5.00 less than the amount the wnit is due.
This $5.00 tolerance is applied s0 &s not to distort the analysis of case
or payment error rates with insignificant error msounts and for
administrative expediency.
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G: Reported Error Findings

Active Cases

Error findings are reported in terms of the number of cases

in error and the dollar amounts associated with these error
cases. Errors may result in cases being ineligible for a
money payment, in an overpayment to an eligible case, or in
an underpayment to an eligible case. The payment error is the
amount of dollars paid in error to these cases in the instance
of ineligible and overpayment errors, and is the amount of
dollars that should have been paid in the instance of an

underpayment.

Responsibility for the errors is assigned to either the State
agency or the client. The State agency is responsible for **
errors resulting from incorrect application of policy, failure
to take an indicated action (e.g. reported information dis-
regarded or not applied, failure to follow-up on impending
changes, failure to follow-up on inconsistent or incomplete
information, and failure to verify where required by agency
policy), and arithmetic computation.

The client is responsible for errors resulting from his failure
to report information (not reported) and for errors resulting
from the information he reported being incorrect or

incomplete.

Questions have been raised regarding the inclusion of errors
attributed to the recipient. The Department believes these
errors are subject to control by the State agencies. Not to
include them would act as a disincentive for States to establish
those systems designed to monitor client reporting, i.e.,
BENDEX, IDX, monthly reporting, selective verification, etc.

It would also build in a potential bias as States would find

it advantageous to report all errors as client errors.

Errors are also reported in relation to the primary element of
eligibility and/or payment in error, that is, the program element
in which the error occurred that contributed most to the total
amount of error dollars, even though other elements in error
exist. We are in the process of changing our reporting require-
ments to include all program elements in which an error is found.



144

Technical errors, which are included in the reported error
findings, are those errors that result when a particular
procedural requirement is not met by the State agency (for
whatever reason). The only "technical errors' identified by the
Quality Control program are those established in law as basic
eligibility requirements, e.g., WIN registration requirements,
and require associated with the IV-D Child Support Enforce-
ment program: gress has stated that recipients not meeting
these requirements are not eligible for Federal financial
participation (FFP).

Negative Case Actions

Error findings are reported in terms of the recorded reason(s)
given for the agency's action to deny an application for
assistance or to terminate assistance for a case currently
receiving a money payment. The review process calls for two
separate and distinct review findings--(a)} adherence to notice
and hearing requirements, and (b) adherence to eligibility
requirements. Adherence to both of these requirements are
necessary for the action to be correct. At lease 10 days advance
(timely) notice must be provided before terminating assistance
and/or continuing assistance where an appeal is filed within
the advance notice period. A negative case action is in error
when the recorded reason for the action is incorrect and/or
the advance notice and hearing requirements were not met.

In addition to reporting error findings by type of action (denial
of an application or termination of assistance), incorrect actions
are reported by agency reason for action. These reasons are
grouped into three major categories: (1) those exceeding
standards for financial eligibility; (2) those not meeting
eligibility requirements other than financial; and (3) those
failing to comply with other program requirements or failing

to furnish required information.
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IIX. E. Most Recent Findings on Extent of Error
Active Cases

The April-September 1978 AFDC quality control period_{s the latest
period for vhich payment error rates are available. This period's
error rates provide our first "base period" bench marks against which
States' performance in reducing payment error rates will be measured.
The rates for the April-September 1979 period will determine whether
the State is subject to penalty. These rates are also to be combined
with underpayment error rates and those obtained for cases
incorrectly denied assistance to determine eligibility for
incentives.

Payment error rates in the Aid to Families with Dependent Children
(AFDC) program decreased from 8.1 percent in the January-June 1978
reporting period to 7.1 percent in April-September 1978.¢* This one
point reduction is equivalent to annual savings of more than $100
milion in this $11 billion program -- funds that otherwise would have
been spent on welfare payments to persons vho are not eligible to
receive them or on overpayments to eligible recipients.

Quality control encompasses the review of all elements of eligibility
and payment of the AFDC program. Starting with January 1978, new
types of AFDC errors vhich were not addressed before are being
tablulated. These errors include failure to obtain Social Security
nunbers for AFDC recipients and failure to properly apply child
support eligibility requirements. When we include these new types of
errors, the payment error rates also show a decrease from 10.5
percent in the January-June 1978 reporting period to 9.4 percent in
April-September 1978. Eighteen States showed decreases over the
previous period in these new type errors, five States showed no
change, and six States had no such errors at all.

* In order to coincide with the Federal fiscal years, reporting
periods for determining error rates were changed from January-June
and July-December to April-Septembsr and October-March.
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Approximately one-fourth of the payment error rate (2.3 percentage
points of the 9.4 percent) was due to the new AFDC eligibility
requirements associated with agency failure to properly apply child
support requirements and failure to obtain Social Security numbers
for AFDC recipients.

The percentage of errors attributable to the agency increased
during the April-Septerber 1978 period -- about 60 percent were
agency errors compared with the previous period where
responsibility was equally shared between agency and client.
Although more of the errors were agency errors, the cost of
recipient errors were found to be twice as high as the cost of
agency errors. The reason for this is that the most costly errors
(ineligibility) are more frequently recipient errors.

Almost 63 pecent of the agency errors were due to agency failure to
take indicated action. The remaining agency errors were primarily
caused by workers incorrectly applying policy. More than 750 of
the client errors were due to recipient failure to report changes
in circumstances. .

Program elements of eligidbility and payment determination vary in
cost and 4o not necessarily account for the same pesrcentage of the
case error rate that they do of the payment error rate. For
example, errors in basic program requirements--deprivation of
parental support, relationship and living with specific relative,
age, etc.,--account for about 30 percent of the total erors hut
involve more than 40 percent of the misspent dollars.

Urban areas were generally found to be more error-prone than
other geographic sreas in the States. An analysis was made

of data for cities (or counties) that have AFDC caseloni; of
25,000 or more and which represented at ieast 2V percent of
the State's caseload. Eleven cities (or counties) met this
criteria--~New York, New York, Los Angeles County, California;
Cook County, Illinois; Wayne County, Michigan; Philadelphia,
Pennsylvania; Baltimore City, Maryland; Cuyahoga county, Ohio;
Essex county, New Jersey; Suffolk county, Massachusetts;

St. Louis City, Missouri; and Milwaukee County, Wisconsin.

The April-September 1978 State reported data for these urban
areas indicated that except for Milwaukee County, the payment
error rate was larger than in the remaining areas of the

State. 1In each of three urban areas--Wayne County, Philadelphia
and St. Louis-~the combined payment error rate was more than
double the rate for the rest of the State (Table 11). 1In
Milwaukee, the rate was 2] percent smaller than that for the
rest of the State--7.8 percent compared to 9.9 percent.
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. Information on payment error rates by eli
gibility factors involved
;:r: o:k.;.lr:ﬁr;“ by States for the July-December 1977 review
riod. ghlights based only on Stat
this poriod wesc: y e reported information for

ERROP. RATES

« The officisl national AFDC pay=ent error ta‘.ey for the
July-Tecenber 1977 Teporting period computed bty a statistical
regression method was 8.7%. (The weighted nztional payzent
error rate tesed only on Sieie reported inforzation vas 8.1%.)

e Of the $5.1 dillion paid to eseistence —ecizienis dusing this
reporting period, an estizsted $§294.L =illior wese peid to
totally ineligible cases and £193.2 million were in the form
of overpayments to eligible czses, Estizated underpzyments
ampunted to $45,358,000.

s Seven Siaies--Celifornia, Illinois, Messachusetts, Michigan,
Few York, Chio and Fennsylvania--accounied for alrost 70% of
the total misspent dollars.

» The official national AFDC case error tateg/ was 22.5%.
(32sed on State reports the rate was 21.1%.)

o TFrom a national ceseload of 3.4 million families, an estinated
610,000 vere totally ineligible or, if eligible, overpaid and
162,000 were underpaid.

RESPONSIBILITY FOR ERROR

o Responsidility for exTors was equally shared by the agency and
the recipient. .

o 7.5% of the ceseload (or two-thirds of all agency errors) vas
in error due to agency failure to take indicated action.

e 7.9% of the caseload (or almost 8O of the recipient errors)
wvas in error due to recipient failure to report changes in
circumstances. .

y "Payment error rate" is the sum of payments to ineligible cases
and overpayments to eligidle cases expresned 23 a percentage of
the total payments made to all cases in the semple.

2/ "Case error rate" is the number with errors (i.e., ineligible,
overpaid and underpaid) expressed as a percentege of the total
cases in the sample.
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TIME SINCE MOST RECENT ACTION

© 15% of the caseload were overdue for a redeterrination of
. eligibility (i.e., 7 months or more had elapsed aince the last

determination). .

7 out of every B error czses (18.5% out of the State reported
case error rate of 21.4%) had a redetertination of eligidility
ap their most recent action; the errors for twc-thirds of
these cases existed at the time of the redeterxirnatici tut were
not detected by the State agency.

Only 1 case out of 8 error ceses had an approved application
as their most recent action; errors for half of these cases
existed at tbe time of approval.

The protability of & case being in error increased as the lengih
of time since the most recent action increased. One-fifth of
the cases for which the most recent action occurred within 3
months of the QC revievw had errors compared to one-third of
those for vhich one year or more had elapsed since the post
recent action.

Three months or less had elapsed since most vecent sction for
almost half of the error cases.

TIME SINCE LAST OPENING

43% of all cases and half of the error cases received AFIC
continuously for 3 years or more. ,

The longer the case has been on the assistance rolls, the
greater the provability of the case bdeing in error. One out of
svery 6 cases on the rolls for 3 months or less bad errors
compared to 1 out of every 4 of the cases receiving assistance
for 3 years or more.

DEPRIVATION FACTOR

L 4

9 out of every 10 cases received assistance decause of the
continued absence of a parent, usually the father.

Cases with deprivation factors of "death" or "incapaoity” were
more error prone than cases with other deprivation factors;
about 30% of the cases with either s deprivation factor of
"death” or “incapacity" wers in error compared to about 20%
of the cases with other deprivaticn factors.
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CHILDREN IN ASSISTANCE GROUP

« "Two-thirds of the cases receiving AFDC had 1 or 2 children; only
7.54 of the cases had 5 or more children.

« The greater the number of children in the assistance group up
through six children, the larger the error rate. One-child cases
had an error rate of 18.7% whereas cases with six children had a
30.2% error rate. The error rate declined to 12V for cases with 7
or more children.

PROGRAM AREAS AND ELEMENTS IN ERROR

« Exrrors in four elements--earned income, WIN, basic budgetary
allowances and continued absence--accounted for 11.6 percentage
points, or more than half of the 21.4% case error rate. .

« ‘The agency was responsible for 7 out of every 8 WIN errors and
about 3 out of every 5 basic budgetary allowance errors; the
recipient was responsible for 7 out of every 8 continued absence
errors and for slightly over half of the earned income errors.

« An estimated 170,000 cases, nationally, were either ireligible or
overpaid and another 50,000 cases were underpaid because of errors
in earned income. This element accounted for close to one-fourth
of all misspent dollars, or over $100 million, and almost one-third
of all underpaid dollars, or $14 million. 1

Except for child care expenses, earned income disregard errors were
» primarily agency errors.

Negative Case Actions

Negative Case Action error rates are reported as case error rates. The
Janvary-June 1978 reporting case is the latest period for which we have
information on the error rate for negative case actions. Based only on
information reported by the States, the agency's action in denying or
terainating assistance for the eligibility reason given was deficient in
3.3 percent of the actions compared to 3.8 percent for the July-December
1977 period. In another 3.7 percent of the actions, the agency's action
wvas justified and would have been correct had the notice and hearing
requirements been complied with, compared to 5.0 percent for the previous
period. As had bsen noted earlier, at least 10 days advance (timely)
notice must be provided before terminating assistance and/or continuing
assistance vhere an appeal is filed within the advance notice period.

Althoguh the Department has initiated corrective action as prodblems were
identified, these error rates should be viewed as being subject to
inference limitations. The negative case action quality control system,
which initially began July 1977 has had a number of implementation
problems. The experience gained in these initial operations have provided
the information needed to improve the Negative Case Action sampling and
review procedures 80 that future results will be more valuable.
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i 2D (ALl CULTRIL

XECATIVE CASE ACTIONS - Case Error Rates and Estisated
Fusber of Incorrect Denials and Terminations of Assistance a/

. . January-June 1978
N Case Error Rates Total Yusder of Incorrect Actions
Addvance Advance
. Notice/ RN . Yotice/
Dligivilicy Rearing Rearing
Require- Nequire- Eligibility Tesuire.
State »ents pents Only _Reguirerents perts Only
United States b/ 3.3 3.7 38,260 L7,860
u.6 1.1 S0 Lo
1.0 1.0 170 F{
L.3 L.& 430 L.
5.1 2.0 5L 2
.- S.1 v 12,120
foloredo. 3.3 6.6 370 730
Cornecticut 2.0 6.6 200 660
Delavare..... 1.4 4.9 50 150
Dist. of Col. . 0.7 2.0 30
Florids.... . 4.6 1.3 2,380 670
Georgin 2.% 1.6 830 530
Havadi, - 8.5 (] L3
1daho.. 1.3 1.3 80 8
Il1inoi 2.4 u.é 1,510 2,890
Indiana 2.3 3.9 320 <
Jova... 7.3 4.0 810 450
Nansas... -- 2.4 ] 350
Keantueky. 2.9 0.4 s10 70
Louisiana 2.3 1.) 550 3o
FAIne.... - 0.6 [ Lo
haryland..... . 2.1 2.1 L9o L%
. 3.9 1.3 1,050
. 2.9 6.0 1,760 3,630
. 0.9 ka1 120 550
. 0. 0.9 S0
. 1.6 1.6 L20 420
. 6.1 2.6 200 ]
2.7 S.k 80 160
- - 0 [}
Yev Bawpshire..... 0.8 -- 20 4
Nev Jersey.ccceese 0.7 0.9 180 23
Fovw KexiCOucecasss 3.1 0.5 180 3
Nev Yorkeeesrsasse 10.3 5.0 12,870 6,250
North Carolina.... 12.6 2.6 2,410
¥orth Dakota...... - 3.0 0 90
OhiCesessscacsosss 2.0 4.5 1,050 2,360
Cklahoms. .. 1.) - lgg (]
Oregof.cecsesssses 2.0 6.8 L 1,L60
Pennayivania...... 2.4 6.1 1,790 - L,5s0
Puerto Rico.senses 2.0 10.2 . . 180 900
Fhode Island....c.s - 19.4 (/] 150
South Carolina.... s.6 0.3 170 Lo
South DakXota...... 3.8 2.9 120 90
2.4 0.3 490 60
1.9 0.8 1,020 L,
7.8 7.8 700 610
2.5 - 90
2.3 .8 10
Yirginis.eo.. L.2 3.2 800 €10
. 1.9 3.7 (3 8%
1.8 3.6 220
3.6 3.2 880 760
1.8 .7 3

8/ Because of nusercus problems sssociated vitdy the implesestation of this aystes ia
thie period, the data for scme of the States are sudjeot to infarence limitations.
Y Pu'mah‘n are veighted aversges. — — s

t
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MANAGEMENT INITIATIVES TO REDUCE ERROR

AFDC Program Initiatives to Reduce Errors.

A.

Project Match, Welfare case roles are matched
against various cases of records (employment
records) to determine unreported records which
may effect the welfare payment.

Six State Strategy. The six state strategy is a
concentrated error reduction effort in the six states
which account for over 60% of the erroneous AFPDC
payments. SSA worked with the States in developing
corrective action plans. The six states are:
Massachusetts, Ohio, Michigan, Illinois, Pennsylvania,
and New York.

The Welfare Management Institute in OFA is established
to identify innovative State practices which result

in improvement in program management. Also, the first
issue of the quarterly newsletter designed to show
successful techniques which were recently released.

The administrative proposal Welfare Reform bill
includes several provisions designed to reduce error
rates.

1. mandatory retrospective accounts

2. standardization of the work expense deduction

3. standardized income and asset definations

4. increased federal incomes for development of
management information systems.
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BACKGROUND PAPER ~ SSI QUALITY REVIEW

I of BSI 1ity Review

The Congress enacted the §SI program in October 1972 and SSA began
payments to over 3.2 million aged, dlind, and disabled poor people

in January 1974. (The rolls have increased by about a million since
then.) There were many implementation problems which resulted in a
significant amount of payment error. However, well befors the
program became operative, SSA had taxen upon itself to set up a
Quality Review (QR) system much like the AFDC system in that it

would measure all payments. This decision proved to be of significant
help in the first 2 years of the program, when many unfounded allegations
were being made about all the benefits that were being paid in error.
Ths OR system provided overall payment error data as well as detailed
information regarding types and causes of error. The Cosmissioner
was able to tell Congress precisely how dig the problem was, what were
tha most frequently occurring types and causes of errors (by dollar
magnitude), and delineate specific actions SSA was taking to get at
each of the prodblems.

In the first 2 years, building of effective computer interfaces with
regular social security payments and VA benefits were responsible for
removing nearly a third of all the early errors. A high priority
{and thus manpower resources) was given to building these interfaces
because the QR data showed that these two types of errors (title II
payments and VA benefits) were resulting in adout 150 million error
dollars annually. They could be controlled through administrative
mechanisms which were comparatively inexpensive given the site of the
peyment errors; i.e., the controls were highly cost effective.

Operationally, QR data also were responsible for $SA being able to make
sarly key decisions. For example, it was thought early on that the
converted cases from the States were the most error prone even though

SSA had already redetermined sach of those cases once. SSA was going

to redetermine the converted cases a second time to remove virtually

all remaining errors from the rolls. But QR data showed that convsrted
cases at that point contained about a 15 percent case error rate while

new cases, taken by BSA in the first 18 months of the program, contained
about a 30 percent case error rate. A decision was made to change the
original plan. Instead, we redetermined the nev cases before redetermining
converted cases a second time. The result was that the error rate went
down quickly and significantly. .

The payment error rate was reduced téo- 11.5 percent sarly in the program
to about 5 percent currently, a drop of nearly 60 percent.

Because the Department had issued regulations intended to disallow
Federal matching of ex AFOC expenditures made by the States, HXW
agreed to accept liability for erroneous payments above specified
tolerance levels for federally misspsnt State dollars in the 881 program.
The SS5I Quality Review system was designed as the mechaniem by which
liability for erroneous payment of State funded supplementation is
established.
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The SSI Quality Review system was originally intended to become operstive
when the SSI program began in January 1974. However, the decision to use
the system for fiscal 1iability measurement vas made shortly before January
1974 and it was necessary to undertake a crash redesign of the QR systes.
This required that implementstion of the QR system be deferred until
July 1974.

To maintain the parallel between the AFDC and SSI QR systeas, tolerance
limits for incurring Federal 1iadbility under SSI were established. As
in AFDC, these were set at three percent for ineligible cases sud five
percent for cases involving overpayments to eligible individuals. The
July - December 1974 sanpling period was designated as a base for
individual States. In each of the next two six-wonth periods in 1975,
SSA set interim stepdown goals, under vhich the tolerance limits were
established for each State at two-thirds of the difference between the
July - December 1974 base rate and the ultimate three and five percent
limits for January - June 1975, and one-third of such difference for
July - December 1975. (For example, if the base period overpayment

rate was 11 perceat in a particular State, the first stepdown goal

would have been nine percent, and the goal for the second six months

of 1975 would have been seven percent for that Stste.) Beginning in
January 1976, SSA's tolerance limit for case errors was three percent
for payments to ineligibles and five percent for overpayments to
eligible individuals in all States.

SSA's contracts with the States provided that, for 1974 only, Federal
fiscal liability (FFL) would be determwined on a case by case basis.
That is, for each case for vhich a payment error was identified--
either by the State or by SSA--tt.e State would be reimbursed for the
full amount of the State supplemental payment to an fneligibdle
individusl or the smount of the State supplement included in an over-
payment to an eligible individual unless there was State fault favolved
in a converted case. Unlike FFL settlements for periods after 1974,
sanples would not be used for projecting errors to the population.

When the U.S. District Court for the District of Columbia ruled, in
Maryland v. Mathews (415 F. Supp. 1206, D.D.C., 1976), that the
three percent and five percent AFDC error tolerance limits were
“arbitrary" and "capricious,"” the AFDC Quality Control sanctions
related to withholding of Federal matching funds were withdrawn.

But the comparable FFL provisions (which, as noted earlier, were
modeled on the AFDC system) vere not discontinued, for two reasons.
First, HEW contracts with the States for Federal administration of
State supplements expressly provided for determinstion of reimburse-
ment for such liability. GSecond, the existence of an FFL provision
maintained s strong incentive for 5SA to monitor sud improve the
quality of its program management.
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On July 8, 1978, a Notice of Proposed Rulemaking (NPRM) was published
in the Federal Register (43 FR 29311) to reinitiate sanctions provisions
under AFDC. To maintain the parallel with AFDC policies and procedures,
the same NPRM included revised tolerance limits for SSA's determination
of FFL. Final regulations were published in the Federal Register on
March 7, 1979 (44 FR 12578). They were effective with the-six-month

SSI Quality Review sample period beginning April 1, 1979.

Previously, SSA had used case, rather than payment, error rates to
determine FFL. 1In the new regulations, the payment error rate became
the basis for assessing liability. The regulations provided that FFL
would be calculated as the amount of misspent federally administered
State funds that exceed the new tolerance limit, less the amount of
such funds recovered from deneficisries. The tolerance limit--or
standard--was set at 4.85 percent for the April - September 1979 perfod,
and four percent thereafter. The 4.85 percent figure was the midpoint
between the prior case error rate tolerance limit (f.e., sum of the five
percent overpayment and three percent payment to ineligibles rates),
which was equivalent to a 5.7 percent payment error rate, and the ultimate
four percent payment error standard.

Before the SSI Quality Review FFL regulations became effective, in April
1979, SSA took liability for erroneous payment of federally administered
State supplements in States for which only mandatory supplementation
was adninistered and for States for which both mandatory and optional
supplementation was administered. Effective April 1979, SSA ia bot
liable for erroneous supplementation in States for which only mandatory
supplementation is administered. This change occurred because the
number of recipients of such supplementation has declined continuously
and sharply and the amount of liability is negligible. For the few
States in which the potential for 1iability still existed, the Federal
payment would have been a very small percentage of the cost of determining
such 1iability. Thus, it became cost effective to discontinue FFL for
such States. .
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581 Quality Assurance System

Purpose

The 5SI Quality Assurance (SSI-QA) system-is designed to provide
statistically reliable information about the sccurscy of payments
in the SSI program. Through a scientific sampling of selected

$S1 cases (about 4,000 each month), it provides information which
reflects the relative "health” of the prograin, its operating
effectiveness and the quality of its underlying policies. Ssmple
review results are used to estimate payment errors for both Federal
and federally administered State supplemental payments.

Ssmple Selection and Sample Size

The SSI-QA sample is defined over a 6-month period. There are two
such periods in each fiscal year (October-March and April-September).
The sample selection is performed monthly to obtain & random
statistical sample of SSI beneficiaries and payments. Of the &
million beneficiaries receiving SSI benefits, approximately 24,000
are sampled in each 6-month period.

The sample is & stratified disproportionate sample selected from

each State's population. In those States where the Federal government
administers State supplemental payments, the population is divided
into two strata and two separate samples are selected: one from

those cases receiving s Stute supplement, and one from those receiving
only a Federal payment.

Review Process

The QA review process is most thorough in that both positive and
negative allegations of all eligibility and payment criteria are
verified with a third party. Each case review includes conducting

an extensive interview with the beneficiary at his home during

vhich time all of the aspects of his claim sre extensively redeveloped.
Collateral contacts are then performed to verify the statements made

in the interview. In cases where payment errors sre found, the
beneficiasry's SSI case file is then thoroughly revieved to determine
the exact reasons for the error.

Following each element of the QA reviev process, Jdiscrepancies in
case information are identified and payment error determinastions

are made as required. The results of the review are then transmitted
to the QA computer system to generate desired statistical datas.

State Rereview Procedures

In connection with our contractusl obligations to the States for errors
in federally administered State supplements, we are liable for
ircorrectly paid State funds above the tolerance as determined by
projecting 5SI-QA results to total State supplement payments. Thus,
the respective States have the right to rereview sample cases affecting
our liability decisicns. In those cases where the results of the State
rereview document that the Federal finding was incorrect the case

findings are sdjusted. ',
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Definition of an Administrative Period

As in the AFDC-QC program it was recognized that there was a need
to differentiste payment errors from payments not changed because
of a recent event., These payments cannot be avoided regardless
of agency or beneficiary performance.

In the AFDC QC system the recent period is known as the administrative
period and such cases falling with the period are considered correct.
In SSI the period is termed the Payment Adjustment Lag period (PAL).

The Payment Adjustment Lag Concept is based on the relstionship
between the time a change in the beneficiary's circumstances occurs
and the issue date of the sampled payment(s). A deficiency will
be loveled Payment Adjustment Lag when the time factor precluded
adjustment of the sample period's payment(s).

A Payment Adjustment Lag deficiency is defined as a deficiency that
results from a change in the beneficary's circumstances which
occurred during the following period:

(s) The calendsr wonth preceding the calendar month in which the
applicable check (i.e., retro check or first of the month
check) vas issued; or

(b) The sample month, or

(c) Any months sfter the sample month remaining in the sample quarter.
For purposes of defining a 'thange in circumstances," the date the
deficiency causing event took place (rather than the date payment

was first affected) is the reference point for determining whether
the error is Payment Adjustment Lag or regular.

Small Error Disregard

For quality assurance purposes, an error is defined as a payment
discrepancy existing between the amount of SSI benefit a beneficiary
received in a sample period and the amount Quality Assurasuce
determined he/she should have received.

The S§SI case error rate is the projected number of §5I cases in
error as a percentage of the number of total SSI cases in the
universe, "In error" includes:

a. Overpayments of $5.00 or more

b. Payments to Ineligibles in any smount

¢. Underpayments of $5.00 or wore.
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The SSI payment error rate is the projected number of $SI dollars
paid in error as a percentage of the sum of all SSI dollars spent.
“In error" includes: :

a. Overpayments of $5.00 or more

b. Payments to Ineligibles in any smount

Underpayments are not included in the payment error rate since no
dollars have been paid in error vhen an underpayment condition exists.

Reported Error Findings

SSI-QA findings are reported every 6 months for each region and the
Nation. Inlcuded in the reports are case and payment error rates
based on information collected during review of the individual QA
sample cases. Both error rates are presented in three ways:

1. The overall error rates - the total payment and case error
related to the total payments made and total cases paid
respectively.

2. Agency and beneficiary error rates - the totsl payments and
cases io error broken out according to whether they were due
primarily to sgency or beneficicary action or imactiom, with
each portion related separately to the total payments made
and total cases paid. '

3. Error rates by redetermination status - error rates figured
separately for each of four groups of cases into which the
population is divided based on their proportions in the
SSI-QA sumple:

a. Cases recently redetermined using special procedures.
. Cases recently redetermined using regular procedures.
¢. Unredetermined cases.

d. Cases redetersined more than 3 months prior to the
6-month sample period, and unredetermined converted
cases.

SSI-QA data is also broken out to show the eligibility and payment
factors most predominantly associated with payment error, the causes

of payment error, vhere in the operational process it occurred or
could have been corrected, and its sffect on payment (i.2., overpsyment,
payment to ineligidle, and underpayment).
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1II. Extent and Causes of Error in the Supplemcntal Security Income Program =
April-September 1978

During the April-September 1978 sample period, $3.3 billfon {n .
Supplemental Security Income (SSI) payments were made, $151 million-
of which was projected to have been paid as overpayments or paid to
ineligidble recipients. This resulted in a payment error rate of 4.6
percent.

The payments were made in 24 million monthly SSI checks, of which

3.3 million had a payment error. The case error rate, which includes
overpayments, payments to ineligibles, and underpayments,wvar estimated
to be 13.3 percent.

These rates, along with their causes, have remained fairly constant
over the past few sample periods and are expected to remain close to
current levels.

Agency error was found to cause 1.7 percent of all SSI dollars to
be overpaid or paid to ineligibles. About 60 percent of g11 agency
caused dollars in error were due to incomplete development and
verification at the field office level. This weans that most of the
agency caused errors could have been avoided if proper procedures
for development and verification of data obtained during applicatica
or redetermination had been followed.

The beneficiary was found to be the cause of 63 percent of the
overall payment error rate, or 2.9 percent of all SSI dollars paid.
About half of all beneficiary caused error resulted from the bene~
ficiary providing inaccurate or incomplete information during the
lact contact between the agency and the bemeficiary. The remaining
half resulted because the beneficiary failed to report changes in his
circumstances that occurred since' the beneficiery's last contact with
the agency.

Nineteen point four (19.4) percent of the cases in payment status
during the April-September 1978 sample period were recently
redetermined using regular procedures. The case error rate for
cases vithin this category was 13.3 percent, the same as the overall
*  mnationsl rate. The cases in this category accounted for 20.3 percent
of all SSI dollars paid and had & payment error rate of 4.2 percent.
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'l"uénty one point nine (21.9) percent of all cases were recently
redetermined using the abbreviated process,and cases within this
category had a 10.4 percent case error rate. These cases involved
19.8 percent of all SSI dollars and had a payment.error rate of
4.2 percent, . ) .

The category of unredetermined claims includes only cases that have
not been redetermined since the beneficiary started receiving checks.
Eight point two (8.2) percent of all cases fall into this category and
vere very error prone: 22.6 perceat of the cases in this category
had a payment error (including underpayments). The cases in this
category accounted for 11.0 percent of SSI expenditures, with 5.8
percent of the dollars in this category in error.

The following eligibility and payment factors were related most
predominantly to incorrect payments (for the discussion, "incorrect
payments” includes underpayments, as well as overpayvents and payments
to ineligibles): ’

1) Baok Account Ownership

A bank sccount ownership error occurs vhen a beneficiary is

found to have funds in savings accounts, checking accounts,

or saving certificates totaling over the applicable resource

1init ($1,500 for an individual; $2,250 for a couple). Mationally,
this type of deficiency resulted in $44 million dollars in error
during the April-Septeaber 1978 sample period. Virtuslly all

bank account error is in the form of payments to beneficiaries

vho should get no benefits and results from faulty beneficiary
reporting practices.

2) BRousehold Living Arrangements

Deficiencies of this type result because the benmeficiary's
Federal Benefit Rate (FBR) did not reflect his correct household
living arrangement (i.e., living in own household, living in the
household of another). During the April-September 1978 sample
period, SSA projected that $37 million were iacorrect for this
reason. A major problem involves determining that an individual
can be considered to be living in his own household because he
is paying his pro-rata shsre of expenses. This difficulty occurs
primarily because of incomplete development and verification or
becsuse the beneficiary does not report changes in household
composition or his contribution.

Of the $37 million in error, 69 percent vas underpayments. This
happened because the beneficiary’s FBR vas based on his being a
weaber of someone else's household, while the S81-QA review
tindings showed he actually met the criteria for living in his

own household. The former situation requires s one-third reduction
in the FBR; the latter is paid based on a full FaR.
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Support and Maintcnance

This deficiency type occurs when a beneficiary receives support
and maintenance income either in cash or in-kind (in-kind includes
free housing, low rents, free food, etc.),and this fncome was
omitted, or an incorrect smount was used, in determining the SSI
payment.

This type of error resulted in $35 million in incorrect payments.
Fifty-six (56) percent of this was in the form of overpayments
to entitled beneficiaries, while the single largest portion of
it (41 percent) was csused by feilure of the agency to develop
and verify allegations made during the last contact with the
beneficiary.

Wages

This type of error happens wvhen earned or deemed wage income is
not reflected on the SSI payment record, or an incorrect amount
is used to compute the SSI payment. This situation caused $28
million in incorrect payments during the April-September 1978
sawple period. Faulty beneficiary reporting plays a large part
in the occurrence of wage deficiencies, with almost 46 percent
of the dollar error resulting from beneficiary failure to report
changes in employwent status or amount of earnings.



170

MANAGEMENT INITIATIVES TO REDUCE ERROR

I. SSI Program Initiatives To Reduce Errors.

A,

Prioritizing Determ.ianations.

The redetermination process is being reviewed in
an effort to keep administrative costs down. The
use of quality assurance data error profiles have
been developed to identify those cases likely to
contain such payment errors. These cases will
receive intensive reviews designed to identify
the major error causes.

Prepayment review of large retroactive payments.
Large retroactive payments have been identified

as frequently continuing errors. We have established
a work group in Central Office to review retroactive
payments of $3,000 or more. Additionally, we now
require the district offices to a double review of
retroactive payments of $2,000 or more. We estimated
a $2.6 million savings for PY80 under this procedure.

Special bank account development procedures. In

order to identify unreported or underreported bank
accounts, we will, in certain cases, perform collateral
contact development when that applicant does

not alledge earning the bank account.

Special living arrangements and support maintenance
development procedures. We have developed a national
living arrangement and support maintenance state for
district office use which will be permit us to
standardize the development of these issues and reach
more accurate and uniform determinations.

SSI Disability conversion review.

A study conducted in the State of Washington on the
sample of SSI conversion cases which were

subjective to a continuing disability investigation
revealed that 20% of the sample recipients no longer
meet the criteria for SSI eligibility. Based on these
results all such cases in the State of Washington

are now being reviewed. We plan to do a national
review of such cases in PY 80 and 81.
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Senator MoyNIHAN. We are now going to hear from a panel
representing the National Council of State Public Welfare Admin-
istrators of the American Public Welfare Association, and once
again, some old friends and some new friends.

Mr. John Affleck, who is the director of the Rhode Island Depart-
ment of Social and Rehabilitative Services.

Ms. Barbara B. Blum, who is the commissioner of the New York
State Department of Social Services.

S Mr. John T. Dempsey of the Michigan Department of Social
ervices.

Mr. Marion J. Woods of the California Department of Social
Services.

Mr. Alvin D. Roberts.

Is Mr. Roberts here? Thank you. We did not know that you had
arrived, sir.

How shall we begin?

I see there is not even anybody in the middle.

Has the panel reached a decision?

Mr. AFrFLECK. Yes, sir, Mr. Chairman, and it is very pleasant to
be again with you.

As you indicated, I am John J. Affleck, director of the Rhode
Island Department of Social and Rehabilitative Services and I
speak as chairman of the National Council of State Public Welfare
Administrators of the American Public Welfare Association.

It is my intention, Mr. Chairman, to give, if you will, an over-
view of this very critical area and then to ask my colleagues with
me to speak to specific points.

We had submitted written statements——

Seraator MovyNiHAN. Yes, you have, and we will put that in the
record.

Mr. Arrreck. If those could be incorporated into the record, we
would most appreciate it, Mr. Chairman.

Senator MOYNIHAN. And a very thoughtful statement, too, if I
can say, both the combined and the individual.

STATEMENT OF JOHN J. AFFLECK, CHAIRMAN, NATIONAL
COUNCIL OF STATE PUBLIC WELFARE ADMINISTRATORS

Mr. AFrLECK. I am privileged to be accompanied this morning by
four very distinguished associates: Barbara Blum, commissioner of
Boux_' own New York State Department of Social Services; Dr. John

empsey, director of the Michigan Department; Mr. Marion Woods,
director of the California Department; and Mr. Alvin Roberts, the
assistant secretary of the Louisiana Department.

On my immediate right is Rikki Baum of the APWA staff.

I am very happy to advise also, Mr. Chairman, that our state-
ments have been reviewed by the National Governors’ Association.
They support the positions that we will articulate. Indeed Governor
Garrahy, my Governor in Rhode Island with whom it is a privilege
to serve, as chairman of the Governors’ Committee of Human
Resources, has directed to you a personal letter expressing com-
plete agreement with the testimony we will present this morning.

He does, in addition to sending personal regards, suggest in his
letter the hope that hearings might be held at an early point on a
related matter—the welfare reform issue.
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Senator MoYNIHAN. Yes.

Mr. AFFLECK. And that letter is being submitted for the record,
too, Mr. Chairman.

Mr. AFFLECK. State administrators are very firmly convinced
that the issue of program quality control—QC—is vitally impor-
tant, and it deserves dispassionate and thoughtful attention. We
commend you, certainly, for convening this hearing so that that
kind of discussion might ensue.

We also believe the current Federal policy concerning quality
control, as manifested by Mr. Michel’'s amendment to the fiscal
year 1980 Labor-HEW appropriations bill, is very bad policy and
needs immediate revision.

Mr. Chairman, we in the council of State administrators have
strenuously opposed the Michel amendment and we actively sought
its deletion from H.R. 4389. We note that the appropriations bill
has yet to win approval by both houses and hope this irresponsible
language may yet be deleted, or superseded, by subsequent legisla-
tion.

Senator MoyNIHAN. We have taken it out on the Senate side. But
it is back in conference, yes.

Mr. ArFLECK. I might note, too, that the House Ways and Means
Committee and, indeed, the full House has moved to adopt H.R.
4904 which does away with the meat-axe approach of the Michel
amendment. We hope that a similar approach could be considered
at an early point by the Senate.

Mr. Chairman, this hearing, the Michel amendment, the HEW
Secretary’s conference on fraud, waste and abuse, all of these
events grow out of an increasing public consternation with pay-
ment errors in public welfare programs. In turn, the public's
demand for program integrity is fueled by several very exaggerated
claims. I would like to briefly just mention three.

The first claim is that all poor people on welfare are out to cheat
the taxpayers. In fact, poor people, in our judgment, are as honest
as their more affluent counterparts, perhaps even more so. The
myth of rampant welfare fraud ought to be permanently retired,
and I think you made a very personal contribution toward that end
this morning in your discussion with the HEW officials.

The second myth is that State governments and State adminis-
trators are cavalier in their attitude toward welfare program ad-
ministration. We are told that only the threat of Federal fiscal
sanctions will motivate us to do a better job. This is absolute, utter
nonsense.

No one, certainly least of all State administrators, disputes the
desirability of operating accurate and cost-effective programs.

We are deeply committed to compassionate, effective program
administration. This stems from our professional ethics as much as
our desire to minimize the loss of State and Federal dollars.
Indeed, I need not remind you, Mr. Chairman, that the States’
investment in public assistance programs has grown faster, in
recent years, than the Federal Government'’s.

The third difficulty, which I think was sharply amended this
morning, to our pleasure, has been the unbounded zeal with which
the Federal Government, primarily HEW, has very loudly prom-
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ised to crack down on fraud, waste, and abuse and to hold the
States’ proverbial feet to the fire.

We note, with much appreciation, what appears to be a very
modified position, articulated by the HEW officials this morning. It
is a most welcome development.

Mr. Chairman, basically the council has long opposed—and we
have spoken to this before—the principle of using quality control
data as a basis for imposing fiscal sanctions. Qur reasoning is as
follows:

We believe quality control efforts are of critical importance as a
constructive, management tool. To corrupt this tool by using it as a
basis for imposing destructive fiscal sanctions will very likely cause
three things to happen—three very unhappy things.

First, many States might well try to manipulate their quality
control data—in order to assure that their reported error rates will
not make them subject to sanctions. This would be a real loss,
because we are just reaching a point where, in the state of the art,
we can reap some useful data from the sources of error and,
consequently, develop the most cost-effective means of reducing
program errors.

Second, States that continue to very honestly and vigorously
utilize QC systems may become subject to Federal sanctions that
will reduce the funds available to them for their program adminis-
tration and operations.

In our eyes, this second point is preferred, relatively speaking,
over the third and the most negative effect of fiscal sanctions. In
order to compensate for the loss of Federal funds, a number of
States will be forced to reduce program benefits, thus working a
terrible and unreasonable hardship on poor recipients.

Mr. Chairman, we do appreciate and share the desire of the
Congress to reduce payment errors in public assistance programs.
We ask only that the cure for payment errors meet three condi-
tions.

First, it should be no more costly than the disease itself. Second,
the cure for erroneous payments in poverty programs should be
applied no more or less zealously than the cure for other diseased
areas of Federal spending.

And, third, the cure should be reasonable and equitable in its
application.

The current congressional policy governing quality control and
fiscal sanctions, as embodied in the Michel amendment, simply
fails on all three tests. o

First, Mr. Michel’s provision assumes, without any empirjcal
evidence whatever, that it is both feasible and cost-effective to
reduce payment errors to an arbitrary tolerance level of 4 percent.

The cost of attempting to do so, both in real dollars and the
intangible costs of crippling the guality control system and punish-
ing recipients, will probably exceed the cost of current payment
errors.

Second, the standards of the Michel amendment are not consist-
ent with Federal efforts to improve spending accuracy in other
federally subsidized programs.

$6-941 0 - 80 - 12
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Third, the system by which the States will be measured and
sanctioned under the Michel amendment—or, for that matter,
HEW'’s March 7 regulations, are not necessarily fair or reasonable.

Let me now mention what we believe can be done to improve our
situation in terms of welfare administration and the issue of fiscal
sanctions.

First, we must very carefully study the nature of program pay-
ment errors with the hope of discovering the marginal cost-benefit
ratio of reducing these payment errors. Many complex factors must
be discussed, including intrastate program differences, demograph-
ics, and so forth.

The results of such a comprehensive study should shed light on
what, if any, reasonable error rate tolerance levels can be estab-
lished for these programs. We are following very closely the devel-
opment of HEW’s proposed error rate study. We are disappointed
that it has taken so long to get such important research underway.

Second, I would say that the administration of welfare programs
clearly must be simplified and standardized. Current House-passed
welfare reform legislation, H.R. 4904, seeks to accomplish these
objectives and, indeed, we strongly support that measure.

Third, the Federal Government must provide technical assistance
and fiscal incentives to hard-pressed States and localities in order
that they may simplify their AFDC programs, increase the size and
capability of their staff as may be neccssary, expand automated
data processing procedures and capabilities, and encourage innova-
tive management techniques.

In addition, Mr. Chairman, there are a number of technical
issues that Federal policymakers must grapple with and attempt to
resolve before implementing any fiscal sanctions system. They in-
clude the following:

One, the complexity and interrelationship between various feder-
ally subsidized programs. notably the AFDC and food stamp pro-
grams, must he addressed. The more uniform and simpler these
programs become, the lower the payment errors will be.

The variations in State poverty programs must be acknowledged,
including populations covered, the benefit levels paid, and the ad-
ministrative approaches utilized.

Third, the variations in the individual State’s quality control
efforts must be recognized and somehow made uniform. Similarly,
tl(;e variance in Federal rereviews has to be considered and correct-
ed.

Only the real dollar loss of an error should be counted for
purposes of determining sanctions. For example, procedural or
techriical errors that, when corrected, do not actually result as
mispayments should not be counted for purposes of determining a
fiscal sanction. This point was made in a September 24 colloquy
between Senators Magnuson and Javits on the Sendte floor, Mr.
Chairman.

Similarly, if a State is actively recovering overpayments by
making forward adjustments to recipients’ monthly grants, their
fiscal sanctions should be offset by the sums recovered.

And finally, Mr. Chairman, before my colleagues speak, I would
like to point out that there ought to be a consistent Federal policy
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with respect to fiscal liability for errors in the AFDC, medicaid,
and SSI program.

If States are to be liable for State administrative errors that
result in the erroneous payment of Federal AFDC and medicaid
dollars, so, too, must the Federal Government assume full fiscal
liability for Federal administrative errors resulting in the erroneous
pa’ly;]x:ments of State SSI supplements and medicaid benefits.

is concludes my own prepared remarks, Mr. Chairman. My
colleagues will address specific issues briefly, and then we would be
very happy to respond to any questions you may have

Senator MoyNIHAN. Thank you, very much, Mr. Director— -

Mr. DEmMPSEY. Senator, I, too have a long statement and I would
like to put it in the record.

Senator MoyNIHAN. All statements will be put into the record.

STATEMENT OF JOHN T. DEMPSEY, DIRECTOR, DEPARTMENT
OF SOCIAL SERVICES, STATE OF MICHIGAN

Mr. DeEmPsEY. First of all, may I commend you for your introduc-
tory remarks this morning. I think they are extremely helpful and
important. I hope they are on the front page of the Washington
Post tomorrow.

Senator MoyNIHAN. They will not be. They will not be reported
anywhere. '

Mr. Dempsey. I would doubt that they would.

But let me also add to your remarks that one of the reasons for
the condition you lament, and that is the national tendency to
assume fraud in AFDC programs, is the fact that the public assist-
ance programs of this democracy are really the only ones that
measure errors and report them consistently.

We do not know what the extent of mispaid funds, or misspent
funds, is in Defense or in Agriculture or almost anyplace else, but
we precisely measure it, and we publish it in AFDC and in medic-
aid and so on and so forth. '

I have said befcre, and I think before I¥our committee, Senator,
that I think the administration of the AFDC program is as excel-
lent as any other program, public or private, in America, and when
people lament the fact that we have an 8 percent error rate in
AFDC, 1 really am tempted frequently to ask them, what is the
error rate in the automobile industry when they recalled in 1 year
more cars than they produced, and so on and so forth, you know.

Also, I would like to add that I agree with some of your com-
ments, all of {lour comments, about the fact that for the past
several years there has been a tendency for the administrators of
the system to discredit it, but I would have to go further and say
that that also preceded this administration. Secretary Weinberger
was at least as reticent about pointing out pro%ess.

Senator MoyNiHAN. Yes, but Secretary Weinberger did not
arrive in town announcing himself as the most liberal, the most
coapassionate, the most progressive——

r. DEmpsgY. Right.

Senator MoyNIHAN. He said, “I am a bit of a son-of-a-gun.”
_ Mr. Dempsey. The basic point I want to make to you, sir, though,
is that the quality control system of this country is not a system, it
is a collection of systems.
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Each State has a quality control program that measures its
performance against its own State plan, and the more complicated
a State plan is, and the more sensitive to client needs, the more
errors that will be developed.

Although a quality control program is very useful as a manage-
ment tool to see how we were doing in Michigan compared to how
we did a year ago, I think it is extremely dangerous for anyone to
suggest that quality control reports reflect comparative progress
between Michigan, California, New York, Louisiana, or what have
you.

The simple fact is that because Federal law allows our programs
to vary, they do vary, and therefore the quality control reports on
different programs.

Senator MoyYNIHAN. Let me ask vou, Mr. Dempsey, there is an-
other aspect of all this which deals with the question of who are
you trying to help. Describe to me the average person, applying for
welfare in Michigan.

How old is he or she?

Mr. DeMrsey. The average person?

Senator MoyNIHAN. Yes, at the time of applying.

Mr. DEmpseEy. My guess would be that the average person apply-
ing for ADC is someone in their middle or late twenties with two
and a half children. ‘

Senator MoyNIHAN. With two and a half children. So it is a
person normally older. It is not a younger woman—it is normally a
female—and it does not come very early in her life.

How do they get into this situation?

Mr. DEmpskEy. They get into this situation in one of several ways.
The typical way is a woman is married and the husband dies,
deserts, disappears, or moves out.

Senator MoYNIHAN. Are the largest number of welfare recipients
in Detroit married persons?

Mr. Dempsey. They either were legally married, or they are
products of a common-law marriage.

Senator MovyNIHAN. Well, that is a bit of a difference. How do
you describe a common-law marriage?

Mr. Dempsey. Well, Michigan law says in effect if a man and
woman live together for a given period of time—my impression is
it is a year or so—that is common law. And most of these recipient
families did start as a family, legally defined as, you know, legally
married or——

Senator MoyNIHAN. You cannot start a common-law family. You
become a common-law family.

Mr. Dempsey. What happens then is the children begin to come
and after the children something happens and the man just goes.

So that is the average family.

Now, we do have cases obviously—as any State does—where a
young woman——-

Senator MoyNIHAN. Younger and older, but the median.

Mr. Dempsey. But the average family in Michigan is about 3.6
people. In most cases, it is a female-headed household.

We have the ADC-U program, also, where the man is the head
of the house.
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Senator MovyNIHAN. Not typically people much given to making
out income tax returns?

Mr. Dempsey. They definitely are not, and one of the problems is
that the average case, if you can describe an average, has very
little work experience and very little formal educational achieve-
ment.

Senator MoYNIHAN. Not bank clerks?

Mr. DempsEy. Not bank clerks.

Senator MoyNiHAN. If you would define their position, it would
be people who have difficulty producing the precise kinds of infor-
mation and calculations which are required if you are going to
have a zero-error rate.

Mr. Dempskey. Yes; there is a very tragic consequence of all this,
too. As you know, public assistance is available based on the pres-
ence of children in the unit, so that if you take a female, let us say,
who gets on welfare because of the abandonment by her husband,
and what have you, and has a couple of children, she gets on it in
her early twenties, she stays on public assistance and is technically
and legally eligible until the youngest child becomes 18 or 21
varying from State to State.

So, suddenly, when she -is in her midforties and has had no
practical experience and so on, she loses eligibility for public assist-
ance.

Unless you have a general assistance program, she has nothing,
and that is the tragic part of the problem——

Senator MoyNIHAN. I am not sure I would call that tragedy. I

.would call that life.

Mr. DEmpsey. Well, when you are in your midforties——

Senator MoYNIHAN. One is not expected to live on public assist-
ance all one’s life.

Mr. Dempsey. No, sir, I agree. But there are instances where that
happens,

Senator MoyYNIHAN. I am sure there are.

But in _any event, you would agree that part of the dependency
which AFDC is intended to, and must of necessity, address, is the
relative inexpertness of the population involved in handling the
technical details of a modern bureaucracy.

It is as if we were saying, these people are partially blind, and
then blaming them for not having 20-20 vision. Not to assume this
kind of difficuity is to deny the nature of the program.

Now, you know that there is a great deal of such denial. But that
is another matter.

Mr. Dempsgy. Yes, sir.

Going on in my point, then, the quality control system is useful
and produces significant results State by State. It does not neces-
sarily produce meaningful comparisons State to State.

Second, the quality control system distinguishes between several
types of error. There is a technical error, as Mr. Affleck described
it, and there is an actual error. The colloquy on the Senate floor
between Senators Magnuson and Javits suggested it was not the
intent of Congress to sanction States for technical errors.

The HEW proposed regs, that Mr. Bohen described, does not
make that distinction.
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A technical error is one where the client really is eligible but
does not meet the technicalities of the law. An example would be a
case where the youngest child is over 6 and under the law that
person must register with WIN.

So my agenc’zﬁ1 prepares the paperwork, sends it to the emploK-
ment agency. The emplgghment agency processes it, mails it back,
but it never gets there. That is a technical error, and that case is
ruled ineligible.

But if we straighten out the technical error and somehow get the
piece of paper back and forth, we remove the ineligibility but we do
not save any money. .

So technical errors reallﬁ are not waste, fraud, and abuse. They
are simply deficiencies in the case record. ’

We think that distinction should be recognized.

Senator MoyNIHAN. Thank you.

Mr. Woods, are you next?

Mr. Dempsey. No; Ms. Blum is next.

Senator MoYNIHAN. Ms. Blum is next. All right.

Ms. BLum. We are simply out of order.

STATEMENT OF BARBARA B. BLUM, COMMISSIONER, DEPART-
MENT OF SOCIAL SERVICES, NEW YORK STATE

Ms. BLum. It is a pleasure, Mr. Chairman, to be participatin
with my colleagues today. My remarks will be directed towar
aspects of complexity which affect administration of our public
assistance programs. Lengthier remarks have been submitted as
well for the record.

In New York State, as in many other States, there are five major
assistance programs to meet the needs of individuals and families.
They are: Aid to families with dependent children, medical assist-
ance, food stamps, general assistance, or home relief as we call it in
New York State, and supplementary security income.

To a very large extent these pro§rams have develolped independ-
ently and over time. At both the State and Federal level, complex .
and often contradictory standards have been added which muke
worker accuracy and client understanding difficult to achieve.

In one household unit in New York State, for example, com-
prised of a grandparent over 65, a mother with two dvoung children
and one child over 18, the worker must understand the eligibility
criteria for AFDC, SSI, and general assistance as well as those for
food stamps and medicaid.

One need look no further than the standards for computing
resource or income to identify the potential for confusion within
these programs.

In New York, with five programs which can and do impact on
AFDC and medicaid error rates, there are four distinct standards
for resources and five completely different standards for allowable
income.

In addition, both the Federal and State Government have added
variations within certain assistance categories, for such factors as
work expenses and other allowable deductions.

_The complexity of these programs affects the ability of the eligi-
bility worker to implement standards accurately, as well as the
client’s ability to comply with reporting requirements.
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In addition, unique requirements and program complexities have
created fragmentation and inefficiencies at the local level between
units that gather data and make eligibility determinations. The
scope and variety of forms needed to meet eligibility requirements
and the variety of data that must be collected and stored become
an additional deterrent to the design of procedures that will pro-
mote effective program management.

We must also recognize the important impact of scale on the
potential for program error. In New York State, for instance, there
are currently over 22,000 State and local workers who participate
in the process of determining eligibility for 3 million AFDC and
medicaid recipients. It has been estimated that these workers
handle an excess of 100 million documents each year for these
caseloads. In the midst of such a mammoth operation, procedural
errors are bound to occur.

I strongly agree with my colleagues that quality control can be
an effective management tool when accompanied by indepth man-
agement reviews and plans for corrective action.

We object strenuously, however, to its use as a basis for fiscal
sanctions. In its present form quality control includes the measure-
ment of errors which are technical in nature and do not, in fact,
result in erroneous payments to clients.

The issue of technical errors illustrates the complexity of the
quality control process. It becomes even more complicated when
applied differently among States. _

In New York State, a major cause of error is the failure to
qualify for assistance because of the alleged presence of the absent
parent in the home. While the presence of this parent must indi-
cate an error in each State, the procedures used to determine his
presence vary widely.

In New York’s program, quality control auditors spend an aver-
age of 26 hours investigating an AFDC case, where other large
States with lower error rates spend much less time.

The application of quality control is also affected by the struc-
ture of programs on the State level. States such as New York, with
stringent resource requirements, are more likely to have resource-
related errors. The presence of optional program components, such
as assistance for intact families or unborn children, also increases
the potential for error.

Dollar sanctions based on this system are clearly inappropriate
and we welcome your intervention to prevent their use.

Thank you.

Senator MoyNIHAN. I thank you, Commissioner Blum, as always,
but I would like to point out that, you are going to get these
standards. Theiy; are in the appropriations bill. And you are going
to get them thanks to the Carter administration. They did it.

It is outraﬁeous to have put out a report from the Inspector
General in which you combine the fact that Portland, Oreg., might
have three CAT scanners when two would do, with fraud by wel-
fare mothers, and then leave the impression it is all fraud by
welfare mothers.

That is what this most liberal administration has done. It is an
outrage, but they do not think so. Nobody else does either, and
nothing is going to be done about it.
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4 It is in the appropriations bill. I got it out. It is back in. It is just

isgusting.

b nator Chafee is here and I know your fellow Rhode Islander is
ere——

Senator CHAFEE. Yes. Thank you.

First, I want to say what a pleasure it is to see my great friend
Jack Affleck here in his capacity not only as director of the Depart-
ment of Social and Rehabilitative Services at home, but also in his
position as chairman of the National Council of State Public Wel-
fare Administrators.

Welcome, Jack, and those who are with you.

Mr. ArFLEck. Thank you, Senator.

Senator CHAFEE. I would just like to say this is an oldtime
problem. Admiral Rickover always rails against the situation
where you have got more checkers than you have people who are
groviding the services. This can be misinter;;\reted, Mr. Chairman,

ut I think any system or any government has to really expect a
bit of waste. TKe alternative to waste is, as you point out in your
testimony, is a whole ream of redtape so that nothing can be
accomplished.

Obviously we do not want any more waste than there has to be
in any system. I suspect that a marvelously run organization like
IBM has plenty of waste and I can testify, without looking very far,
that the U.S. Senate has a good deal of waste, and if we had had

any——

genator MoyNIHAN. May I take the liberty of handing you the
medicaid application for the State of New York and saying, if you
had to fill it out that you would not want to swear that everything
you said in there was true.

Everything that is here is 10 times more difficult, I sugpose, if
one only speaks Spanish. Or maybe you have forms in Spanish.

Ms. BLuM. We do, yes.

Senator MoyNIHAN. What about Haitian, which is the new immi-
grant group?

Ms. BLum. We are working on all of those, Senator.

Senator CHAFEE. I am not sure where this Michel amendment
stands, Mr. Chairman.

You said it is in the appropriations bill?

Senator MoYNIHAN. Yes, sir. _

Senator CHAFEE. And this hearing today, as is pointed out—1I just
read Mr. Affleck’s testimony—raises a lot of problems, but you are
saying it is with us. Is there nothing we can do?

Senator MoyNIHAN. Yes, sir. This hearing came about when we
struck out from the appropriations bill the reduction in overall
moneys available for welfare programs, which Mr. Michel had
proposed, and we said at the time that we would hold hearings on
this subject of waste, fraud, and abuse.

Se'l‘hget is what we are doing here—just keeping a promise to the
nate.

Senator CHAFEE. Fine, Mr. Chairman.

I am sorry that I was late. I had another appointment and he is
still standing by, and I fuess we are all going to vote in about 3
minutes, so I regret I will have to leave.

Mr. AFrLECK. It is good to see you, Senator.
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I might observe, Mr. Chairman, that the council is very con-
cerned, as you are, about the unnecessary damage done by the
Inspector General's report. We did, indeed, communicate with the
Department to that effect. We asked the Department to make the
same distinctions, if you will, that you note should be drawn.

We have been very active and I believe our communication as-
sisted in a further issuance by the Inspector General's office.

Ms. Baum. There was a second report—a revision to the first
one—that I think was, in part, a response to letters like ours that
went forward pointing out that certain provider fraud ought not to
be confused with possible waste or mismanagement that is control-
lable in the program.

Senator MoyNIHAN. Yes, but it was done. It will not be undone.
Do not suppose this hearing is going to change anybody’s mind
about anything. _

You had a great blow and it was done to you by people who you
thought were your own. Right?

Mr. ArFLECK. Mr. Chairman, Mr. Woods and Mr. Roberts have
brief comments.

Senator MoyNIHAN. Mr. Woods?

Mr. Woods.

Mr. Woobs. I am Marion Woods from the State of California, Mr.
Chairman.

Senator MoyNIHAN. Welcome, Mr. Woods.

STATEMENT OF MARION WOODS, DIRECTOR, DEPARTMENT OF
SOCIAL SERVICES, STATE OF CALIFORNIA

Mr. Woobs. 1 want to express my great appreciation for the
opportunity to appear before this subcommittee.

I certainly endorse all of the testimony of my colleagues that has
been presented before you. I have a very brief paper in my testimo-
ny, which I think you have.

Senator MoyNIHAN. Which we have, and we will put it into the
record, as if read. ‘

Mr. Woobs. Thank you.

I would just like to say I, too, applaud your opening comments
this morning in terms of public communication as it relates to
fraud, waste, and abyse. I think that the misexpenditures in the
welfare program are often loosely referred to as fraud, abuse, and
waste, and with the exception of fraud, which has a very narrow
legal definition, these terms do not have a very clear or common
definition and their use certainly leads to confusion and overgener-
alization. So we appreciate your comments on that.

The California Department of Social Services is committed to an
efficient, effective, and equitable administration of the welfare pro-
grams, including holding the misexpenditure of public money at a
minimum level. In California, the California Legislature has given
me, as the director, the authority to encourage the reduction of
errors through the use of fiscal sanctions to be levied: against
county welfare departments with high error rates, and we are in
the process, in California now, of developing a sanction policy. We
do not have the kind of constraints and restraints that the Michel
amendment gives to HEW. '
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We suggest that the need to develop a policy that would impose
sanctions should be included in the final regulations of HEW based
upon the current study which they referred to this morning by
Commissioner Ross. Because although sanctions are based on an
error rate standard, which are determined by guality control re-
views, we feel that a single performance standard nationally is
unrealistic.

It is unrealistic to assume, as Mr. Dempsey indicated and as Mr.
Affleck indicated earlier, that a single performance standard based
on a quality control management review, would be equitable, fair
or efficient, and the House-Senate conference committee of the
fiscal 1979 appropriations act directed HEW to set a single per-
formance standard for all States.

This requirement does not allow HEW to adequately take into
account the differences among States. A single standard for all
States does not take into account possible differences in error-
control difficulty, which often result from various caseload charac-
teristics, program requirements, et cetera.

Although the HEW Secretary may waive or reduce sanctions
based on extenuating circumstances, the single-performance stand-
ard unduly restricts the Secretary’s ability to develop a reasonable
sanction policy.

And we feel that if Congress has a partnership with the States
and the Federal Government is to carry out its responsibility for
the effective administration of welfare programs, we would hope
some means could be found to modify the Federal policy in order to
accommodate the differences in error-contro! difficulties.

In closing, I would just like to comment on the question you
asked Mr. Dempsey. In California, we have the largest caseload in
the country, 1.5 million persons.

Mr. Dempsey. Yes, you do; yes.

Mr. Woobs. The average age of persons on the AFDC caseload in
California is 27 years old.

The average size of family is 2.3 children, and it is declining, and
flhe primary reason for welfare in California is a man leaving the

ome.

There are 1 million children on welfare in California and 95
percent of the remaining 500,000 are women. Welfare is a women’s
issue, although we are having increasing problems with teenage
pregnancy. We are finding that more and more mothers are
coming onto the rolls who are not married and who are not living
with a man.

And the chances are, a 95-percent chance, that a woman who is
22 years old, with less than a high school education, and with a
child, will have experience in the welfare system.

Senator MoyNIHAN. Would you say that again?

Mr. Woobs. There is a 95-percent chance that a woman without
a high school education, 22 years of age with a child——

Senator MoyNIHAN. This means that there is a probability of 0.05
that a woman 22 years old with less than a high school education
in California will have had some experience with welfare.

Mr. Woops. With a child.

Senator MoyNIHAN. With a child, yes.

Right. We know to a fair degree what the population at risk——

s
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Mr. Woops. I might add also, in addition to the failure of the
Inspector General’s report to make the distinction between fraud
and abuse, the report also contains some very serious inaccuracies.

Senator MoyNIHAN. T wish you would let us have your judgment
on that. We would appreciate it very much, and we will put it in
the record.

Mr. Woobs. I shall send it to you.!

Senator MoyNIHAN. Thank you, Mr. Roberts.

There is a vote on and so I am going to have to run, when the
three or five bells ring, I have to run to vote on Cambodian aid,
which I am sure you would want me to do.

We welcome you, sir, from Louisiana.

Mr. AFFLECK. I might note, in terms of longevity, Mr. Chairman,
Mr. Roberts is one of our most senior members of the council.

Mr. RoBerTs. Thank you, Mr. Affleck.

Mr. Chairman, I am deeply grateful for the opportunity of shar-
ing with you some of my ideas on how to reduce abuse and waste
in the welfare Frograms. I am Alvis D. Roberts, assistant secretary
of the Office o Familﬁ Services in the Department of Health and
Human Resources in the State of Louisiana.

I have had over 40 years of experience administering programs
of assistance for the aged, disabled and needy children. It is
through these years of experience at both the local and State level
that I have formulated these ideas.

I heartily agree with my colleagues that penalties are not going
to reduce abuse in the welfare programs. Again, I repeat: Penalties
are not going to reduce waste and abuse in the welfare program. If
penalties against the States will not accomplish the goals that we
all strive for, then what will?

I submit to you that there are some things that I think we can
do, working together, to point us in the right direction.

The first is to provide fiscal incentives, provide the needed man-
power and resources to do an acceptable job. Provide technical
assistance and training.

Fiscal incentives can be provided in States in a number of ways.
One is to allow a bonus for reducing error rates below a given level
that would be meaningful to an individual State. Another would be
to provide greater Federal financial participation across-the-board
for administrative purposes.

This additional monetary aid would go a long way toward assist-
ing the States to provide the staff capabilities to provide services to
their large caseloads.

For example, in Louisiana we have about a 10-percent shortage
of eligibility staff there to handle the loads that we are responsible
for handling.

We have not been able to get this additional staff from the State
legislature because they also face grave fiscal problems.

At present, there is not any Federal financial participation pro-
vided for~” prosecuting fraud cases in the medicaid program. It
would be very helpful if Federal matching could be provided to hire
the staff that is needed to review the various reports that we get
from our medical management information system which are used

! At presstime, Feb. 21, 1980, the committee had not received the material requested.
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as a basis for determining fraud and abuse cases eventually re-
ferred to the Attorney General for prosecution.

In my opinion, incentives and technical assistance are positive
ways to assist States in reducing errors and administering assist-
ance programs in a more efficient and effective manner. Fiscal
: Eenalties will only hurt the people the programs are designed to

elp and render the States less capable of maintaining sound pro-
grams by corrupting the purpose of the t}‘uality control system.

Mr. Chairman, my staff prepared a lengt r report for your sub-
committee which outlines the methods employed in Louisiana to
uncover fraud, waste and abuse and how it is dealt with when
found to exist.

Contrary to reports that may have been made in the past, I
believe this information will convince your subcommittee that
fraud, waste and abuse are not rampant in the welfare programs.

Again, I thank you, sir.

Senator MoyNiHAN. I thank you, Mr. Roberts, and I would like to
thank you all.

I have a letter here from Governor Garrahy, which you referred
to, Mr. Affleck.

Mr. AFFLECK. Yes.

Senator MOYNIHAN. It just arrived.

I cannot say I read it. It just arrived, and I have been listening.

But I will put it in the record, if I may, as part of the testimony
of this panel. ,

Mr. AFrFLECK. All right.

[The material referred to follows:]
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P
* I Nadonal Governors’ Assoclation O & Sewsn, M.
* » Governor of Indlana
¥y & Chalrman
Soaphon . Farber
November 16, 1979 Executive Director

The Honorable Daniel Patrick Moynihan, Chairman
Subcommittee on Public Assistance

Senate Committee on Finance

Senate Office Building

Washington, D. C. 20510

Dear Mr. Chairman:

On behalf of my colleagues, I would like to express appreciation to you for
bringing the complex and important subject of erroneous payments in Social
Security Act programs before the Senate. It was our desire to testify before
your hearing this morning; however at the time you will be taking testimony,
all Governors able to be in Washington will be meeting with the President to
discuss the troubling Iranian situation and its implications. Accordingly,

I have requested Mr. John J. Affleck, Director of my state's Department of
Social and Rehabilitative Services, and Chairman of the National Council of
State Public Welfare Administrators, to read this letter into the hearing
record.

Primarily, I would like to indicate that state governments speak on this is-
sue with one voice: the Governors' Association wishes to express its agree-
ment with the testimony to be presented by Mr. Affleck for the Puhlic Welfare
Administrators. We would emphasize the following points:

0 The concern of Governors and state governmerts for operating sound,
efficient, cost-effective programs is unexcelled by the concern of
any other public official or private citizen. Attempts to paint
state governments as being irresponsibly callous on this issue
stem from only two sources: tragic ignorance or malicious falsehood.

o While in no way minimizing the imperative to reduce errors and fraud
to the absolute cost-effe:tive minimum, we as public officials must
courageously state the truth that there is no more fraud and error
in Social Security Act programs than in other government and private
programs, and our impoverished citizens are just as honest and law-
abiding as our affluent citizens.

o Operation of a car:fully constructed quality contrcl program is essen-
tial to effective management of these programs -- to be used as a
management tool which will contribute substantially to reduction of
fraud and errors. However, it is neither appropriate nor productive
to impose fiscal sanctions based on quality control programs, since -
such sanctions:

-~ may lead to manipulation of quality control data to aveid destruc-
tive fiscal penalties, reducing its usefulness as a management
tool;

-~ may lead to cuts in funding for the very data systems, training
programs, and other management improvements which are necessary
to make meaningful progress in attacking error and fraud; and

-= may lead to substantial reductions in program benefits, harming
those very persons the programs are designed to serve, where

HALL OF THE STATLS « 444 North Capitol Street » Washington, 0.C. 20001 + (202) 624-5300
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The Honorable Daniel Patrick Moynihan, Chairman
November 16, 1979

Page 2

states are simply unable to absorb the amount of fiscal sanctions
elgsevhere in their tight budgets. This {s the most tragic con-
sequence of all.
o Any federal program designed to produce reductions in fraud and error
should
-- provide for savings at least as great as the cost
-~ focus on improving the capabilities of both the state and federal
governments to prevent fraud and error in the beginning, and,
where prevention efforts are not successful, to find and elim-
inate all manifestations -- rather than engaging in absolutely
unproductive punishment and name-calling
o The so-called "Michel Amendment™ is an {ll-consjdered, poorly con-
ceived, counterproductive impediment to productive efforts to reduce
fraud and error. Its implementation may well set back those efforts
by years, and very likely will result in irreparable harm to many
recipients of programs to which it applies
0 The entire subject of fraud and error prevention and reduction is so
complex that the committees with legislative jurisdiction over the
programs affected, which in the Senate is the Finance Committee, should
not allow other bodies, including the Appropriations Committees, to
establish the basic policies, but should themselves establish those
policies firmly founded on the extensive program knowledge which they
alone possess. We call on the Finance Committee to exert leadership
in this respect.

The Governors® Association pledges itself to full participation in the efforts
toward these ends, and to assistance to your committee in whatever ways will be
beneficial. Please call on us and our staff for this purpose.

I would also like to use the opportunity of this letter to strongly urge you

to convene public hearings on welfare reform legislation, including the measure
just passed by the House, before the Senate adjourns this year. There is no
more important a subject in the human resources field requiring Congressional
action than this. The Finance Committee should be able to proceed quickly to
markup on this legislation as soon as the Congress reconvenes next year, without
the necessity of scheduling and holding hearings at that time. There is suf-
ficient time this year to conduct the hearings, and we urge you to take this
step at the earliest possible moment.

Please accept my best wishes as you receive testimony today and proceed to
delibarate on its indications.

Sincerely yours,

W Garrahy, Cham
C on Human Resources
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Senator MoyNIHAN. I am going to have to run, as these bells
start ringing in a minute. .
1 Let me, in a very friendly way, be a bit admonishing of you. May

You have a responsibility, too. I have made it very clear that I
have felt that the persons responsible for social welfare in HEW
failed in their responsibility when they let this report come for-
ward, proclaimed it, won themselves a certain pleasant 5 days of
publicity to show how tough they are on welfare lovers. Let no one
think they are liberals. My God.

And, in fact, they put out a report which combined in money
terms a judgment of the inefficiency of taking too many X-rays in
the Mayo Clinic with cheating on welfare in Spanish Harlem.

Now, there have to be some standards here.

I tried to explain to Mr. Schaeffer. It is something new. HEW is
a large and fairly dim-witted organization, like all large organiza-
tions.

They are dealing with a new phenomenon, which is what do you
do when you have too larie a public sector and you have empty
beds and you try to fill them up, and so forth. Well, that is a
legitimate problem, but you know, it is a totally different problem
from cheatmi on welfare. However, they put them together and we
are stuck with the damn thing now.

I am sorry, sir. You are going to get these restrictions and it was
because of these people, sir. You ought to imake them pay a little
bit in their reputation as members in good standing with the
people who are always for the right thing and who suffer with
great sorrow and fortitude for the meanness and hostility inflicted
on the unfortunate by the U.S. Congress.

This is a self-inflicted wound of the community itself. I feel that
very strongly.

Am I wrong?

Mr. ArrFLECK. You are on-target, sir, and your comments earlier
were very helpful and very appropriate, I believe.

Mr. DEmPsEy. But, Senator, one very critical point and you un-
derstand it, but I am not sure your colleagues do.

The statement of managers on that conference says there will be
sanctions but clients will not be hurt. Part of our position is there
is no way you can have sanctions without hurting clients, and Mr.
Michel ought to be told that.

Senator MoyN1HAN. I will tell him, but he is not in my body.
Find somebocvia' in the other body and have him—perhaps the Sec-
retary of HEW could tell him, or is that asking too much.

Mr. Dempsgy. I think Mrs. Harris implied to us that she plans to.

Senator MoyNIHAN. Yes. : )

I thankyyou very much for your courtesy, from coming across the
country. You could not be kinder. X

Do not leave until you have passed this word to the various
people on that conference committee, will you not? It is very im-
portant to do. '

{The prepared statements of the preceding panel follow. Oral
testimony is continued on p. 256.]
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Statement on Maste and Abuse in Social Security Act Programs. by Alvis D. Roberts.
Assistant Secretary. 0ffice of Family Security: Louisiana Department of Heslth
and Human Resources

The Extent And Causes of Erroneous Payments in AFOC and Medicaid Proarsms,.- Existin
nd Proposed Measures For n roblems

The state of Louisiana has and continues to attempt to minimize error,
waste, fraud and abuse in the AFOC and Medicaid Program through the activity of the:
1. Qualfty Control Section which fdentifies and gives {nformation on

types of errors
II. Corrective Action Plans

A. AFDC
8. Medicaid

T11. SURS < Survefllance and Uti)ization Review System
IV. Recovery Section
V. The Special Investigations Sectfon - That section which handles hard
core cases that cannot be handled through local office or recovery activity.

The activity and results of these Plans and systems are as follows:

I. Quality Control Section
The system of Quality Control {s an administrative program for determining

the extent to which persons recefving public assistance are (1) eliqible for assis-
tance and; (2) receiving assistance payments in the amount to which they ars entitled.

Purpose of the Quality Control System 1s to hold the evidence of error below
pre-established tolerance 1{mits of error. This purpose {s achieved by means of
three processes: )

(1) Continuous review of statistically reliable statewide samples of cases;

{2) Periodic assembly and analysis of case findings to determine incidence

of error; and

(3) when tolerance limits are found to be exceeded, corrective action to
bring the level of erroneous cases within the tolerance established. The findings of
the Quality Control system are assembled st perfodic intervals and reported to the
Department of Nealth, Education, & Welfare.
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Statistical Analysts of Quality Contro) Findings in AFDC for the two most
recent periods for which complete information §s available is as follows:
[. April, 1978 through September, 1978

A total of 1,253 cases from an AFDC caseload of 60,245 were selected in
the sample for April 1, 1978 to September 30, 1979, and 1,227 reviews were completed.
Elfgidle overpaid cases (16.3 percent of case reviews completed) represent the
largest group of error cases, and overpayments account for 5.9 percent of payments
in all case reviews completed.

Policy incorrectly applied (31.4 percent of the agency errors) is the
largest group of agency errors, whereas informatfon not reported (93.0 percent of
the clfent errors) s the largest group of client errors.

There are major concentrations of case errors in basic program require-
ments (57.2 percent of the error cases) and need-fncome (38.3 percent of the error
cases). In the basfc program requirements, there are 146 agency errors and 18 client
errors. In need-income, there are 45 agency errors and 65 clfient errors.

Social security enumerstion (22.6 percent of the error cases) and assign-
ment of child support (20.6 percent of the error cases) have the highest concentra-
tions of errors within the dastc program requirements. Earned income (17.1 percent
- of the error cases) and other cash fncome--contributions (14.6 percent of the error
cases)-- within need-income have the highest concentrations of errors.

There are major concentrations of payment errors in basic program re-
quirements ($8,762 in ineligible and overpaid payment arrors) and in need-income
(85,934 in inelfgible and overpafd payment errors).

Social security enumeratfon ($4,345 fn fnelfgible and overpaid payment
errors) and assignment of support ($2,445 1n ineligible and overpaid payment errors)
within basic program requiresents have the highest concentrations of errors. Earned
income ($2,913 in ineligible and overpaid payment errors) and other cash income--

56-941 0 - 80 ~ 13
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contridutions ($1,911 in ineligidle and overpaid payment errors) withfn need-income
requirements have the highest concentrations of errors.
II. October, 1978 through March, 1979
A total of 1,238 positive case reviews were completed for the October,
1978 - March, 1979, reporting period. Of this number, 59 cases (4.8%) were found
to be ineligible, 87 (7.0%) eligible but overpatd, and 32 (2.6%3) eligible but under~
patd. )

Quality Control Findings for the October, 1978 - March, 1979, reporting
period revealed a total of 178 positive case errors. The agency was responsible for
115 (65%) and the client 63 (35%).

Within agency controlled errors, failure to take indicated action s
predominant representing 72% of all agency errors. Client errors are primarily
retated to information not reported (57 of 63 errors or 90%). Of the 63 client
errors, 39 errors resulted from willfull misrepresentation by the client representing
62% of all clfent errors and 22% of all case errors for this reporting perfod. Errors
involving willfull misrepresentation by the client are difficult to address in correc-
tive action planning though improved interviewing techniques and verification pro-
cedures might afford some relief in this ares.

As discussed 1n the error categories analysis, eligibility errors are
clustered in Earmed Income, Social Security Number, and Living With Specified Rela-
tive; overpayments in the two former elements and Contributions; and underpayments
in Income - primarily earnings - and Proper Persons in Budqet.

The responsidility for Earned Income errors is shared with 28 errors
attributed to the agency and 29 to the recipient. Social Security Number (enumeration)
relates primarily to an agency procedure and 32 of the 33 errors are reflected as
agency errors. Fifteen of the 17 errors in Proper Persons are attriduted to the
agency which primrily mekes this determination. Eleven of the 16 errors in



191

Contributions are due to recipient error.

With respect to payment errors, $6,419 (4.1%) of the payment to al)
cases reviewed was received by ineligible clfents wheress $4,683 (3.0%) was overpaid
to eligible clfents. Underpayments totalled $1,526 (1.0%) of the $156,929 paid to
all cases reviewed. Inel{gible case errors, though fewer in number, are significantly
more costly to the agency. Average payment errors for this review perfod are ineli-
gible - $108.80, overpayments - $53.83, and underpayments - $47.69.

11. AFDC and Medicaid Corrective Action Plans

There are separate committees established for developing and implementing
corrective action plans for the AFOC and Medicaid Programs. Correctfve Action plans
developed are related to Quality Control findings for the period upon which the AFDC
Quality Control sample was drawn,

‘A._AFDC Corrective Action Plan

The AFDC Corrective Action committee provides fnput from various levels

and sections related to the administration of the program and includes representatfon
from the following sectfons: Training, Quality Control, kppen!s. Recovery, Planning,
Regional and State Program staff and local office staff. 4

EVALUATION OF PLANNED CORRECTIVE ACTION PREVIOUSLY REPORTED

—_— ——— —————y—

Planred corrective actfon previously reported related to the Quality

Control findings through 12-31-77. These measures are outlined below:
1. Training
a. Resume 3-4 weeks orfentatfon for new eligibility workers
b. "Income Maintenance El11gibilfty Workshop" - development and fmplementation
of a statewidé on-going training effort in error-prone policy areas
2. Policy
Clarify and simplify the AFDC Operations Manual by 1-1.79
3. Monitoring

Implement 2 local office monftoring system structured to identify proqram
and staff training needs
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4, Supplementing Quality Contro) Data fn an effort to more precisely identify
error causes

a. Use of "Error Cause ldentiffcation Schedule"
b. Use of "Error Identification Schedule-Worker Profile"

Training efforts were hindered by the limited staff available to plan and
ﬁnplenent AFOC tratining sessfons. The agency recognized the need for on-going train-
ing 1n areas of error-prone policy. Efforts were successful in the development of &
comprehensive orfentation for new eligibility workers. Nine days in each sesston
were devoted to AFOC with 4 days to Food Stamps. This comprehensive training related
to both AFDC and Food Stamps results in a more versatile staff and provides adminis-
trators with more flexibility for utilization of staff more effectively and efticient-
ly. Because of the promulgatfon of the Food Stamp Act of 1977, these orfentation
sessions were temporarily suspended but have been resumed. Loca) offices have fndi-
cated that this effort has not only provided new staff equipped to readily assume
workloads, but ft has aiso relieved supervisors appreciably ¢n the ares of initisl
Job training.

During 1978, efforts were intensified toward the simplification and
clarification of policies and procedures. Revisions of primary signiffcance include:
éon:g:b::?::smn earnings - special types
Income and Assistance Unit Defined
o 15 TncTuded - (parent) o
It 4s recognized that income errors are primarily attributed to the client.

U G N) =4

An effort to identify or establish an error-prone worker profile was abandoned as
the utility of the Information did not justify the effort and cost of securing the
data.

i ¥y 108

An AFOC Corrective Action Committee provides input from various levels and
sections related to the administration of the program and includes representation from
Training, Quality Comtrol, Appeals, Recovery, Plamning, fRegfoms) & State Pregyram staff
and local office staff. ’
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For the January-June, 1978 reporting period, 115 errors wer; attributed to
“Socfal Security Enumeration. Revised poliéy fn this area was Sssued 4-1-78 and an
automated means of obtaining numbers from the Soctal Security Administration was
developed. Upon determining that an applicant or recipient does not have a social
security number, the eligibil{ty worker enumerates the client. Upon issuance of a
number, the SSA provides the state agency with this number by computer tape at which
po';nt the agency Data Processing Section matches this number by identifying character-
istics (name, race, sex, birthdate, 1.D. and recipient numbers) with the certified
recipfent and so advises the local office el1gibility worker. In addition, the Data
Processing Section generates a 11sting at three month intervals advising local
office elfgibtlity workers of those recipients on which enumeration activity s
needed. The success of this procedure is noted in the reduction of errors in this
area between the findings for the January-June, 1978 period (115) and for the April-
September, 1978 period (65).

Errors in Assignment of Support Totalled 63 for the January-June, 1978
period and 59 for the April-September, 1978 pericd. Effective 10-1-78, Act 84 of
the 1978 Louisfana Legislature provided that by accepting AFOC assistance, the AFDC
applicant or recipfent is automatically and without need for his written consent
deemed to have assigned any past, present and future rights to child support he or
any chi_ld for whom he 1s applying for assistance may have. Therefore, effective
with the October, 1978-March, 1979 review period, errors {n this area were eliminated.

_Recently the agency considered the feasibility of utilizing a computer gen-
erated error profile based on Quality Control findings for purposes of workload
management and corrective action direction. Assistance was extended by H.E.W. and
the s&te of West Virginfa in this effort. On Jamuary 31, 1979 the magnetic tape
of Louisiana's Quality Control findings for the April-September, 1978 perfod was for-
warded to West Virginfa for formulation of an error-profile. The agency will continuve
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to seek documentation to determine 1ts operability within our system.

Tratning continues to be a recognfzed on-going need tn Planned Cor;'ocuve
Action. In recognftion of the 1imited training staff availadle to meet this need,
efforts will be made to expand training to a regfonal basis where Assistance Pay-
ments Consultants might provide training in specific need areas. In fmplementing
the local office monitoring system (regular case reading), Consultants provided
specific training for readers in an effort to assure statewide uniformity tn this
activity.

Policies and procedures continue to be reviewed on an on-going basis in an
effort to simplify and clarify wherever possible. The agency {s currently developing
a centralized aligibility system which would allow for the consolidation of needed
forms and elimination of superfluous forms.

EVALUATION OF PLANN‘ED CORRECTIVE ACTION PREVIOUSLY REPORTED
The effectiveness of planned corrective action for the April-Septemder,
1978, reporting perfod was evaluated as follows:
1. Act 84 of the 1978 Louisiana Legislature: This state statute provides
that by accepting AFOC payments, the AFDC applicant or recipient {s
automatically (without need for his written consent) deemed to have
assigned any past, present, and future rights to-child support he or

any child for whom he 1s applying for assistance may have. This law
became effective 10-1-78 and thereby aliminated all errors in assign-
ment of support for the October, 1978 - March, 1979, reportina period.
For the previous perfod (April-Septamber, 1978}, errors in this element
totalled 59 (21X of all error cases) and 15% of ;ll doltars paid in
error. The elimination of these errors has been instrumental in reduc-
ing overpayment case error rates from 16.3% for the last review period
to a current 7.0% for the October, 1978 - March, 1979 perfod. Oollars
overpaid declined from 5.9% to 3.0%, -
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2. Mechanization of Enumsration and Automatic Follow-Up Controls: .
Although enumeration errors remain significant in current findings,
progress was made in reducing these errors as follows:

Number of % of Cases £ of $ patd

Reporting Perfod Case Errors Reviewed in_error
01/78 - 06/78 15 9.4 39.2
04/78 - 09/78 65 5.3 27.0
10/78 - 03/79 33 2.7 17.2

These effective action measures continue with implementation of account-

ability controls for follow-up activities as well as revisions in policy -

related to follow-up requirements.

3. Program Monitoring: The case monitoring training of field staff was
completed.

4. Policy Revisfons: With high concentrations of errors chronically

surfacing in the area of earned income; the agency began extensive

revistons in this area of the policy manua). The revisions include

the addition of case sftuatfon examples to assist staff in the proper

application of policy. Many revisions have been formulated and ap-

proved to be released to field staff.

Centralized E11qibjlity System: A pilot project in a parish to

manually test the use of the cosmon application continues. The

5

.

common application form {s used to collect the {Aformation needed to
determine el{gibility and benefits for AFOC, Medical Assistance, and
Food Stamps and to collect data for referral to IV-D. This phase of
the test s to be followed with the test of the mechanized use of the
form. The system {s patterned closely after that in use fn Wisconsin
where error rates were reduced significantly subsequent to its imole-
mentation.
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6. Error-Prone Profile: Study of the feasibility of using an automated
error-prone profile based on Quality Control findings for caseload
menagement purposes continues. The State Of West Virginfa has con-
tinued to work cooperatively with Louisfana fn this effort. However,
due o our own Timited staff svailable to research this project
coupled with unavoidable delays in securing 8 current and apolicadle
profile, progress was hindered.
Traintng- hens{ve Orientation for El4gibild rkers ;
Although the evaluation of cause and effect cannot be statistically
detatled, we do not underestimate the value of resuming the compre-
hensive orientation sessions. These orfentations are ongoing and we
continue to recefve positive feedback as a result of this effort.
839, Guidiines for Narrative Entries and Indexing of Executiye Bulleting:
Limfted staff necessitated the postponement of these projects. Each
1s recognized as a .valusble tool in the process of assuring proper
application of polfcy and will be pursued as staff and time are avail-

7

able,

PLANNED CORRECTIVE ACTION

1t s recognized that the corrective action process is an ongoing effort
with continuity in addressing established deficiencies. The committee, there-
fore, endeavors to meet quarterly. '

Planned corrective action measures to inftfate and/or pursue, the defi-
clencles are addressed below: ' "
1. Mechanization of Enumeration and Autometic Follow-Up Controls:
a. The mechanized enumeration process proved effective vigh the number
of enumeration errors reduced from 115 (January - June, 1978) to 33-
(October, 1978 - March, 1979). This system remains operative.
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b. Quarterly 1istings prepared by Data Processing of recipfents with-
out soclal security numbers will continue to be made avatlable to
_Tocal office staff to trigger needed enumeration activities. The
January 11, 1979 tisting reflected 8,008 retipients not enumerated
whereas' the most current 1isting (July 10, 1979) reflected a
reduction to §,962.
¢. Enumeration errors are projected to decline further based on o
recent analysfs of state polfcy {n relation to required follow-up
activity for enumeration purposes.
Past Munagement Review at Certification and Redetermination: The past
management review provides valusble leads to sources of unreported
income, The committee recommended that management review as an inter-
viewing tool should be revived in central orfentatfon sessfons as well
as in the policy manual.
Indexing Executive Bulletins to Policy: Action was taken to imolement
this practice. Each Executive Bulletin wil) be referenced as to the
policy (policies}) affected 1n the policy manual. In this way, field
staff can efficiently and effectively maintain a cross-reference
system to assure application of current bolicy.
Guidelines for Narrative Entries at Certification and Redetermination:
Some parishes and/or regfons have implemented their own guidelines for
narrative entries. A uniform gquide would serve to assure uniformity
in program delivery and facilitate second party review. This would
facilitate the program monftoring system.
Policy Revisfons: Revisfon and clarification of policy are ongoing
efforts in program administration. Major revisions to the income
policy have been formulated with the fncluston of examples to assist
staff 1n proper spplication. These revisfens are directed at incone
errors - particularly eeratnes.
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6. Extend Indefinitely the Waiver for Locating and Interviesing the

Absent Parent: The waiver for locating and interviewing the absent
parent was extended {ndefinitely. Init{ally this was done in order
to alleviate the Assistance Payments workers load durfng the Food '
Stamp Conversion effort. Close monitoring of the affect of this
waiver indicate that statistics relative to errors which might be
associated with the waiver have actually declined rather than increased,
For the April - September, 1978 period, errors {n Deprivation -
Continued Absence totalled 10 and errors in Contributions totalled 42.
For the October, 1978 - March, 1979 perfod, these errors totalled 8
and 16 respectively.

Extend “Indefinitely the Wajver for Home Yisits at Certification: The
requirement that a home visit be made prior to certification was
waived to factlitate Food Stamp Conversion and has been extended in-
definitely. The scheduled home vistt {s seldom effective in reducing
incidences in which the client intends to willfully misrepresent his

~4
.

sftuation. And even in cases not involving misrepresentation, verifi-
cations by home visit alone are less conclusive than alternate docu-
mentations available.

8. Automation of WIN Reporting: State Office staff began pursuit of the
feasibiiity of mechanizing Welfare Savings Reporting for the WIN
Program. The» nine WIN parishes in Louisfana carry approximately 50%
of the statewide usolud./ Not only would this system relieve workers
of time-consuming activity, it would further assure accuracy fn savfngs-
on obtained cmployment. 1In addition, this system through coding of
WIN/Work status would assure that the registrant pool fndicated by the
IV-A agency's records would be reflected similarlv fn Department of
Labor records.
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SUMMARY

The effective measures taken by the agency have been largely systems and pro-
cedural changes. Such measures have resulted in a reduction of over 50% of case
error rate and 31% drop in payment error for the period from September, 1978, to
September, 1979. Further procedural and systems refinements are not readily avail-
able to the agency and the dramatic improvements as seen in the past cannot be
accomplished through this means. We have reached an error level which cannot be
broadly attacked. Intense individual effort on multiple error causes will now re-
sult in minimal change 1n error rate but will comg.gbout at high cost.

Despite intense effort to reduce ercor, tht.mezsures tiken have been effective
only in reduction of agency error. There have been no actions which have been
measurably effective in reducing client errors. Trainino workers to fmprove skills
n interviewing clfents has been implemented; however, the results are not measurable.
Ctient fraud and abuse if willfull will not be detected without greater and more
comprehensive investigation than the agency can afford to make. Interim contacts and
reporting requirements have been fneffective 1n reducing the client error rate.
‘This, therefore, raises high the question as to whether sanctions on client error
against an agency are appropriate.

Although, as an agency, we have been able to reduce errors dramatically, we
frankly doubt the goal of a 4% error rate {s realistic. Even if leverace, disre-
gard or special tolerance were allowed for client error, we doubt our ability to

achfeve and mafntain a 4% level.
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B. Medicaid Corrective Action Plan
The Medicaid Corrective Actfon Plan includes all Medical Assistance Only cases,
except SSI cases. The state does not assume corrective actfon for Federally adminis-
tered eligibility determinations; therefore, SSI cases are excluded from the Quality
Control sample. (Payments to ineligibiles in the AFDC category are treated in the
AFDC Corrective Action Plan.)

October, November, December, 1978
Total cases completed 156
Ineligible cases 7 (%4.5)
Cases with understated recipfent 1{ability 5 (%3.2)

Apri1, May, June, July, 1979
Total cases complieted , e

Ineligible cases . 13 (% 5.9)
Cases with understated recipient 1{ability 8 (% 3.6)

Error Analysis

Ineligible payments resulted from the following elements:

1. Excess resources

» The recipients and the agency were equally at fault. Recipfents {or re-
sponsible parttes) failed to declare ownership of resources such as bank
accounts, non-home property, 1ife {nsurance. The agency failed to explore

_ or develop potential ownership of resources.

2. Administrative failure to take timely actfon to close cases, through over-
sight.

3. Adninistrative delay (such as printing) fn issuing policy and procedurs
guidelines to staff.
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Income errors resulting in understated recipfent 14ability (in Long Term Care

cases) were fdentified as follows:

1. Faflure of recipfent to report accurately or timely changes in income.

2. Fatlure of Rendex system to generate accurate and timely data.

3. Failure of recipient to report changes {n l{ving arrangements/household
composition. '

Planned Corrective Action

To reduce the errors in the area of excess resources, pldns were specified

for administrative level State and Regional meetings, fdentification of training
needs, expansion of policy material, and refinements to the computer system.

Controls were devised-at all administrative levels to ensure timely disposi-

tion of case actions to prevent fneligible payments. Procedures were established
to provide for advance and/or impediate release of pertinent policy fssuances.

" For income errors resulting in unstated recipient 11abflity, the plan included
refinements to the Rendex system, error printouts generated by the computer, and
more thorough verifications by eligibility staff.

Implementation and Results

The error rates for ineligible cases, and for cases with understated Habﬂlb

have increased. However, the long-range results of the technical and mechanical
measures should become evident in the subsequent review perfod. Planning and recent
implementation of the following elements should serve to reduce errors:

1. The income and resource policy sections have been expanded.

2. Coordination between adminfstrative staff 4in state office, eligibility
staff, andbﬁ\ﬂreentrol staff has been improved, resuiting fn uniform
definitions and tdentification of error causes.

3. Training sessfons are now in progress, on a regional basis, for concen-

trated groups of Medically Needy and Long Term Care staff,
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4. The master file has been expanded to meet the needs of Medicaid cases.

5. Modifications to the SOX and Bendex systems have been made.

6. Controls have been placed on certain cases to assure that Medicaid eligi-
bility {s terminated appropriately.

111. The Surveillance and Utilfzation Review (S/UR) System

Even though the Medfcaid claims error rate 1s not used in the assessment

of the fiscal sanctions on the Titles IV-A and XIX funds, Louisiana feels it fs
important that the committee be fully aware of what efforts are being made in this
area. Loutsiana has had a fully certified Medicaid Management Information Systim
{MMIS) sfnce 1977. Our expertise in controlling our program is improving with this
sophisticated computerized system. The MMIS has six systems, two of which collect
and store basic health delivery information. Those are:

the Recipient Subsystem which contains data on the identity and
services provided each recipient;

the Provider Subsystem which contains the {dentity of providers and
the services they provide.

The third subsystem is the Claims Processing Subsystem which enters, )
vertfies, and makes claims payments to providers. The system also stored the record ‘
of all claims payments. The fourth, the Reference File Subsystem, holds data on
such areas as providers' usual and customary charges u;d other standards data sets
such as diagnosis codes. Taker together, those four subsystems hold all the data
necessary for the maintaining two subsystems, Surveillance and Utilization Review
(S/UR) and Management and Administrative Reporting (MARS). These two supply the data
needed for efforts to control misutilization; they support the general management
capabilities of a Medicaid program; and, with the Claims Processing Subsystem, they
help identify fraud and abuse.
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The Surveillance and UtilVzation Review (S/UR) subsystem 1s specificatly
desfgned to address the problems of inappropriate util{zation of services:—The basic
function of the S/UR is to compute actual performance agsinst generally accepted
uttlization consistent with local norms and patterns of care. For example, 3 hospital
tength-of-stay may be three days for a specific diagnosis. The S/UR would review
the data and report exceptions such as Tengths of Stay in the hospita) which are more
than the average three days for that diagnosis. This in itself does not necessarily
mean inappropriate utilfzation, but it helps point out deviations from the norm
where further actfon may be necessary.

The S/UR subsystem has thus been designed to accomplish the following
objectives:

. to develop, over time, a comprehensive statistical profile of local
health care delivery and utilization patterns established by provider
and recipient participants in the various categories of service
authorized under the Medicaid program;

. to reveal and review potentia) misutilization and to promote correction
of actual misutilization of the Medicaid program by its individual
participants;
to provide Infcrmation which will reveal and facilitate investigation
of potential defects in the level of care or quality of service
provided under Medicaid;

. to accomplish the substantive objectives stated above with a minimum
Tevel of manual clerical effort and a maximum level of flexibility with
respect to management objectives.

We are providing you with the attached information in an effort to provide
you with susmary information on‘our program since January, 1979 as a result of
our S/UR's activity. These figures document that we in Loufsiana are making an
earnest endeavor to help curtail fraud and abuse,

In addition, Louisfana has the first federally funded Medicaid Fraud
Control Unit. This unit, under the administrative control of the Attorney General of
the State of Louisiana actively follows-up on suspected cases of medicaid provider

fraud.
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UTILIZATION PROBLEN ANALYSIS
FIRST QUARTER

UTILIZATION PROBLEM 1978  JMN. FEB. MAR. TOTAL BY % OF PROBLEMS
PROBLEM ON_CASES CARRIED
THIS QUARTER
Bi11ing Recipient 26 1 4 k]| 29.0
Excessive Services 25 0 0 25 23.4
Medical Necessity 19 0 1 20 18.7
Improper Billing: 289
Fragmenting 4 0 0 1 5 4.. 7
Soice comonents 1 0 0 1 2 18
&e’,ﬂsg‘l‘aggﬁs o 1 0 1 2 1.9
Restricted Practice 2 0 0 0 2 1.9
Services Not Rendered 6 1 0 0 7 6.5
Card Swapping 1 4 0 V] 3 2.8
Recipient Ineligible 1 o] 0 0 1 .9
Drug Substitution 1 0 0 0 1 .9
Dented Free Choice 0 1 0 0 1 .9
Quality 6f LTC Care 0 1 0o 0 1 .9
Ouplicate 8i11ing 1 0 2 2 H 4.7
Individual Physfcian ’
Not Identified in Clintc 1 0 0 0 1 .9
89 6 7 5 107

Total Number of Cases
By Reporting Perfod
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RECOVERY STATUS REPORT

FIRST QUARTER
1979 '
A 8 c . D E F 6 H
Month Pending Overpayments Balance Overpayments Balance  Overpayments Balance  Percent
Previews Established Before Discounted After Received End This Recovered
Period This Period Discount(A+8) This_ Period Discount This Period Period This Period
- (E-F) {F4E)
January $34,399.94  $21,481.10 $55,881.04 $221.47 $55,659.57 $983.10 $54,676.47  1.76%
February 54,676.47 1,405.26 56,081.73 145.00 55,936.73  %07.70 55,629.03 .55%
March 55,629.03 0.00 55,629.03 0.00 55,629.03  150.10 §5,478.93 .26%
Susmary $34,399.94  $22,886.36 $57,286.30 $366.47 $56,919.83 $1,440.90 $55,478.93  2.53%
This Quarter s
RECOVERY PENDING STATUS REPORT
FIRST QUARTER
1979
Blue Cross  UR Committee Administrative EDSF Provider Recovery Total
EDSF Audits Review Decisfon Adjustment’ Unit
$27,224.02  $18,207.40 $3,090.00 $2,773.02 $2,301.63 $1,882.86 $55,478.93
49.07% 32.81% 5.56% 4.99% l.l“_ 3.392
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RECOVERY STATUS REPORT

——

| SECOND QUARTER !
A 1979 '

‘A 8 c D E F 6 H
Month Pending Overpayments Balance Overpayment  Balance  Overpayments Balance  Percent

Begin Established Before Discounted After Recovered End This Recovered

Period This Period Discount(A+B) This Period Discount This Period  Period This Pertod

(c-p) (E-F) (]3]
| .
April $55,478.93  $1,480.60 $56,959.53 $ 2.50 $56,957.03 $1,970.25 $54,986.78  3.46%
1
May 54,986.78  2,318.90 57,305.68 (1] 57,305.68  748.90 56,556.78  1.30%
June 56,556.78 182.60 56,739.38 - 28,581.72 28,157.66 3,018.54 25,139.12  10.72%
Summary $55,478.93  $3,982.10 $59,461.03 $28,584.22 $30,876.81 $5,737.69 $25,139.12  18.58%
This Quarter : .
DISCOUNT REASON REPORT
SECOND QUARTER
1979

Provider No Longer Calculation Adainistrative Total

In Practice/Business Error Decision

$27,224.02 $ 8.2 $1.352.00 $28,584.22

95.24% . 4.72%
RECOVERY PENDING STATUS REPORT
SECOND QUARTER
1979
EDS Federal Fraud Recovery Total
us tment Investigation - Unit
$5,048.86 $18,207.40 $1,882.86 $25,139.12
20.08% 72.42% .



IV. Recovery Section .

The Recovery Section makes a decfsign concerning the feasidility of
recoupment and recovery for all ineligible payments and overpayments whether they
resulted from administrative error, misunderstanding of policy or laws by the
client or willfull witﬁholdtng or misstatement on his part of factual {nformation.
Recovery Section {s also responsible for the decfsion on cases in which evidence
of fneligible payments becomes available only after closure.

The action of the Recovery Section will include:

A. Review of all available information.

8. Making a decisfon on the feasibility of seeking repayment

from the client. In non-fraud cases that might result in
hardship the decision may be made not to recoup the over-
payments. In evaluating the question of hardship, the follow-
ing {s considered:

(1) Amount of current {ncome and managevent.

(2) Members of the household

(3) Health condition.

(4) Shelter and utility costs.

{5) Any extenuating circumstances that would involve unusual
expend{tures.

In cases where there {s no ntent to commit fraud concerning eligibilfty
factors, recoupment shal) be made only when the recipient has currently available
income or resources, exclusive of his grant income {n an amount equal to or ex-
ceeding the amount of recoupment reduction of the grant. Recoupment shall de
1imited to the 12 months preceding the month of discovery {n non-fraud cases. In
cases which indicate intent to defraud, recoupment may fnclude the entire loss.
Statistics regarding Fraud and the recovery and/or recoupment fn AFOC, Title XIX
Provider and Medicaid for the State Fiscal Year July 1, 1978 through Ju‘m 30, 1979

are as follows:
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RECOVERY SECTION
STATISTICS REGARDING FRAUD AND ABUSE

AFOC_PROGRAM

STATE FISCAL YEAR July 1, 1978 thru June 30, 1979

2,273
2,03
1,672

3s)
$153,084.00
§ 79,579.73
§232,663.78

AFDC cases referred to Recovery Section for review
Decisfons made on AFDC cases referred to Recovery
AFOC cases involving Client Error

AFDC cases {nvolving Administrative Error

AFDC Recoupment Collections for fiscal year

AFDC Recovery Collections for fiscal year

TOTAL AFDC COLLECTIONS FOR FISCAL YEAR

cescnacsneaa L Y L T T TP Y Y T T o T Y L T T TPy

OVERPAYMENTS. TO RECIPIENTS IN MEDICAID PROGRAM

$59,404.41

Total Amount Collected for Fiscal Year

-------- B T N R L LY TR T PP PR T T P T TN

TITLE XIX PROVIOER OVERPAYMENTS DISCOVERED 8Y AUDITS

539
$1,857,254.23
$1,076.603.20

Number of Referrals received in Recovery Section
Total Amounts Involved i{n Referrals
Total Amount Collected for Fiscal Year

- esweww P L T L T T TP N



Recovery Activities

FISCAL YEAR July 1978 through June 1979

AF% Fﬂ*o %SES :
REFERRED TO DI {EYS FOR PROSECUTION

Nusber of Cases referred for prosecution involving ADC . . . . .

Anount Involved 3221,912.90

Number of Cases referred for prosecution involving Medical Vendor.

Amount Involved $53,566.27

Number of Cases prosecuted § convicted involving ADC . . . .+ & .

Amount Invoived $227,481.45

Nuber of Cases prosed:ted & convicted involving Medicgl Vendor. .

Aoount Involved $38,402.19

Court-ordered Restitution

$ 62,306.07 ADC
12,119.52 Medical Vendor

$74,325.59 Total )

97

49

81

S1
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V. The Special Investigations Section
The Spectal Investigations Section of the Office of Famfly Security

detects and investigates suspected fraudulent situatfons fnvolving agency staff,
providers (except medicaid) and recipients in any program administered by the agency.
The staff is in the process of being brought up to full strength of 17
investigators and a director.
The Section has primary responsibility of investigating:

1. C(ases of probable fraud discovered by investigators of the unit through
{nit{ative or through special projects.

2. Reports of instances of probable fraud recefved by the Section from the
general public, state office staff and other local, state, federa) or out
of state agencies.

3. Cases involving recipfents suspected of fraudulently receiving assistance
in two or more names.

4, Cases of recipients suspected of receiving assistance in more than one
parish or state.

§. Cases involving complex situations too difficult for parish office staff
or other investigative or audit units to resolve, and in which fraud is
suspected.

The majority of cases investigated by the Section are complaints from
the general public or referrals from parish offices. Most cases of fraud in the state
are routine in nature and are locally handled by Eligibility Workers. When local
office staff is confronted with cases they cannot resolve, and in which fraud {s
suspected, they refer them to the Special Investigations Section. Cases referred are
evaluated to determine whether they will be accepted for further investigation by
the Section, referral elsewhere or returned to the referring source with recommendations
for resolution.

During the Fiscal Year 1978-79, three hundred sixty-nine (369} referrals
were received from 43 parishes and 15 requests for fnvestigative assistance wers
received from other states. Two hundred and efght (208) referrals were accepted for
{nvestigation, 86 were not accepted for various reasons, and 75 were pending evalua-
tion or assignment. One hundred thirty-six (136) investigations were completed.
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Thirty-five (35) recipient cases were referred to district attorneys for
prosecution and one case (a day care center) was referred to the U, S. Attorney.
Twenty-six (26) people were arrested. Fifteen (15) prosecutions were completed by
prosecutors with 19 pending.

The following breakdown shows the losses uncovered in cases investigated
by staff of the Section, and 1t shows the estimated savings resulting from closure

or reduction of grants:

LOSSES COUNTABLE_SAVINGS
Public Assistance $183,128.77 $70,389.42
Food Stamp: 203,228.75 87,711.57
Medicaid (Recipient) 37,302.39 15,211.05*
DayCare = essvacsee 61,138.00

Other  eemamene. y,s!o,a
!1!3.855. ) » .

:* {:gomplete figure due to difficulty verif{ing medicatd payments.

omplete figure. Grant reductions or closures are frequently taken on

cases and action is not reported to S
‘ Although statistical fnformation generated by the SIS may seem non-
spectacular fn comparison to the mi11ions expended in the various programs annually,
there are other immeasurable benefits. There is no accurate measure of loss prevented
through deterrence and improved skills of employees.

The major benefits of active fraud investigation are deterrence and an

increase in reported instances of possible fraud. Information from the field indicates
that requested closures and reported changes in family circumstances increase in areas

where cases are actively investigated.
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TesTIMONY OF
BarBarA B, BLum
" COMMISSIONER
New York STATE DePARTMENT OF SocIAL SERVICES
BEFORE THE
CoMMITTEE ON FINANCE
SuBcoMMITTEE ON PUBLIC ASSISTANCE
UNITED STATE SENATE

SuMMARY

New YORK STATE AND OTHER MEMBERS OF THE COUNCIL HAVE
A STRONG COMMITTMENT TO PROVIDING QUALITY SERVICES IN
AN ACCOUNTABLE MANNER

THlﬁ MITMENT 1S EVIDENCED BY THE REDUCTION IN ERRORS
LEVEES ORK OTATE TO ONE-FOURTH OF THEIR ORIGINAL

MAJOR MANAGEMENT IMPROVEMENTS HAVE OCCURRED THAT ARE
STATE INITIATIVES FINANCED BY STATE RESOURCES

THE PRIMARY CAUSE OF ERROR 1S PROGRAM COMPLEXITY AND
LACK OF STANDARDIZATION AMONG PROGRAMS RATHER THAN
CLIENT MISREPRESENTATION OR WORKER INEFFICIENCY

THE SCALE OF PROGRAMS ADMINISTERED COMPOUNDS THESE
PROBLEMS

FISCAL SANCTIONS ARE NEITHER NECESSARY NOR APPROPRIATE
TO IMPROVE PROGRAM MANAGEMENT

QUALITY CONTROL 1S A MANAGEMENT TOOL WHICH 1S NOT
INTENDED TO MEASURE MISSPENT DOLLARS

« THE INCLUSION OF “TECHNICAL ERRORS” IN THIS
PROCESS EXAGGERATES THE EXTENT OF MISSPENT FUNDS

To IMPOSE SANCTIONS BASED ON A SINGLE NATIONAL GOAL
1S INAPPROPRIATE SINCE QUALITY CONTROL STANDARDS
DIFFER SIGNIFICANTLY AMONG STATES

THE IMPOSITION OF SANCTIONS ON THE BASIS OF QUALITY
CONTROL STANDARDS  WILL UNDERMINE THE MANAGEMENT
VALUE OF QUALITY CONTROL AND MAY JEOPARDIZE THE ABILITY
OF PROGRAMS TO SERVE LOW INCOME PERSON3
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I am BarBARA B, BLuM, ComMissiONER OF THE New York
State DEPARTMENT OF SoCIAL SERVICES. IT 1S MY PRIVILEGE
TO JOIN WITH COLLEAGUES FROM THE NATIONAL COUNCIL OF STATE
PuLic WELFARE ADMINISTRATORS IN PRESENTING FOR THE SUBCOMMITTEE'S
CONSIDERATION THE CAUSES OF ERRORS IN SOCIAL SECURITY AcT
PROGRAMS , ‘ ..

Tue STATE oF New YORK, AND OTHER STATES REPRESENTED IN
THE NATIONAL COUNCIL. HAVE A STRONG COMMITMENT TO PROVIDING
QUALITY SERVICES TO OUR CLIENTS IN A MANNER THAN CAN BE
MEASURED FOR 1TS ACCOUNTABILITY. THE FEDERAL GOVERNMENT HAS
SHARED AND ENCOURAGED THIS COMMITMENT.

STATE AND FEDERAL PROGRAMS, WHILE OFTEN CLEAR IN
INTENT, ALMOST ALWAYS BECOME COMPLEX IN REALITY, UNFORTUNATELY
THESE HAVE EVOLVED IN A MANNER WHICH CREATES BARRIERS TO
THE CLIENT AND TO THE WORKER ALIKE. »

WaiLe THE Aip To FamiLiEs wiTH DepENDENT CHILDReN (AFDC)
AND MEDICAID PROGRAMS ARE. IN FACT, PRONE TO ERROR, WE NEED
TO CLARIFY MISCONCEPTIONS AND OVER-SIMPLIFICATIONS ABOUT
THE CAUSES FOR ERRORS AND ERRONEOUS PAYMENTS., FAILURE TO
DO SO MAY JEOPARDIZE CONTINUED PUBLIC SUPPORT FOR THESE
CRITICAL PROGRAMS, .

FIRST, LET US BE CLEAR THAT A MARGINAL NUMBER OF
MISTAKES CAN BE ATTRIBUTED CLEARLY TO CLIENT MlSﬁERRESENTAT!dN
OR WORKER INEFFICIENCY, THE MAJOR CAUSES OF ERROR, HOWEVER.
LIE ELSEWHERE, WE MUST LOOK FOR THE CAUSES OF ERRORS IN
THE COMPLE*IT]ES AND LACK OF STANDARDIZATION AMONG PROGRAMS,
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IN THE VOLUME OF CLIENTS SERVED AND IN THE CONSTANTLY CHANGING
CIRCUMSTANCES OF THE CLIENT POPULATION ITSELF,

To THESE CAUSES WE MUST ADD CHARACTERISTICS OF THE
QuALITY CONTROL PROCESS WHICH HAVE COMPOUNDED THE ISSUES
BEFORE US. AMONG THE MOST IMPORTANT OF THESE 1S THE ADDITION
OF IECHNICAL ERRORS TO A SYSTEM THAT WAS ORIGINALLY INTENDED
TO MEASURE MISSPENT DOLLARS AS WELL AS THE LACK OF UNIFORMITY
IN QUALITY CONTROL STANDARDS AMONG STATES.

THE EXPERIENCES AND PERCEPTIONS OF NEw YORK STATE
MAY ASSIST THE SUBCOMMITTEE IN ITS EFFORT TO ADDRESS THESE
ISSUES. . '

Mew York Syate RecORD

DESPITE THE OBSTACLES AND COMPLICATED ISSUES BEFORE
US, NEW YORK AND OTHER STATES HAVE ACHIEVED PROGRESS IN
REDUCING THE EXTENT OF ERRONEOUS PAYMENTS IN THE MAJOR
ASSISTANCE PROGRAMS. SINCE THE INCEPTION OF QuALITY CONTROL
IN 1973, New York HAS REDUCED ITS coMBINED AFDC AND MeEDICAID
PAYMENT ERRORS TO ONE-FORTH OF THE ORIGINAL LEVELS. OvER
THE LAST FIVE YEARS, CORRECTIVE Acrtpns APPLIED BY THE STATE
AND ITS LOCALITIES HAVE ALLOWED US TO AVOID OVER $1 BILLION
IN ERRONEOUS PAYMENTS, DRAMATIC CHANGES HAVE OCCURRED IN
THE MANAGEMENT OF OUR ASSISTANCE PROGRAMS BECAUSE OF THE
COMMITMENT OF STATE RESOURCES., IN THE FACE OF A GROWING
FISCAL CRISIS WE HAVE SPENT OVER $150 MILLION TO IMPROVE
OUR EFFICIENCY, AND THESE INVESTMENTS HAVE RETURNED EXCEPTIONAL
DIVIDENDS.
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THE MANY ASPECTS OF INITIAL AND CONTINUING ELIGIBILITY
'HAVE BEEN ANALYZED AND STRENGTHENED THROUGH A VARIETY OF
PROGRAMS, AMONG THE MAJOR CHANGES WERE:

v THE ADDITION OF oveR 1,000 STATE AND LOCAL STAFF
TO PERFORM MANAGEMENT REVIEWS AND TO RECOMMEND
CORRECTIVE ACTION TO REDUCE ERRORS,

+ A COMPLETE REDESIGN OF THE APPLICATION USED TO
DETERMINE ELIGIBILITY ALONG WITH ADDITIONAL STAFF
SUPPORT SO THAT MEANINGFUL INFORMATION CAN BE
CAPTURED, DOCUMENTED. AN EASILY UNDERSTOOD BY |
WORKER AND CLIENT ALIKE,

+ THE INTRODUCTION OF A COMPREHENSIVE RECERTIFICATION
PROCESS THAT REQUIRES THE REVIEW AND VERIFICATION
OF IMPORTANT INFORMATION AT REGULAR INTERVALS,

.+ IMPROVED STAFF TRAINING TO ENCOURAGE PROPER
DECISIONS MAKING, -

+* CHANGES IN LOCAL AGENCY DRGANIZATION TO FACILITATE
THE EFFICIENT INTERACTION OF BOTH PEOPLE AND PAPER,

+ THE ADDITION OF THOUSANDS OF STAFF TO MAKE HOME
VISITS AND TO MAKE INDEPENDENT CONTACTS WITH SOURCES
THAT COULD CORROBORATE STATEMENTS MADE BY CLIENTS,
AND ’

. THE INTRODUCTION OF COMPUTER TECHNOLOGY THAT IS -
CAPABLE OF COLLECTING BILLIONS OF PIECES OF INFORMATION,
CALCULATING ASSISTANCE ENTITLEMENTS, AND MATCHING
INFORMATION TO OTHER COMPUTERIZED DATA SOURCES TO
VERIFY INCOME., '
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I wWouLD LIKE TO EMPHASIZE THAT NEW YORK'S PROGRESS
RESULTS FROM A SINCERE COMMITMENT TO REDUCE DOLLAR LOSSES
AND TO ASSURE CONFIDENCE IN THESE SYSTEMS, THE STATE'S
EFFORTS TO ASSURE THE INTEGRITY OF THE MEDICAID PROGRAM 1S
ANOTHER EXAMPLE OF THIS MOTIVATION, WITHOUT FEDERAL MANDATES,
New YoRK STATE ADDED ALMOST 1,500 STAFF WITH INVESTIGATIVE
AND AUDITING BACKGROUND TO REDUCE THE INCIDENCE OF ABUSE
AND WASTE BY ALL TYPES OF MEDICAID PROVIDERS, THE STATE
HAS ALSO IMPLEMENTED A COMPUTERIZED MeDICAID MANAGEMENT
INFORMATION SysTEM (MMIS) WHICH MAKES PROMPT. ACCURATE
PAYMENTS AND ISOLATES IMPROPER BILLINGS. THESE COMBINED
EFFORTS HAVE ALLOWED THE STATE TO RECOVER OR AVOID THE
MISUSE OF MILLIONS OF DOLLARST

IN SHORT, STATES DO NOT NEED THE THREAT OF FISCAL
SANCTIONS TO BEHAVE IN A RESPONSIBLE MANNER, STATE AS WELL
AS FEDERAL DOLLARS ARE AT STAKE AS 1S THE CONTINUED VIABILITY
OF ESSENTlAL'SERVICES TO PEOPLE IN NEED.

We BELIEVE THE FEDERAL GOVERNMENT SHOULD FOCUé ON
PROGRAMMATIC REFORMS TO REDUCE ADMINISTRATIVE COMPLEXITY
AND THE SOURCES OF ERRORS THEMSELVES, ‘

ProgrAM COMPLEXITY

IN New YORK, AS IN MANY OTHER STATES, THERE ARE FIVE
MAJOR ASSISTANCE PROGRAMS TO MEET THE NEEDS OF INDIVIDUALS
AND FAMILIES:! -

. A1p 10 FAMIL1ES WiTH DEPENDENT CHILDREN
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. MepicAL AsSISTANCE

 Foop Svames

. GENERAL ASSISTANCE AND

. SUPPLEMENTAL SECURITY INCOME

~ To A VERY LARGE EXTENT, THESE PROGRAMS HAVE DEVELOPED
INDEPENDENTLY AND;OVER TIME. AT BOTH THE STATE AND FEDERAL
LEVEL, COMPLEX AND OFTEN CONTRADICTORY STANDARDS HAVE BEEN
ADDED WHICH MAKE WORKER ACCURACY AND CLIENT UNDERSTANDING
DIFFICULT TO ACHIEVE,

IN ONE HOUSEHOLD UNIT IN New YORK, FOR EXAMPLE, COMPRISED
OF A GRANDPARENT OVER 65, A MOTHER WITH TWO YOUNG CHILDREN
AND ONE CHILD OVER 18, THE WORKER MUST UNDERSTAND THE ELIGIBILITY
CRITERIA FOR AFDC, SSI AND GENERAL ASSISTANCE AS WELL AS
THOSE FOR FooD Stamps AND MepIcAID,

ONE NEED LOOK NO FURTHER THAN THE STANDARDS FOR COMPUTING
RESOURCE OR INCOME TO IDENTIFY THE POTENTIAL FOR CONFUSION
" WITHIN THESE PROGRAMS., IN New YORK. FOR THE FIVE PROGRAMS
WHICH CAN AND DO IMPACT ON AFDC AND MEDICAID ERROR RATES,
THERE ARE FOUR DISTINCT STANDARDS FOR RESOURCES AND FIVE
COMPLETELY DIFFERENT STANDARDS FOR ALLOWABLE INCOME, IN
ADDITION, BOTH THE FEDERAL AND STATE GOVERNMENT HAVE ADDED -.
VARIATIONS WITHIN CERTAIN ASSISTANCE CATEGORIES FOR SUCH
FACTORS AS WORK EXPENSES AND OTHER ALLOWABLE DEDUCTIONS.

THE COMPLEXITY OF THESE PROGRAMS AFFECTS THE ABILITY
OF THE ELIGIBILITY WORKER TO IMPLEMENT STANDARDS ACCURATELY
AS WELL AS THE CLIENT'S ABILITY TO COMPLY WITH REPORTING
REQUIREMENTS,
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IN ADDITION, UNIQUE REQUIREMENTS AND PROGRAM COMPLEXITIES
HAVE CREATED FRAGMENTATION AND INEFFICIENCIES AT THE LOCAL
LEVEL BETWEEN UNITS THAT GATHER DATA AND MAKE ELIGIBILITY
DETERMINATIONS., THE SCOPE AND VARIETY OF FORMS NEEDED TO
MEET ELIGIBILITY REQUIREMENTS AND THE VARIETY OF DATA THAT
MUST BE COLLECTED AND STORED BECOMES AN ADDITIONAL DETERRENT
TO THE DESIGN OF PROCEDURES THAT WILL PROMOTE EFFECTIVE
PROGRAM MANAGEMENT.

WE MUST ALSO RECOGNIZE THE IMPORTANT IMPACT OF SCALE - -,
ON THE POTENTIAL FOR PROGRAM ERROR. IN New York StaTe,
THERE ARE CURRENTLY OVER 22,000 STATE AND LOCAL WORKERS
WHO PARTICIPATE IN THE PROCESS OF DETERMINING ELIGIBILITY - =~ -
FOR THREE MILLION AFDC AND MEDICAID RECIPIENTS. IT HAS
BEEN ESTIMATED THAT THESE WORKERS HANDLE IN EXCESS OF 100 MILLION
DOCUMENTS (EACH YEAR FOR THESE CASELOADS. IN THE MIDST OF
SUCH A MAMMOTH OPERATION, PROCEDURAL ERRORS ARE BOUND TO
OCCUR. ' "

Ine QuaLity ConTROL PROCESS

- THE EXPERIENCE OF ORK STATE INDICATES THAT QUALITY
' ConTROL AN EFFECTIVE MANAGEMENT TOOL WHEN ACCOMPANIED
BY IN DEPTH MANAGEMENT REVIEWS AND PLANS FOR CORRECTIVE
_ACTION, THE STATE STRONGLY SUPPORTS THE STRENGTHENING OF
QUALITY CONTROL FOR THIS PURPOSE. WE OBJECT STRENUOUSLY.
HOWEVER. TO ITS USE AS A BASIS FOR FISCAL SANCTIONS.

OUR OBJECTIONS ARE BASED ON TWO FUNDAMENTAL ISSUES:
« QUALITY CONTROL DOES NOT MEASURE TRUE PAYMENT
LOSSES AND
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. QUALITY CONTROL STANDARDS VARY WIDELY FROM STATE
TO STATE !

+ Iecunical ERRroRS

IN 17s PRESENT FORM, QUALITY CONTROL INCLUDES THE
MEASUREMENT OF ERRORS WHICH ARE “TECHNICAL” IN NATURE AND
DO NOT, IN FACT, RESULT IN ERRONEOUS PAYMENTS TO CLIENTS,
IN New YORK STATE. FOR EXAMPLE, OVER ONE-THIRD OF WHAT 1S
DESCRIBED AS OVERPAYMENTS FOR THE PERIOD ENDING MARcH 31,
1979 WERE IN FACT TECHNICAL ERRORS RELATING TO PROGRAM .
COMPLIANCE OR CLAIMING PROCEDURES. TECHNICAL ERRORS FALL
INTO THREE MAJOR CATEGORIES:

_+ FAILURE TO REGISTER AN EL1GIBLE WIN RECIPIENT
+ FAILURE TO OBTAIN A SOCIAL SECURITY NUMBER FOR
YOUNG CHILDREN AND
« CLAIMING OF EXPENDITURES IN THE IMPROPER CATEGORY

USUALLY. NO ERRONEOUS PAYMENTS ARE MADE FOR THE FIRST
TWO OF THESE CATEGORIES, THE ISSUE IN THE THIRD CATEGORY
1S SOMEWHAT MORE COMPLEX.

WHEN ERRORS OCCUR RELATED TO IMPROPER CLAIMING CATEGORIES.
CHARGES THAT SHOULD HAVE BEEN ASSESSED TO STATE PROGRAMS
ARE CHARGED TO FEDERAL PROGRAMS, THE FEDERAL QUALITY CONTROL
PROCESS .. HOWEVER, DOES NOT REFLECT CHARGES TO STATE PROGRAMS
WHICH SHOULD BE MADE IN FEDERAL CATEGORIES, .

IN SUCH SITUATIONS., THE CLIENT RECEIVES NO ADDITIONAL
PAYMENT AND THE CLAIMING OF FEDERAL DOLLARS IN ONE INSTANCE
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1S OFESET BY THE ABSENCE OF CLAIMING IN THE OTHER,

THE ISSUE OF TECHNICAL ERRORS ILLUSTRATES THE COMPLEX]fY
OF THE QUALITY CONTROL PROCESS, IT BECOMES EVEN MORE COMPLICATED

WHEN APPLIED DIFFERENTLY AMONG STATES.

IN New YORK STATE.” FOR EXAMPLE, A MAJOR CAUSE OF
ERROR 1S THE FALURE TO QUALIFY FOR ASSISTANCE BECAUSE
OF THE ALLEGED PRESENCE OF THE ABSENT PARENT IN THE HOME,
WHILE THE PRESENCE OF THIS PARENT MUST _INDICATE AN ERROR
IN EACH STATE, THE PROCEDURES USED TO DETERMINE HIS PRESENCE
VARY WIDELY. IN NEw YORK'S PROGRAM QUALITY CONTROL
AUDITORS SPEND AN AVERAGE OF 206 HOURS INVESTIGATING AN
AFDC CASE WHILE OTHER LARGE STATES WITH LOWER ERROR RATES
SPEND MUCH LESS TIME.

= RATHER UNDERSTANDABLY. NEw YORK STATE TENDS TO
1§£1un_mone PARENTS PRESENT. IN OTHER AREAS AS WELL., INVESTIGATIVE

TECHNIQUES AND CRITERIA FOR CONCLUDING THAT AN ERROR HAS
OCCURRED VARY WIDELY. THERE ARE, IN FACT. AS MANY QUALITY

CONTROL PROGRAMS AS THERE ARE STATES, -

THE APPLICATION OF QUALITY CONTROL IS ALSO AFFECTED
BY THE STRUCTURE OF. PROGRAMS ON THE STATE LEVEL, StATES, °
SUCH AS NEw YORK, WITH STRINGENT RESOURCE REQUIREMENTS ARE‘AORE
LIKELY TO HAVE RESOURCE RELATED ERRORS. THE PRESENCE OF
OPTIONAL PROGRAM COMPONENTS., SUCH AS ASSISTANCE FOR INTACT
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FAMILIES 'OR UNBORN CHILDREN, ALSO INCREASES THE POTENTIAL
" FOR ERROR IN A STATE, DOLLAR SANCTIONS BASED ON THIS
SYSTEM ARE CLEARLY INAPPROPRIATE,

CoNcLusTON .

) IT 1S OUR BELIEF THAT THE FUTURE OF QUALITY CONTROL
AS A VIABLE MANAGEMENT TOOL RESTS ENTIRELY WITH SUBSTANTIVE
REFORM OF THE POLICIES AND PROCEDURES GOVERNING ASSISTANCE
PROGRAMS AS WELL AS WITH THE STANDARDIZATION OF THE QUALITY
CONTROL PROCESS THROUGHOUT THE COUNTRY. THE USE OF QUALITY
CONTROL FOR PURPOSES OF SANCTION CAN LEAD ONLY TO ITS
REDUCED USEFULNESS FOR PURPOSES 0% PROGRAM MANAGEMENT.

UNDER THREAT OF SANCTION, 1T WOULD NOT BE SURPRISING
IF STATES REDUCED THE RIGOR OF QUALITY CONTROL PROCEDURES
OR DEVELOPED TWO SEPARATE STANDARDS - ONE FOR INTERNAL
MANAGEMENT AND THE OTHER FOR REPORTING TO THE FEDERAL
GOVERNMENT. WHILE THIS APPROACH COULD PROTECT US FROM
PENALTIES, IT WOULD SUBVERT THE VERY PURPOSE OF THE QUALITY
CONTROL PROGRAM,

IMPOSITION OF SANCTIONS FOR PAYMENT ERRORS ABOVE
ARBITRARILY DEFINED STANDARDS COULD HAVE SERIOUS FINANCIAL
CONSEQUENCES FOR New York STATE. OF EQUAL IMPORTANCE IS -

* THE POTENTIAL DAMAGE TO PROGRAMS DESIGNED TO PROVIDE ’
ESSENTIAL SERVICES TO LOW INCOME PERSONS., -

CONGRESé MAY WISH TO ASSESS THE REASONABLENESS OF

THIS APPROACH AND TURN ITS ATTENTION TO PROGRAMMATIC
" CHANGES DESIGNED TO REDUCE ERRORS, QUALITY CONTROL CAN
THEN BE DEVELOPED TO FURTHER IMPROVE PROGRAM MANAGEMENT.

§6~941 0 - 80 - 15
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" Statement by John T. Dempsay
Director - MDSS
- . before the Subcommittes on
Public Assistances of the Senate
Finence Committee
November 18, 1979

Provision of assistance to persons genuinely in need Is a primary goal of our
national public assistance programs. A related goal is to provide such assistance
accurately and efficlently. A natlonwide system of quality control has been
instituted to provide some measurement of the realization of these goals. The
quality control system is a management tool developed with the expectation of
assuring the proper and correct expenditure of pudblic assistance funds, through
locating unacceptable performance and ineffective policles and initiating
corrective aotion to reduce and eliminate waste and error. Recently it has been
suggested — in fact it has been legislated by Congress — that data {rom the quality
control system be utilized to impose fiscal sanctions upon states which are not
achieving certain performance standards, and that incentives, in the form of
inoreased federal funding, de provided to states which are exceeding performance
standards. Substantial discussion has ensued concerning the relative mecits of
various plans for implementing disallowances or incentives. Por the most pert
however, this discussion hes (ocused upon the concept of disallowances and
incentives and/or various techniques for implementing such a concept. Little
attention has been given to the ability of the present quality control system to
provide proper data from which to edminister a national system of disallowances
and/ot {ncentives.

I propose to explore several Issues which relate to inherent characteristics of the
quality control systems in public assistance, their ability to provide meaningful
stats by state comparisons, and appropriateness of various causes of action directly
related to various levels of misspent funds. To facilitate this explanation, four
basic questions must be considered:s 1) What constitutes misspent funds?, 2) How Is
the amount of misspent funds determined?, 3) What causes misspent funds?, 4)
What can be done about misspent funds? While this statement does not intend to
provide comprehensive coverage of each question, I belleve that sufficient insight
can be provided to facilitate decision-making. At the very least, [ believe a careful
;:niow of this statement will suggest that the subject Is not as simple as some
eve.

WHAT CONSTITUTES MISSPENT PUNDS?

If mispayment rates are to be compared among states (whether for purposes of
disallowances and/or incentives, or any other purpose), it is imperative that the
definition of misspent funds be clear and meaningful and produca similar resuits
from state to state. Current quality control systems are designed to provide
relatively precise, unbiased estimates of each state's performance in complying
with its own approved state plan of operation. The system’ provides these
estimates, as intended, and has proved to be quite valuable as a source of
Information for corrective action planning on & state by state basis. This is the
case since d?su supplied by thd;“zmem is Ir:lavtant to each s‘;me bhocnuso
measurement is against {ts own in state plan of operation. Since each state
has a different state pian of operation, Ewm?er-, it {s not certaln that state by
state com, will have any pertinent meaning, What are actually considered
misspent funds then, may vary from state to state according to the features of
_each indlvidual state's plan of operation. ‘
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Those who are not completely familiar with varlous case budgeting methods
allowable under the Social Security Act may not fully appreciate how differences in
state plans can effsct mispayment rates. The following examples demonstrate how
¢ 18 with identical circumstances are viewed differently from state to state.
Aithough the examples are hypothetical, they are based upon actual approved
practices in various states. N

Examples One — The Cap, or Maximum Grant

In this example, we will examine identical cases Ia two states. Each case will
represent an eligible family of four reciplents. In each state total needs for
the family Is determined to be $400. In each case the grantee has $300 of

. sarned {ncome which has gone unreported for several months. The only
diffarence between the two cases is that State A pays 100 percent of need
and State B has a maximum grant of $240 for a famlily of four.

* Status of This Case in States Aand B

State A State B
(100% of Needs) (249 Cep)
Neads (family of 4) $400 $400
—~ ~Grant $400 $240

To determine the effect of the $300 unreported Income, we must determine how
much of this was budgetable. The income disregard provisions require that the first
$30 plus 1/3 of the remalning income must be disregarded. In addition, we will
assume each state allows work expenses of $30. The substraction would be:

$300 gross income
~$30 less first $30

-$90 . less 1/3
-*30 less work expenses
net income

In each case, therefore, $150 of net income should have bean budgeted. [n the case
of State A, ‘150 should have been deducted from the grant, so that & mispayment
amount of $130 exists. Notice the (nteresting result in State B, however, when the
$150 net Income is considered., State B may exercise its option to deduct net
income from needs. In this case the $130 net income would be subtracted from the
$400 needs to Indicate a grant of $250 (exactly the same as State A). However,

ice State B has a maximum grant of $240, the amount they should properly pay
remains at $240, cegardless of the $300 of unreported earned income. Thus, no
error exists in State B. In this example, therefore, identical cases of unreported
income result in a large mispayment (37.5% of total payments) in the state which is
doing the most to meet clients' needs, and no mispayment at all {n the state which
Is doing substantially less In meeting needs. If sanctions and/or Incentive payments
are applied to these two states with identical case situations, the incentive (or
State A to provide a smaller percentage of clients' needs (and the incentive for
State B to continue providing a smaller percentage of needs) is tremendous. This in

direct opposition to the basig program goal of providing assistance to those In
need: ; —
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Much the same phenomenon can oceur when a rateable reduction Is (n effect. In
this example, we will consider the same cases which were considered in the last
example. This time we will look at three states, A which ﬁ:ys 100 percent of need,
and C and D which have & 40 percent rateable reduction in force, in, $300 of

ed earned income will exist [n each case, work expenses will be $30 and
needs for & family of four will be $400. The difference between States C and D are
in the manner that the rateadble reduction s taken. In State C, it is taken against
the grant and in State D, against needs.* .

Status of This Case in States A, C and D
STATEC  STATED

STATEA
(100% of Nesds) (40% R.R, Grant) (40% R.R., Needs)

% Bateimly Badvotion o gt 50
te ot -

Grant m 01 o)
Budgetabls Income $150 $130 $150
Mispayment Amount $150 $90 $0
Mispayment Percentage - 37.8% 37.5% 0

All caloulations are identical to Example One. State A again has a mispayment of
$150 due to the unruported Income. State C would have had a grant of $180 {f the
income had been reported since their rateable reduction is spplied to the grant.
$400 needs less $150 budgetable income equals $250; less €0% r.R. ~ $100 ~equals
150 grant amount.) In the case of State C, a mispayment percentage of 37.3
percent exists (comparable to State A). This is not the case (n State D, When the
40 percent rateable reduction is applied sgainst needs, a grant of $240 (s
determined. Subtraction of the $180 net [ncome from $400 needs would indicate a
grant of $250. However, this exceeds the $240 rateable reduction amount and
therefore $240 Is the correct payment. In this case, as in Example One, $300 of
unreported income has no effect upon the mispayment rate. The disincentives for
mesting needs are identical as in Example One.

Other examples could be cited, mmYnof & more programmatic nature. Notlce In
each case, however, the discrepancy In mispayment amounts from state to state ls
not the result of any deficiency or variation in the quality control system. In sach
case, the quality control system accurately compares results with the state plan of
operetions. The problem, of courss, arises from the e number of options
available under the Social Security Act, and its implemen regulations, which
produce state programs which are sufficiently dissimilar so as to render

mispayment comparisons meaningless.

‘1"hls represents a minor simplification in actual procedures, for esse of discussion,
but will niot alter the conclusions.
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The lack of differentiation between technleal (or procedural) ercors and actusl
mispayments is an ares of current quality control policy which brings the
eredibility of the system into question. Technical (procedural) errors involve cuses
where the correct benefit was awarded to the desired target population but, due to
an agency oversight, the cases are technically Ineligible until the proper paperwork
has been processed. Areas where these oversights occur involve assisting the
reciplent In applying for a social security number, fulfilling child support
requirements, or registering the recipfent for the WIN program. I[n each Instance,
howaever, the same amount of benefits would have been pald to the same reciplents
had all procedural requirements been met. Only in a technical sense does &
mispayment exist. The corrective action concept In quality control implies that
waste can be eliminated or diminished by proper correative action. Mispayment
amounts are viewed as being synonymous with waste. Thlqn !'i g%%:jg_\gl! not true (n
the W Corrective action to eliminate the source of aerrof
assoclated wi ve milllon dollars of technical errors will not reduce spending by
one penny, since the proper benefit was already being given to the proper recipient.
The failure of the current system to differentiate between these edural ecrors
and actual mispayments seriously undermines the credibility of all quality eontrol
results. [ noted that in & colloquy on the Senate floor on September 22, 1979 (Cong.
Record, PS 13218) Senator Magnuson told Senator Javits that it was the (ntent of
the Conference Managers that technical errors would not de included in the base
leading to fiscal sanations. HEW's proposed regulation ignores such advice and coes
include technical errors — a bad policy, in my judgment.

HOW IS THE AMOUNT OF MISSPENT FPUNDS DETERMINED?

Comparison of state mispayment rates on a national basis impiles that the same
standards will be used nationally to measurs performance. Two primary areas will
determine the uniformity of review from state to state — detailed specification of
how a review is to be conducted, and similarity of review intensity. Currently
there is considerable diversity among states within these two areas. DHEW is In
the process of rewriting the ty eontrol handdbook In an effort to more closely
standardize review and verification procedures among states. When this {s
accomplished we expect much more uniformity in review methodology among the
states in the AFDC program. As of todsy, however, this profect is not yet
completed. Ido not know when it will be.

Complete uniformity is not possible because program requirements (state plan of
operation) vary from state to state, and because the reliability of certain types of
verification vary from location to location. Nevertheless, at least in the AFDC
program, we expect more uniformity of review techniques in the future. We do not
hold such expectations for the Medicaid program,

Intensity of review Is another matter. States which consclentiously spend more
- time and money In the quality control review process will deteast more of the errors
which actually exist than will those states which expend significantly smaller
amounts of time and money. Currently, some states spend (on the aversge) three
times the amount of time on & review as other states spend. While the states with
the more extensive review procedures do not generally find that many more cases
in error than other states, the additional errors that are uncovered tend to be very
large mispayment amounts since they Involve ineligible cases whose eircumstances
were willfully misrepresented by the recipient. It is no accident that the states
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hich conduct the most extensive reviews consistently report client error rates
nispayment amounts) well above the national average. So long as the quality
antrol data s only utilized for corrective action purposes within a state, the more
xter ‘e review reflects responsible management since it produces the most
acuract data on which to base decisions. Once states are compared with each
ther for purposes of withholding PPP, however, the more extensive review can no
mger be justified because of the large relative disadvantage a state places {tself
1 by doing excellent quality control reviews. In fact, under a sanction
nvironment, states will have every Incentive to drop back to barely minimal
uality control reviews. Should this happen — and {t will, believe me — (lscal
snations will be less than is presently projected, but quality control will also be
reakened as & management tool.

JHEW attempts 2o adjust for these differsnces by means of & faderal ce-ceview of

subsample of state reviews. When different results are found between the federal
nd state samples, state findings are statistically adjusted to take federal findings
1to account. The contention is that this process sliminates a large portion of the
tate to state differences in review procedures and intensity of effort. If the
ederal re-review staff utilize uniform re-review edures from state to state, it
3 entirely le that most differences in review procedures can be taken into
ccount. (Discussions between state directors, and state quality control directors
egarding federal re-review experiences lead us to believe that the federal re-
eview procedures are greatly lacking ia uniformity nationally.)

*he Sntention that differences In intensity of effort can be taken into account Is
JQore difficult to understand. The number of federal re-reviewers required [n any
tate is governed by the subsample size. Nationally, federal re-reviewers are
taffed so as to be able to spend sbout the same amount of time on & re-review.
luppose that amount of time is two hours. The state averaging 24 working hours
“er review would get re-revisw cases that averaged 26 hours of review after the
‘aderal re-review was completed. States aversging 8 hours would average 10 hours
ifter federal re-reviewv. We do not understand how this procedure rectifies the
ntensity issue In any respect, although we have been assured that it does. It does
tot, regardless of what anyone says.

WHAT CAUSES MISSPENT FUNDS?

1 would be {mpossible to detail sll causes of misspent funds in public assistance. [
selieve, however, that three general problem areas are paremount. The first area
»f concern involves the tremendous complexity of the laws, rules, regulations, and
tourt decisions which determine the administration of public assistance programs.

Although program complexity effects all jurisdictions in their administration of
Jub’ assistance pmdms, it cannot be sald to effect them equally. Jurisdictions
whicre are charact. by reciplent populations whose circumstances are more
Jnstable than the ave recipient population, are particularly disadvantaged. In
eneral, this characterizes the situation found in the larger metropolitan areas
where reciplents are more transient, are continually In and out of the labor market,
and whose family situations tend to be more unsettled. This is well documented by
the April-September 1978 national mispayment rates whers we see the following
mispayment rates:
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Large Metropolitan Mispayment Mispayment Rate
Area Rate Rest of State

Wayns Co. (Detroit) 11.3 4.8 (Mich.)
s New York City 10.3 8.2 (N.Y.)
Cook Co. {Chicago) . 17.8 10.2 (11.)
Philadelphia 24.1 11.1 (Pa.)
Los Angeles Co. 3.5 2.3 (Cal.)
Washington, D.C. 23.3 -

Although most are willing to concede the accuracy of this charge, little has
been done to address the problem. I[n fact, during an era when national
expectations demand a continual decrease in mispayment rates, Federal law and
regulation seem to become more ancd more complex and difficult to administer,
There seems to be an increasing tendency in both Congress and DHEW to absolve
themselves {rom any responsibility for public assistance mispayments. Current
sanction regulations place the entire responsibility for mispayment upon the states.

- Onee again the states have become the scapegoat and the true nature of the
Federal/State partnership is revealed. We would hope that Congress would not
allow this Injustice to continue.

Secondly, as already noted, states do not have uniform programs nationwide.
oFrograms differ among states in benefit levals and in scope of coverage. It hes
plready been shown that states which achieve a lower benefit level by virtue of &

maximum grant or rateable reduction, tend to gain a sizable advantage over states

paying a higher proportion of need. This is true because of the handling of
unreported earnings, as previously demonstrated. JMany low benefit states,
howevaer, do not employ such devices but merely declare a vary low standard of
need. Thus, they do not gain the sdvantages from the maximum grant or rateable
reduction. This is not to imply, however, that thess low benefit states do not
possess an inhecent advantage over high benefit states {n terms of mispayment
rates, .

Probably the most error prone group of cases nationally Is the group of cases
receiving earned income. Mispayment rates for those receiving income tend to be
astronomical and few states are free from such errors. However, as the amount of
earned Income {ncreases, a point is finally reached where the case is no longer
eligible for essistance. At this point, assuming proper reporting occurs, the case
leaves the roles and the size of the error prone earned income case group is
reduced. If many such cases reach this point, a substantial reduction in the size of
the error prone case group can be achisved and mispayment rates will drop
caoord.lnﬁy. Of particular interest, therefore, is the amount of earned income
required In & state for the case to become ineligible for assistance. If this value is
,quite low, the state could be expected to administer fewer of thess error prone
cases than most, and therefore to have a lower mispayment rate if all other things
were equal. Conversely, the h the amount of earned fncome necessary to
become ineligible for assistance, more error prone casss the state would expect
to administer (with the expected accompanying increase In mispayment rates). The
following tabls examiries the approximate number of hours which a grantee of a
famlly of four would have to work, earning the minimum wage, before becoming
inetigible for assistance.
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STANDARD OF NEED Approximate Number of Hours Worked
Per Month at Minimum Wage Before

(Family of Four) Becoming Ineligible for Assistance*
) $ 80 63
$100 76
$120 89
$140 101
$160 114
$180 126
$200 139

*Assumes standard income disregard, §% FICA tax, no income taxes, and no
work expenses. Figures should be revised slightly upward to reflect work

expenses.

It can be seen from the table that cases with earned income will earn their way off
the roles much more quicidy in states with a low standard of need than they would
in states with a higher standard of neud. This oflers a clear advantage to low
beneflt states since the size of the error prone earned income Jroup is more likely
to be smaller than in higher standard states.

Statistics generated by the national quality control system tend to indicate that the
ore generous the program in a state, in terms of scopd of coverage, the higher the
ispayment rates will tend to be. For example, & state may choose to extend

coverage to the unemployed father segment, or to 18-21 year old children; they

may chooss to provide allowances for special needs or allow more generous
resource requirements; they may pay actual work expensces, rather than standard
allowances, and may choose to disregacd income from some sources. In each

instance, the state, by adop these options, is doing more fot m%‘% r%

(clearly the goal of the program). In each instance, however, the state P

up an error prone segment which will tend to force mispayment rates up. States

are faced with an obvious choice — keep mispc‘yment rates low by restricting

program coverage (and benefit levels), or provide for people in need at the expense
of higher mispayment rates.

Thirdly, the effect of willful client misrepresentation of circumstan be
noted. Although the distribution of sgency to client error has hist y been
§09%/50%, client errors as a group tend to Involve much larger amounts. When
mispayment rates are examined, two-thirds of the mispayment (s attributadle to
client ercor and only one-third to agency errors. This would suggest that during the
April-September 1978 period, approximately 5% of total ADC funds were misspent
due to client error. The picture of the "welfare chiseler” is & popular concept these
)days. Many tend to take a hard line on misspent funds [n public assistance
programs because of their conception of the "welfare chiseler." We would call your
attention to a recent report of the Internal Revenue Service (Publication 1104 (9-
78)) which estimates that between 8%-11% of funds which should be received from
the Individual income tax are not received due to willful underreporting, or
nonreporting, by the general gopuhtiom When this 8%~11% figure iy compered to
the estimated 5% in the AFDC program, a moce proper perspective may be gained.
Certainly, misspent funds due to willful misrepresentation In public assistance
programs must be addressed. It should be recognized, however, that this
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undesirable dehavior is even less prevalent in the publle assistance population than
it Is in the general population. National poliey which focuses upon f{raud and sbuse
in public assistance, while ignoting equal incidences of fraud and abuse in the
- general population, as svidenced by the income tax study, promotes an insidious
type of diserimination which cannot ba tolerated. Persons and families on publie
assistance are at least as honest as the population generally.  Yet the public
perception Is much different. N

WHAT CAN BE DONE ABOUT MISSPENT FUNDS?

Current national policy ts that the most effective way to reduce misspent
funds {s through a policy of fiscal disallowances to the states. I delieve that this
poliay is probebly the most countarproductive approach which could be undertaken,
especially when the various consequences of the policy are examined. It Is often
argued that a disallowance of federal matching funds is required to provide the
negative incentive necessary to stimulate the states into taking correative action,
Thin suggestion presupposes that 1) the size of the negative incentive Is large
encugh to stimulate action, and 2) misspent funds are caused (and are therefore
controllable) by the states. The negative incentive argument is curious, to say the
. least, since In every disallowance scheme seriously considered to date, the states
will lose more monrsy (n state funds misspent than they will in federal
disallowances. Certainly every state has sufficient incentive to reduce misspent
funds {n their own limited state budgets, without the need of further "incentives" of
a federal nature. Clearly, then, something more than a negative Incentive (s
required to reduce misspent funds. The argument that misspent funds result from
faulty state administration is also perplexing. No state would be so bold {or so
naive) as to claim perfect program administration. Without a doubt, all states will
readily admit that a portion of the misspent funds directly result from less than
perfect administration of the public assistance programs at the state level. Such
does not appear to be true for DHEW or Congress, however. 1 find nothing In
current disallowance regulations, or discussion, to indicate that DREW or Congress
assume any responsibility for the problem even though they are the source of publie
assistance law and regulation, and to a great extent determine how programs will
be administered nationally. Current disallowance regulations, for example, pass
the entire sanction amount to the states. There is no incentive whatsocever for
improved performance from DHEW.

In addition, I have shown previously, the disadvantage, in terms of misspent funds,
which is incurred by states which choose to offer higher benefit levels or & broader
scope of program coversge. A policy of national disallowance, based upon misspent
Iwii?e, would obviously provide strong disincentives to those states which do more
to provide f3r human need by providing higher benefit levels and broader program
coverage. Given the fact that public assistance programs exist to address the
problem of human need, any policy which provides strong disincentives to states
which do the most to provide for human need would appear antithetical to the basic
purpose of public assistance. 1believs fiscal disallowance to be such a poliey.

One more point must be made and stressed. The only possible consequences of a
policy-of fiscal disallowance are contrary to what Congress intends. Only two real
alternatives exist, Either benefits to clients will be reduced, or kept low, or staff
reductions will be ordered. Should staff reductions result, ecror rates will increase.
Surely, these alternatives are not Congressionally intended.
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There is one other alternative, and it probably [s most likely. 1 fear that a national
policy .of fiscal disallowance will destroy the quality control system, rather than
reduce misspent funds. [ have no doubt that fiscal sanctions will force states to
report & misspent funds rate consistent with desired national targets. The key word
here is Le%%u Since many states will find it difficult, or impossible, to achieve
necessary- ctions {n misspent funds, they will be forced to curtail quality
control review activity to the point that only the target level can be detected.
Although everyone will then be able to celedbrate the effectiveness of the sanetion
policy in reducing misspent funds, in fact ail that will be achieved is that the
national capability to detect misspent funds will be diminished. Little reduction in
actual misspent funds will occur, and the data necessary to formulate effective
corrective action will no longer exist. This will be the tragic, although inevitable,
result of a national disallowance policy.

Solution to the misspent fund problem must begin in Washington. Publie assistance
laws and regulations must be simplified to the point where programs are easily
administered — aven to clients who experience frequent changes In circumstances.
At the very least, this would entail considerable standardization among
requirements and deflnitions in the various federal programs, plus unifoemity In
eligibility and budgeting procedures. DHEW must be much more iavolved in the
technical aspects of administration, such as identifying the most effective case
management techniques, specifying minimum worker qualifications, suggesting
performance standards for first line workers, and assisting with training modules.
Finally, financlal incantives should be available to states who develop Innovative
techniques to more effectivaly administar public assistance programs.

In conclusion, 1 wish to reiterate my support for positive efforts to reduce current
rates of misspent funds. - My interest in accomplishing this worthy objective is
every bit as keen as the federal interest. | would hope that such efforts would
recognize the true nature of tha Federal/State partnership and place the burden of
achievement equally upon all shoulders, rather than pursuing a bankrupt policy of
"passing the buck” to the states. :
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_l‘hnom. CONCIL OF STATE PUBLIC MELFARE ADMINISTRATORS -
Averican PusLic WetrARE ASSOCIATION

TESTIMONY OT JGCT'&%JI AFFLECK
RHODE ISLAND DEPARTMENT OF SOCIAL AND REHABILITATIVE SERVICES
AD

CHAIRMAN
NATIONAL COUNCIL OF STATE PUBLIC WELFARE ADMINISTRATORS
BEFORE
SUBCOMMITTEE ON FINANCE
UNITED STATES SENATE FINANCE COMMITTEE

UNITED STATES SENATE
Noverger 16, 1979 |

MR, CHATRMAN AND MEMBERS OF THE SUBCOMMITTEE, MY NAME IS JoHN J. AFFLECK,
I a4 DirecTor OF THE RHoDE ISLAND DEPARTMENT OF SoCIAL AND REHABILITATIVE Ser-
vICES AND CHATRMAN OF THE MaTioNAL CounciL OF STATE PuBLIC HELFARE ADMINISTRATORS,
The NaTIONAL COUNCIL, ON WHOSE BEHALF | AM TESTIFYING, IS COMPOSED OF THE OFF]- .
CIALS IN EACH STATE. THE DISTRICT oF CoLUBIA, AN THE U, S. TERRITORIES WP
ARE RESPONSIBLE FOR ADMINISTERING INCOME MAINTENANCE, MEDICAL CARE, AND SOCIAL
SERVICE PROGRAMS WHICH PROVIDE ASSISTANCE TO MILLIONS OF PEOPLE IN NEED, | AM
Accoreanten TopAY BY DR, Jow T, Dowsey. Director of THE MicHIGAN DEPARTMENT OF
SociAL Services, Bareara B, Bum, Comissioner o i New York DEPARTMENT OF
SociAL Services, AD ALvis D, RoBerts, AssiSTANT SECRETARY For THE OFFICE OF
FaMiLy SecuriTy oF THE LoulsiANA DEPARTMENT OF HEALTH AND HMan ReSOURCES. WHILE
I TESTIFY AS CHATRWAN OF THE COUNCIL, REFLECTING 175 VIEWS, | BASICALLY TESTIFY
FROM MY VANTAGE POINT AS DIRECTOR OF THE RHODE ISLAND ProGRAM, THOSE WITH ME TO-
DAY WILL BE PROVIDING THE COMMITTEE WITH TESTIMONY CAST FROM THEIR RESPECTIVE
VANTAGE POINTS. WE ARE VERY APPRECIATIVE OF THE FACT THAT YOU ARE HOLDING THIS
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HEARING TODAY IN RECOGNITION OF THE SERIOUS NATLRE OF THE ISSUE AND YOUR
DEEP AND CONTINUING INTEREST IN THE PROBLEMS FACING STATES IN ADMINISTERING
THE PRESENT WCLFARE SYSTEM. WE ARE GRATEFUL FOR THE OPPORTUNITY TO TESTIFY
IN RELATION TO QUALITY CONTROL AND FISCAL SANCTIONS WHICH ARE SO COMPELLING
IN OUR ADMINISTRATIVE OONCERNS.

[ AM SURE YOU ARE VERY AWARE THAT THE COMBINATION OF FEDERAL REGULATIONS
AND STATE LAWS FREQUENTLY MAKE FOR A CUMBERSOME AND SOMETIMES CONTRADICTORY
JOB FOR ADMINISTRATORS AND WORKERS IN THE WELFARE FIELD AND SEEM TO MAKE OUR
PROGRAMS ALMOST TOTALLY UNINTELLIGIBLE FOR THOSE PEOPLE WHO ARE RECEIVING BENE-
FITS, LET ME FIRST SAY THAT THIS SITUATION IS IN NO WAY AMELIORATED BY THE
QUALITY CONTROL. SYSTEM,

WE IN THE STATES WHO ARE RESPONSIBLE FOR ADMINISTERING WELFARE ARE VERY
SERIOUSLY IN FAYOR OF THOSE PRINCIPLES WHICH UNDERPIN THE CONCEPT OF QUALITY
CONTROL. SINCE OUR PROGRAMS ARE CONTINUALLY OPEN TO PUBLIC SCRUTINY, AND FRE-
QUENTLY PUBLIC SCORN, IT IS A VERY REASONABLE GOAL FOR WELFARE AIMINISTRATORS TO
ENCOURAGE A CONTINUING REVIEW OF THE QUALITY OF ITS PROGRAM.

HELFARE ADMINISTRATORS MUST ESTABLISH CORRECTIVE ACTION WHEN SUCH REVIEW
INDICATES THE NEED, AND MAKE PUBLIC THE FINDINGS OF SUCI! REVIEWS WITH AN EYE
TOWARDS CAPTURING THAT DEGREE OF EUBLIC CONFIDENCE THAT SUCH A SYSTEM MAY EN-
GENDER, HE, HOWEVER, ARE NOT AT ALL SURE THAT LOGIC WAS THE MOTIVATING FORCE
BEHIND THE ORIGINAL FEDERAL REGULATIONS WITH RESPECT TO QUALITY CONTROL, THERE
ARE SOME WHO FEEL THAT THE ORIGINAL INTENT OF QUALITY CONTROL WAS TO DEMONSTRATE
TO THE PUBLIC THAT THE WELFARE SYSTEM IN PLACE COULD NOT BE ADMINISTERED, RECENT
NATIONAL ADMINISTRATIONS SEEM TO HAVE AﬁBPTED TO ERODE PUBLIC CONFIDENCE THROUGH
THE USE OF QUALITY CONTROL FINDINGS.
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We. OF COURSE, DO NOT WHOLLY FEEL THAT QUALITY CONTROL IN A WELFARE PRO-
GRAM CAN BE ANALGOUS TO THOSE QUALITY CONTROL SYSTEMS USED ON PRODUCTION LINES
AND MANUFACTURING CONCERNS. A POINT THAT 'WOULD LIKE TO SPEAK TO LATER,

IN RECENT YEARS IT HAS BECOME FASHIONABLE FOR PUBLIC ADMINISTRATORS TO
ADOPT MANAGEMENT TECHNIQUES ESTABLISHED IN PRIVATE INDUSTRY, THE ASSUMPTION,
OF COURSE, IS THAT PRIVATE INDUSTRY 1S THE SOURCE OF INNOVATION IN SUCH TECH-
K§QUES AND BECAUSE OF THE PROFIT MOTIVE., PRIVATE ORGANIZATIONS HAVE THE CAPACITY
AND WILLINGNESS TO CONCEIVE OF SCHEMES WHICH RESULT IN EFFICIENT AND EFFECTIVE
MANAGEMENT, QUALITY CONTROL 1S ONE TANGIBLE MANIFESTATION OF THAT ASSUMPTION,
I SUSPECT THAT RECENTLY CHRYSLER CORPORATION HAS GIVEN SOME DOUBT TO THE CONTINUED
WiSDOM OF GOVERNMENT BORROWING FROM INDUSTRY: INDEED, THAT CORPORATION HAS MADE
APPLICATION FOR WELFARE, IN SPITE OF THEIR ADVANCED MANAGEMENT TECHNIQUES.

ONE ‘OF THE MAJOR PROBLEMS WHICH FACE STATE AXD LOCAL WELFARE AIMINISTRATORS
1S THE APPLICATION OF QUALITY CONTROL TECHNIQUES THAT ARE UNTUTORED, As AN
EXAMPLE, EACH JURISDICTION USES A SERIES OF TECHNIQUES IN ORDER TO ESTABLISH ELI-
GIBILITY FOR AFDC OF APPLICANTS, THESE TECHNIQUES ARE PASED ON THE NUBER OF
STAFF THE AGENCY HAS AVAILABLE TO TAKE SUCH APPLICATIONS, ON THE VOLLSC OF APPLI-
CATIONS THAT A PARTICWAR OFFICE REVIEWS AND OF PREVIOUS EXPERIENCE WITH RESPECI
TO THE QUALITY OF THE APPLICATION PROCEDURE AND FINALLY, HOPEFULLY, WITH A STRONG
DEGREE OF COMMON SENSE. THESE TECHNIQUES ARE, IF NOTHING ELSE, PRACTICAL, THEY
PROVIDE THE STATE AND FEDERAL GOVERNMENT WITH A VARIETY OF DATA WHICH IS REQUIRED
ON EACH APPLICANT, THEY ATTEMPT TO PROVIDE A MODICIM OF DIGNITY TO WHAT I§

" OTHERWISE AN UNDIGNIFIED PROCESS AND FINALLY, THEY ATTEMPT TO ELICIT SUFFICIENT
INFORMATION TO GIVE SOME ASSURANCE THAT THE PERSON WHO 1S APPLYING IS ELIGIBLE
FOR THE PROGRAM, ‘
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FEDERAL QUALITY CONTROL REGULATIONS ON THE OTHER HAND APPLY AN ENTIRELY
DIFFERENT- SET OF TECHNIQUES IN REVIEWING WHETHER THAT APPLICANT WAS FINALLY
ELIGIBLE, A QUALITY CONTROL REVIEWER MUST MAKE COLLATERAL VISITS, TALK TO
BANKERS . FOLLOW UP ON A WHOLE VARIETY OF "LEADS" WHICH A WELFARE WORKER UNDER
PRESSURE OF REALITY MUST IGNORE, YHEREAS A WELFARE WORKER MAY TAKE SEVEN APPLI-
CATIONS FOR AFIC IN A SINGLE DAY, THE GUALITY CONTROL REVIEWER MAY REVIEW TWO TO
THREE SHCH SITUATIONS IN A WEEK. IF GENERAL MOTORS WERE TO SET THEIR MACHINES SO
THAT THERE WAS A TOLERANCE OF 5 CENTIMETERS IN THE CLEARANCE OF ONE OF THEIR
ENGINE PARTS AND SUBSEQUENTLY TEST THE VALUE OF THAT PART TO THE 0,5 CENTIMETER
TOLERANCE LEVEL, WE MUST ASSUME THAT THERE WOULD Bt VERY FEW PARTS WHICH WOULD
PASS SCRUTINY, THIS IS EXACTLY WHAT IS OCCURRING IN THE AFDC QUALITY COImRCL SYS-
TEM, ONE OF THE ANSWERS TO THIS DIFFERENCE WOULD BE TO USE THE SAME TECHNIQUES
AT POINT OF APPLICATION AS ARE USED IN THE QUALITY CONTROL REVIEW, A CHOICE WHICH
WOULD REQUIRE A MONUMENTAL INCREASE IN STAFF, SPACE. RED TAPE AND COST, ALL OF
WHICH WOULD HAVE A QUESTIONABLE RETURN ON INVESTMENT,

As AN EXAMPLE, LET ME SUGGEST THAT OUR SISTER STATE., NEVADA, HAS THE BEST
QUALITY CONTROL ERROR RATE IN THE COUNTRY. MWHILE WE CONTINUE TO STRIVE TO IM-
PROVE OUR QUALITY CONTROL ERROR RATE IN RHODE ISLAND, HISTORY 1OULD SHOW THAT
OUR PERFORMANCE 1S CREDITABLE, IN REVIEWING FEDERAL PUBLICATIONS | HAVE OBSERVED
THAT THE ADMINISTRATIVE CASE COSTS PER MONTH IN NEVADA ARE OVER 2% HIGHER TIMN
OURS IN RHODE ISLAND, NoW WHILE THERE MAY BE MANY VARIABLES ACCOUNTING FOR THAT
DIFFERENCE, | SUSPECT THAT THE MAJOR ISSUE IS THAT THE STATE OF NEVADA HAS AS ITS
MAJOR GOAL TO HAVE THE LEAST AMOUNT OF ERROR IN THE COUNTRY, THEY APPARENTLY ARE
WILLING TO PAY FOR THAT GOAL EVEN THOUGH IT MAY BE LESS EXPENSIVE TO TOLERATE A
HIGER PERCENTAGE OF ERROR, THE LATTER STATEMENT SONDS. | AM SIRE. LIKE HERESY
BUT IN FACT IF THE REASON FOR QUALITY CONTROL REVIEW IS TO MINIMIZE THE DOLLAR
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LOSS CREATED THROUGH ERROR, THEN THE QUALITY CONTROL SYSTEM ITSELF HAS TO BE
MEASURED [N OOST BENEFIT TERMS, THERE IS CLEARLY A POINT BEYOND WHICH ADDI-
TIONAL- ADMINISTRATIVE EXPENDITURES WOULD: CREATE LITTLE OR NO DOLLAR RETURN AS A
RESULT OF ERROR REDUCTION,

WHICH BRINGS US TO THE NEXT MAJOR ISSUE, THAT IS - THE ELYSIAN FIELD OF 3%
INELIGIBILITY AND 7} INCORRECT PAYMENT, A SET OF NUMBERS WHICH ALL AGREE ARE
BASED UPON THE WHIM AND CAPRICE OF UNKNOWN BUREAUCRATS, O ONE. LEAST OF ALL
HEW, HAS THE LEAST NOTION AS TO WHAT THE MINIMAL TOLERANCE ON ERROR SHOULD BE AND
INTERESTINGLY, HEM 1S ONLY NOW TAKING STEPS TO INITIATE A STUDY RELATED TG APPRO-
PRIATE TOLERANCE LEVELS., [T WILL BE SOMETIME AT BEST BEFORE THE STULY RESLLTS
ARE AVAILABLE. IN THE MEANTIME, THE OLD 3 AND 57 FIGURES FLOAT ESSENTIALLY UN-
CHALLENGED AS WELL AS THE CONGRESSIONAL DIRECTIVE OF (ff,

LET ME JUST BRIEFLY INDICATE SOME OF THE OPERATIONAL PROBLEMS OF THE FRESENT
QUALITY CONTROL REGULATIONS AS THEY RELATE TO THE PUBLIC UNDERSTANDING OF THE
WELFARE PROGRAM, HHEN QUALITY CONTROL REGULATIONS ARE PUBLISHED PEOPLE HAVE
A RIGHT TO ASSUME THAT THOSE FAMILIES WHO ARE DEFINZD AS INELIGIBLE SHOULD NOT
BE RECEIVING BENEFITS, [MELIGIBLE IN THE MINDS OF THZ GENERAL PUBLIC MEAHS THAT
PEOPLE SHOULD NOT BE ON THE ROLLS, MAY BE CHEATING, LYING, (R ON THE OTHER 1IAND
THE WELFARE DEPARTMCNT 1S NEGLIGENT IN ITS DUTY TO POLICE THE ROLLS.

DURING THE 1AST QUALITY CONTROL SAMPLE PERIOD IN RHODE ISLAND AN UNUSUAL
MPMBER OF FAMILIES ON AFDC WITH ONE CHILD KERE FOUND TO BE INELIGIBLE OWING TO
THE FACT THAT THIS CHILD DID NOT HAVE A SOCIAL SECURITY NWMBER, UNDER FEDERAL
REGULATIONS SUCH A CASE IS INELIGIBLE, THE FAMILY IS JUST AS POOR, THEY HAVE NO
OTHER INCOVE AND THEIR NEED CONTINUES TO EXIST. My STAFF SIMPLY MUST DEMAND THAT
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A SOCIAL SECURITY NUMBER BE OBTAINED FOR THIS CHIID (+HO MAY BE TWO MONTIS

OLD) IN ORDER FOR THE FAMILY TO CONTINUE TO RECEIVE AHIC, Be ASSURED THAT

RioDE [SLAND WOULD CONTINUE TO SUPFORT THAT FAMILY BUT WE DEMAND A SOCIAL SECU-
RITY NUMBER IN ORDER TO MAKE THE FANILY ELIGIBLE FOR THE FEDERAL AFTC PROGRAM
AND, THEREFORE, FEDERAL FINANCIAL PARTICIPATION IN COSTS, THIS KIND OF SITU-
ATION 1S NOT UNIQUE, THE PRINCIPLE BEING THAT THE APPLICATION OF TECHNICAL RE-
GUIREMENTS IN THE AFTC PROGRAM FREQUENTLY IGHORES THE BASIC PREMISE FOR WELFARE
RECEIPT, 1.E. LACK OF INCOME, | AM SURE THAT A DISPROPORTIONATE SHAKE OF THE
ERROR RATES PURLISHED THROUGHOUT THE OOUNTRY ARE MISLEADING THE PUBLIC TO BELIEVE
THAT THERE ARE CASES RECEIVING WELFARE WHO ARE NOT ELIGIBLE WHEN WE ALL KNOW THAT
THEY TRULY ARE,

MR, CHAIfMAN AND MOMBERS OF THE COMMAITTEE, | WANT TO MAKE IT CLEAR TO YOU
THAT | AM ONLY AGAINST THE PRESENT SYSTEI OF QUALITY CONTROL. [ AM NOT AGAINST
NE PRINCIPLE OF APPLYING QUALITY CONTROL TECHUIQUES TO WELFARE PROGRAMS, 1 AM
ASKING THAT THIS COUNTRY CONSIDER DEVELOPING TECHNIGUES WHICH ARE CONSISTENT WITH
THE REALITIES OF THE WELFARE PROGIAMS,

AS TO THE ISSUE OF FISCAL SANCTIONS, | MUST ADMIT AGAIN THAT T ARE DEALING
WITH A PARADOX,  ONE HousE OF THE CONGRESS HAS RECENTLY ACTED ON WIAT HAS BEEN
CALLED WELFARE REFORM, OWE OF THE GOALS OF THIS NEW LEGISLATION IS TO INSURE THAT
ALL PEOPLE IN THIS COUNTRY RECEIVE A NATIONAL MINIMM FLOOR OF INCOME, THIS GOAL
S BEING ACCOMPLISHED PRIMRILY THROUGH THE USE OF FEDERAL FUNDS AND FEDERAL INI-
TIATIVE. SINCE MANY STATES EITHER CANNOT OR WILL NOT PROVIDE FROM ITS REVEME
A WELFARE GRANT EQUAL TO THAT WHICH IS CONSIDERED MINIMALLY APEQUATE, THE FEDERAL
GOVERNMENT 1AS TAKEN THE INITIATIVE WITH THIS NEW LEGISLATION. IT IS ALSO THE
CASE THAT HEM 1S SUGCESTING THAT UNLESS CERTAIN LEVELS OF ACCURACY ARE MAINTAINED
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.

THE FEDERAL GOVERNMENT SHOULD WITHHOLD Mut¥Y, On THE ONE HAMD CONGRESS 1S
SAYING THAT PEOPLE WHO ARE POOR SHOULD RECEIVE AT LEAST A MINIMM AMOUNT OF
MONGY THROUGHOUT THE COUNTRY AND ON THE OTHER HAND HEW 15 PROPOSING TO RE-
MOVE SOME OF THAT MONEY, THE NET EFFECT OF FISCAL SANCTIONS, OF COURSE,
WOULD BE TO TAKE THE BURDEN OF SUPPORT FOR POOR PEOPLE AMAY FROM THE FEDERAL
GOVERNMENT, ONE OF THO THINGS WOULD LOGICALLY FOLLOW:

(1) THAT THE STATE WILL ASSUVE THE LURDER REMOVED BY THE FEDERALS (AS
WOULD HOPEFULLY BE THE CASE IN THE STATE ¢ RHoD: IsLanD) OR

(2) THAT THE STATE WORLD REDUCE THE AMOUNT OF ITS WELFARE GRANT TO RE-
FLECT THE LOSS OF FEDERAL INCOME.

THIS COULD WELL BE THE CASE IN A SIGNIFICANT MUMOER OF STATES. THEKE IS,
FURTHER. AN ASSLMPTION [N THE MATTER OF FISCAL SANCTION THAT STATES ARE NOT CON-
CGRNED ABOUT THE QUALITY OF THE ADMINISTRATION OF THEIR PROGRAM, LET ME ASSURE
vou, MR, CHAIRMAN, THAT NOTHING IS FURTHER FrOit THE TRUTH. YHILE T caN sPEAK
PRIMARILY FOR RHODE JSLAND, | FEEL SAFE TO SAY TifAT EACH STATE'S WELFARE PROGRAM
IS UNDER CONSTRAINT AND CONTINUOUS SCRUTINY FROM THE CHIEF EXICUTIVE. FROM ITS
GENFRAL ASSEMBLY, FROM NiMSPAPERS, FROM SO-CA LD CONCERNED TAXPAYER GROUPS, AMD
EVEN FROM WELFARE RECIPIENTS THEMSELVES., THCKE 1S NO SERVICE PROVIDED EY THE
GOVERNMENT WHICH S MORE CONTROVERSIAL THA WELFARE, THERE IS NO SERVICE FROVILED
BY THE GOVERNYENT WAICH IS CRITICIZED MORE OFTEN THAN WELFARE. IN MY MIND, THERE
IS NO SERVICE PROVIDED BY GOVERNMENT WHICH FACES MORE UNANSWERABLE QUESTIONS
THAN WELFARE, FOR HEW TO ASSLME THE POSTURE THAT IT WILL BE THE GUARDIAN OF TAX
DOLLARS BY PUNISHING STATES BY WITHOLDING FEDERAL FUNDS WHEN THEIR ERROR RATE IS
IN EXCESS.OF THAT WHICH HEW HAS ESTABLISHED AS THEIR GOAL. OR WHICH HAS BEEN ES-

- TABLISHED FOR THEM AS A GOAL, THEN HEY 1S NOT ONLY BEING POHPOUS, BUT IS IGNORING.

56-9u1 0 - 80 - 16
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THAT WHICH SHOULD BE PATENTLY CLEAR TO ANYONE 110 READS THCIR OWN LOCAL NEWS-
PAPER,

| APPRECIATE THE OPPORTUNITY TO COME BEFORE THIS COMTITTEE TODAY AND WOULD
BE PLEASED TO PROVIDE ANY ADDITIONAL INFORMTION WHICH THIS COMMITTEE WOULD
FEEL NECESSARY AND HOPE THAT YOU TAKE TESTIMONY FROM MY COLLEAGUES AND MYSELF
INTO SERICUS CONSIDERATION YHEN YOU ARE MAKING JUDGMENTS ON TINS MOST IMPORTANT
AREA OF QUALTTY CONTROL AND FISCAL SANCTIONS,

I AM PLEASED NOY TO HAVE MY OBSERVATIONS CCHPLEMENTED BY MY ASSOCIATES,
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TESTIMONY OF JOHN J. AFFLECK
DIRECTOR
RHODE ISLAND DEPARTMENT OF SOCIAL AND REWABILITATIVE SERVICES

- and -

CHATRMAN
NATIONAL COUNCIL OF STATE PUBLIC WELFARE ADMINISTRATORS

Mr. Chairman, members of the Subcommittee, good morning.
I am John J. Affleck, Director of the Rhode I[sland Department of
Social and Rehabilitative Services and Chairman of the National
Council of State Public Welfare Administrators (NCSPWA) of the
American Public Welfare Association (APWA).

Accompanying me today are four of my distinguished colleagues: .
I am pleased to be able to introduce Ms. Barbara Blum, Commissioner
of the New York State Department of Social Services, Dr.
John T. Dempsey, Director of the Michigan Departmenf of Social
Services; Mr. Marfon J. Woods, Director of the California Depart-
ment of Social Services; and Mr. Alvis Roberts, the Assistant

Secretary of the Loutsiana Office of Family Security.

Mr. Chafrman, all of us have written statements that we would
1ike to submit for the record. In order to save time, each of
us will comment, in turn, on particular aspects of erroneous
payments in the public assistance programs--notably the AFOC,
Medicaid, and SS! programs operating under the Social Security
Act. Generally, we will examine: (1) the extent of misspent
funds, (2) probable causes of erroneous payments, and (3) the
methods of correcting payment errors. With respect to the third
point, we will discuss the drawbacks of fiscal sanctions and how
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they would be applied, as well as the preferred course of fiscal
{ncentives combined with federal technical assistance.

As you know, Mr, Chairman, we are speaking not only for
our own states but for all of the states and territories as re-
presented by the National Council of State Public Nelfare Admin-
-{strators. In fact, many states would have 1iked to be repre-
sented here today and I expect they will be submitting their
statements for the record.

State adminfstrators firmly believe that the {ssue of pro-
aram quality control (QC) is important, that it deserves dispas-
sionate, thoughtful attention, and that the current federal policy
governing quality control--as manifested by Mr. Michel's amendment
to the FY 80 Labor-HEW appropriations bill--needs immediate

revision.

As you know, the Council strenuously opposes the Michel
Amendment and actively sought {ts deletion from H.R. 4389. We
note that the FY 80 Labor-HEW bill has yet to win approval by
both Houses and hope that this irresponsidle language may yet
be deleted or superceded by subsequent legislation. Toward that
end, the Council unanimously adopted a resolution requesting that
the substantive Congressional committees reassert their responsi.

bility in this area--rather than permit the Appropriations
Committees to address complex substantive {ssues 1ike quality
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control and fiscal sanctions by default. (A copy of that resolu-
tion is attached to my written statement.) The Council, there-
fore, commends you, Mr, Chairman, for initiating this hearing.

1 might note that the House Ways and Means Committee and,
on November 7, 1979, the full House of Representatives, moved to
undo the meat-axe approach of the Michel Amendment by passing
H.R. 4904, Sections 130, 151, and 132 of H.R. 4904, the Socﬁl
Welfare Reform Amendments of 1979, would reaffirm that 'payment
error rates be steadily reduced toward a goal of 4 percent; would
require the Secretary to complete a major study of payment errors
by December 31, 1980: and would retain HEW's March 7, 1979,fis-
cal sanction regulations until such time as the Congress has
completed its reviev} of the afore-mentioned study and made an
informed decision on how best to proceed. We strongly support

this House-passed legistation.

'ir. Chairman, this hearing, the Michel Amendment, the HEW
Secretary's conference on fraud, waste, and abusz--all of these
events grow out of increasing public consternation with payment
errors in public welfare programs. In turn, the public's
demand for progqram integrity 1s fueled by several exa{:gerated
claims. I'd 11ke to briefly mention the three most important:



242

The first fs that all poor people on welfare are out to cheat
the taxpayers. In fact, poor people are as honest as their
more affluent counterparts--pérhaps even more honest. The myth
of rampant "welfare fraud" ought to be permanently retired.
There are, of course, a few criminals who will blatantly defraud
and abusei the welfare system--just as there are a minority of '
Americans who will embezzle from their employers, cheat the
Internal Revenue Service, and commit white-collar computer fraud.
By and large, the vast majority of our clients are legitimately
entitled to their beneﬁts. As Dr. Dempsey will discuss shortly,
the amount of malicious recipfent fraud in the AFDC and Medicaid
programs--while 1t needs to be vigorously prosecuted--appears to be

sfgnificantly less than taxpayer fraud.

The second myth 1s that state governments and state adminis-
trators are cavalier in their attitude toward welfare program
adminfstration. We are told that only the threat of federal fiscal
sanctions will motivate us to do a better job. This is utter
nonsense. No one--least of all state a&i_rx—iistrators--disputes the
desirabi1ity of operating accurate and cost-effective programs.

In fact, we are dgep!y committed to compassionate, efficient program
administration. Our conviction stems from our professional ethics
as much as from our desire to minimize the loss of state and federal

"~ dollars. I need not remind the Chafrman that the states' invest-
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ment in public assistance programs has grown faster in recent

years than has the federal government's. . .
RV PIUREEE Jiie morntyg

The third difficulty, is the unbounded zeal with which the
federal government--chiefly the Department of Health, Education,
and Welfare--has loudly promised to "crack down" on fraud, waste,
and abuse and to hold the states' proverbial "feet to the fire".
Amidst a1l this promised violence, the Oepartment has conspicuously
failed to note the significant progress in error reduction that

states have made--without the threat or imposition of sanctions.

These melodramatic, sensational claims of widespread recipient
fraud, lazy states, and a crusading federal white knight ﬁave
resulted in the current federal policy embodied in the Michel
Amendment. By reciting this 1ittany, I do not mean to excuse
current payment errors in public assistance programs--but rather

to put them into a more rational perspective.

We are here today to tell you why the current federal
approach makes no sense and to examine the issues that must be
equitably resolved before federal fiscal saggtions can begin to

make sense.

The Council has long opposed the principle of using QC data
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as a basis for imposing fiscal sanctions. Our reasoning is as

follows:

In order to manage effectively, state administrators have
come to rely heavily on our respective quality control systems.
As a management tool, the QC system enables us to discover and
track program errors, as well as develop and measure the effects
of our corrective action plans. We believe that quality control
efforts are of critical importance as a constructive management
tool. To corrupt this tool by using it as the basis for imposing
destructive fiscal sanctions will likely cause three unhappy

consequences:

First, many states will manipulate their QC data--assuring
that their reported error rates will not make them subject to
sanctions. This would be a real loss because we are just reach-
ing the point where the state of the art can reap useful data on
the sources of error and, consequently, lead us to develop the most

cost-effective means of reducing program errors.

Second, states that continue to honestly and vigorously
utilize QC systems may become subject to federal sanctions that
will reduce the funds available to them for their programs. At
’best, this will cause a state to cut back administrative funds
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for necessary personnel, training, automated data processing, and
so on. The message inherent in-such an action is {1logical. We
are being told to: "Do better with less." It is our conviction
that if -our administrative funds were reduced because of a fiscal

sanction, our services would worsen and our error rates would increase.

\
In our eyes, however, this second consequence fs to be pre-

ferred over the third and final effect of fiscal sanctions. In
order to compensate for the loss of federal funds, a number of
states would be forced to reduce program benefits--thus working
a terrible hardship on pt;or recipients. The scenario of a state
cutting benefits intended for indigent, dependent children
because of federal fiscal sanctions which are, in turn, based on
the state's own quality control data is, indeed, a most painful

{rony.

Mr. Chaivman, we appreciate and share the desire of the
Congress to reduce payment errors in public assistance programs.
We ask only that the "cure" meet three conditions:

o First, let it be no more costly than the disease.
o Second, Tet the "cure" for erroneous payments in poverty
programs be applied no more or less zealously than the “cure” for

other diseased areas of federal spending.
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o Third, let the "cure" be reasonable and equitable in its

application.

The current Congressional policy governing quality control
and fiscal sanctions--as embodied in the Michel Amendment--fails all

three tests.

First, Mr. Michel's provision assumes, without any empirical
evidence whatsoever, that it is both feasible and cost-effective to
reduce payment errors to an arbitrary tolerance level of four percent.
The cost of attempting to do so--both in real dollars and the
intangible costs of crippling the QC system and punishing recipients--
will probably exceed the cost of current payment errors.

Second, the standards of the Michel Amendment are not consis-
tent with federal efforts to improve spending accuracy in other

federally subsidized programs.

Third, the system by which states will be measured and
sanctioned under the Michel Amendment--or for that matter HEW's

March 7 regulations--are not necessarily fair and ressonable.

Having described why we believe the current federal approach
to fiscal sanctions to be totally inadequate, let me mention

what can be done to improve upon it:
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Collective federal-state knowledge of program payment errors
is sti1l relatively primitive. In recent years, our QC systems
have grown more sophisticated. As a result, we can better detect
errors, trace them, develop error prone profiles, develop correct-
ive actions, and measure our success in reducing errors.

However, we do not know the best, most cost-effective ways of re-
ducing certain types ;:>f errors that seem to be characteristic of
complex programs. Arithmetical computation errors areveasy to
understand and correct. Worker verification and client reporting
errors are not so easy to understand or correct. We are of the
mind that three basic things must be done to further the cause

of program integrity.

o First, we must carefully study the nature of program payment
errors with the hope of discovering the marginal cost/benefit
ratio of reducing those payment errors. Many complex factors
must be considered, including inter-state program differences,
demographics, and so on. The results of such a comprehensive study
should shed 1ight on what, {f any, reasonable error rate tolerance

levels can be established for these programs.

0 Second, the administration of welfare programs must de
simplified and standardized. Welfare reform legislation (H.R. 4904),
which we strongly support, seeks to accomplish these objectives.
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o Third, the federal government must provide technical assist-
ance and fiscal incentives to hard pressed states and localities in
order that they may simplify their AFDC programs, increase the size
and capability of their staff, expand automated d;ata processing, and

encourage innovative management techniques.

In addition, Mr. Chairman, there are a number of technical
issues that federal policy makers must grapple with and attempt to
resolve before implementing any fiscal sanction system. They
include the following:

0 The complexity and interrelationship between various federally
subsidized programs--notably AFDC and Food Stamps--must be addressed.
The more uniform and simpler these programs become--the lower
the payment error rates will drop.

o The variations in state poverty programs must be acknowledaed-- )
including the populations covered, the benefit levels paid, and
the administrative approaches utilized.

o The variations in individual state quality control efforts
must be recognized and somehow made uniform. Similarly the
variance in federal re-reviews has to be considered and corrected.

0 Only the real dollar-loss of an error should be counted
for purposes of determining sanctions. For example, procedural or
technical errors (such as WIN registration, enumeration of Socfal
Security numbers, or Title IV-D referals), that, when corrected,
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don't actually result in mispayments, should not be counted for
purposes of détem‘lning a fiscal sanction. Similarly, {f a state
{s actively recovering overpayments by making forward adjustments
to recipients' monthly grants, their fiscal sanctions should be
offset by the sums recovered. And finally, when a recipient {s
found to have actual resources in excess of allowable limits,
rather than counting the entire grant in error (as is the present
practice), only the dollar value of the excess resources should

be counted in error.

Finally, Mr. Chairman, I want to point out that there ought
to be a consistent federal policy with respect to fiscal l{adility
for errors {n the AFDC, Medicaid, and SSI programs. If states
are to be fiscally liable for state adninistrative errors that
result in the erroneous payment of federal AFDC and Medicaid
dollars, so too must the federal government assume full fiscal
11ability for federal administrative errors resulting in the
erroneous payment of state SSI supplements and Medicaid benefits.

Under Section 1634 of the Social Security Act states may
elect to have HEW's Socfal Security Administration (SSA) determine
medicaid eligibility for persons receiving federal SSI payments
or federally administered supplementary payments. At present,
SSA determines medicaid eligibility for SSI recipients in 29 states
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and for the recipients of mandatory state payments in 27 states.
Under HEW's rules,erroneous federal eligibility determinations

will not be tncluded in calculating a state's error rate. However,
HEW refuses to assume any financial responsibflity for state dollars

misspent as a result of federal errors.

I would 1ike to emphasize that we are now talking about very
large sums of state funds which are unprotected. According to the
most recent published data on the Medicaid program, the 29 states
with 1634 agreements account for nearly 75% of total medicaid
payments. Natiomwide, approximately 62% of all medicaid payments
are made to recipients in the aged, blind and disabled categories.
If this figure is applfed to the 1634 states, we find that fully
45% of all Title XIX expenditures are being paid on behalf of
recipients whose eligibi{lity for medicaid benefits is determined
by SSA. The state portion of Medicaid expenditures for SSI
recipients in the 29 states with 1634 agreements in FY 80 is
estimated to be $4.2 billion.

Errors in SSA eligibility determinations can thus have a very
significant impact on states' medicafd expenditures. For example,
during the period October 1978 through March 1979, the SSA caused
error rate for ineligibles (as determined from SSI Quality Assurance

data) was 6.5%. If we assume a similar error rate for medfcatd



251

" eligibility det_eminations in 1634 states, SSA errors could result
in over $280 mi1lion in misspent state medicaid funds. However,
even this constderable sum may be underestimated, since a number
of states dispute the accuracy of SSI audit procedures. A GAO

" report released fn May of last year substantiated this view by
finding serious underreporting in the $SI Quality Assurance system
error rate statistics. Last spring, in order to help rectify
this inequitable situation, the Council developed and submitted to
HEW a model agreement to be used by states wishing to contract with
SSA pursuant to the provisions of Section 1634 of the Soctal
Security Act.

To date, HEW has not responded to our proposed model agreement.
In previous discussions, the Department has rejected the notion of
federal 1iability for misspent state medicaid dollars--citing a
lack of legislation authorfzing restitution to states of such misspent
funds. Moreover, the scope of the error rate study which HEW has
recently undertaken has been defined so as to exclude examination of

federally caused medicaid errors.

Mr. Chaimman, should the federal government persist in imposing
fiscal sanctions on states, we would strongly urge, for the sake of
equity, that HEW be held responsible for misspent state funds

attributable to erroneous federal SSI and Medicaid eligfbility
determinations.

This concludes my prepared remarks, Mr. Chairman., My

colleagues will elaborate on these points and then we will all

be happy to respond to any questions you may have.

Attachments.
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W RN BN,

ATTACHMENT 1

1125 FIFTEENTH STREET. NW., WASHINGTON. D C. 20005

Eoword T Weaver
Becutive Drecior

T

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

Sute I00
Telephone (202) 203-7550

HE FY 80 Labor-HEW Appropriations Act

the Congress has passed FY 80 appropriations
legislation (H.R. 4389) which goes far beyond
the traditional appropriations process by
addressing substantive legislative issues
ordinarily reserved for the standing committaees
of jurisdiction; and

legislating in this fashion bypasses the hearing
process, thereby denying opportunity for publice
comment; and

substantive issues addressed in H.R. 4389 will
have significant fiscal and programmatic impact

on state and local agencies administering public
welfare programs, as vwell as the recipients served
by such programs; and

these substantive issues include: the imposition

of a one~-year statute of limitations on claims for
federal reimbursement under Titles IV-A, XIX, and XX
of the Social Security Act; establishing arditrary
national quality control error rate tolerance

level (s) and imposing fiscal sanctions upon states
with error rates in excess of the stipulated
level(s) in the APDC and Medicaid programs; and
setting a ceiling on Title XX training funds;

THERBFORE BE IT RESOLVED THAT: the National Council of State

Public Welfare Administrators respectfully requests
the appropriate substantive committees to reassert
their responsibility for legislating these complex
issues.

Adopted by the Income Maintenance Committee, August 30, 1979.
Adopted hy the Natfonal Council of State Public Welfarae
Administrators on October 24, 1979



ATTACHMENT 11

The Positions of the
National Council of State Public Welfare Administrators
on Quality Control-Fiscal Sanctions

] The Council opposes placing AFDC quality control procedures
into law. In our judgement, quality control is an
tnappropriate topic for legislation. Framing quality control
policies in statutory language would only undermine the flexi-
bflity required by federal and state administrators for
effective program management.

0 We wish to-stress that successfully identifying and reducing
errors does not require the imposition of fiscal sanctions.
Indeed, the Council opposes any automatic sanctions that would
be applied without opportunities for adequate state/federal
interaction--including review and negotiation.

0 We oppose utilization of a 4 percent payment error rate or
any other inflexible and arbitrary national standard as the
threshold for determining a state's eligibility for an
incentive payment or for purposes of imposing fiscal sanctions.
Each state fs unique in the nature and scope of the programs
it administers and the populations it serves. It is our fim
conviction, therefore, that the only fair and accurate measure
of error reduction is one which compares each state's per-
formance to its own prior record.

0 The Counci1 supports any project or study that would help
develop rational and valid error rate tolerance levels. In
addition, we urge that, in conjunction with such a study,
funds be made available to States for demonstration projects
to test alternative quality control methodologies.

0 Until such a study is completed, we take the position that
any quality control standards be arrived at through negotia-
tions with HEW; that if fiscal sanctions must be imposed,
they be based on a state's failure to improve according to

-

§6-941 0 - 80 - 17
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its own record; that any standard(s) developed for imposing
fiscal sanctions be based solely on agency-caused errors;
and that any sanctions be imposed solely against administra-
tive costs and not against program dollars intended to

benefit recipfents.

Finally, the Council believes that for purposes of quality
control, the SSI program can be differentiated from the
AFDC/Medicaid program. Compared to AFDC/Medicaid, the SSI
program is less complicated--in the scope of benefits offered,
eligibflity determinations, etc.--and thus is easier to
administer. Moreover, SSI involves a different set of
funding and authority relationships which substantially
diminish state discretfon in the policy and administration of
the program., For these reasons, the Council asserts that
the SSI program warrants a lower error rate tolerance level
than that established for the more complex AFOC/Medicaid
programs. For example, SSI could be set at one half the
level established for AFDC/Medicaid.
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TESTIMONY
State of California - Dcpartment of Social Services
Por Prescntation To

Senate Finance Subconnltteé on Public Assistance
November 16, 1979

1 am Marion J. Woods, Director, Ceslifornia State Depsrtment of Socfsl Services.

I want to express my appreciation for the opportunity to sppear before this
committee.

The Califc.nia Department of Social Services is committed to an efficient,
effective and equitcable adninistration of the welfare programs, including
holding the miscxpenditure of public money st a ninimum level.

We are all concerned about the loss of public money through frsud, abuse and
waste in the welfare programs. Jt is clearly contrary to the public intcrest
and cannot be justified,

But, there is another aspect of this problem I find of equal concern. The
occurrence of fraud and abuse in the welfare system results in the loss of
public confidence in the system. This loss of public confidence in turn
undermines the very programs upon which the vast majority of needy persons
depend for their survival,

For these reasons California is staunchly committed to minimizing fraud and
abuse. We believe that the most accurate expenditure of the welfare dollar
will occur through a strong partnership of state and local governments, HEW
and the Congress. Each partner's efforts should complement the work of the
others,

The states and HEW have cooperated in the development of techniques to discover
and eradicate the causes of aid payment misexpenditure. Examples include:
Computer matches of welfare records with Socisl Security, Veterans Benefit,
Federal Employee Wage, and State Unemployment Insurance files, Various duplicate
aid detection systems at the national, regional and state levels also help reduce
fraud. .

In Californias, the State Legislature has given me the authority to cncourage the
reduction of errors through the use of fiscal sanctions to be levied azainst
county welfare departments with hish error rates., Although sanct{ars are based
on en error rate standard daterniics by quality control review., I have the
euttority to consider {ndividual county problems and walve sanc.! ased on
fectors outside thn countias' contrvi, ’

Similarly, HFV, with {nput frem tte stales has encouraped the re .~ [ap of
CEILES WY dwa. vdard ine edtalt et L0 tenscainde e . anl
sanctions :1nv unr state periormance. Howaver, the House-Scirate Crntsronce
Committee on the Fiecal 1979 Supplemental Appropriations Act directed HEW to
set a single performance etandard for all states., This requirement does not
allow HEW to adequately ta:e into account differences among states. A single e
standard for all states do-s not take into account possible differences in
error control difficulty resuleing from varying caselosd characteristics,
program requirements, etc. Although the HEW Secretary may waive or reduce
sanctions based on extenuating circumstances, the single performance standard
unduly restricts HEW's ability to develop reasonable sanction policy.

If Congress {s to carry-out its responsibility as a partner in the effective
adninistration of welfare programs, {t should modify its policy to accommodate
differernces in error control difficulty.
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Senator MoyNIHAN. I have to recess, as I must run and vote for
the Cambodians.

A brief recess was takend

nator MOYNIHAN. Mr. Vernez, we welcome you, sir.

Mr. VErNEz. Thank you, Mr. Chairman.

Senator MOYNIHAN. You are accompanied by?

Mr. VERNEz. I am George Vernez, deputy administrator for
policy of the New York City Human Resources Administration.

To my right is Mr. Herb Rosenswei, deputy administrator for
income maintenance.

Senator MoyYNIHAN. We welcome you to the committee.

STATEMENT OF GEORGE VERNEZ, DEPUTY ADMINISTRATOR
FOR POLICY, HUMAN RESOURCES ADMINISTRATION, NEW
YORK CITY

Mr. VERNEz. Mr. Chairman, it is a pleasure for us to appear
before you to testify on the extent and causes of erroneous State

ayments to AFDC and medicaid recipients, on behalf of Mr. Stan-
ﬁay Brezenoff, administrator of the Human Resources Administra-
tion in the city of New York.

I would like to address briefly three major questions.

First, can State and local administrators of public assistance
pgogr%ms be trusted to implement effective quality control mecha-
nisms?

Second, should a specific payment error rate goal be established
and, if so, should this goal be the same for all States and how
rapidly should it be met?

Te}:ligd, if the specified goal is not met, should penalties be im-
posed?

The steady decline in AFDC payment error rates gggests that
State and local administrators can generally be trusted to imple-
ment effective quality control mechanisms. Since 1978, the national
average payment error rate, including ineligibility and overpay-
ments, has declined by an impressive 71 percent from 16.5 percent
in 1973 to 9.4 percent in 1978,

In New York City, the average payment error rate declined by
an even la$er amount of 171 percent. ‘

In New York, this impressive achievement is due to a number of
quality control programs which have been aggressively implement-
ed. For instance, we increased the frequency of face-to-face recerti-
fication interviews from two to three times a year, have instituted
a mail recertification program three times a year and have imple-
mented an independent and thorough audit and investigation otp all
newly-accepted cases.

Through these, and other programs, New York City rejects as-
sistance to some 77,000 ineligible applicants per year, closes cases
of some 67,000 ineligibles, and reduces the budgets for another
12,000 recipients. Yet we hope to do better.

On a demonstration basis, we are now experimenting with a
monthly reporting system at one income maintenance center. If the
demonstration proves successful, we intend to implement monthly
reporting citrwxde.

e strongly believe that establishing sanctions to States that do
not meet a specific error rate goal, such as a 4-percent error rate as
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recently set by the appropriation committee, are neither necessary
nor desirable.

If Congress, however, desired to establish such a goal and specif;
the time period within which it is to be met, we suggest that bot
requirements be set only after giving full consideration to a
number of factors that affect a State’s and locality’s ability to meet

a geciﬁed oal.

irst, it should be recognized that the lowering of the error rates
by a given percentage becomes increasingly more difficult as the
error rates get lower. A look at changes in payments error rates
between 1973 and 1978 indicates that States with the highest érror
rates in 1973 had achieved a proportionately higher reduction in
error rates than States with lower initial error rates.

These data are in table I attached to the testimony.

Second, if a minimal goal is established, a distinction should be
made between actual errors which affect the ineligibility or pay-
ment received by the client, and technical errors which do not
aft_‘eceti either the client’s program eligibility or the payment re-
ceived.

By excluding technical errors, New York City’s payment error
rate would be at 6.1 percent instead of the current 10.3 percent.

Third, there is no uniform measurement of error ratés among
States so that an equal error rate between two States does not
necessarily mean equal performance. For instance, in Michigan the
quality control auditors are not allowed to use any source in their
investigation that is not routinely available to welfare workers; in
New York, there are no such restraints on investigators.

We believe that the establishment of an error rate goal should be
preceded by the establishment of uniform requirements for quality
control reviews by the States.

Also, substantial differences among States’ error rates can be
attribute to variations in local circumstances, not under the direct
control of program administrators and to differences in State plans.

Error rates are typically higher in large urban areas and in
areas with a relatively high percentage of its residents on welfare.

Similarli', States with ADC-U or emergency assistance programs
and with low asset limitations tygically have higher error rates.
Again, these data are attached to the testimony in table II.

This suggests not only that numerical goals for error rates
should vary from State to State, but also that establishing a goal at
all may have an adverse effect on the population in need.

It would provide disincentives for States to implement optional
programs, for instance.

The quality control program has its greatest value as a manage-
ment tool aimed at discovering the extent and tfrpes of errors and
providing a basis for corrective action. Were quality control results
to be used as a basis for levying sanctions, States would have little
reason for performing thorough investigations, defeating its prima-
ry ‘Burpose. ) )

e would suggest that States be required to use quality control
to identify the causes of errors and to submit corrective action
{)lans to HEW for approval. HEW would be responsible for analyz-
ng %2:11 monitoring those plans to assure that they are fully imple-
mented.
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If sanctions must be applied, they should be applied only if
States fail to make a good faith effort in implementing the plans.
States should not be genalized, though, if the plan does not produce
the effect intended. If-not effective, the plan should be modified
and new techniques tried out. :

The Federal Government can play an active and positive role in
providing technical assistance and in the development of more
effective quality control techniques.

Thank you. ‘

Senator MoyNIHAN. I thank you, Mr. Vernez. Ma{vl say we are
sorry to have troubled to bring you down as we did. We were given
to understand that Mr. Brezenoff very much wanted to testify and
if it turned out he was not able to do so, he could have simply sent
his testimony, which I think probably you wrote for him.

In any event this is very helpful and we thank you both.

. Mr. VERNEz. Thank you.
[The prepared statement of Mr. Vernez follows:]
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HUMAN RESUURCES ADMINISTRATION
250 CHURCH STREET, NEW YORK, N.Y. 10013

STANLEY BREZENOFF GEORGES VERNEZ
‘Newm’ Adnunistrator/Commissioner Deputy Administrator

Summary

The Quality Control Program has {ts greatest value as a management tool
aimed at discovering the extent and types of errors and providing a basis for
corrective action. Were Quality Control results to be used as as basis for
levying sanctions, states would have little reason for performing thorough
investigations, defeating its primary purpose.

At present the significant share of welfare costs pald out of state/local
tax revenves is an adequate incentive for local administrators to make every
effort to reduce error rates. Since 1973, the nat{onal average payment error
rate has declined by an impressive 71 percent; in New York City it declined by
171 percent in the same period.

1f Congress desired to establish a numerical maximum goal for AFDC
Medicald payment error rate and specify the time perfod during which it {s to
be met, it should do so in full recognition that:

o The reduction of the payment error rate by a given percentage
is increasingly more difficult as the error rate gets lower.

o Technical errors that do not effect either the actual client's
eligibility for financial assistance or the amount they should
recejve constitute a major portion of the payments error rate
as presently measured. ‘These errors should not be excluded from
the payments error rates.

o Because Quality Control investigations are not uniform among
states, an equal error rate between states does not neces-
sarily means equal performance, . Establishment of a goal for
error rate should be accompanied by uniform requirements for
quality control reviews by the states.

o Slgnificant differentials in error rates are attributable to
variation in local circumstances not under the direct control of
program administrators and to differences in state plans. Error
rates are typically higher in:

- Large urban areas

- Areas with a large AFIC caseload

~ Areas with a high percentage of its populatica on public
assistance

- Areas providing a AFDC-U program

- Areas providing an Emergency Assistance program

- Areas with lower limit on assets

o If sanctions must be applied, they should be applied only {f state/
local governments do not make a good faith effort {n implementing
HEW approved corrective action plans, However, states should not be
penalized, if the plan does not produce the effect intended. An
ineffective plan {8 not necessarily a demonstration of administra-
tive failure. It is only a signal that the plan should be modified
and new more effective techniques implemented. The federal government
can play an active and positive role in providing technical assistance
and {n the development of effective Quality Control techniques.



STATEMENT OF GEORGES VERNEZ
B8EFORE THE U.S. SENATE,

COMMITTEE (N FINANCE

SUBCOMMITTEE ON PUBLIC ASSISTANCE

I am Georges Vernez, Deputy Administrator for Policy at the New York
City's Human Resources Administration. Mr. Chairman, Members of the
Subcommittee, it is a pleasure for me to appear before you to testify on the
extent and causes of erroneous state payments to AFDC and medicaid recipients,
on behalf of Mr, Stanley Btez\szf, AMnministrator of the Human Resources
Mrinistration and the City of New York.

New York City fully endorses every effort made to reduce error rates that
will not adversely affect the quality of services to our public assistance
clients., while there is full consensus regarding the general goal, a reduction
in error rates, there is little consensus about the specific objectives that
ought to be established and the means by which they ought to be achieved.

In this regard, I would like to address three major questions:

o Can state and local administrators of public assistance programs
be trusted to implement effective quality control mechanimms?
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o Should a specific payment error rate goal be established? And
if so, should this goal be the same for all states and how rapidly
should it be met?

o If the specified goal is not met, should penalties be imposed?

The steady decline in AFDC payment error rates indicates that state/local
administrators can generally be trusted to implement effective quality control
mechaniams, Since 1973, the national average payment error rate including
inel{gibility and over payments has declined by an impressive 71 percent from
16,5 1in 1973 to 9.4 percent in 1978, In New York City, it declined by an even
larger 171 percent from 27.4 percent to 10.3 percent, Wwhereas in 1973, the
City's error rate was 10.9 percentage point above the national average, it is
now less than 1 percentage point above the national average. The New York

State's rate, at 8.8 percent, is already below the national average.

In New York City, this impressive achievement was due to a number of quali-
ty control programs which have been agressively implemented. We increased the
frequency of face-to-face recertification interviews from two to three times a
year and have instituted a mail recertification three times a year. These fre-
quent reporting requirements approach the monthly reporting system proposed in
the House Welfare Reform bill, HR 4904, We also implemented an independent and
thorough audit and frwestigation of all newly accepted cases.

Computer matchings of public assistance rolls against payrolls of public -
agencies, bank tapes, other goverrmental benefit programs, marriage records,
Department of Corrections records, and the State Wage Reporting System are
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other means we use to find unreported income. These matchings have resulted {n
yearly closing of some 12,000 cases and a reduction {n the amount of assistance
to another 12,500,

Through these programs, New York City rejects assistance to some 77,000
ineligible applicants a year, closes cases of some 67,000 ineligibles, and
reduces the budgets for another 12,500 recipients. Yet we hope to do better.
On a demonstration basis, we are now experimenting with a monthly reporting
system at one Income Maintenance Center. If the demonstration proves success-

ful, we intend to implement monthly reporting City-wide.

We strongly believe, that establishing sanctions to states that do not meet
a specific error rate goal, such as a 4 percent error rate as recently set by

the appropriation committee, are neither necessary nor desirable.

If Congress, however, desired to establish such a goal and specify the time
period within which it {s to be met, we suggest that both requirements be set
only after giving full consideration to a number of factors that affect a
state's and locality's ability to meet a specified goal.

Pirst, it should be recognized that the lowering of the error rates by a
given percentage becomes increasingly more difficult as the error rates get
lower. As the overall error rate becomes amaller client induced errors which
stem from clients concealing of a father residing in the household, failing to
report income or resources, or overstating the number of children actually
living in the household, represent an increasing proportion of total orr;:rs. A
look at changes in payments error rates between 1973 and 1978 further sub-
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stantiate this point., By 1978 states with the highest error rates in 1973 had
achjeved a proportionately higher reduction in error rates than states with

lower initial error rates (Table 1).

Second, if a minimal goal is established, a distinction should be made
between actual errors which affect the eligibility or payment received by the
client, and technical errors that do not affect either the client's program
eligibility or the payment received. In FY '78, HRA estimated that 45 percent
of the case eligibility error rates and 35 percent of the case overpayments
rates were due to technical errors. By excluding this type of error, New York
City's payment error rate would be 6.1 percent instead of the current' 10.3

percent,

Third, there is no uniform measurement of error rates among states, 80 that
an equal error rate between two states does not necessarily mean equal perfor-
mance. For instance, in Illinois, Quality Control Investigators are required
to obtain four independent pleces of evidence before a case may be found ineli-
gible if the purportedly absent-parent is in the home. In Massachussetts three
pleces of evidence are required and in New York only two, In another instance,
in Michigan, the Quality Control auditors are not allowed to use any source in
their investigation that is not routinely available to welfare workers; in New
York there are no such restraints on investigators, The quality control
auditors in New York State spend over 25 person-hours on each case fnvesti-
gated. Other states devote less than half of this manpower to the investiga-
tions. Clearly, the establistment of an error rate goal must be accompanied by
uniform requirements for quality control reviews by the states,
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Also, substantial differences among states' error rates can be attributable
to variations in local circumstances not under the direct control of program
adninistrators and to differences in state plans. BError rates are typically
higher in large urban areas and in areas with a relatively high percentage of
its residents on welfare. Similarly states with ADC-U or Bmergency Assistance
programs, and with low asset limitations typically have higher error rates (see
Table 2). This suggests not only that numerical goals for error rates should
vary from state to state, but also that establishiny a goal at all may have
an adverse effect on the population in need. I;: wotdd provide disincentives
for states to implement optional programs, such as AFDC-U and emergency

assistance programs,

The Quality Control Program has its greatest value as a management tool
aimed at discovering the extent and types of errors and providing a basis
for corrective action. Were Quality Control results to be used as a basis for
levying sanctions, states would have little reason for perfomming thorough
investigations, defeating its primary purpose.

Congress and HEW can and should support states and localities in their
efforts to reduce error rates. We would suggest that it be required that
states use quality control to §dentify the causes of errors and to submit
corrective action plans to HEW for approval. HEW would be responsible for
analyzing and monitoring those plans to assure that they are fully
implemented. If sanctions must be applied, they should be applied only if
states fail to make a good faith effort in implementing the plans. States
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should not be penalized, though, if the plan does not produce the effect
intended, If not effective, the plans should be modified, and new techniques
tried out., The federal government can play an active and positive role in
providing technical assistance and in the development of more effective quality
control techniques.

TABLE 1
1973 - 1978 Changes in State AFDC Payments Error Rates
and Initial 1973 Payments Error Rates

[~ States by Percent |  Inltial 1973 T Change In Average
| Change in Payment |  Average Error Rate | Error Rate 1973-78
| Error Rate 1973-78 | |

- |
| 1st (highest) | 13.6 | - 68.4 |
1 Quartile | | |
|  2nd Quartile | 16.0 | - 49.0 |
| 3rd Quartile | 13.3 | - 31,2 |
|  4th Quartile | 10,6 | +12.3 |

NOTE: Payments error rates include payments to ineligible and overpayments
to recipients,
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TABLE 2

States AFDC Payment Error Rates Levels and Changes
Compared to Selected State Characteristics

|” State Charac- [ 1578 Average Pay-
| teristics | ment Error Rate

™
|

Change in Average
Error Rate 1973-78

or more cities
of 500,000 or
more :
YES

NO

. Size of AFDC
Caseload
1st (highest)
Quartile
2nd Quartile
3rd Quartile
4th Quartile

} !
f |
{ |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
I |
|+ Percent of |
| Total Fopula~ |
| tion on AFDC |
| 1st Quartile |
| 2nd Quartile !
| 3rd Quartile |
: 4th Quartile :
| |
| |
I i
| |
| |
i I
| |
| |
| |
{ |
| |
| |
| |
| |

« Provision of
APFDC-U Pro-
gram
YES
NO

» Provision of
EFA Program
YES .

NO

. Asset Limit:
Below $1,000
Over $1,000

i

—— . s T —— s —— ———— —— — — — S f ot S Sy i S o v i g, S . e v

-37.8
-33.9

-41.5
~34.4
-17.2
-44.3

-31.7
-40.3

-32,2
-38.2

-35.1
-40.3

NOTE: The payments error rates included payments to ineligible and

‘over-payment to recipients,

———— e o s . S e s . — e i —————————— - ———— — — —— ———— v — ——



267

Senator MoyNIHAN. And now, Dr. Norman Jacknis, who is the
welfare inspector general for New York State.

Mr. Jacknis, we welcome you, sir. It is very nice of you to come
down. I am sorry that we are running late, but that is an endemic
condition.

You are the inspector general? Do we have testimony from you?

Mr. Jacknis. Yes, you do, I believe.

Senator MoYNIHAN. I am sorry. Forgive me.

We will put this in the record as if read, and you go right ahead
and take whatever time that you need.

STATEMENT OF NORMAN JACKNIS, WELFARE INSPECTOR
GENERAL, NEW YORK STATE

" Mr. Jacknis. Thank you very much for the opportunity to be
ere.

I am Norman Jacknis and I am New York State’s welfare inspec-
tor general.

The office of welfare inspector general is part of State Comptrol-
ler Edward V. Regan’s department.

As you may know, my office was the first such office anywhere
in the country and as such, it has made important contributions to
the fiscal integrity of welfare programs in New York State.

We receive and investigate complaints from the public about
abuses, fraud, and other violations of the welfare system. We also
audit the operations of welfare agencies at the State and local level
to assure that the programs are being properly administered and
that the public is getting the most cost-effective use of its expendi-
tures.

My thrust here today, is that an increasingly large share of the
errors in the welfare system can be traced to their source in
judicial decisions, in administrative systems of local and State gov-
ernments, and in the regulations and policies established by the
Federal Government.

For example, one of the most ‘disconcerting of recent judicial
trends has eroded the legal basis for recoupment programs.

In New York, the courts essentially have stated that if recipients
are caught cheeting, there is very little that local agencies——

Senator MoYNIHAN. Wait, wait. Where are you?

Mr. Jacknis. I am not reading the whole thing.

Senator MoyNIHAN. Help me where you are. I want to catch up
with this. '

Mr. Jacknis. All right. -

I am on the bottom of page 2, oing into page 3. The detailed
testimony cites some of the court decisions that I am referring to.

Now, the problem here is when the courts are left to interpret
terms like “undue hardship” which are in Federal recot;pment aw,
t}:iy can interpret them in a variety of ways. It is my feeling that
Federal law must, for the benefit of both the. localities and the

-recipients involved, clarify the guidelines to be used for recouping
such moneys and help revive the recoupment program. :

When we find individual welfare cheaters and providers of wel-
fare services who are abusihg the system, we have a statutory
responsibility to follow up. Unfortunately, this is the equivalent of
closing the barn door after the horses have escaped. And now, with
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the recent judicial precedents that I mentioned, one is not even
allowed to put the horses back into the barn when they are found.

Thus, the States and the Federal Government must develop sys-
tems which catch the errors up front and which prevent errors
from occurring in the first place. There are some forthcoming
changes which will certainly help in preventing errors before they
occur.

Among the most important of these is the expected implementa-
tion of monthly reportinl% retrospective accounting systems. Howev-
er, in States the size of New York, you cannot just mandate admin-
istrative improvements, like monthly reporting. The Federal Gov-
ernment, with its expertise and financial resources, must provide
technical assistance, understanding and support, particularly finan-
cial support to large States like New York.

One of the major contributing factors to welfare errors through-
out the country, and especially in New York State, are the regula-
tions and policies themselves. In New York, the regulations are
unnecessarily complex, contradictory, confusing, and ever chang-
ing. I will give you an interesting example.

A short time ago, nll\%, office completed a review of freestanding
psychiatric clinics in New York City which were funded, in large
part, by medicaid.

Secrllator MoyNIHAN. Would you say that again, please? Free-
standin :

f\dr. Ji?cxms. Freestanding. They are not associated with hospi-
tals.

We discovered that clinics were allowed to receive a full $28 per
visit reimbursement fee for counseling sessions which were as brief
as 30 seconds, were conducted by students without professional
supervision, or were for general social services that were never
authorized.

What is more discouraging, was that most of the abuses were the
result of inadequate or nonexistent Federal and State regulations
governing medicaid reimbursement and a lack of coordination
among the various agencies responsible for implementing the pro-

am,

In this lax, regulatory environment, there is an invitation to
fraud and to abuse.

This brings me to the concerns engendered by Mr. Michel’s
amendment. I must point out that this amendment is based on the
false assumption that quality control measures are consistent
across the States and are scientifically accurate. The fact is that
the current quality control system is a rubber yardstick. This
means that while a case may be judged ineligible in New York, the
same case may not be judged ineligible in California or in Illinois.

Insofar-as the errors in the welfare system today are in part the
result of Federal polic{I and regulations, Federal officials cannot
stand aloof and point their fingers at State and local government.

The Federal Government must make a positive contribution to
reducing errors rather than the essentially negative approach em-
bodied in Michel's amendment. We must not isolate our error
reduction activities. Instead, we must incorporate the goal of reduc-
ing waste in welfare in the heart of the law’s regulations and
administrative systems that we use in public assistance.
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Senator MoyNIHAN. Well, thank you, sir. That was very explicit
and precise.

Let me ask you a couple of questions. First of all, you are quite
right. The Michel amendment is as bad legislation as one can
imagine on one level, but on the other hand, it is legislation and
we do not seem to get any other kind of legislation. You know, one
must give it credit for its existence. It survived a certain kind of
biological improbability, the death rate of all such enterprises
being very high.

I want to ask you a little bit about the New York State error
rate. You've heard me on the subject of mixing up CAT scanners
with boyfriends as a phenomena, and HEW is to blame for this.
They brought it on themselves and they have avoided with the
most energy I have seen out of HEW in 3 years, any responsibility
for this problem. They will not do anything about it. :

It is just a scandal.

If this happened under any poor Republican administration,
would the howls not be coming up?

How do you account for the decline in the error rate in New
York State which cannot all be the responsibility of Barbara Blum?
It has gone down from a very high rate, well above the national
average, to just about the national average. :

What changed? Anything you know of?

Mr. Jacknis. I think different kinds of people were brought in to
administer welfare. I think Commissioner Blum in New York City,
Blanche Bernstein and Stan Brezenoff deserve credit for trying to
reduce what is, after all, a fairly mammoth problem.

There was a general trend in that direction and our office—I was

- not there—our office, however, did play a role in helping to prod
things along. But I think in general people in the State realized
there was a problem.

Senator MoyNIHAN. There is a rule of Maximus that says that
which is not inspected deteriorates. ’

There was an unwillingness to accept the limits of the State's
resources. ‘

As you know, we had one of the consequences of a pretty prodi-
gal attitude, so we have not been able to increase the basic allow-
ance for welfare families since 1974. Any other State that did that,
that was not known as a liberal State, would be thought to be
shocking. If we heard Mississippi did it, we would understand.
They are supposed to be bad people somehow. Mississippi last year
boosted its welfare allowance. We have not been able to increase
ours since 1974. In fact, I think we are saying, are we not, that a
mother and children here today should eat half as much as they
did 5 years ago.

Mr. JAckNis. I am not familiar with the exact figures, but clearly
there has been inflation.

Senator MoyNIHAN. Down about 57 percent. That is what comes
of—well, I do not know what it comes under.

When you came into office, did you find that you were reason-
ably impressed at the way that the Inspector General’s operation
was working? - : ' '

§6-941 0 - 80 ~ 18
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Obviously you could not be wholly impressed, otherwise there
would be no opportunity for you to improve it, which is not a very
‘nice thing to do with a young man with a career ahead of him.

Mr. Jacknis. In fact, before I even came there, the Comptroller
had expressed an interest in expanding the activities of the office
and having it expand upon the traditional auditor’s role of provid-
ing positive recommendations to improve things, not merely to
complain.

I certainly took on that challenge and I think, as I am trying to
point out in my testimony here, while there is obviously still a
need to do something about individuals who cheat the system, you
really have to look at the source of the problem. The thrust of my
time in the welfare inspector general’s position will be spent going
to the source of the Froblem and. looking at the regulations. I guess,
to a certain extent, I am following up on the high expectations that
I have of the administrators of the program, expectations which
certainly ought to be at least as high as that which we expect from
the recipients.

Senator MoOYNIHAN. I remember around 1969 that the welfare
problem was supposed to begin to diminish around 1981. But we
are getting there, are we not? ‘

Mr. Jacknis. There has been reduction in caseload, yes,

Senator MoyNIHAN. But in New York—is there getting to be a
more defined, dependent population, with about a third of the live
births in the city of New York being now illegitimate? Probably
there has not been anything like that since 1840 if that.

. fDo yl?'}l have any sense of those things? Do you get into that kind
of work?

Mr. JAckNIS. Actually, I thought what you were driving at is
that the public assistance problem, per se, has been stabilizing.
What has been happening in New York is that the medical assist-
ance program has been expanding greatly and, in fact, there has to
be an indirect cost of people who are not covered by assistance—for
example, the cost of illegal aliens’ care that gets channeled back
into the medical assistance programs. o

Senator MoYNIHAN. Yes.

Mr. JackNis. That part of it is not stabilizing.

Senator MoYHNIHAN. That is not stabilizing. That is your part,

Mr. JAackNis. That is right. We worry about that.

Senator MoYNIHAN. What do {ou know about illegal aliens? Give
us an estimate for which you will not be held responsible for, of the
number of illegal aliens in the city.

Mr. JAcknis. 1 would not care to guess. I have no basis for
estimating that, and what I cannot say, 1 will not s‘:'y

Senator MoyNIHAN. You will never make it in Washington. You
will never make it to the big time if you do not believe in just
lumping in—why do you not say, in round figures, a million?

That will give you a reputation. Joe Califano would have hired
you.

I want to ask you another question.

. Should we begin to address ourselves to the judiciary in terms of
just how much the judiciary has the right to im higher expend-
itures on Government? I have been wondering about this. '
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Mr. Jacknis. Well, of course, we do have separation of powers
and I am not sure that——

Senator Moynihan. Yes, that is it. We have separation of powers
and that implies that Congress shall make the laws.

Mr. JackNis. Well, I think that when Congress creates a vacuum,
someone else will make the laws, in effect, for it.

Senator MoyNIHAN. I do not know that Congress creates vacu-
ums. I keep watching the Federal judiciary and the State judiciary
saying you are not spending enough money here. And I wonder if
there is not the time to raise the constitutional question, the deci-
sion of how much money to spend is a legislative decision and not a
judicial decision.

Mr. JAcknis. 1 agree with you. What I am trying to add, howev-
er, is that in the laws—and not only in the laws, but in the
regulations that HEW promulgates, I think it would be worthwhile
to be more precise so there is not that much leeway that the courts
have to begin with. '

Senator MoyNIHAN. It was you who raised the question of courts
saying what you could and could not do.

r. JACKNIS. That’s right.

Senator MoYNIHAN. Do they pay it out of their own pockets? Do
they have a fund with which they pay the extra costs they impose?

Mr. Jacknis. Eventually it all comes to the same source anyway.

Senator MoyNIiHAN. This is why New York State is devastatingly
overtaxed. _

Mr. JAcknis. I think that is true. I think the court in New York
does not understand the real problems that exist and frankly I am
not sure they have a realistic understanding of the needs of the
recipients and citizens.

If you read some of the decisions, the words “eligibility worker”
and “recipient” seem lost in a lot of the legal concepts.

There is the firing line out there where the day-to-day decisions
are made, and I think it is important for us to focus in on that.

Senator MoYNIHAN. The State of New York has a social system
with a curious combination. We have a legal system which is
always on the side of the recipient. We have the bureaucracy
always on the side of the recixient. We have a legislature always
on the side of the recipient. And the recipients have not had an
increase in their basic allowances in b years and they are presum-
ably expected to eat half as much, because of the fact that bank-
ruptcy has come about from those other attitudes.

f I found one person in the Department of Social Services who
has had his or her allowances cut in half in the last § years, or if
we were all starving together, I think this might be a useful
collective experience, in the manner of the Iranian revolution.

But when we abandon the children and the mothers and main-
tain the tone of compassion, it is a little suspicious.

Mr. Jacknis, thank you very much. I would like you to think
more than perhafze ou have about the degree to which the courts
inv:sde the legislative prerogative when they impose additional
costs.

Mr. Jacknis. I certainly will.

Senator MoyNiHAN. It is not a small question. It is a large
question in American Government right now.
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It is not going to be an easy one. It is the sort of thing that is
going to take a generation to figure out, but you have a generation
of work ahead of you and I have a few years at most.

Thank you very much. :

Mr. Jacknis. Thank you.

[The prepared statement of Mr Jacknis follows:]

PREPARED TESTIMONY OF DR. NORMAN J. JACKNIS, NEw YORK STATE WELFARE
INSPECTOR GENERAL

SUMMARY

The following is a summary of issues highlighted by Dr. Norman J. Jacknis, New
York State Welfare Inspector General, in his testimony of November 16, 1979,
before the United States Senate Finance Committee, Subcommittee on Public As-
gistance:

1. Recent court interpretations of federal law relating to “undue hardship” have
severely limited local social service districts’ ability to recover misspent welfare
monies through recoupment procedures. The Federal government, in order to aid in
the timely and effective recovery of these monies, should clearly define ‘“undue
hardship’’ and other such concepts as used in the regulations.

2. The limitation on recouping money, after it has mistakenly been spent, demon-
strates the need for new computer and administrative systems to prevent welfare
fraud and abuse from occurring in the first place. Technical assistance and financial
'sugport are needed by the states and localities in order to implement such systems.

. A major contributing factor to welfare errors is the unnecessarily complex,
contradictory and ever-changing nature of regulations and policies as promulgated
by the state and federal governments. Simpler and more cost-effective regulations
should be designed in order to ease administration and prevent error.

4. Proposals designed to penalize states on the basis of quality control results are
inappropriate due to inconsigtencies in the quality control system itself. The Federal

overnment must establish uniform national quality control standards as a basis for
udging state administration afid comparing state performance on a nationwide
asis. .

FULL STATEMENT

Good morning, Senator Moynihan and Honorable Members of the Committee. |
am Norman Jacknis and I serve as New York State’s Welfare Ins r General.
The Office of Welfare Inspector General is a part of State Comptroller Edward V.

an’s department.
have been asked by the Chairman of the Subcommittee to discuss the factors
contributing to waste and abuse in New York State’s welfare programs.

As you may know, the Office of Welfare Inspector General was the first such
office anywhere in the country and as such, it has made important contributions to
the fi integrity of welfare programs in New York State. We receive and investi-
gate complaints from the public about abuses, frauds and other violations of the
welfare system. We also audit the operations of welfare agencies at the State and
local level to assure that the programs are being properly administered and that the

ublic is getting the most cost effective use of its expenditures. The Office of

elfare Inspector Genéral has introduced and assisted in the development of new
computer matching programs by the State and New York City. ‘ i

Presumably because of that background, I should spend my time tod%y talking
about the relative share of errors which can be attributed to recipients and agencies
involved in the administration of welfare. That is after all the traditional concern of
anti-fraud agencies.

Instead, from my office’s rather unique persfpectiw. I would like to point out a
slightly different way of looking at the causes of the errors.

rom what I and my staff have been able to observe over the last several years, -
an increasingly large share of the errors in the welfare system can be traced to
their source in judicial decisions, in the administrative systems of local and state
gove:nments, and in the regulations and policies established by the federal govern-
ment.

One of the most disconcerting of recent judicial trends has severly eroded the
legal basis for recoupment programs. In New York, the courts essentially have
stated that recipients are invited to cheat and if they are caught, there is very little
that the local agencies can do. R : -
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Existing federal law' provides that recoupment procedures of srooedpru used to
recover misspent welfare monies from recipients are limited to a deduction that will
not cause “‘undue hardship” to the recipient and family. New York State Law in
i_nterpnetinithis restriction has limited such pments to 10 percent of a recipi-
epts'u};ouse ?ld needs grants, or 15 percent if two recoupments are being made
simultapeously.

Three reoen{ New York State Appellate Court cases highlight the need for the
federal goyernment to clargy the term “undue hardship” as applied in recoupment
cases so a8 to preclude differing judicial interpretations and to allow local social
districts to actively pursue and recover monies that are owed them, thus relieving
the tax’faybr from subsidizing yelfare cheats and the like.

On May 10, 1979, the New York State Court of Appeals in the Matter of L«gam v
Rivera held that any recoupment of public assistance grants requires a case-by-case
determination, and that, in effect, the state’s limitinf recoupment to 10 percent of a
welfare grant does not pér se preclude undue hardship.

In the Matter of Thompson v. Blum decided by the A ﬁellate Division, 2nd Dept.,
in June of 1979, an A recipient was threatened with eviction for non-payment
of rent. Following New York Law, the New York State Department of Social
Services advanced the recipient $1,100 to pay back rents in order to avoid eviction
and recouped this amount from the recipient’s future grants. Although the recipient
conceded that he had gambled away his original shelter allowances, the court
ordered NYSDSS to return the $1,100 recouped because there existed no evidence
that his children did not suffer yndue ha ip during the period in which the
money.was being subtracted from his t. . .

Most recently, in the Matter of Carlin v. Blum, decided October 18, 1979, the same
Appellate Court dealt with the case of-a mother who admitted concealing the fact
that she was receiving money from her boyfriend while receiving public assistance
grants. The court stated that prior to reducing the woman’s grant to recover the
overpayment involved, the social services department must ensure that her children
do not require the level of assistance being presently received, in otheér words that
they will not suffer “undue hardship.”

As is apparent, the courts, when left to interpret “undue hardship” as cited in
federal recoupment law, are severely restrictm amounts of money which may
be recovered in a timely fashion from public nce recipiénts who have received
welfare funds to which they are not entitled. Federal law, must, for the benefit of
both the localities and the recipients involved, clarify the guidelines to be used for
recouping such monies and help revive the recoupment p: .

The end of récoupment, or at least its mortal wounding, is part of a fundamental
shift. It used to be you could say “Let’s hand the money out front and then cover u
any mistakes we might find later on.” This philosophy was part of the recent F

- Stamp lations, where the eligibility standards for receiving Food Stamps were
liberalized, but sup; y strong recoupment measures were put at the back end to
deal with anyone cheating. -

Of course, when we do find individual welfare cheats and providers of welfare

*gervices who are abusinﬁ the system, we have a statutory responsibility to follow up.
Unfortunately, this is the equivalent of closing the barn door after the horses have
escaped. And now, with the recent judicial precedents regarding recoupment, one is
not even allowed to put the horses back into the barn when they are found.

Thus, the states and the federal government must develop systems which catch
the errors up front and which prevent errors from occuring in the first place. This
is 01}1‘9 of the most important projects that my office and the Comptroller have been
working on. .

There are some forthcoming changes which will certainl help in preventi
errors before they occur. Among the most important of these is the exped:ﬁ
implementation of monthly reporting retrospective accounting systems. Before I
assumed my current position a few months aigo, I was at Mathematica Policy

rch, managing a multistate project to develop a model welfare administration
system. This was an outgrowth of the monthly reporting experiment in Colorado.
learly, there is both the demand and the need for the kind of precise and timely
estimation of recipient finances and administrative improvements that were part of
and followed from the monthly reporting experiment.

However, in states the size of New York, with the immense problems of shifting
populations, large caseloads, and less educated recipients, you can not just mandate
administrative improvements like monthly reporting. The federal government, with
its expertise and financial resources, must provide technical assistance, understand.
ing and support, particularly financial support to large states like New York. I

145 CFR 233-20 (a) (12XiXa); 45 CFR 238.20 (O
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would suspect that if the Federal government plays a significant téchnical assist-
ance role in implementing new computer and administrative systems in welfare,
they too will learn quite a lot. They will for the first time become sensitive to the
real issues of whether their regulitions are operationally feasible. They will learn
what is possible and worthwhile and what is possible but not worthwhile. They will
learn what is not possible to expect. This is bound to improve the policies and
lations which HEW promulgates.

ndeed, one of the major contributing factors to welfare errors throughout. the
country, and especially in New York State, are the regulations and policies them-
selves. In New York, the regulations are unnecessarily complex, contradictory,
confusing and ever-changing. And, while part of thié is a result of state policy, a
significant part of it is the result of federal Kolicy

1 will give you an interesting example: A short time ago my office completed a
review of “Free Standing Psychiatric Clinics”’ in New York City which were funded
in large part by Medicaid. We found many abuses in these clinics. We discovered
that :ge clinics were allowed to receive a full $28.00 per visit reimbursement fee for
counseling sessions which were as brief as 30 seconds, or were conducted by stu-
dents without professional suparvision or were for general social services that were
never authorized. What is more discouraging is that most of the abuses were the
result of inadequate or non-existent Federal and state regulations governing Medic-
aid reimbursement and a lack of coordination among the various agencies responsi-
ble for implementing the program. In this lax regulatory atmosphere, there is an
invitation to fraud and to abuse. Whenever government puts out such invitations
you can bet people will respond.

1 must émphasize that the Federal %)overnment has contributed to this particular
problem because it has significantly broadened the uses of Medicaid to cover all
kinds of non-medical services, but at the same time has not precisely defined what it
expects of providers of those services. .

There are similar examples in the AFDC program. If you review the application

rocess for AFDC over the past few years, you will find an increasing complexity.
ile this complexity was often introduced in the name of fraud control, it had the
effect of increasing errors and waste.

This brings me to the concerns engendered by the Miche! Amendment and HEW
regulations to implement that amendment. en the Michel Amendment was
originally passed, 1 found it somewhat curious that, unlike other welfare reform
proposals, this major policy initiative did not receive full analysis by the substantive
committees of the House and the Senate. As Kou know, one resuit was that HEW
was confused as to the intent and meaning of the amendment.

I must point out that this amendment is based on the false assumption that
Quality Control (QC) measures are consistent across the states and are scientificall
accurate. The fact is that the current qualiti control system is a rubber yardstick. It
does.got provide the kind of information which the Federal government believes it
provides. -

One example that is quite well known is the different treatment of the man in the
house rule. The investigative methods used for quality control determinations differ
from state to state as does the type and amount of evidence required to quali'? a
case as an error. This means that while a case may be judged inelifible in New
York, the same-case may not be judged ineligible in California or Ilinois. Each
state, working with regional HEW offices, is responsible for its QC standards. This
decentralization clearly fosters great differences among the states.

In so far as the errors in the welfare system today are, in part, the result of
Federal policy and regulations Federal officials can not stand aloof and point their
fingers at state and local governments. The Federal government must bear responsi-
bility for what are, after all, national welfare programs. Most of all, the Federal
government must make a positive contribution to reducing errors rather than the
essentially negative approach embodi«d in the Michel Amendment.

In my testimony above, I have suggested some ways in which this can occur. First,
there need to be better definitions of key concepts such as hardsh'iips so that New
York may recover from paralysis of the recoupment program. Second, there must be
technical assistance and financial support to put into place modern error prevention
systems. Third, simpler and more cost effective federal administration and prevent-
ing errors. Finally, so that each state really knows where it stands, the Federal
government itself must establish uniform national quality contro! standards.

I would hope that when this committee takes up the House proposed welfare
reform legislation, it will consider the issues that I have discussed here today. In a
short time, I have only been able to outline some of the issues. I stand ready to offer
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my assistance to you and your staff to provide greater details and information about
areas that I have not been able to even touch upon today.

As you know, there exists an atmosphere and reality of severe financial con-
straint. There is great pressure from taxpayers to hold down the Federal budget. In
New York State, we are not only under this same pressure, but the reality of New
York State's weakened economy and the prospect of another hard recession make it
nearly impossible for New York to raise any additional money for public assistance.
In othet words, there is essentially a finite amount wasted, which is abused, which
is given to people who do not deserve it, is beinf taken out of the pockets of those
who most desperately need it. All of us, at all levels of government and from all
different perspectives, must join together to eliminate waste. We must not isolate
our error reduction activities. Instead we must incorporate the goal of reducing
waste in welfare in the heart of the laws, regulations and administrative systems
that we use in public assistance if we are to succeed.

Thank you very much for your time.

Senator MoyNIHAN. And now, to close, we have Mrs. Dorothy
Forney, who is the executive director, well known to this commit-
tee of the Eastern Regional Council on Welfare Fraud.

Mrs. Forney, we welcome you.

Ms. Forney. Thank you, Senator. It is nice to be here again
before you.

Senator MoyNIHAN. You are always our cleanup hitter.

Ms. Forney. I know. I do not know how I get in this anchor
position, but it is fun.

Senator MoyNIHAN. Next time you come early on, after the
officials. It is not fair.

Ms. FornEy. It is kind of fun to hear everybody else anyhow. I
have a few remarks which will pertain to some of the thi the
other people said, if you will permit me at the end of my condensed
testimony. You have the full statement.

Senator MOYNIHAN. I do have it.

STATEMENT OF DOROTHY M. FORNEY, EXECUTIVE DIRECTOR,
EASTERN REGIONAL COUNCIL ON WELFARE FRAUD

Ms. ForNey. The Eastern Regional Council on Welfare Fraud
very much appreciates the opportunity to testify before the com-
mittee and it is very heartening to know that at least one Federal
body is interested in controlling error, fraud, waste, and abuse in
our Nation’s ever-ex‘randing welfare and income redistribution pro-
grams, and I would like to tell you that the Eastern Regional
Council represents 911 members mostly on the east coast, but in 28
States and the District of Columbia, 16 percent of which are in
your own State, Senator.

So I thought you might be interested in hearing that.

Senator MoYNIHAN. You know how to get to a fellow.

Ms. ForNEY. When several bills were before the Congress in the
last session, some measures of correction to the problems in the
system were proposed and the{ appeared to be well on their way to
implementation through legislation. However, although the initial
gﬁposals failed p e, some slight reform was achieved in the

ial Security Amendments of 1977 as a result of a promise that
you made to me when I testified on H.R. 7200 and I thought that
was very fine, and they have been very helg‘:‘ul.

There is still much work to be done. Several bills now before
your committee will serve as the means to achieve the true welfare
reform that the public seems to be demanding.
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The full text of the testimony you have as instructed by the
committee, I will summarize these points that are in my full testi-
mony and then attempt to answer your questions.

One, a strong quality control system with fully mechanized
equipment to provide the necessary information should be suptport-
ed with adequate funds by HEW and required as a part of the
system. It should be capable of providing management information
which would include an exchange of information with other juris-
dictions, number of fraud cases filed, number of investigations
underway, plea bargains obtained, restitution figures, cases settled
in other ways and, most importantly, all prosecutions and convic-
tions. )

This information would point up the weaknesses in administra-
tion of the system throughout the Nation and then should be
circulated broadly to assist HEW in closing the loopholes that now
exist.

Two, we should have a ?hotoidentification system to be consid-
ered as a means of controlling ineligibles from cashing checks to
_ which they are not entitled.

Senator MoyN1HAN. Could you tell me, you mentioned that you
have it in Pennsylvania. Where else is it?

Ms. FornEy. I am not sure what other States have it right now.
Several other States have come to our State asking for advice on it,
and in the first year of operation, in Philadelphia alone they were
issuing 22,000 duplicate checks a month at an average value of
$105 lE:er check and that has been startlingly reduced to 2,000 per
month. .

Senator MoyNIHAN. I am just told that the District of Columbia
has it also and it is having some effect.

Ms. FornEY. Very good.

Having more than one social security number should be made
illegal. Congress did consider this step in the last session but it
failed to act on it, and it is true that the new social security
issuances have been tightened up somewhat, but it is still not
illegal to have more than one and as Senator Long suggested 18
months ago—it was on March 1, 1978, when he had a joint meeting
with ‘child support—perhaps every birth certificate should be
stamped with a social security number, one that each individual
would have for life. It is a suggestion I believe warrants serious
consideration.

Despite the report of the Privacy Protection Study Commission,
next to one’s name, the social security number is the most impor-
tant identification each of us has, because it is—or should be—
unique.

. It is the means for our E;oper due at the end of our working lives
and pro;ger credit should be contained in the record for appropriate
payment. :

aining: While the last point, it is the most important in the
entire welfare system. As important as the Secretary herself is the
eligibility worker, yet in many jurisdictions this is the least-trained
person, often a high school graduate who has never had to handle
money, and this person is entrusted with the judgment of eligibil-
ity, distribution of taxpayer's money, and a host of other responsi-
bilities when an applicant for assistance comes before her or him.
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The voluminous tomes of regulations, both Federal and State, are
overwhelming, even to those who are familiar with the system.

Complex and confusing to say the least. -

Our recommendation i8 that adequate funds be appropriated for
intensive training of new eligibility workers, as well as those now
employed in the art of fiscal management. We suggest funding of
90-10 matching by the States or local'{iurisdictions.

All of these suggestions would provide a more efficient system of
control of the runaway monster called welfare until confidence in
the system is restored in the eyes of the public through methods to
eliminate those who are ineligibly collecting funds and therefore,
providing additional fuinds to those who are truly needy.

I think this is something to which you alluded yourself several

times today.

Congress and the administration are going to have to bear the
brunt ‘of strong public criticism and thorou%hly with your
remarks this morning in tying into HEW with not being properly

alert to the things that are going on. :

More money is not needed, as proposed in several bills before the
Congress now which are purported to reform welfare. Poverty, by
most standards, has been reduced greatly since the beginning of
the Great Society. Concentration should now be placed on provid-
ing jobs for those who are able to work, training for those with no
‘gkills, and more income for those who are unable to work because
of infirmity.

We commend Senator Talmadge for his bhill in strengthening
quality control in the last session and we do hope for success for
his excellent efforts in this particular Congress.

And as the Comptroller General said in his report to the Con-
gress just about a year ago with respect to fraud and economic
assistance programs, “No one knows the extent of fraud against
the Government, but the Degartment of Justice officials believe'—
and this goes back to the chart that you were talking about this
morning—*“believe it ranges from 1 to 10 percent of expenditures.”

Senator, there are no true figures anywhere. :

Let me say to you that the Inspector General, Mr. Morris, had -
called my oftice several times and said, “Does anyone have figures?
Do you have figures?”

Sir, there are none. No one has ever taken the time, the money,
the effort, the i)eople involved to go after the true fraud that exists.
Nobody can tell you whether it i8 1 or it is 50 percent. We do not
count anything but total convictions obtained and this usually
results in the basis for our figures,

I know in Pennsylvania alone that we have nearly 200,000 cases
which have never been brought to prosecution. They are just sit-
ting there, and most of them have been adjudged to have fraud, or
some kind of abuse, in them. '

If that is true in one State, I am sure we are not unique. There
have got to be cases elsewhere the same way. ‘

The above recommendations we offer to the present system.
However, there is anothér proposal which I think deserves the
Senate and Congress study and consideration.

The States have established diverse programs, as you have heard
today, which contribute to the complexity of regulations and their
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interpretations and this diversity has beea with the blessing of
HEW, but it compounds the administrative problems with 55 sepa-
rate roirams in operation. ‘ ‘

I think the block grant is an idea whose time "has come. In
legislation now before you, Senate 1382—and a companion bill,
H.R. 4460—sponsored by the chairman of the Senate.Finance Com-
mittee, Senator Long, and others including Pennsylvania’s Senator
Schweiker, the most acceptable and least costly welfare reform has
been proi)osed. _ .

The bill would provide a finite amount of money instead of the
open-ended funding now available and would provide fiscal relief
for the States to adjust. It would place an incentive on the States to
put their houses in order since they would have to operate within
the grants accorded them.

There would then be no need for the Federal Government to
provide the strong quality control system proposed in the first part
of my testimony. ‘

The States would have to carefully monitor themselves because
they would know their fiscal limitations and the carrot in this offer
is that any money saved would then accrue to the States.

Many States have already instituted cost savings procedures in
spite of existing regulations. Handling their own money totally
would spark innovation not yet thought of, and result in savings.

Further, the proposed experiment of permitting two States to
operate their programs without imposition of any Federal regula-
tions is exciting. %elea.se from restrictive Federal regulations such
as the so-called 30% would obviously remove a number of persons
from the rolls who qualify only because of the inequitable incentive
set up years ago. . .

As you yourself said, Senator Moynihan, in the lead article for
the Journal of the Institute for Social and Economic Studies back
in the spring of 1978——

Senator MoyNIHAN. My, you are a scholar. o .

Ms. ForNEY [continuing]. “When the earned income disregard is
sizable we can find ourselves in situations where persons with
absurdly high earnings can still receive welfare benefits.”

Senator MoyNIHAN. Yes. No question about that. _

Ms. FornEY. The additional lure of a block grant program is the
reduction -of staff at the Federal level for quality control which
would now become a total State concern. ¥

In summary, good quality control with Federal backing is a must
if the present programs are to continue.

In lieu, permit the States to operate their own prcgrams through
the block grant proposal and relieve the Federal Government of
oversight and quality control, but a key to either pursuit is appro-
priate training of the most important person in the entire system,
the eli%ibility worker. . ‘

The Eastern Regional Council also strong’}y supports other meas-
ures before your committee, known as the Talmadge amendments
which, I now understand, have been put into House bill 3236, and
we certainly are delighted with this action and hope that we can
see early passage soon.

Thank you so much.

. Senator MoYNIHAN. I thank you.
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It is just exactly 2 and I have just exactly 5 minutes to make an
appointment with Secretary Goldschmidt. But I thank you for very
ood testimony. You are always so cheerful and generous and
informative and you are a vety powerful voice of dissent from the
gpnventional wisdom in this field which has not been very produc-
ive, - '
Ms. Forney, I thank you, and with that, the hearing is closed.
[The prepared statement of Ms. Forney follows:]
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TESTIMONY OF
Dorothy M. Forney

Eastern Regfonal Council on Welfare Fraud
P. 0. Box 258 Harrisburg, Pa.17108

before the
FINANCE SUBCOMMITTEE ON PUBLIC ASSISTANCE
Hearings on Public Assistance Amendments

November 16, 1979

The Eastern Regional Council on Welfare Fraud appreciates the oppor-
tunity to testify before your committee. It is heartening to know that at
teast one federal body 1s interested in controlling error, fraud, waste
and abuse in our nation's ever-expanding welfare and income redistribution
programs. i

When several bills were before the Congress in the 1%t session, some
measures of correction to the problems in the system were proposed and
appeared to be well on their way to implementation through legislation.
However, although the initial proposals failed passage, some stight reform
was achieved in the Social Security Amendments of 1977,

There is sti11 much work to be done. Several bills now before your
comittee will serve as the means to achieve the true reform the public
seams to be demanding.

Much of my testimony will be repetitious of the matertal presented in
1977 since 11ttle has changed since that time. The points cited then are
still valid,

Since my last appearance before you, our national expenditure for
federal income transfer programs has increased to nearly $250 billion,
according to the Institute for Socfoeconomic Studies. The HEW Inspector
General has submitted two reports {ndicating Medicafd fraud is rampant --
estimated as at least 10% by the former HEW secretary; and no one dares
speculate on corresponding figures in AFDC. I will return to this latter
statement shortly.

Food stamp fraud estimates -- a USDA problem -- range from 10% to 30%,
depending on the source. ’
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As you are well aware, there are three main types of fraud: Vendor
fraud (most prevalent in the medical programs); recipfent fraud (including
unreported income, changes in family composition; multiple social security
numbers and addresses; non-payment of chfld support, and others); and
employee fraud (failure to discontinue a recipient by using the name and
sending the check to a vacant lot or an accomplice, use of food stamp
vouchers, and/or collusion with other employees). Several persons in my
state have recently been apprehended as a result of a crack-down on
employee fraud.

But this testimony is not limited to fraud. Error, waste and abuse
are also serious problems. Only through enactment of several bills before
you now, and further control of the system, will it be possible to improve
the gloomy picture we see twice a year fn HEW's shocking statistics.

Let me cite briefly some of the ineligibility and error figures for
some of the large cities. The figures are for the perfod of April to Sep-
tember, 1978, which are the latest available, and are those reported by the
states themselves:

New York City, N. Y. 10.3% Wayne County, Mich. 1.3
Los Angeles Co., Ca. 3.5 Philadelphia, Pa. 24.1
Cook County, I, 17.6 District of Columbia 23.3

The national figures of admitted ineligibility and error today stand
at 9.4%. They range from 31.2% in Alaska to 0.6% in Nevada.

In a program as vast as welfare, {n which nearly 11 million persons*
participated in the AFDC program, 4.2 million in SSI, 15.9 in food stamps,
21.3 in Medicaid, .8 in general assistance, and 6.6 received the benefits
of earned income tax credit in 1977 (the numbers have increased since then),

" a small margin of error s to be expected. However, because we have not had
an adequate quality control system, because HEW has never exercised a sanc-
tion even though it was available, and because we lack a strong training
program -- for these and many other reasons, 1t fs impossible for HEW or
anyone to present a true pfcture of the state of our welfare programs,

* "The Administration's 1979 Welfare Reform Proposal" -- American Enterprise
Institute, September, 1979,
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I must cal) to your attention a GAO report §ssued February 14, 1978,
entitled "The Federa)l Government Should But Doesn't Know The Cost Of
Administering Its Assistance Programs.” In the report the Comptroller
General of the United States revealed that the federal government doesn't
even have the vaguest idea of what it costs to run its own programs and
commented, "Without this information the administrative efficiency of
programs cannot be evaluated systematically."

Referring back to my earli{er statement that no one should dare to specu-
late on fraud figures in any 'of HEW's program, any figures which are presented
must be viewed askance. The old myth that there is less than 1% fraud in
federal welfare programs has no basis in fact.

To substantiate my claim, even though this has nothing to do with fraud
but does point up the shortcomings of government reports, let me cite a few
quotes from the April, 1978 Medicaid Statistics report from HEW (which was
{ssued early this year): "Data presented in this publication are generated
as an adjunct to the Medicaid claims processing and payment operation. Thus
information is based on bills paid and not services rendered during the month.
Consequently, the data provided through this process are not professed to
represent a true picture of the incidence of illness among Medicaid eligibles
and are subject to fluctuations unrelated to the provision of medical care.
Monthly data are collected and presented to meet pressing current demands for
minimum information on medical care financed under Title XIX. However, states
are required to provide more significant and detailed annual data on the
numbers of persons receiving medical services, the number of units of such
services, and the corresponding amounts of payments."

When one further examines the report, however, there are a number of
annotatfons which indicate that any data in the report is probably good guess
work -- no more. For example, one annotation: “Florida did not report
recipients or payments by basis of eligibility of recipient and is excluded
from all applicable tables. Data submitted for the month were estimated by
the state."
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Another: "Colorado reported recipients and payments by basis of eligi-
bility only." Another: “The recipfent counts for New York are understated
because recipients of outpatient clinics, physfcians' services and prescribed
drugs §n New York City are not reflected in the reported totals.”

And one last: "In addition to Colorado and Florida, Massachusetts,
Nevada, and Pennsylvania are excluded from Tables 10-13 because children and
adults in familjes were not reported separately. Connecticut, 111inois and
West Virginia were able to report children and adults separately but were
unable to differentiate medical vendor payments between adults and children
in familfes. These States are excluded from the total percentage computation
in Table 11. Colorado and Pennsylvania did not differentiate other Title XIX
recipients by age and are excluded from Table 14."

This §s only a sample of the "exceptions" contafned in the report, but
it places the reliability of such government reports in true jeopardy. HEW/
HCFA cannot be blamed for their figures -- they can only use the data which
is reported. But they can be criticized for not insisting on rendition of
appropriate information of a standardized nature so that all the apples will
be in one table, rather than apples, oranges and Bananas.

I cite the above only to emphasize that until a true quality control
system is installed at the federal level, and until it accurately reflects
what is going on throughout the system, neither Congress, the President, nor
the American public will know the real cost of welfare programs or the actual
extent of error, waste, fraud and abuse,

In 1977 when AFDC was wrapped fnto the Social Security Administration,
Quality Control became an integral part of the program. During our testimony
that year, we suggested that the logical place for quality control should-be
under the Welfare Inspector General's jurisdiction. Allowing 1t to remain in
the program which 1t §s supposed to oversee is something akin to letting the
fox watch the chickens during the night.

Wherever Quality Control is located, however, it should be one of the
most important tools avatlable to all overseers of welfare programs. There-
fore, it should be fully equipped with mechanized systems so that everything
from total dollars spent to the Teast error committed is readily accessible.
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It should provide management informition which will fmprove administra-
tion, such as efficient delivery of cash to those truly in need, effective
deterrence of admission to the rolls of those who are not in need, and swift
prosecution of those who defraud.

"Administrative error" is one of the most widely used excuses for over-
payments and underpayménts. When quality control is relaxed or non-existent,
administrative errors will continue to rise and fraud will become even more
prevalent. Only through a strong, efficient, totally mechanized quality
control system can the federal government hope to begin to clean up 1ts house
under the present system Of management. Without it, the federal pocketbook
will continue to be at the mercy of the states which are careless and wasteful,
lacking incentives to be otherwise with the existing open-ended system.

Complex, confusing and restrictive regulatfons at all levels constitute
another major problem. A good quality control system would reveal the
problem areas and weaknesses in the system, and would point the way for HEW
to make appropriate correctfons.

In addition, cross-checking of information with other Jurisdictions
should be encouraged and, in fact, be required as a part of good management.
In these days of instant mobility of the population, 1t is possible for those
intent on committing fraud to move from county to county and state to state
with 1ittle inconvenience. Because there is no mandated mechanization of
information which would be instantly available to an eligibility worker, 1t
becomes a simple procedure to join the rolls in more than one jurisdiction.
(As an example, I call your attention the report of thc"rukfo:ee on Welfare
Reform dated October 12, 1979, in which testimony disclosed that "motorcycle
gang members are‘engaged in welfare fraud schemes, using stolen or falsified
identification for obtaining food stamps, unemployment benefits and medical
assistance. <~- "Report on- the Activities of Outlaw Notorcycle Gangs by the
Taskforce on Welfare Reform ~ October 12, 1979".) '

Earlier this year the Department of HEW had proposed establishment of
a National Recipfent System, which would have permitted a number of cross-
checks at the local level with other states through a central registry system
-- something our organization has espoused for several years, The agency in
charge of development of the system placed all the necessary safeguards for
privacy in §t, but fts implementation was subsequently stymfed by the Govern-
rment Operations Comittee in the House. We regret this action since this
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would have been a fine tool for those who are charged with seeing to it that
only the eligible needy receive assistance.

1f we are to eliminate from the rolls those who do not belong there, it
is absolutely necessary that an exchange of information among the many
agencies which dispense cash assistance be established.

Among the several data with respect to fraud which should be part of a
good quality control system are these: Number of cases filed; numbers of
investigations under way; plea bargains obtained; restitution figures; cases
settled fn other ways; as well as prosecutions and convictions. The state
adninistratfons should then be informed of the total picture (and be required
to contribute thefr fnformation in a timely fashion and on a standardized
basis) so that they as well as the general public have an accurate assessment
of what is actually taking place.

As an example, Pennsylvania has nearly 200,000 cases awaiting action for
fraud, overpayment, and abuses of its welfare program. Because these cases
have not reached prosecution, they are not inctuded in any statistics which
have been reported anywhere.

Only with the total picture of what §s happening at the local level will
HEW be able to assess its program realistically and decide where they need
shoring up.

Inquiries directed to several members of the Eastern Regional Counct)
who are fraud unit administrators and supervisors in local jurisdictions
yielded the response that good management {s one of the biggest problems in
welfare administration. If quality control were to monitor such management,
discover the procedures that work best fn controlling fraud and abuse, and
provide training for those jurisdictions which are most culpabte, this would
be progress.

Another facet of quality control {s photo identificatfon. The $nstall-
ation of a photo 1.D. system in Pennsylvania a few years ago has reduced the
duplicate check syndrome from more than 20,000 per month to less than 2,000
per month in Philadelphia alone.

Finally, another idea whose time has come s banning more than one
Social Security number. Congress almost accomplished this two years 2go,

et

56-941 0 - 80 - 19
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but not quite. Senator Long's verbal suggestfor in a child support meeting
held in Washington March 1, 1978 was unique. Perhaps every birth certificate
should be stamped with a Social Security number, he said, so that each indi-
vidual would have his own number for 1ife. A great {deal

Let me refterate. Until HEW insists on efficient quality control methods,
assists the states in making instatlatfons of appropriate systems, and uses
{ts power of sanctions when the results demand that they be imposed, no amount
of 14p service will change the present morass in which we find ourselves.

Therefore, the Eastern Regional Counci) strongly recommends support by
the Congress for increased funds for computerization of fnformation for
efficiency in management, planning and evaluation, and prevention of fraud.

The key word {s preventfon. It is better to keep someone from committing
fraud than to have to prosecute it.

The Medicaid program was given a boost in this respect two years ago
when the anti-fraud and abuse amendments became law. Matching funds of 90%
to 10% were provided for development and implementation of computer systems,
and 75% to 25% for continuing operatfon. The results have been cost-effective
so far, and the program §s stil1l in its {nfancy. The most cash assistance
programs can obtain today s 50% - 50%. More is needed {f the states are to
be encouraged in their efforts to combat fraud.

There is another element involved in good quality control. The word is
training. For too long Yocal jurisdictions have used fnadequately trained
workers at the most important post -- admission to the system. Regulations,
both state and federal, are extremely complex, and often conflicting. Con-
fusion in interpretation from jurisdiction to jurisdiction causes fnnumerable
problems. And workers become disheartened when legal afd attorneys are able
to twist verbfage to the advantage of their clients. Morale becomes Jow and
the daily grind of determining eligibflity becomes routine: Permit entry to
the rolls, no matter what. No one wants to battle “legal aid.”

If there were uniform interpretations of the many rules and regulations
throughout the entire system, and the states were permitted to give only
those benefits and services outlined in federal regulations rather than
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adding as many as they desire, some semblance of sanity could be returned
to a program that is sorely needed for the truly needy. However, {f runaway
spending is allowed to continue »nd {f programs are further escalated, there
will be no one left to pay for them.

Therefore, we recommend that adequate eligibility worker training in
fiscal management be instituted at once, mandated at the local level, and
funded 90%-10% by HEW. You would not consfder permitting a lawyer to practice
Taw without attending law school and passing bar exams; you would not permit
a doctor to practice medficine unless he attended medical school and passed
certafn requirements; nor would a teacher be allowed to teach without being
properly accredited. Why, then, do we permit untrained and inadequately
trafned workers to dispense more than $250 billfon annually?

Some states have instituted 1imited training programs on their own.
However, nothing 1s required at the federal level, even though a large share
of the money dispensed emanates from the federal government.

We urge consideration of this {mportant point: Adequately funded tratning
in fiscal management for eligibility workers, to be required by HEW as a
requisite for program operation.

Let us take a look at another proposal which may well become the real

answer to the question of whether welfare can be returned to respectability
-and §f 1t could better be done by the states themselves.

Several years ago the state of California asked for and recefved a waiver
from HEW to take some innovative steps to bring its welfare programs under
control. When the smoke had cleared -- after many legislative battles within
the state and hand-wringing by dissident groups-- more than 200,000 fnelfgible
persons were removed from the rolls, grants were increased by 41% inside of
two years, and substantial refunds tn fncome taxes were made to the taxpayers.
The point had been made that a state, if left pretty much alone, could manage
its own programs far better than the federal government at far less cost.

There 1s now such a bi1) before you which deserves the most careful
scrutiny. Senate Bi11 #1382 (the companion bil11 {n the House §s #4460),
sponsored by Senators Long, Dole, Talmadge, Packwood, Benson, Schweiker,
Boren, and Hayakawa would approach real welfare reform better than anything
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that has been before the Congress for several years.

First, the bil) provides a finite amount of money (rather than the open-
ended funding now available), based on 1979 costs for cash assistance (the
most realistic approach) plus an additional bill{ion dollars to be given the
states for fiscal relief, based on population. In addition, several low-
benefit states ({f the House bi11 {s preferred) or several lowest per capita
states (the Senate version) would receive an additional $400 million to off-
set fncreased costs.

Second, the bil) provides block grants, indexed for inflatton, population
and high unemployment rates. The b19ck grant approach is crucial here because
1t 15 the best incentive to efficient operation that has ever been proposed.
While the states would receive the same money they received in 1979 (plus the
indexed increases), they would be permitted to keep any money sived through
efficient management to use for any social welfare program they desire. There
would be no need for a highly sophisticated quality control superstructure
within the federal government -- the states would now have a strong incentive

to put their own houses in order.

There would be no need for further matches by the federal government
since the initial match of 1979's expenditures would be the only one to take
place.

Other key provisions of the bt11 include permitting the states to have
a8 work requirement and a provision that would allow ten stateés to operate
their programs without imposition of federal regulations.

It {s our understanding that two states have already been suggested to
make the experiment. The plan would obviously save the taxpayers a substantial
amount of money, and would provide the impetus for {nnovatton. To follow only
one set of rules would be an unequaled opportunity for the states to prove
their ability to administrate. The shackles of federal regulations have been
grating too long and creating inequities between the working population and
the welfare population which are reaching intolerable limits.

If the experiment works in the first two states selected, 1t shoutd and
could then be extended to others.

3
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-A further feature of $-1382 is the provision that after a five-year trial
period, the overall grant would be reduced 2% each year (although the
indexing would continue).

Advantages would accrue through the savings that would be realized
through decrease in nuwbers of a burgeoning bureaucracy and simplification
of administration, the necessity for the states to control their own programs
through closed end funding, and the opportunity to ideate.

Despite present federal controls, intervention and complex reguiations
(which seem to be constantly changing), more states could do what some juris-
dictions have already done in spite of these controls, and do even more. I
refer here to the following: E

Florida: Begen income matching in 1972.

Texas: Conducts 34 training programs in fraud prevention and eligibility
worker efficiency

Utah: Installed a workfare program
Visconsin: ZExtradites non-supporting parents.

San_Francisco County, Cal. Reduced its error rate from 17% to less
than 2% as a result of innovations.

Vermont: Developed "Project A " thly retrospective accounting;
centralized computers on-line for all workers.

Bergen County, N. J.: Initiated local workfare plan

Connecticut: ZTurned welfare fraud over to State Police. Established a
threshold supplement for fuel costs; provided a grant for Home
Nursing Service to keep people out of nursing homes; gave a 14.2%
welfare increase. Introduced a "winter standard” between December 8
and March 31 to help over winter months.

Philadelphia Family Court: Speeded up collections in child support
through innovations in court procedures

Pennsylvania: Bstadlished Pennsylvania Employment Program, using private
exmployment agencies,

Another possible solution has been offered in S. 1579 (sponsored by
SenatorsBoren and Long). The bi11 would permit five-year block grants to
the states and allow them to operate independently of HEW regulations. The - .
same HEW funding would be provided the states chosen to participate as in
previous years. The great advantage would be removal of federal restraints
on operation, close attention at the local level to the details of admini-
stration, and the opportunity to prove that a program free of federal mandates
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" can operate more efficiently and less costly than under current modes of

oepration,

If proved successful, as we belfeve it will, the block grant {dea could
be extended to the rest of the states to save many millfons of dollars and
restore a measure of desirable home rule.

The focus of most of my testimony has been on quality control, There
are several other points I would Vfke to raise which I hope will be favorably
considered by the Committee as 1t delves into the problems of the welfare
system,

Specifically, we strongly support the following:

$-1672. This bi11 would increase the matching rate for anti-fraud
activity at the state and local levels from 50% to 75%, and would $nclude

funding for prosecutors® offices even though they may not be separately

identified as welfare fraud units. However, only the activity connected
with welfare fraud would be recompensable.

$-1674." The bil11 permits disclosure of 1nfo;mtion concerning AFDC

————recipients or applicants to any governmental agency authorized by law to

conduct an audit or similar activity in connection with administration of

— _._ AFDC as well as the Committee on Finance and the Committee on Ways and Means.

S-1676. Allows matching for compensation of judges and other court
personnel under the child support program, and would permit payments directly

) to the court for activity in this connection.

5-1678. Certain tax return informatfon would become available to state

- and local AFDC qnd child support agencies.

These are just a few of the Talmadge amendments we hope .the Congress
will consider. We also strongly support S-1669, S-1670, -S-1671, $-1672,
$-1675, and $-1677. -

The Eastern Regional Council supportsthe concept contained in House
Committee Report #96-331 which requires the secretary of HEW to 1ssue regu-
lations requiring a1}, states to reduce AFOC and Medicaid erroneous excess
payment to 4% by September.30, 1982, in.equal amounts each year beginning fn

Yoot
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the 1980 fiscal year. Failure to do so will result in penalties, according
to the report.

Legistation has been introduced to countermand this bright effort -on
the part of the Congress, which we hope will be defeated, It may be neces-
sary to modify the harshness of the mandate, but only through such stiff
Impositions of requirements and penalties can HEW ever hope to realize improve-
I\Qnt in management of the welfare system, :

We also believe that sanctions designed to reduce error and ineligibility
rates, which resulted from the Michel amendment in 1978, should be imposed
with modification., The harshness of a three-year moratorium could be
detrimental,  But Washington should remind the states that this time it
means business and they must bring their programs under control.

1 am pleased also to add to supporters of this testimony the minority

_ members of the Pennsylvania Senate, who endorse the points contained herein.

[Thereupon, at 2 p.m. the hearings in the above-entitled matter

were closed.]
[By direction of the chairman the following communications were

made a part of the hearing record:]



292

TESTIMONY OF KEITH PUTMAN
Administrator, Oregon Division of Adult and Family Services
November 16, 1979

COMMITTEE ON FINANCE
SUBCOMMITTEE ON PUBLIC ASSISTANCE

PROPOSALS FOR DEALING WITH WASTE AND ABUSE IN
SOCIAL SECURITY ACT PROGRAMS

Mr. Chajrman, members ‘of the Committee:

1 am Keith Putman, Administrator of the Adult and Family Services Diviston
for the State of Oregon. Among other programs, we administer Titles IV’
(except for IV B), the AFOC Program; and Title XIX, the Medicaid Program.
1 have worked for the agency since 1962, and have held a number of
positions which have enabled me to see the administration of these
“progrims Trom a number of vantage points. Oregon adopted a quality
control program even before one was mandated by DHEW. My background {s
primar{ !) with systems, procedures and research--as 6pposed to social

work.

The statement of this Committee, cor-lta1ned in your October 22, 1979

"Press Release shows that you are already an.areko‘f--to use your phrase--

“the paradox® that efférts of states to reduce error may produce higher
costs. [ belfeve those higher costs are generated in both the administration
of the program, and fn the program itself. 1 hope you will forgive me
_1f some of this testimony is on subjects you already understand fully.
However, 1 am fairly certain that much of this testimony will efther be

new, or will provide greater insjght as you deliberate this problem.
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My remarks will address primarily the AFOC Program, and proposed rules
“of DHEW to impose fiscal sanctions on states who cannot reduce their
"error® to 4% or less. Most of my remarks are equally true of the
Medicaid Program. The DHEW gives, as li's reason for the proposed
rules, that Congress believes the "error® in the AFDC Program {s unacceptadbly
hivh,

The "error" with which we are cuncerned comes, primarily from three
sources: Inaccurate or untimely data from clients which prodices an
erroneous payment; "error® which fs error by definition only--1i.e.,
elimination of the error would not ciungo the amount of the payment; and
error based on the agency's failure to act on known data. The manner in
which the three types of error can be reduced are very different. Of
the three, the latter one--failure of the sgency to act on known data--
1s the most vexing. I will not suggest, in this testimony, that the
federal government should he’lb finance such error when it is uncontrolled
or excessive, But, I will suggest that imposing penalties for the first '
two causes should not be considered without some fundamental changes
be*I‘ng made first.

I have six main themes.. For each of these themes, I will suggest specific

actfon of the Congress.

1.  The manner in which error is counted in the AFDC Program produces
a_grossly exaggerated estimate of the numbers of federal dollars being
sgnt’in "error." Let me cite the three most flagrant examples. These
nk; up precisely half of the "error* cited by DHEW for the State of
Oregon. '
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8. No social security number. Having a socfal security number (or '
having "applied” for oné) {s a conditfon of eligibility prescribed

by Taw. Yet, 1t makes 1{ittle sense that a newborn {nfant cannot be
fncluded in its mother's grant unti) an application for a socfal
security number has been filed for the child. Recent changes in
federal rules will reduce this problem to some extent. However,

the pofnt remains that a client's need is no less real with a

sociin security number than without one. I agree thit clients

should have socfal security numbers, but I do not agree that federal
dollars should be withheld from the states and the impression given

to the general public that tax dollars are being wasted when benefits -
are paid to a person who lacks a socfal security number. This is
especfally true when the present system does not ﬁcognize that an
application for a soctal security nunber. has been made until the
client produces whatever documentation the Social Security Administration
‘requlres prior to assigning 2 number. To alleviate this problem, -
the Social Security Administration should permit states' to assign
socfal security numbers, subject to later verification by Social
Sechrity. Until (or unless) such a system can be adopted, lack of

a socfal security number should not be considered an érror.

b. Faflure to assign child support rights. We agree that assignment
of child support rights to the state, as a condition of eligibility,
{s sound socia) policy. To this end, Oregon has legislation which
automatically assigns child support rights to the state for any
person who receives public assistance. Yet, for a considerable

number of months we were assfgned an error in quality control for
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Tack of having the parent sign a separate piece of paper--redundantly
making an assignment which was already a matter of statute. Vith
the signing of that redundant document, our error rate dropped.
But, the net effect was an Increase in administrative cost without
80 much a¢ a penny reduction fn payments to clients. Regulations”
or law should always focus on purpose, not method.
¢, Faflure to register a-client with the NIN Program. Oregon had
a work search requirment for the AFOC client long before the WIN
Program or its predecessors were enacted by Congress. We belfeve
in the WIN Program. Oregon has the second highest WIN benefit/cost
ratfo in the natfon. Yet, federal funding. for the WIN Projram
permits our employment security office to acﬂvely work with less
than one out of five persons who are registered. It seems to us,
that unti) the WIN Program begins to run out of clients there is
vei'y 1ittle program loss caused by the incidental failure to regisier
a client. The real ‘loss In the WIN Program 1s that 80% of the
clients who are mandatorily registered with the WIN Program are
receiving no services aimed at finding them jobs. We suggest that
* "error" due to the states' failure to register a éliept for the WIN
Program not be éoimf.ed $o lorig as the pool of registrants exceeds
the fedgb;l funding for services in the WIN program, and the number
of unregistered clients is below 4%.

d.  An additfonal exaggeration of the error rate of which this

. vComi‘ttee should be aware, is that errors are cited when the state
fails to carry out provisfons of its "state plan" even when that
*state plan® detadl 1s not required by'federﬂ law or rules. Thus,
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an actfon may be cited as an error {n one state which is not cited

as an error {n another state,
Oregon respectfully suggests to Congress that ng federal fiscal penalties
be levied for any action which, when rﬁcdied. does not result in a
docmfe in prograi expenditures. Further, we suggest that no fgdenl .
penalties be levied for failure to act under its "state plan®, when
that action is not required by federal law or regulation. Fatlure to
make this allowance will discourage states 'fran taking permitted (but
non-mandatory) steps which could reduce program waste or abuse.

2. Many of the actions of states to reduce so-called “error”

has actually increased program costs. Let me give an example: Each
year some clients will receive an income tax refund. Most states do not

allow clfents to keep such windfall income, requiring instead that such
money be used to reduce the ggant:in the month the money 1s recefved.
Many clients qiq not report the receipt of their income tax refunds, and
these cases were later cited as Quality Control errors. ,We ‘detemihned
that 1t was impossible to,_rgduce that particular "error" to any marked
degree without oppressive "alnd expensive measures. So, we simply modified .
our "state plan® to permft. clients to "keep" their income tax refund as
part of their allowable cash reserves. Welfare costg in Oregon are
now higher by precisely the amount we formerly recovered from income tax.
refunds. But our error raie dropped. The abpe;rapce to the taxpayer is
that we reduced welfare costs by reducing "error”. The opposite is

true. ‘ Actions similar as this have probably occurred many JI:mes‘ and 1in
many states. '

3. There are structur,_l features in the Socm_ Security Act.._
and §n the regulations promulgated under that Act which produce errors.



Let me cite two examples:

8. Bradford v. Juras 1$ & decfsion made by a 3-judge Federal
Court in Oregon which prohibits recoupment of client caused overpayments
‘through the mechanism of a small reduction of the monthly grant.
Regulations of DHEW clearly permit this actfon. However, the ‘
Federal Court held that Congress, by permitting this actfon in some
Titles of the Socfal Security Act, but by remaining silent on the
practice in Title IV (AFDC), clearly did not wish to permit such a
practice, The effect of this decisfon is that clients have no
financial incentive to report changes in income or the number of
perso;\s in the household when such a .changct would reduce or close
the grant. - For practical purposes, even falsehoods go unpunished ‘
bécause of both the expense anld reluctance of: district attorneys to
' prosecute for fraud when the amounts involved are small. There is
a constant danger that Bradford v. Juras could spread to other
states. We believe ;:hat so long as there 1s no penalty to the
_clent, that. the state should not be penalized fnstead. Congress
should -amend Title IV of the Soctal Security Act so as to specifically
- permit recoupment .of overpayments .through grant reduction.
b. Inability to presume that income of the unmarried "second
adult” in a hoqsehold:is%avaﬂablt—to the parent and child. Under
. federa regulations, reinforced by federal.court decisfons, the -
" state cannot presume that @ fully employed "boyfriend” 1iving with
an AFOC mother, 1s making any contribution toward her care, or the
care 'of> her children. If tﬁe "boyfriend" voluntarily makes a
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contribution, and so fnforms the agency, that contribution is duly
subtracted from the grant payment. If.. however, he makes a contribution
but denfes it, and that contribution is later discovered by the

quality control team, an overpayment exists and the state's error -
rate goes up. Keep in mind that he isn't required to make a contribution.
But 1f he does, and we don't discover it, an overpayment exsts. ;
If the coupli marry, then his income becomes presumptively available.
This s a powerful disincentive to marrfage. Oregon suggests that

the fundamental undérpinnings of the AFDC Program adopted in the
wid-1930's needs to be reexamined in 1ight of profound changes in

11fe styles which have occur:red since then. We believe ﬁ:hat income

of any adults in an ADC household who are sharing bread and/or

board should be presumptively avaflable for the children in the

same manner how required for a parent. Indeed, we suggest ;hat a

number of soctal benefit programs, in wf:‘lch benefits are reduced

because of a marriage, should be reexamined in this same 11ght.

4. Some methods of reducing ghogram costs actually cause error.
‘The best example of this is seen when a state éttempts to reduce welfare

costs by finding employment for clients. Yet, employed clients, as a

N

class, have exceedingly rgigh error rates due to unreported or inaccurately
reported earning and work expenses. If a client  1s receivng a $300 -
grant, earns $250, but reports only $200, welfare ‘costs will drop, but

8 $50 error will be cited. Earnings which aré primarily from commissions, -
tips, and other shiﬂar' sources are almost fmpossible to “track" on a
routine basis. I am confident that the Internal Revenue Sorv;ce will
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verify this. Some states (Oregon- s one) actively encourage clfents to
find and accept full or part-time employment. Yet, the states’ error

rete will go up in proportion to fts success {n finding jods for clients.--
Oregon suggests that error attributable to client underreporting on non-
reporting of income be exempt from any penalties which might be imposed.

5. States are at least as vitally interested in avoiding error
and waste as 1s Congress. In the larger states, the cost of the AFDC s

born almost equally between the state and federal go\_nrment. Yarious
n!erendln and other citizen pressure to vreduce the cost of government

s felt more directly and {ntensely at the state level than at the
federal level--regardless of the hncerlty of federal offices and members
of Congress. We suggest that Congress has underestimated that interest,
and that penalties are not needed. Indeed, penalties will have the.
‘probable effect of further reducing client benefits. There have been, I
understand, proposals to prohibit states from reducing welfare benefits
should an& penaTties be applied. I serfously doubt that such an vbjective
could be accomplished in fact. If states were prohibited from reducing
AFDC benefits to regain lost federal dollars due to error penalties, !
am confident that other state-funded programs would be reduced instead
or, program benefits scheduled for increases would not be increased. No
matter how it 1s viewe_d. it 1s the clients who will suffer--and probably
not the ones who caused the errors in the first place.

6." Penalties against the states for error in the AFOC Program
cannot be justified in view of the error rate in the federally administered

programs. A case in point is the SSI Program, now administered by
OHEW, but adafnistered by the states prior to 1974. The SSI Program -
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primarily serves the aged, *11nd, and disabled. When states administered
the SSI Program it, too, was sybject to Quality Control scrutiny, That
program, serving primar{ly stable, unemployable adults, always showed a
Quality Control error rate which was a fraction of that found in the
AFOC Programs. Yet, the SSI Program today 1s administered by the federal
government and 1s showing an error rate in excess of the 4% being suggested
as the penalty point for the states in the AFOC Program.* 1 do not
believe that whatever errors the federal government comnits in the
relativety simple SSI Program are irrelevant to what the states should
produce fn the more complex AFDC Program. Thus, I cannot resist a
pleading of equity--that the federal government- should not impose on
states a standard of performance which 1t cannot produce.

There s much, much more which could be said to {1lustrate our points.

However, we will stop here and summarize how we believe Congress should
respond to the issue of penalizing states for 'exces;ive error* in the

AFOC Program: -

1. Do not impose penalties until Congress fully understands what
is 1r\kluded in the present reports of “error."

2. I penalties are to be imposed, then make the following modifications:

a. Do not peml'ize states for errors which, 1f eliminated,
would not reduce program or administrative costs. With special
reference to the WIN Program, impose no penalty for failure to

're'gister a client as long as at least 96% of the "mandatory" clients
are registered, and the number registered exceeds the available
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-b. Do not penalize states for error related items in their
“state plans which are not required by federal rules.

€. Amend Title IV of the Social Securfty Act to specifically
peruit states to recoup overpayments by the mechanism of reducing

the grant by a small amount until the overpayment is recovered.

d. Amend Title 1V of the Social Security Act so that {fncome
of any adult fn the household be presumed avaflable for the care of
the children, whenever that adult is a par'ent of a child, or is
sharing the household as though ‘urried to the parent of the child.

e. Exempt from penalty, error caused by a client failing to
accurately report earnings.

Thank you for this opportunity to contribute to the legislative process.

* SSI Quality Control ﬂgu.ras show 5.2% for Oregon for last complete
:b}dy for April 1978 through September 1978. Partial data for Region X
covering October 1978 through March 1979 {s 3.97%.

- —_—
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2
Comments Upon Proposed Rules, Fiscal Disallowances for.Erroneous
Payments in the Aid to Families With Dependent Children and
Medicaid Programs (42 CFR Part 431, 45 CFR Part 205)
by

Montana Department of Social & Rehabilitation Services

There are several regulations required by HEW in the administration
of the AFDC program which wé believe contribute to erroneous
payments and prevent destitute people benefits they are

entitled to.

We believe that technical errors created by Federal Regu-
lations should not be considered as a dollar error for

fiscal disallowance. Technical errors are:

a. The requirement that recipients have Social Security
Number's which does ﬁot, in any way, reduce the '
recipients' needrund the standard of assistance
for which they would be eligible except in an
arbitrary/technical requirement. Social Security
requirements, such as certified birth certificates -
cause undue delay and hardship to applicants and
recipients. Many states charge a fee to furnish
records of birth. No other segment of our population
is requixed to have children obtain Social Security
Number's.

b. The requiggment that an assignment of support be

initiated is another technical error. If support
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has not been paid, there should be no dollar error
in these cases. It should not be requixed that an
assignment be obtained against a deceased parent.

0.  WIN Work Registration is a technical problem
prevailing in Montana’'due to the rural nature of the
stat.e. Dollar errors are cited on nonregistered

recipients., . . -~

—~ . d. In order to be cost effective in Montana our duallty
Control sample has to be very small. It is costing ,
us $250 per case review yet the sample is loAnm;n

- that we are unable to design Corrective Action for
Counties or on a regional basis, Sanctions against
the state are developed from an even smaller sample
of Federal rereview cases. The migin for error is
80 great that one case is projected completely out

of proportion with what the situation really is.

The Quality Control Sample consisted of 180 cases, eleven of which
‘were drops for various reasons, leaving 169 completed

cases. There were 15 ineligible cases, amounting to $2,296.00,

12 overpaid ($838.00) and 11.underxpaid ($373.00),

Bight (8) of the fifteen (15) ineligibilities, plus one mors
covered by a variance, resulting from a federal re-review,

were caused by lack of a Social Security Number.
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The eight errors resulted in $1,257.00 in erroneous payments
in the sample and represented 54.7% of th; totally ineligible
payments of $2,296.00

‘It is easy to see that 55% of all erroneous payments were

caused by technicalities. As soon as a Sooial Security
Numbe;, an Assignment of Support or a WIN régisé?ption is
obtained, the error no longer exists. I am not saying they
are not errors, but I do not believe they should be included

in computation of the payment error rates.

We believe that Fiscal Sanctions should be applied to
moneys actually misspent rather than to technical errors
where no money is involved such as a person having no Social
Security Number, Assigmment of child support, or failure to
register properly for WIN.

Requirements under WIN registration need to be changed in a
Rural State like Montana. Montana has 56 counties with
employment offices in 23, 33 counties in Montana have no
employment offices. WIN requi_es every AFDC head of household
to register for employment. A recipient is required to be
interviewed for job placement or training if he has a
potential for work within a 50 mile radius of his residence.
This requirement causes errors because staff and recipients
are aware that even if recipients are registered thexe is
little or no potential that it will lead to Job placement
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for recipients beyond the 50 mile radius. No job service
available locally. This requirement is not cost effective
because of the limited number of job opportunities in sparsely
settled rural areas. To require a person to travel 50 miles
one way for employment is not sensible in light of the high
cost of gasoline. Something should be done to conserve fuel.

These recipients are least able to purchase fuel,

We Qould also like to see further definition and interpretation
of reduction of disallowance because a State has made a good
faith effort, but did not meet the target error rate.

Example is, sudden and anticipated workload changes which‘
result from changes in Federal Law and Rﬁgulations. Would

this reduce the overall error rate or just the errors which

can be attached to the Federal.change?

Eligibility oriteria for base period of April, Sept. 1978 is
different than it is today. Rotrospective budgeting changes
increase and the exror rate until staff becomes familiar
with th§ new regulations. Welfare téfctm legislation creates
an additional change in regulations.

New programs are’frequently added to the burden that a
worker must carry. Example Fuel Assistance Program. State
appropriatious are made on a biennial budget_for a staff.
Programs must be added to the work load of present staff
until a State Legislature approves a new budget.
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The statistical methods used will likely subject Montana
this state to certain long-term loss of Federal Financial
. Participation (FFP), which will be, in any practical sense,
impossible to eacape. This loss will occur from the laws

of chance much as if we were playing against loaded dice.

When the sample is taken and an estimate of our caseload

is made, that estimate is in error because we have measured
only a fraction of the caselozd. This error from sampling
is a mathematically determined quantity and has nothing to
do with the accuracy or quality of our review procedures
or findings. The exact mathematical equations depend on
what is being estimated (proportions, ratios, mean, etc.):
but in all cases, the sampling error is a function of the
sample size in absolute terms. A large sample has a small

error and a small sample has a larger sampling error.

For a small quality control sample such as the 150-200

reviews each six months that Montana would have, the confidence
interval is on the order of + or - 3%, The confidence interval
is the statistician's way of saying that he is pretty sure
that the true population value is between certain limits.

For example, if our sample measured an error rate of 8%

among the cases in the sample, the caseload value is likely

to be between 5% and 11%. 1In this case, 5% would be the

lower bound or limit of our estimate, and 11% the upper limit.

For a larger sample, say approximately 1200 reviews, the
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oonfidence interval would be on the order of + or - 0.5¢ (k
of 18). This would be the approximate size quality control
sample that would be pulled in states ‘such as California or
New York, '

The Quality Control instrument, as all measuring instruments,
has inherent limitations on its accuracy. These regulations
imply that the Quality Control samples can measure the rate
of erroneous payments without error. This is false. 'rhnev
regulations also require loss of FFP on all occasions that

a QC sample shows a measurement that exceeds their targets.
This is underserved. To illustrate the problem that this
causes, let us assume that a {% target is established for
erroneous payments and that this State attains this target
and that in our real world caseload, our erroneous payment
rate is exactly 48. At this level, we have met the Federal
‘goal and should suffer no loss of FFP. However, as we
select samples and try to use them to estimate this 4% error
rate, our samples will show different values. Sometimes,
the sample will beAthh. other times low. When our sample
gives an erroneously high estimate, we would lose FFP under
the proposed regylations. When a low ostmge is attilnod,
no FFP is lost. Thus, in the long run, we would suffer a
loss of FFP approximately half the time, whenever our QC
sample attained a high measurement. This occurs even
though we -gct the !'e}d&ral 90&1{. This loss wil_). ocour

pproly by chance.

These éogulationl purport to iuurq e&unl treatment of
states. But they do not take into account sanplying error.
Although all states will be subject ‘to loss of FFP due to
-sampling error, the largest states, with their lifgor
samples and correspondingly lower sampling errors (i.e., +
or - j of 18 vs. + or ~ 38) will be subject to relatively
less loss of funds. This fails the equal treatment intent
of the regulations. .



808
STATEMENT OF:

Houston Welfare Rights Organization, Inc. (Houston, Texas),
Philadelphia Welfare Rights Orgqhilation (Philadelphia, Pa.),
United Peoples Welfare Rights Organization (Fairmont, W. Va.),
Pranklin County Welfare Rights Organization (Columbus, Ohio)

Introduction

This statement is subaitted on behalf of the Houston Welfare
Rights Organization, Inc. (Houston, Tex.), Philadelphia Welfare
Rights Organization (Philadelphia, Pa.), United Peoples Welfare
R!qhti Organiszation (Pairmont, W.Va.), and Franklin County Welfare Rights
Organlz;tion {Columbus, Ohio). The-o'organlzatlons, whose members
include welfare reoipients and low income persons, support steps
which are reasonably designed to assure that the AFDC system is
administered fairly and dtrlclently 80 that all families receive
their full entitlement. Bach organisation has actively pursued these
goals in various ways including litigation which succeeded in forcing
HEW to reinstate the review of denials and terminations (called
*negative case actions®) in the AFDC and uedleat& Quality Control
prégzénn {NROAC v. Califano) aqd joining the states in recent litiga-

tion opposing the massive AFDC and Medicaid cutbacks threatened by

the Michel amendment to the 1979 HEW appropriations (APWA v. Califano).
It goes without saying that inefficiency and inprﬁpet \
expenditures hurt poor children since they waste funds which should
be spent on the provision of assistance to those families who are
desperately in need of such assistance. In addition, erroneous
actions result in incorrect denials or>reduotlons of aid due to families
as well as overpayments and thereby cause a direct loss. Improved
administration and error reduction could both increase the number of
poor people receiving the aid to which they are entitled and insure
that the funds devoted to assistance programs are actually used to
provide aid.
In addition, there is no doubt that the current public

image of the programs as ciaotic and error-prone has eroded public



support for them’ and that substantial- hprovo_lontl in program manage-
sent could increase the public's willingness to devote increased
resources to these programs: We would note in this regard, however, .-~
thit the dcgn'e of public aistrust of the programs is far out of
proportion to the actual problem and all too often wrongly focuses on
the program benefioiaries as the cause of the problem. Unfortunately,
‘much of this public attitude seems to be the direct result of HEW'S
own oVerstatements and omissions. The agency's repeated publio

. statements on fraud, error and abuse seem to be more designed to make
hndllnu than to intou. and -nch statements in combination with the

tauu:o to speak out on other tundmntal program-defects convey the

erroneous impresnion that overpayments are the only significant problem .

in the programs and that all errors are due to client actions.

) Yor u.n’o! these reasons-the above-named o'tg.nlntion‘l
luppori fair and reasonable steps to, {improve program administration,.
toeogniA.:;ngvth'o direct benefit to themselves as well as the general
benefit to all cltlu;\l from such improvement. : Bowevu, some reoent
HEW and Congrenlonal actions purpottedly deatgned to prodote error
reduction simply uu not, nu and reauonabh nyl to deal with thc .
problem of eriors but lnstond are, 1ikly to hurt legitimate recipients
- nnd nay nu inocnse on:ou. 'rhon actions inalude HEW's Maroch 7, - .
1979 uﬁulatlona iipoatng ﬂaeal nnouom on states with overpayment.
ntu above gertain leveh (44 M; Reg. 12578) and Congressional -
attoppn to addxul orror reduction through the chhel mndienb N ,
(section 201 ‘of the. 1979 Labor-HEW Appropriations Act, Pub. I.av 98~
480) and. related actions, ln the adoption of the 1979 supple-ental L oi

App:opmuom Act (Pub, Law 96-38) :and the sti11 pending nao Labotﬂ

~a

3o



" actions (44 Ped. Reg. 55314, Sept. 25, 1979).

i .system as a remedial -anageunt tool.
T uncuonl Oreates an undelixnblo tonflict with othor congxeulonal

-

. . 810 .
HEW Appropriations:Act (H.R. 4389); and HEW'S response to.these . .
" {(We use the ‘ton
overpayménts throughout this statement to refer to both overpayments
to oll§!bxo families and payments to tanilies ineligible for any
aid.) The result of these actions lo»,oi-ﬁly to encourage, if not
compel , ltateja to concentrate on rcdﬁé‘ll.ng'only errors which result in
overpayments ahd ignore errors which result in p'ioph being denied

their full entitlement, - - ,- . S IR
> A8 dlscunqd~bolov. these policies cannot be supported for:

~

the following reasons. Pirst, fiscal sanétions ato;not an effective . .-~
means to assure cost-effioient and dtoctivo error reduction, and

they impose additiomal unwarranted burdens on,thg intended program 1 . .
beneficiaries. s«:oné. the existing fiscal sanctions policy is an -~
unbalancea“approach' to error reduction which dooi nothing .to addreu
the proble- ot underpayments and erroneous denials And texllnatlona
of aid and may well result in increases in these oxroneoun aotiont.<
Third, then policies threatow-thc tntegxtty ofi the ouqnty Control

uo;oovn, the appucauon of ...

directives tequlrtng erzor reduction to address underpayunts and
incorreot denials and terminations as well a- overpay-enb enoua
ptovidlnq financial incentives uther than ponaltlol fox"znutos whtchr
reduce errors, and quuttonmg the unduy of u.i’nq a 48 tolcuneu e,

b

levol at this’ ﬂn. .o ; wb ST R

3 ‘l'hu is not to - uy hh&& there ‘are not oltootivc ;eans.
anuable for‘i-pxdﬂng mlnisinttou and nduclng ‘qrrors dbut uthu A

‘

‘Our ~nco-anduuon- for ...

-

that ttocll undttol\i are mh lueh means.

2
k4
-
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appropriate ‘action to promote evenhanded error reduction are listed
at the end of this statement. S .ﬁ

1. PFiscal Sanctions For Error Rates 111 rm Children In
& of Aid and Will Not Achieve xttgtivo Brror Redugtion =
. Uriless we are to assume that states making overpayments
are doing so deliberately, despite the capagity to immediately put a
att'ap&to»aqeﬁ erroneous payments, we have to ac‘copt that they do not .
have thé e-pac-ity td produce nstantaneous reductions in their error

"« rates no matter how hard they try. uoieovgr, the type of precipitous

' action that will result from frantic ill-thought out attempts to .

reduce errors is as likely to increase as reduce errors. Accordingly,

there can be no question that the adoption of fiscal uncurqnq‘arid
eapeqhny' the adoption of such sanctions based on an arbitrarily
" selected 'Eolexaizce level, such as the 4% level, will result in the
appueauon of sanctiona to many states. ‘ -
Paced with auch reductions in federal funding for uoc,

state and local governments will either hava to increaee _their own

expenditures on such programs or decrease program qoata._ The predtctablo

result is clear in light of the recent expe:}ence in response to
HEW's announcement of an imminent $831 million cutback in federal
matching for AFDC and Medicaid in the fourth quarter of fiscal 1979

to implement the iﬁlcho; Amgndment's directive that’ “fraud, abuse and

waste" be redu,c;ed'.’ For example, West Virginia was considering a 10
to 15 pergent cut, in APDC, benefits for July, August, and September
1979'; Affidavit of Joan whlte Clay, Amy Rose Parks, and @vendolyn
Sanders, :United "people’ a Welfare Rj.ghtc 0rganlnuon, sublitted in

APHA v, cqt!ano’ ‘A8 detanod generally in affidavits o! plaintitln ‘

and plaintiff-intervenors in that suit other states were planning

\
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;> December 1977, pzovidel that states’ *whioch reduce their ertofs below &’
apeciued fuvel “will neclvd a sharé of thé federal savlngc ‘tesulting "

‘lbc conlhtont plea of states for fiscal nlio! in welfare -
prognu is o)our hvidehco ot tho;t ihabiYity or unwillingness to ‘-
increase expenditu'i‘u of thoit own monles.  Bven if this were not so, ..
"neither thc respohsible tgenchi nor’ thh le§islative’ bodles that

uould have to uhthor!‘n lncuaud expohdituul would bt ¢ager to seex "

‘ -uch incteases ahd risk chirges that chch increases: \nro necessitatéd

N

. decision to éncoutage error reduction by providing states with a

by the #tate's. f{ncompeteice, ‘and tﬁo.pubud ‘{8 not uucly td be - T '
sympatheticto such requests if they are do vieWed. ‘fhis poor people :
will pay the price for ‘errors twice, once' in ‘the fors of aid lost '

becauss Of erroheous and wasteful actions, and once in the form of

uduced bene!l(’ levels or othet cuts to bring prograa costs dmm

“Moreover, tiscdl sanotions hre inherently lncbnslatent
with the goal of trys erzor reduction. The threat of a loss of B
tedeul funding is’ llkoly to eneourage the grossest forms of error
reduction ‘with 1ittle or no thouqht to long-range improvemeht in
program managémént, the cost-efféctiveness of ercor reductidn techni- "
ques, or Gareful evaluiiién of the resulits of changes. - **
‘ Ta addition,” the application’ GF f{scal sanctions (as

embodied in HEW's March 7, 1979 regulations and the‘even harsher -

poucy eﬂncted ﬂy the Conference Repoxt on the 1979 Subpleuental <t

Approp:ﬁationa Bi11) is mconslatent with the’ explloit cOngreuional

-

R Hnanchl Tnoentive for successhil erfor reduction efforts. ' Sectioh

Rl

mm of th. social ‘Beourity.Act (Fublic Law 95-216), adopted in’

o ‘ e, . : Cert

RN
g
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- from such étror reduption. this Committee suggested the choice of

o fiscal incentives instead of sanctions, noting that "instead of

appf}ing sanctions on the states, the dollar errxor rates would be
uécd il»thﬂ basis for a system of incentives.yhich would give the
‘ééaton motivation for expanglng their quality control efforts and
glbrov!ng ptog:uu‘ldllnlottltlon,' S. Rept. 95-573, 95th Cong. 1lst .

" sesss at 80 (1977)..

Finally, ; Elical sanctions policy is inconsistent with
HEW's.-own recognition that_"...technical assistance, training, and-
positIVC'lncdntlves will have the greatest role in achieving

i,coptfhued error reduction ...." 43 Fed. Reg. 29312 (July 7, 1979).

Given the harm likely to result from a fiscal sanctions policy the
‘besat éoutse of erzor reduction would be one of positive efforts
designed to assure that error reduction is real, sustained, and
’efticient.‘ Certainly there is no evidence that states will strive to

, reduce errors only if there is a fiscal sanctions policy. Until

there 18 a clear ahow(nd to the conttary, error reduction should be

" encouraged by less drastic and haraful means. .
' . Ironically, theJlnevltablerresult of a fiscal sanction
policy} namely the reduction of benefits to eligible families, is the
vexy‘reault which Congress has recognized must be avoided.
Thulf the Conference Report on the 1979 Supplemental Appropriations
Bill endorsed the imposition of fiscal sanctions on states with
ove;paynent errors above a specified level on the understanding that

Ny funder no circumstances are any payments to legitimate recipients to

be curtailed or even delayed” as a:gesult of such sanctions. See
_also H.Rept. 96-400, 96th Cong. lst sess., p. 26 (1979) re the still
pending 1980 appropriations. However, cogg;eaa‘pxovided no @ech@nisn

e ye . . ».
-t . H 2 . R P

o
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to insure that Yecipients would be pt'oto%tdd from such harm and‘under
existing federal 'law, there is no apparent way to ensure that i
benefits will not be reduced {f sanctiohsare imposed.

Certainly HEW has not yet put forward any means to achieve -
this end. Thus, in its September 23, 1979 Notice of Proposed
Rulemaking to implement the directive of the Conference, ths only
conorete way 6! protecting recipients that HEW mentioned was the
Quality Control System. 44 Fed. Reg. 55316. However, l? best, that
system offers a method to fdentify errors and #stablish corrective
actions to uh.lnat.'"theu causes, but it doer nothing to prevent the
kind of benefit roguctgonl that states would make if they lost
federal funds bécause of errors that ace digcovered.

HEW has indicated that it is studying the possibility of
developing other polic¢ies that might in some way provoﬁt reductions
and we welcome that study. However, we believe that such study
cannot acomplish its intended result without further l‘cglslntlvo
change. Moreover, we believe that there may be an irreconcilable
conflict between a.desire to impose sanctions and.reductions in aid
to legitimate recipients and that any device vhtci: might be proposed
tg achieve that end might prove t_o be unenforceable. Accordingly, we
wc;uld subait that Congress should recognize that it cannot achieve
its goal in this way and should reject fiscal sanctions in favor of
methods which will truly improve the program by reducing errors

" without sacrifioing the entftlements of needy families.

‘2. The Existing Error Reduction Poljoy is Not Even Handed and Will
Encourage States tb‘-rngteaao Incorrect Denials and Terminations and

Underpaymentg.’” ‘o - ¥, _
: _{vAlch',ough 1€ {s hard to Anagine a greater tragedy than the

up:ope’t denial of cash auun.nce to the nation’'s nec_dlnt fanilies,

"
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thie is the likely result of BEW's current aqd;propoadaftilbal
sanction regulations (44 Fed. Reg. 12578, Mar. 7, 1979; 44 Fed. Reg.
$5314, 8ept. 25, 1979) which apply only to overpayment errors above a
specified level and ignore completely underpayments and negative case
action errors. The message of this policy is clear: the errors that
count are only those which cost the government .money. Such a biased
error reduction policy will not promote ettlci§nt administration and
true error reduction, since it is likely to lgad to an increase in
erroneous deniale and tor-lﬂations and underpayments. ]

The pressure. to reduce overpayments which will result from
the sanctions, together with the exclusion ofrundorpaymenti and
incorrect negative case actions, insures that some administrators
will turn to measures that are likely torreduce"ovetpaynents at the
expense of increased underpayments and eéspecially ;ncteased.eironeous
negative case actions. The increase in erroneous denials and..terminations
is likely to be even greater thap the increase in underpayments.
8ince a payment to an ineligible talily is generally more costly than
an overpayment to an eligible family, denials and terminations have a
such higher potential for reducing overpayment dollars.

Welfare agencies have in the past obstructed the applications
process to hold down welfare rolls and some will no doubt resort to
such practices in response to the threat of one-sided sanctions for
overpayments. Indeed, pressure to avoid overpayments is certain to
Vload to greater delay in processing applications and increased failures

Mto meet established time limits, and many agencies may even seek to
obscure the increase in erroneous negative case actions by devices
. such as increases in turn-aways without acceptance of an application.
As discussed beleorr, the existing Quality Control Systeam is
inadequate to even monitor such actions accurately. HEW's above-



noted aquestlon t&ﬁ& it will use the QC system to insure that ltatel
provldo recipients thelt full ontltle-ent does not evcn deal with the
. monitoring deficiencies since it does not include plans for necessary
improvements in the system, much less provide an adequage neana't% .
assume that such'actions do not occur in the first instance. -

We are not alonein’the belief that pressure to reduce overpayments
without equal attention to underpaymeénts and erroneous negative case
ictlbns'illi'lead to a biased system. Program expetta. includinyg nau'
ttaff, have tecogni:ed that” focusing on one categozy of eryors to the’
exclusion of others will have this result. For examplé, a recent
Urban Institute study “on errora in the APDC program obsezved that:

*There are aeveral waya in which cortective: actlonb

to reduce ‘errors can result in deoreased accessibility:

" to beneftte by leg!tlnate o!aluants. R _—
Pregsure on eligibility workers to rule conservatively on -
dlscretlonary(natter- and thereby reduce ineligibility and

'j overpayment errors may qene;ht§-an‘lncrease in underpayment
errors and incorrect denials of eligibility." Bgndlck. M., -'W
Lavine, A., Campbell, T., "The Anatomy of AFDC Errora® : The
" Urban Institute, Washington; D.C. (April 1978), pp. 36=37
‘(fGotnotea oulited).

8imilarly an HEW summary of a 1970\state~£edera1\neet£ngAon'Qc reportss
’ " wAlthough a few state representatives felt -~ . ! --
there could be a cutback in reviewing negative _ T .
" actions, many of the participants expressed_u? L : S ;
desire to maintain at least the present scope and

extent of review in this area. The group vas

advlaed’by a statistical authority that reducing

or elimifating negative actions would result in

s
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*  ihtroduc{dg & bias into the entire’ administration
v of Yhe assistance program, (Thil 1; because
lochl agéncy staff knowing that only active cases. - - ..
N - ‘are under reviéw, might tendfto dény borderline
. | cases.)® ‘HEW.State Létter No. 1079 (SRS-APA-PE),"
March 19, 1970, 9*10-

. If simple fatlute to review ﬁzgaé1§e ¢ase actions in a system in which
no penalties could attach is capable of biasing the system against
allowances and conéinuatldﬂtbf ald, the effect of a fiscal penalty’

Y ) which 1gnores such actions vould well nigh be akin to an instruction to’
‘disallow and terntnate. -

. Congress also has previously recognized the problems that
could flow from an unbalanced appiéich to error reduction and haux
disavowed such'approaéh. Section 403(j) as endoted by section 402 of
Pub. L. 95-216 provides a financial reward to states that have
succeeded in lowering all their APDC error rates, including -
‘overpayiehts, underpayments, and negative casé action errors. ‘The
House Ways and Means connltteo also emphasized the 1nportance of -
'balanced er:or reduetion programs in its xepott on H.R., 13335 (95th
Cong., 24 Sess.) which would have provided fiscal relief based in part
on error reduction. ’

I That proposal would have included underpaynents as ‘well as

4 overpay-ents ln calculatlng the incentive in recognition of the fact
that the goal of error feductioin was not sinply cost savings, but
-efticient and proper administration. Nedattve case action errors vere
not jncluded only because the base period for calculating the incentive

vae a period duxlng which Hsn did not require states to review negative



" case actions. The co-nittoc,‘houuf)r. streqsqé the impprtance of the . °

&

: pttnclplo of insluding negatSVCvcalo errors in .the detlnition of . o::ozo
for othe: purposes and noted.that 'liln fulfillipg this goal [6:
-fcffiolont and pfope: administration}. 1t is as.impoxtant to insure that
‘cliglblo noody tanilies receive the aid tc which- thoy are ‘entitled '

as it is to insure that payments do not exceed; ent!tlenent: 1t

also recognized that excluding}ynderpaypéhts y9uld‘pu; p;epqq;cign

the states to err on the éide of disallowances in their attempts to

reduce overpaywents and would jeopafdj:e :h; thggriyy §g the QC system. .
H. Rept. No. qs;nn, 95th Cong., 24 s_esg.'.;gé. 8-9. o L
) In sum, in both section 403(j) and H.R. 13335, the menbers of
Congress most telillar wlth the program expteseed their concerh about

the effect ot coneent:ation on overpayments in a fiscal 1neentige

program and\fpvp;ed a balanced incentive system. A fiscal sanctioﬁ

pollc} appilqd only to overpayments has an even greate: potential kor
Athe results that Congress fears and has sought to avoid, a&pce ;tatea

would lose money for excessive overpayments cather than just beiml;

denied bonuses. \ . " u

Accordingly, we do not thlnk the reuedy fot the biaued erro:

l:eduction policy is to impose sanctions on states ulth{pxcesaive
underpayments and negative case action errors. Rather, all iiu&al
+ sanctions based on error rates should be abandoned and éenuiné o:ro?“
\reductlon should be pursued through a variety of neans such as a
) balanced and rigorously implemented Quality cOnttol systen, approp:iata B
concentration in corrective action plans, and adeqyste technical and :

management assistance, . .

. IR - . Lo - ¢ - '
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ue vould ‘note {n this conncctlon that :ootton 403($) ltlolt
eould bo .improved upon. ‘Buch an ilptovounnt is propéqed in ‘sevtion 123’
ot H. R. 4904 which conditions eligibility for the fncentive on a -
ltate s meeting both a specified standard for dollar error rates with
respcot to:overpayments, and undorpay-ents, arid a specified case ‘error
rate for negative actions. However, we would aqueat that ‘that
proposal docu not go far enough because it does riot consider the
state's negdtive case. astion: eztor_rato in the actual calcﬁlatlon of
the incentive. This could be .accomplished ds follows using the errot -
levels nou‘|§t out -in §403(j) of the Act. ) .

To be eligible for an incentive, a state's dollar error rate S
and negative case action error rate would each have to be bélow 4%.
The next step would be to'detetnine what percent of the federal savings
a state is ehttt{~g to based on its dollar error rate. “ This' percentage
would be, increased proportionately” accordlng to the state’'s negattve

V& e id

. action error rate as shown in'the following table: . 4  "
‘The negative case acttopvarron‘:atox' The percent of Pederal savings
* © ™ 7. the state would retain'would be
- . S ‘+increased by: -

at least 3.5% but less than ¥.0%. BT

at least 3.08 but less than-3.5% . . .28 -

at least 2.5% but less than 3.0% - 308

at least 2.0% but less thap 2.58— 408

less than 28 v e s ’ 508

For exanple, a state with-a 3V.dollar error rate and a 3.6% negative - ‘-
case action ettork;ate ‘would get 22% of the federal savings described -
in section 403(1)12).- That is, the 20% of federal savings based on-its °
dollar rate is thén increased by 108 based on its negative action erro: -
raterto yield 228,
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-, ;Iogreasing tl:::po:ocntjo!‘ the federal ‘savings acoording to
t,li‘o;t_ato'mpucécu-iig;xovoztng,ncqcuvo action error rates:fulfills”
Congress' intent.of considering ‘all errors and revarding ‘states for °

.3, Zhe ¥l scal Sanction Policy Threatens the Integrity of the Quality
Control System, . oo T S .
"The primpry purpose of the ouanty Control system ‘is to _
- imprové administration of the program bgﬁldontllylnq the causés of .

erronepus actions and developing corrective.action plans to eliminate

the pa:tleulaz‘cauui -ot error which have been ldcntitlcd.- ﬁsing

ttqcil,qanctigx';s on Quality 't:pntxol results jeopardizes the ability
of that systes to perve as an effective means of ieduclnq errors.
; First, gince punry responsibility for. Qc revidws is placed

in the Junds of the agencies that are responsible for adnlnistution v ar
of the programg under reyiew, the system can only achieve u- puzpope

4f those agencies are cogil;téd .to a full and probing implementation - -
: ,'ot the system. ;. Basing fiscal sanctions on QC results necessarily. :

creatos p;euuu on Vtho ‘adminiqtering agencies to avoid the
ldenttticltion of ertotl in_such reviews. There- n no juutltlcation :
for so. hnatringlng,\.tho one established effeptive tool tor error

‘ : reduction in order, to advance an error reduction policy of dubious

. merit such as fiscal sanctions. R . . L.

S8econd, the bias in the fiscal aanctton policy uul ‘militate
’ against the use of. Quality Control as an even handed tool for the .. )
reduction of all errors. Since the sanction; will be-based solely on

overpayments, states will be encouraged to:devdte their )imited -

' resoqirou solely to efforts to develop corrective action for the -

causes of overpayment errors and thereby ayoid the sanction.

¥

"uduelng all egrors. o Lo e Lo L
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; stltei h;éo ;;reidy t;ipdﬁdod to the riccﬁt restoration of
negative tase adtion reviews to QC with the. eo-phlnt that they do”
not have endigh’ féfources fo- handle it alf ‘SBed 42 Péd. Reg. 37206
(July 20, 1977).. Thegé 'is also some evidénce that many federal and
state officlals already consider hegative action revievs to be a low

" priority item because of ‘the emphdsis on reducing overpayments. S

Final Réport, HEM Service Delivery Asses:n‘nt of AFDC Negative Casg
Actlona, Janua:y 15, 1979, pp. 24426, T
For . theré to bo’i real comaitment td negative ‘case action’ Qc

review, officials at all levels rust not only consider such reviews

_concrete steps to improve the negative action Quality Control review

synteu.‘.ns it s, s‘all'aasple sites and"lnadequate error coding .

prevent an accurate’ 1dent(tlcatlon of the extent and causes of error, -

theteby khvaztlng ‘corrective actjon, ,
Moreover, conalderntion must be given to means to.strengthen

the review process:to. provlde a note aecurate réview of the

disproportionato nunber of deniale and toruinat!ons based on

procedural reasons rather than a f!nd!nq ‘of ine!igibility.‘ For

example, the QC review of a denial for failure to furnish a requested.

document is not an adequate review if the only-question is whether
the document was requested and not furnished, not whether the réquest

vaa'ipptobriate, the failure was because the individual needed aid to

. obtain the document, or the evidence’ already in fllo established

oltglbillty unde(‘any reasonable burden of proof. *thus while ‘

California reported a negative action error rate of 3.3% for the "

July-necenﬁd: 1977 period, over half of its negative actions for this ~-

period were based on failure to furnish requested information,

withdrawal of application, or request for discontinuance. See Porm

.

of equal importance to the teview of active’cares,- but REW must 'take

e

-
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ﬂi)b-oc-wx.'z Quhit&oqﬂ to: HEW by Californis. A similai pai:om of °
disproportionate denials. and.terminations. for ldnlntqiritiu reasons
-exists ln othor uatu. .. g Michigan, !knd.,, Kansas, Kontucky, ..
,Idaho.x and Colorado. See rorn sas—oc-aox 2 lqb-if.tcd by nch of .
those ntatel for July-bcce-pcr 1977. HBEW has itself ldcntiﬂed such
:ad-lnututivt or procedu:ql donh),: as vnnnung :u:the: study,
Servi oDe lve: Assessmpnt, -gm PP, 21-22. sinuatly, :HEW should
X oonlidat how a uv!.ov systen can be elubluhed f.o dul with the.
'--, probte- ot so-called ipformal denial- which resultd:o- unrecorded
pre-screenipng and turn-aways. ) . .
rinnly, applylng Liscal nnctlona baud on a ,tolerance level
vhich has no empirical support and thouton cannot be sho\m to be a
reasonable :tandatd for state ad-inutnuon is q:ouly unfair to the

states and t.o the poot« families ‘who will bear the brunt of any uscal.

nnctxon. Bxllting regulationl establilh tolerance levels based on
the ltatu' actual .QC error rates and thus at least set a uandard
vhich beau some relation to state perforpance. Bouver. pzopo-od .

HEW xeguhtlons to '!.nphunt' tho dl;eotive in’ the Ov.\ntounce Report
on Public Law 96-38 and the pending 1980 Appropriat,lonl mn, reqqtgg e

that states achieve a 4% payment error.rate by 1982 ‘and base interin
tolerance levels.on the 4% §oal. The subject of whether there should
be tolerance levels in QC has been debated over the years, but there

has beén agreement in the courts, HEW md‘ Congress that at this time -

there is no oipltical basis for a 4% tolerance level for fiscal

‘sanctions. See State of Maryland v. Matheys, 415 P, Supp, 1206,
(D.D.C. 1976); 44 Ped. Reg. 12581 (Mar. 7, 1979); Testimony of Eugene

sldonb&rq, HEW Dgputy Under Secretary before the House Ways and Means .

7

o



823

¥ Subcommittes on Unespjoyment Compensation, June 14, 1976; H. Rept.
95-1373, supra at p. 7 H.R. 4904, $§130-132, Cong. Rec. H10325, Nov.
7, 1979 and the accompanying H. Rept. 96-451, Part 1 at 149-50.
Sections 130 hnd‘131 of H.R., 4904 recognize thl;:ptobleu and require

>,
H

HEW to complete a thorough study of error rates by Dec?lbe: 31, 1980.
(To the extent tput such sections appear to approve the use of fiscal
sanctions genariily. we think these provisions are themselves
misguided.) . X o K ,

‘~* . :clearly: in thé absence of any factual support for the

- tolerance level selected, imposing fiscal sanctions on states with

- fpverpaynent errors over 4% is sinply arbitrary and unjust and further

exacerbates the fundamental problems éoaed by sanctions.

Py

Recommendations: .
1. Congress should bar HEW from imposing fiscal sanctions on
k4 ) the basis of QC re;ults. .
2. Congress should direct HEW to assist states to engage in

an even handed program of error reduction which gives the same

2
1
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} : _-attention to erroneous denials and terminations and Cet
underpayménts as it does to overpayments. .

3. At this time, !!ai should encourage error reduction by a
va:iefy of positive means. These ahf:uld include strefigthening -
the nagative ‘case action QC review process, enforcing
cofrective action: requirements, providing’ techMcali and
management assistarice 'to the states (for example, assl;tance‘
in writing cleafrer :egulacionu., developing forms, trgtnlng
workers, and developing prompt processing systems), and
p’rovfdlng to qualifying states the incentives permitted under
section 403(§) of the Soolal Becurity Act.

Submitted by:

W ’ Adele M. Blong
‘. Mary R. Mannix
Center on Social Welfare Policy
and Law
95 Madison Avenue
New York, N.Y. 10016 : D

on behalf of 3
Houston Welfare Rights Organization
'Phlladelghla Welfare nghtu

R Organization
United Peoples Welfare mghu
Organization
Pranklin County mlfate Rights
o:ganiution :

'
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DzrarTuENT OF HUMAX SKRVICES

, S ) A . " Taixrow, N.J. osess
s ANN KLEIN 3 . b oo v, “
Sy CoMMBBIONER

NEW JERSEY DEPARTMENT OF HUMAN SERVICES .
TESTIMONY SUBNITTED BY COMMISSIONER ANN KLEIN

- i‘'m'rnxsgu.mcomdrrxxomwnumcx :
e o snoomms N PUBLIC ASSISTMCB 1
R RECARDING WASTE AND ABUSE IN AYDC AND MEDICAID

* 7 Kovesber 16, 1979

_' ’ oo Susmary

The ;'eblte over vaste-and abuse in APDC snd Medi{caid must not -
overshadow the fact that these are essentially sound programs which -
. are doltwrhg the necessities of life to thousaids of low income - -
- children and adults. Althouih they are complex programs to administer,
New Jerséy has been able to.improve their management without hurting.
“ . clients. For example, tiu Dopart-ont has dmloped a computerized ) .
! ummnt information system for Medicaid, and u currently dml.opins
ong for A!Dc. vl\zeh quickly spot oourcu of erroy and nbun so th-t
, !urthu' upste can be pnvmtcd. B

FER
. 'l‘lu Dcpartunt of Human Suvicu is, utrmly concerned about
i congnu s recent uetton undnuu a1l scates to uchiwc a Q! puyunt

- §TTOT Yote in AFDC and Hdicud by Tiscal Year 1982 or face fi.ed

§ sanctions. Altbou;b wve have udc cmide?lbh progress in ud\lclns vaste )
E and abuu. it is not certain whether New. Jeruy ‘snd most othar states wux

‘be able %o wmeat this arbitrary quota. The cauvses of error and how to best
roduco ‘them are still not fully understood; HEW only recently initiated
a study of thio problem. Furthermore, many fgctors which may increase
" errdrs are beyond state control; for examsple, complex federal u;uht‘lm .
_ or employee strikes. These fiscal penslties are unreasonsble and msy be-
detrimgntal to iﬂc:lpimto' nl!n;e! and thuc Congress should ruei,né thes,

.
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I an Ang K.lcln, coniguionar of the New Jersey Doputnent of Eunn
"‘Service,. Although most of my tuthony concerns vaste and abuse 1u
A¥DC and Medicsid, I would first like to redress an imbalance which 1
believe is devalo'phi'g in the debaté.on this issue. We sgem to be losing
- sight of & key fact: -AFDC and Medicaid are_essentially soynd programs
o ) vhich are delivering tha neéeuitleu of 1life to thouunds of low income
) children ard adulto.. These benefitc are beins delivered on an increasingly
] ‘ ‘ efficient basis: In 'New Jersey, for axanple, 95 cente of every ‘AFDC douar
is correctly distubuud ® A recent national sppraisal of the
7 i Medicaid progtu indicated that it is mostly retponsible for the poor 8
/ increaaed access to health care, reduced infant nortality rntes. and other
‘inprqveneuta in health. Despite the image given by many critics, these
programs are, on the whole, achieving their intended purposei.

. \z‘::; - S

Tam cone&ned_ that an overemphasis on~qualtty"éonttol issues, resulting
in unreasonably.strict adnihictuuon, will dilute these pro;ums' "
effectiveneu in urgeting b.nef!.ts to those most in need. Much of the
recent debate _about error and waste hag focused op a desired outcome -~ a
4% erfror rate -- rather than.the means and potentislA costs of re’ducins

. these errora. New Jersey could probably lower its AFDC error rate 'By
lowering 1ta payunc standards and thus eliminating many families with

) earnings from the program. ‘Our AFDC prosu- would be simpler md errors '

. y» would be reduced. but ‘at what cobt? 1f ptosh- effectivenuo and prog‘ru .

- 1utegr:lty are to be pursued gimltnneously, the ¢ ﬂlel of waste and nbuse

nult be our focus, uot merely the_error yate antiulcn.

=

Dupitc the couphxity o! the Hedicaid and AFDC yrogrm, sou ltlt!l hnve
N tgu\p@ble to ngggve their management without hurting cllentl. . lhv Jergey
3 is a good example of a state whose ef‘go:ts_.tge yielding substantial payoffs.

~

. L

*hcluding :cchnlc‘l errors, such as lack of Social Security number and
‘usignunt of support righta, which once coructed, do not affect -ugibiuty
or arouut of payment.
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Yor mlo. our. co-pq;oriud Ked;cau mueuut Inforsation System -
uerupa Madicaid clun to asgure’ uciplmt and prov{dcr eligibilicy, to )
. pay " tHe correct amount,.to cstch dupuutc claims, and to prevent &buuvc )
pucticu -ueh as oyerutilization o 1upproptlato services. xpown Hediutd
uvings and roeoveuu totalled $13.3 atilfon {n New Jersey last yur.
E l'utther uving; were created through the deterrent effect that a vnll- .
pubucnod 9rostu integrity systen.has on Qp:entul abusers, and hy the
hct that w can quickly spot umes of otror lnd ‘buae und take proupt
iaction t.d cor rect thea. h ;

Lo

Aa tor our Arnc progru, uev Jergey has hu,ved its payunt error utg
% since 197‘. J.n luge part because of coryective actions takén at’:gr each
xeview peuod to address specific sources of arror. '

A uajor coneettn adtion eurnntly undenuy is the conputerintion

of the stete's 148,000 APDC cases. . rhn system 1s expected to reduce error
and fxaud by standardizing. procedures, reducing paperwork, permitting

: ‘quicﬁer Vettfgcauon of dsts, and elinipating arithmetic erroxs, The
computér will notify the income maintenance technician if particular
information is lacking or is invalid. . Daily errot reports will hctunte
p‘ionpt _correction of errors, indicate error rates per supervisor and income
maintenance technician, and reveal areas in which retraining is needed,

Althouah New Jersey hds taken significant steps Eo reduce waste and abuse,
and Hu achieved rolatively low error rates, we are extremely concerned
about ‘the Appropuatlow Comnittees' recent acticn mandating all scates to
achieve a 4X error rate by the end of FY 82 or face fiscal sanctions.

One of the most arbitrary and unreasonable aspects of vhis 4% mandate
1s the fact that the Medicaid quality control system is only now being .
d&elopad.‘ and the nationsl Medicaid error rate has not yet been determined.
Whether a 4X gosl {s achievable in this program is totally unknown. Even
1o AFDC, vith its on-going measurement of error, the causes of error and how
‘to-best reduce them are still not fully understood. .It has only been within
the' past few veeks that HEW announced the 1n1tut199 of 8 .mdx to more

¥ - ¢



e -

L

¢

cccuutely detcnina ciuses of error in AYDC tnd Medicatd. A second
arbitrary elehent in the Congressional undnte 1is the fact that many of
these factors may be beyond state control — for example, pev federal
usuhtioné'.f}ndu sampling varistion, gwployee strikes, unatiticipated
increases in caveload, to niame &' fov. To mandate’ states to achieve a 4%
error level without fonsideration for thess factors and to permit ilmost
so \uivers may féster & -ut—ul ‘pi’ro‘nch to reducing wéste und sbuse.

" Mr, Chumn. the fact that you have called thia hearing coduy indicates

that Congress is viui?; to consider the issue of error and waste in

Social Security ‘Act prograns more cu’etull:y than it has in the past. As
* the Subcommittee begins its work o this problem; I would like to nake

oevaul recommendations which uy expedite the development of solutions.

{.. xrror and waste must bg defined -o;e greciulz.

lsqinates of ertdr and waste in government ‘programs should be
adjusted to reflect 1ikelshood of recovery or reduction, cost of
recovery o reduction, and estimated accuracy of‘ the data. Yor
.example, AFDC error rate statistica currently overstate potential

savinga due to reduced ‘error, because HEW includes technical errors -’
which, once corrected, entitle a needy family to Full denefit payments.
"' Corréction of the error does not lowaer AFDC costs. It is misleading

to include these types- of errors in a statistic which supposedly
represents incornctly apent funds.

I would also scrongly urge that public statements about vuto 1n

. government put fraud and abuse in proper perspective. The EEW Inspector

General estimates that only 15% of lost funds are due to willful

miprepresentation, excessive services, and other program violations,
Our experience in New Jersey has shown that the extent of sbuse may
be even lower. Although individual exsmples of biatant fraud are much
moxe likely to attract public atteation, they cast a negittvo image
over all recipients, the vast majority of vhom are genuinely needy.

Congress and HEW must ‘g ive greater consideration to the error
implications of proposed laws and regulations.

The "error proneness" of a program or regulation must be weighed
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against the benafits doriqu from its specificity. Congress' s B
Tecent action to reinstate unlimited medical and shelter deducum ‘
for elderly and disadled Pood Stamp upplieh:ts. but not for qj:her

Food Stamp households, is . prime example of- lesuhuon vhich may =
generste many errors. Although I am not opposed to specific
deductions for needy families, it is not ad-linintntivuy efficient

to extend specific deductiops to one 'cea'pent"o'f recipients and not
another.

3. 1 nalties are to be used, they must be carefully constructed so

that they ere reasonable and enforceable, and so that they do not
icit res es_which are fficient raful to clients.

I agree with most states that fi«;clh incentives to improve .
performance are p_,uferrpble to ,fiecal sanctions. The special federal
funding vhich New Jersey currently receives for its Medicaid management
information system and quality control unit is cost-effective and,
ss Congress is currently considering, should be expanded to AFDC.

From a pragastic perspective, however, I realize thae penalties in

some cases may be an effective deterrent to poor performance. Given

the likelihood that Congress or HEW will continue to employ sanctions

as well as incentives, I would ‘urge that, in order to be effective

and fair, penalties must be more carefully comstructed and less draconian
than they have in the past. Several years ago, for example, New

Jersey was sssessed a penalty of $9.2 million in Medicaid funds because
the annual utilization review for one nursing home, out of 230 in the
state receiving Medicaid funds, was a month late. ) Although this

penalty mechanism was later rescinded and replaced with less punitive
regulations, it is a prime example of a sanction so gross and unreasonable
as to be unenforceable.

1f penalties are to be imposed, they must be based upon reasonable
goals derived from empirical evidence about the sources of error and
poor performance, the dollar impact of the error, and the cost-
effectiveness of reducing it. Since the 4X error rate penalty
recently get by Congress meets none of these criteria, it should be
removed from the FY 80 Labor/HEW Appropriations bill.

In susmary, I would like to reemphasize New Jersey's commitment to
improved management of AFDC and Medicaid vhile maximizing client welfare.
1 hope that Congress will reinforce states' efforts through carefully
crafted legislation that encourages improved performance and prohibits
cutbacks in benefits to these programs' recipients.
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STATEMENT 0’:\08’1’8 AND ABU_S! IR SOCIAL SECURITY PROGRAMS

In the AYDC program waste is commonly 1dentified as the error rate. Abuse is
commonly 1dentified vith fraud in .the progran vhich is also indicated in the QC ~
error rate, special projects and various reports. All of this d.afl 'il then conven-
ientl'fy lumped togeti;er to formulate thle overall viewpoint: "This 13‘.vhat is vasted
or“lout!. W¥hat shall ve dot” . '

Let us look at North Carolina's fraud report for October 1979 through March
1979 for a study of the validity of the "facts” Congress has.

l(orﬁ: Carolina's QC statistics indicate that oven@gts vere reupons;ble
for 3!‘ .683,50(‘) (Tneligibles and Overpayments). Underpayments were responsible for
3792.57_6 not being spent. Of the overpayments the total client error in North o

Carolina wes $2,016,54%1, vhich bresks down as follows:

Unreported change $1,289,252
Misrepresentation - - 565,130
Incorrect Information - 142,158

Agency error vas $2,666,959.

Somehow in the process of coding errors & non-legal findi'ng of misrepresentation
is made by Quality Control. Somehow the unreported changes by the client or others
is separated from misrepresentation. Regardless, one fact 15. clear, these are
errors beyond the actions of the agency. They are the products of other individuals.
Even more clear is this fact, States are to be penalized for these errors.

I would like nov to suggest an snalogy "Should the Federal Reserve withold money

from banks because they have been robbed?" The purpose of this analogy is simple-
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fgqud or sbuse should not be treated as an error in penalizing states gor their QC
;rx‘«"’r rates. It should be used as an indicator of action et the local, stcte,
federal and coﬁgre;sionu levels to assist the states in reducing this type of loss.
Witholding funds, fiscal sanctions and ¥ error rates will only increase problems in
this area. This will mean an increase in the loss of much needed funds.

let us look at errors the agency is responsidle for. In North Carolina this
vas, as stated, $2,666,959 or 5T% of the payment error rate, 7.01%. This indicates
that agency responsible errors in North Carolina could have been 3.9% without the
client error. However, in terms of lost money, let us investigate m;-tbar.

Enuneration errors or Social Security number errors are technicol].y "procedural”
errora. This means that the agency fafled to d;cunent or send in an applicantion for
a recipients Social Security number. It does not affect eligibility or the amount of
payment. These paper errors caused 8.49% projected increase in our error rate or
$226,424,82. It hardly seems fair to insinuate this money vas ever "lost". It seems

" far worse to imply that the errors should be used to vithold money based on the state's
error rate vhen the error never could lose money.

When speaking of errors, one should also look to Congress. There are errors
caused by the inck of similarities or coordination between programs. As example, vé
have the AFDC income diregard vhic‘:h unfairly is different for applicants and ﬁeipien“,
an entirely new system of eligibility for Food Stamps, and another system for Medicaid.
Congress should get its act together. Ticere is al;o the prodlem of too many federal
regulations and resulting excessive paper-work, lack of flexibility, inconsistent
i{aformation from HEW and the regional offices, and a difference of perceptions of
error rete? in each state because of the many differences between states.

. Differences i{n state programs can accou;at for some of the abuse. In North
Carolina, a family of b receives only $210 monthly AFDC payment, which forces cheating.
One can understand vhen a family has too little income to support the needs, as

the recipient usually says, "But I needed it.”

e
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AMmittedly there is fraud and abuse and vaste in the AFDC program. 'The fraud oy
client error should not be used -to penalize the state. The agency error should be
evalusted, in light of the QC error rate and becomé 'an indicator that corrective
actiod is needed. co;'rective action can only be achiewa by deliberate work vith
each state, and vith required monitoring of the programs administration within
the state. A'set of fallible statistics should not drev grbitrary error lines.
Instead, ve must lock for welfare reform to correct the problems caused by federal

inconsistencies and vork with the states tovard corrective action, -

JR——
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~The Hmorable Daniel' P, !bynihan
'l&:ﬂtédStatesSemte hbiAsl
Subcommittee on Public Assistance . N
Conmittee on Findnce - .
Washington, D.C. 20510 . "

Dear Senator lbynihan 55‘
) regret that I was unable to testify on Novenber 16th, o

-when the Ppblic Assistance &xbcomittee held oversight hearings
on public assistance fraud and abuse. However, I understand that |

. lxlly of my colleagues in other states did testi on our problems

i‘tfi > ,é:"i

fteuptstoredmeerrorsandfrwdin prograns we
adu:lnister "

: For the tecord, I would like to submit some comments

- concerning our efforts in Pennsylvania and some of the concerns
we ha\ile regarding the inplenentation of federally-iuposed fiscal _—
sanctions. o

sy

for your interest in resolving this most

Thank you
important mtter -
‘ . . Sinoemly,
o ' Helen B. 0 nmm

2.0, Box 2878, Hervisburg, PA 17120

t



. The Commonwealth of Pernsylvania is committed to elimination - :
of errors in our complex system of public asjistance programs and -
prevention of fraud and abuse. Recenitly we have made significant head-

way in improving the intégrity of our pblic assistance program, How-

ever, we do raise issue with the sition of federa] fiscal sanctions

and with of the provisions included in proposed regulations issued

by HEW, which we believe go far beyond the intent of Congress.

. " .He resin °”§°’°" to the entire cme‘e'gt of disallowgnces of -
Federal Financial Participation in connection with the Quality Control =~ = ¥

program, v

It should be emphasized that the ition of any financial
penaltiés, resulting in the reduction of es in our public assistance
programs, will adversely affect the poor. We simply canmnot, with ‘ e
reduced funds, maintain our programs and provide the necessary case - o
management; every sanctioned system would have-to consider reducing
either the scope and eligibility of its programs or its staff complement.

Either result would hurt the recipient and probably result in increased
- errors., . . v :
i ) “
o We suggest a constructive rather thap punitive spproach ™=
toward the mﬁstmtim of public assistance programs. ' Certain ‘= . -
problems have already been identified that must be approached on the
federal level before state and local govermments gan réduce efyor rates.
For example, Urban Systems Research and Engineering, Inc. has documented
‘in detail the deficiencies in Medicaid eligibility requirements and .
has sumarized these prablems by stating "the Medicaid eligibility proyi-
sions are so complex that théy are alinost entirely unwcrkable." We ) T
suggest that Congress direct to attempt to correct problems in ;
eligibility prior to contemplating any system of penalties for:states.
We laud attempts such as "Operation’ Common Sénse' tnd the hewly formed'
"Corrective Action Project” as methods for the Federal government to
actively aid states in administering public assistance and medical .
assistance programs. ‘- Rather than a system of disallowances, we -
administrative and legislative initiatives to simpli

» eligibility and to further attempts by federal agencies to provide

te cal assistance to the states. ' : oL

: Fiscal penalties have merit only when balanced with' fiscal

" incentives. For example, HEW could provide financial incentives to °*

" the states to increase third party 1lability (TPL) activities. As a -,
result, umecessary Medicaid expenditures could be avoided. The ’
P regulations give no consideration to states' efforts in TP

and other activities of this type which result in actual savings;

rather, regulations proposed to penalize states that make procedural



‘} eliglbnity errors which result in no dollar losses.
apparent cmgrosslonal and HBW regulatory intent
which clearly p;loes is on the punitive aspect of the ity ,
Control process. the time in which states can !nitiate
remedial action for defici es }‘n their operations or procedures,’ -
+ federal regulatioms, i their propdsed current form, -
ignore the realities of comctivo action and take a simplistic
attitude toward the csuses of Quality Control error. Once sgain,” -
the Federal role should be one of assisting states in corrective .
action rathet than hposing l.nreaustic penalties tlut imoro tho
- process entii‘oly. IS

S _¥e. _applaud appamt Senntorial 1nteht (Magnuson - Javlts

¥ . colloquy in %sstml Record of September 27, 1979) to exclude .

" "technical or rative errors in determining sctual mispayments
of public and medical assistance funds. We stress that administrative,

- procedural -errors that do not Yesult in actual mispayment should !

¢, mnot be included in determination of misspent dollars., Proposed HEW -

* regulations ignore such intent and fall to differentiate between
technical errors and substantive case errors. Technical errors in-
clude instances in which a Social Security mumber is not-obtained or
a reci 1ent is not registered with WIN. !n both instanoes, "inbligi-
bility" is readily corrected by le ropriaté forms.
During the period of the teclmiea! bility, t.he ‘recipient

. remains validly eligible for AFDC based on his financial need for the

'{ 'program, (nce the emmeration process begins or once the recipient
" 1s registered for WIN, ths AFDC payment is technically correct, yet
no change in the AFDC payment results. The lével of payment remains
- unchanged during the period of :"ineligibility'' and "eligibility."
. States should not be sanctioned for "misspent" dollars in such
‘instances, since no change in AFDC payments results from tln error -
or its correction. ‘

' The General Accounting Office has pointed out in its report
Chio's Lbdioa:ld Program: Problens Identified Can Have Nat onal

5 e P : » B
""Ees to use in’mking the Qual!.ty control studdes and mporting the
results do not differentiate between technical errors and substantive
errors. Therefore, true p losses due to ineligibility and
potential savings available from eliminating eligibility determination
errors are overstated " -In an earlier report entitled, Leg slation
Naeded'ro m gram for Red Brrmewsllelfare e

- the AFDC Q:ality Gontrol. program, o o

’
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' " sin, I stress that it is upreasonable and unrealistic
to impose fiscal sanctions based on a Quality Control system vhich,

"._by its very nature, will result in'en overstatement of states' pay-
© ment errors. . - : . ‘ D

I
o N

- The Department of Health, Bducation and Welfare has proposed
designation of a national average for the various error tolerance :
levels. The implicit assumption here is that state program regulations
are sufficiently- homo, for accuraté and appropriate averaging.
level adequately sses the variance in program size and cosplexi
from state to stais. In a state like Pemsgxl.ovmia. for example,’ locz
assistance offices handle not only AFDC, Medical Assistance and Food
Stamps, but also AFDC-U, the Medically-Needy Spend-Down program,
General Assistance, and Bmergency Fuel Assistance. -One district office
in Philadelphia serves 17,000 families. The error rate in this office
may undexstandably be higher than that of a small suburban agency in
a state where onlv the ninimm federal/state programs are available.
Any interim toler. .ze level that ignores the wnique characteristics
of each state as to demographics; caseload size, rate of caseload
growth, and wnemployment growth, is inherently unrealistic. Also,
any system which fails to take into account programmatic differences

- They are not. It ‘ili ractical to, think that a single tolerance

. encourages states to minimize the programs and benefits they provide.

We do not think Congress intends to encourage states to reduce
programs and services to the needy. o

The Commorwealth of-Pennsylvania will continue, to be dili-
gent-in reducing errors and-in identifying fraud in its public and :
medical assistance programs. But we request that the federal governmen
cease this arbitrary imposition of fiscal sanctions. We remind you -
of the premise of cooperation inherent 4n the federal/state g:rtner-

-ship and request that the federal departments assist states

inpﬂr‘(swing their programs and refrain from putting rcadblocks in our
paths.

Thank you for fhis opportunity to go on the record concerning
this most important and serious matter. .

0)



